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PROCEEDINGS OF A CONFERINCE OF GOVERNORS

OF THE FEDERAL RESERVE BANKS.

Treasury Building,
Washington, D. C.,

Monday, May 5, 1924.

The Conference of Governors of Federal Reserve Banks
convened in the hearing room of the Federal Reserve Board,

Treasury Building, Washington, D, C., at 10 o'elock a. m.,

Monday, May bH, 1924.

PRESENT:

J. B. McDougal, Governor, Federal Reserve Bank
Chicago, Chairman,

w, P. G. Harding, Govermor, Pederal Reserve Bank of
Boston,

J. H. Case, Deputy Goverrnor, Federal Reserve Bank
of New York.

Geo. W, Norris, Governor, Federal Reserve Bank of

Philadelphia.
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R. Fancher, Governor, Fsderal Reserve Bank of
Cleveland,

Governor, Federal Reserve Bank

Wellborn, Governor, Federal Reserve Bank
Atlanta,

C. Biggs, Governor, Federal Reserve Bank of
Louis,

A. Young, Governor, Federal Reserve Bank of
ifinneapolis,

J. Bailey, Governor, Federal Reserve Bank of
Kansas Wity,

A. McKinney, Governor, Federal Reserve Bank of

U. Calkins, Governor, Federal Reserve Rank of

—

8an Francisco, and

George L. Harwrison, Deputy Governor, Federal Reserve

Banlkk of New York and Secretary to the Conference

o

of Governors.




PROEERBDINGS.

Governcr Crissinger: Gentlemen, I would suggest
that the Governors now organize themselves and get down
to business. When you have gone over your program and
have found a convenient place, where you weuld like to
have the Fard come in, the Board will be glad to come

in then and discuss these matters which you find should

be taken up with the Pard, I have been talking with Mr.

Harrison, who says that that has been the better policy to
follow, at least, so that you will know what you want %o
discuss, and we will rot be going over a lot of details
that are not very interesting; so that if you gentlemen
will proceed to organize we will be very glad to let you
have this room. Whe is goling to be your Chairman?

Goverrnor Fancher: I move that Governor icDougal
act as Chairman of this conference.

Governor Young: I second the motion.

(The motion, having been duly seconded, was unanimous.
carried.)

Governor GCrissinger: Governor sicDougal, will you ta.
the Chair, please?

(The Federal Reserve Rard ther=upon retired from the
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conference room and the Conference of Governors proceeded
ags follows:)

The Gairman: Gentlemen, the conference will kindly
come to order, This program that we have for considera-
tion is divided, as you have noticed, into several sections
under the headings "Credit Transactions and Policies”,
"Collections and clearings™, and other matters which in-
clude some imvortant topics that have been suggested by
the Federal Reserve PRoard and others that have been placed
upon the program by the Treasury.

T will first ask the pleasure of the conference with

respect to the order of procedure. In the absence of

any suggestion we will proceed with the program in the

order in which is 1t arranged.
The first major division of the program is
Credit Transactions and Policies.
sub-tovie (a) under that 1s
(a) Open iiarket Uommittee Operations
1 Report of Chairman, Governor Strorng.
Deputy Governor Case: In the absence of Governor
strong, there has been a report of the Open Market Invest-
ment rmittee prepared, coples of it have been distribute
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think, and what is the pleasure of the Conference, that
read it?

The Chalrman: know my position with regard to
those matters., L c it is well to read these reports,
and the members of the conference can follow their capies
as i1t 1s read.

Governor Fancher: I so move, Mr. Chairman, that
ifr, Case read the report.

The Chairman: #ithout objection, that course will

pursued.

Governor Callkins: Mr. Chairman, is 1t the intentlon,

reading the report, that we dlscuss the Yarious 1te ms

as it is read, or that we wait until 1t is finished and

discuss it afterwards?

The Chairman: T thirk the report had better be
read, and comuents made later. I will ask #r. Harrison
to read the report.

ilr, Harrisons The report of the Open Market Imvest-

committee is as follows:

"Since the joint conference of Eoverrors and agents
last November, the Open Market Investment Cormmittee has
entered a new phase of its activity by recommending and
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carrying through a common policy for the Federal Reserve

System in the purchase of govermnment securities for: a

speclal investment account.
At the joint conference on November 12, 1923, the

Chariman of the Open Market Investment Committee recom-

mended the resumption of purchases of U. S. goverment

securities by the Federal Reserve Banks in the open market

in the event that business conditions proved favorable
the

On December 12, 1923,

to acouiring a portfolio.
Federal Reserve

Market Investment Committee met with the
Board and a plan was formulated for the purchase of Govern
as far as it

ment secubities up to 100 million dollars

could be done without disturbing the market for such secur-

itles, and under the further condition that such securitie
investment

should be held for the 12 banks 1in a special
direction

account and should be subjiect to sale at The
The participation of all

of the Federal Reserve Board.
1 reserve banks in this plan was secured and pur-
At

12 PFedena
made gradually up to 100 million dollars.

were
the committee on January 14 and February 8

chases

meetings of
were recomnended in the maturities purchasec

readjustments
and the authorized buying prices at hich purchases were

hitized for FRASER
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made., PFollowing the recommendation of a meeting on
February 25 the amount authorized to be purchased for
this special investment account was increased to 200 mil~
lion dollars, and at a meeting on April 22 it was again
increased to 250 million dollars. Total purchases have
amounted to 235 million dollars.

In the course of thesc overations decisions have
been reached on a number of points concerning the distribu-
tion of securities between the reserve banks. The ex-
perience of the committee has led to the discouragement
of special purchascs fnr individual banks, apart from the
regular allotments of purchases for the special investment
account, because of the serious interference with the
general program which was found to result from such special
purchases. In order to meet the nceds of banks desiring
larger amounts of holdings for the purpose of maintainirg
the volume of their earning assets, redistribution was in
several instances secured to such banks from the allotments
of other banks, which were willing to foregoc a part of
their allotments. An accompanying statement indicates

the extent of such redistribution. The same principle ha:

been applied to purchases and allotments of banicers accept-

gitized for FRASER
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ances,

At the meeting of the committee on April 22, 1924,

it was recommended that the buylng rate on three months'
bills be reduced from 4-1/8 to 4 per cent, and the rate
on shorter bills from 4 to 3-7/8 and 3-3/4 ner cent, at
the option of the banks.

Results of operation. As a result of the purchas-
ing program a portfolio of 235 million dollars of govern-
ment securities has been acouired, which may be scld to
the market at any time that 1t seems wise., It 1s believed
that these securities have teen acauired without affecting
unfavorably the general credit situation, In fact during
the period when purchasing was golng on, from the latiter
part of December until the present, the total earning

o

assets of the Pederal Reserve System have decllned approx-
imately 400 million dollars, Increases in holdings of

U. S. securities have .been more than offset by a decrease
of 900 million dollars in holdings of bankers accentances,
and of 450 million dollars in discounts and advances.

During the period there has been rno stimulation of stock

exchange activity or highser commodity prices as 2 result

hitized for FRASER
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9
of the purchases. In fact the observable effects of the

purchasing program have been largely confined to the
government securities market. During the period of the
operations of the committee there has been a hrisl
for short term gover nnent securities, due to the fact that
the demand for funds to carry on business operations has
been limited. A further influence making for generally
easier money conditions was the continued inflow of gold
from abroad at the rate of more than one million dollars 2
day . It is worthy of note that the dovnward movement ef
the yield rates on short term sovernmient securities has
in the main been varallel with the changes in rates for
commercial paper, and the yields on Liberty bonds.
would avpear torindicate that the downward movement of
yvield rates for certificates and notes has been dne more
largely to general conditions in the money markets than to
the activities of this committee.

Future Program, 11though purchases to the amount

million dollars have been authorized, the committes

has not been able to secure this full amount because of
the scarcity of offerings of securities. The prospect

for the immediate future appears to be for still eagier
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money conditions., Business has grown less active in

the past few weeks, gold imports continue at a rapld rate,
and the usual seasonal tendency at this time of year is
for lower rather than higher rates. Under these clrcum-~
stances further purchases of govermment securities may be

difficult for some weeks to cone,.

-

It is clear that any further extension of purchases

for this account beyond the 250 million dollars now author-
ized, should be carefully reviewed in the light of current
business and credit condltions and the Treasury fiscal pro-
gram., But with the continued influx of gold from atrcad
1t should be borne in mind continuously that the danger

of credit and price inflation and a period of undue specu-
lative activity is always present. One of the best safe-
guards agalnst any such danger is the possession by the
Federal reserve banks of a large portfolio of readily
saleable securities. Suych a portfolio should be obtalned
howe ver, without encouraging the very speculation wvhich

the portfolio is designed to combat, and without affecting

injuriously the market for govermment securities.,

pitized for FRASER
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INDEX OF EXHIBITS,

(4) Statement showing United States Govermment Secur-
ities purchased for Special Investment Account for the
Federal Reserve Syvstem and thelr apportionment to all
Federal Reserve Ranks.

(B) Statement showing purchases of bankers acceptanc-
es by Federal Reserve System and thelr allotment under
the distribution plan.

(C) Comwparison of earning assets held by all Federal
Reserve Banks from December 27,1922,to April 23, 1924.

(D) Statement showing redistribution of Open ilarket
Investments of Federal Reserve Banks under Committee's
Action of February 8, 1024.

(B) Statement showing estimated expenses as report-

ed by all Federal reserve banks aw amunt of earning

assets reouired to cover such expenses for the year 1924.

(F) Chart showing money rates in the New York and
London larksts 19022-24,

(G) Chart showing the relation between prices, bank
devosits and United States gold stock plus earning assets

of the Federal Reserve Banks.
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Statement Showing United States Govermment Securities
Purchased for Specilal Investment Account for the Federal
Reserve System and their Apportionment to all Federal
Reserve Banks at the Close of Business, April 30, 1924,

Boston

New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago

3t. Louls
Minneapolis
Kansas Uity
Dallas

S8an Francisco

Apportiomnment.

Cert of Ind.

& 4,957,500

15,973,500
2,143, 500
5,748,000

972, 500

0
9,601, 500
1,830,000
4,120,500
2,741,500
2,560,000

5,381,000

Treasury Notes

$ 15,020,200
48,370, 600
6,825, 500
17,415,000
2,811,700
0
29,097, 800
5,135,800
8,013,200
7,930,700
11,533, 600

16,302, 300

$56,029, 500

$168, 457,100

Purchases for future delivery and
aprortionment

Total
19,978,400
64,344,100

8,969,000
25,163,000
35,784,200
0
38, 699,300
6,965,800
12,133,700
10,672,200
14,093,600

21, 683, 300

$224,486,600

10,000,000

$234, 486,600




Recapitulation of Purchases.

Made by
Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louils
Minneapolis
Dallas

San ‘i‘pancisco

$Sold from Sys-

tem a/c to
Treasury

Amount

$ 8,748,500
218,307,000
2,028,500
340,000
600,000
1,144,000
7,150,000
761,600
113,000
130,000

1,163,000

$240, 486,600

6,000,000

4234, 486,600
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Recapitulation of Purchases by Maturities.

June 15-16, 19 819,315, 200
30, 840, 500

22, 544,000

68,974,000

21,950,000

25,188,000

12,289,900

6,710,000

21,004, 500

$234, 486,600
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Statement Showing Purchases and Allotments of Bankers
Acceptances since the Tnauguration of the Distribution
Plan December 12, 1923, to April 23, 1924, Inclusive.
(000 Oomitted)
Amount over or
Shopt of Pro
Purchases Allotments Rata share.
Boston $ 26,174 & 37,403 & 839 Over
New York 316,081 ar 4,941 Short
Philadelphia 62,040 5, 18T 0ver
Cleveland 3,626 1 42
Richmond (glven to De
Atlanta 10,078
Chicago 13,289 ' Gy es
830 8,658
o L0 269
Kansas City 0 14,79
Dallas 1,766 74,609

36,148

San Francisco 6, Hb8%

Total $440,0675

Richmond began participating Feb. 20 but

ments given to Dallas.

<
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Atlanta began participating Feb., 20, and discontinued
taking allotments April 9.
st. Louls began participating January 24
Kansas City began participating Fsbruary 6.
\bove figures include special orders. during
the period of:
$10,000,000 for Cleveland
3,006,000 " winneapolis
7,000,000 P Kansas City

55,042,000 Dallas

%$75,048,000
which were completed as follows:
% 2,500,000 Atlanta portfolio

9
S

001,000 Philadelphia "
3,006,000 Dallas
16,445,000 New York

44,086,000 special purchases in

$75,048,000




10-g

Comparison of Tarning Assets Held by All Fed ral Reserve
Banks from December 27, 1922 to April 23, 1924,
(000 Omitted)
Total

Larning #Government * Bankers
Assets. Securities Accentances

Bills
ionthly Discounted
oG,

T
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Dec. =7 +%yl,322,061

1923~
Jang Sl

Feb, 2€

Mar, 28

1,139,552

1,166,512

1,114,219

1,033,697

1,180,652
1,167,999

1,297,775

$445,883

553,755

96,284
93, 530
¢1,885
91,837
84, 460

104,158

$246,2953

188, 566
207, 678
254, 251
274,041
257,318

204

,225
176,864
173, 485
172,124
204,608
289,004

336,415

#6209, 885

507,251

595,760
700,060
636,638
731,050
774,963
760,539
815,518
862,008
883,800
794,381

857,151




Goverment Securities Barnkers Rills
special icceptances Discounted
Own Investment
*rurchases account
914,881 173,137 47,635 271,792 532, X7
950,801 - ¥1,811) 83,800
242,080 77,463 179,793
1,008,588 " 77,562
9e6,119° Bl ,0LY s LRSIt 197,606 529, 5068
012,968 75,781 120,886 176, 680 469,570
B, 615 ~NEH, 008 198,386 140,424 472,843
Net Change
De¢. 27,122
Lo

Apr. 23,'24
434,448 171,588 105,869

% Including sales contracts.

%  Bxcluding $12,000,000 Pittran Act Certificates

redeemad Decervber 21, 1922,

gitized for FRASER
ps://fraser.stlouisfed.org




Statement showing Redistribution of Open darket Investments
of Federal Resaerve Banks under Cowwlttee's Action of

February 8, 1924,

Selling Recelving
Date Ba rik Amount . :Bank.

Feb. 18 N. Y. 4,000,000 Bills (portfolio) Kansas City

20 “Rich, 7,138,000 (agegregate daily Dallas
allotment of
bills given up
Feb.20 to date)

5,000,000 (portfolio) Dallas
N. Y. 5,000,000 ° 5 Dallas

Phila. 7,484,100 Gov.Sec.(aggregate daily Dallas
allotment of se-
cubities given
up Feb. 21 to
ilar. 17)

4,042,600 (aggregate daily
allotment of se-
cutities given
up iMar, 6 to
date)

(ag.regate dally  Other partiel-

allotment of se- pating banks
curities given up
iar .6 to date)

ballas 3,000,000 P 5 (portfolio) liinneavolis
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(aggregate daily innsapolis
allotment of se-

curities glven up

Mar.17 to Apr. 2)

Apry - Ablunte By203,900 07 (particination 50 per cent
previously ‘iinneapolis
apportioned) 50% Kansas C.

9 8%, Louis 8,000 (ageregate dailly Other parti-
allotment of se- civpating
curities given banks
up Apr.¢ to date)

$47,984,300
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STATEMENT SHOWING ESTIMATED EXPENSES AS REPORTED BY ALL FEDERAL RESERVE BANKS AND AMOUNT OF EARNING ASSETS

E"

= REQUIRED TO COVER SUCH EXPENSES FOR THE YEAR 1924

'E—:;

a

5 Expenses Boston New York Philadelphia Cleveland Richmond Atlenta Chicego St. Louis Minneapolis Kansas City Dallas San Fran. Total
&

e
RS

o+

imated Curremt Expenses & 2,132,000 $ 6,735,000 & 2,632,000 # 2,720,000 $ 1,650,000 $ 1,344,160 $ 4,405,000 $ 1,500,000 ¢ 1,230,170 § 2,016,248 § 1,380,000 § 3,049,000 § 30,793,578

Estimated Dividends 480,C00 1,8c0,00C 618,000 7€0,00C 350,000 275,950 925,000 300,000 210,000 272,982 251,429 475,000 6,716,361
Estimated Reserve for De=-
preciation, etc. 150,000 1,760,000 100,0C0 £50,000 200,0C0 258,527 657,197 100,000 391,180 509,720 655,00C 1,0CC,0CC 6,631,624
Totel Estimated Expenses ' $2,762,000 $10,295,000 §3,350,000 §4,330,0CC §2,200,00¢ $1,876,637 §5,987,157 $§1,9c0,00c §1,831,350 $2,798,95C $2,286,429 $4,524,000 $44,141,563
Earnings

Earning Assets at 4% Required
to Cover Estimated Expenses 69,050,000 257,375,0c0 83,750,000 108,250,600 55,000,000 46,915,925 149,679,925 47,500,000 45,783,750 69,973,750 57,160,725 113,100,00C 1,103,539,075

Aversge Earning Assets Held i
Weekly Jen.2 to Apr. 23/24 65,952,000 198,659,000 _84,456,000 _98,187,000 58,558,000 53,130,00¢ 121,279,000 124,894,000 32,578,000 48,607,000 58,013,000 89,803,000 960,096,000

Average Holdings of Earning
Assets Jan.2 to Apr. 23/24
in Excess of Estimated %
Requirements $ 706,000 $3,558,000 912,214,075 $852,275 $17,330,350

e T AT T T 5 = ——— = e — AETITSSLEET E———e -
Average Holdings of Earning

Assets Jan.2 to Apr. 23/24
Short of Estimated

Requirements $3,098,000 $58,736,000 $10,063,000 $28,400,925  $2,606,000 §13,205,75C §21,3€6,750 $23,297,000 $160,772,425

- — s e T ——— e — e ] crmrromomrre ST s e

Aversge Earning Assets Short of Requirementis $143,442,075

ACtuu; ﬁ?liiiggﬂgflgfiaiﬂg $54,258,000 $145,147,0cC $71,577,00C § 38,000 $70,120,0C0 $54,129,000 $12C,;" "" g 246,653,000 0co $49,678,000 §45,851,000 $87,901,0C0 $887,613,000
Assets Apr 23, 2 54,258,000 14>, cc $71,577,00C § C : A
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Governor Norrls: The footling at the bottom of the
page, the total of 171,000,000 government securities
should be plus instead of minus, should it not?

Deputy Governor Case: It certainly should. I notic
that this dates back to December, 1922, and not 1923.

Governor Norris: Oh,~ L 8e&,

Deputy Governor (Case: I think that should have
been December, 1823,

Governor Harding: I would like to ask abtout the
statement in the middle of vage 2, where it says the
total earning assets of the Tederal reserve system have
declined approxirately (250,700,000, and wheére you say

that should be $400,000,000. It 1s not very clear from

the text because it goes én to say: ‘“Increases in hold-

ings of U. 8. securities have peen more than offset by a

igitized for FRASER
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decrease of {100,000,070 in holdings in bankers accept-
ances, and of $450,000,000 in discounts and advances.

That makes $450,000,000, but taking into consideration
the two hundred odd million that you have purchased, it
makes that $250,000,000 figure correct as you first had it.
Deputy Governor Case: That 1s net yery clegps “You
are. culbe rights I did not see these exhibits until this
merning. They Jjust came 1n. I saw the text on Friday.
It is a fact that in Exhibit C you get the complete pic-
ture, you take December 26, 19253, and 1t shows total earn-
ing assets of $1,297,000,000, while in April there are
$887,000,000 a reduction of about 400,000,000, showing
the net change as comoared with 1e22, I think what we are
interested in is a comparison with December 26, 1923,
and that shows $410,000,000.
_The Chairmans Is that psint cleared up to your
satisfaction, Governor Harding?

Governor Harding: Yes, ir. Chairman.

Deputy Governor Case: It is inter=sting to note that

while purchases of Government securities from December
26 have increased so largely, the bankers acceptances

have gone off from $336,000,000 to (140,000,000, nearly




15
$200,000,000, and the total earning assets have gone off
nearly %$400,000,000, so that our purchases did not in-

the Systenm.
imated expenses reported for

reserve banks and the amount of earning assets
to cover such expenses. The flrst block there shows the
total estimated expenses, ilncluding vegerve fer
depreciation, and then, under thecaption of earnings,
the earning assets at four ver cent required to cover the
estimated expenses

since January, 1922, : ylow, at the fobdt of the

it shows the actual holding of earning assets as

cf April 23rd, and practically in every instance, with
the exception of Uleveland and Richmond, the amount of
actual holdings is way below what the average has been.
Cleveland and Richmond appear to bs up, and so are St.
Louls and ¥inneapolils, apparently.
The Chairmans *ihat 1s the pleasure cf the conference
rezard tec this report as submitted 2and readt
Governor Norris: Hadn't we better discuss the two

cuestions sugsested in the report before adopting any

moblon.ont il
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The Chairman: what are those suggestions, Governor
Norris?

Governor Nrris: Nos s 2 and 5 en the orogram, sug-
gested by San Prancisco.

The Chairmans: TP othat i sithe ¥icn o0f thHe conference .
that is all right, Governor Norris, but I do not think it
is necessary in dealing with this report.

Governcr MNoris: “hat San francisco prefers? ‘/ould
vou prefer to have the revort adootea and then discussed
afterwards, or c¢iscuss it first, Governor (alkins?

The Chairman: If there 1s no obiection on the part
the C onference, the report, as submitted and read, will
approved.

we #Will pass now to Topic 2.

Effect of operation of this committee and
the desirability of their continuance.,

That is submitted for discussion by San francisco.
Governor Calkins:. The sub-hzadings 2 and 3 are one
oD LG, They were put on the program for the purpose of

provoking, if you please, clscussion of those auestiors,

rather than for the purpose of advancing any very definite

views about them. It appears to us that so long as the

bitized for FRASER
ps://fraser.stlouisfed.org




15
operations of this comrittee are tied up with the aues-
tion of earnings by the banlts, that the operations of the

comrittee will be hamperad, and, to 2 conslderable extent,

will be ineffective. To he sure, i1t has been polnted out

to me that the Attorney General has rendered an opinion
that Federal reserve banks may pay dividends from accumu-
lated surplus, and I have nco doubt about that, that 1s,
about the legal effect of it; that arestlion has bteen

put up to the Federal Reserve Board, and the Board replied
in effect, as I understand 1t, that it would not pass
upon the auestion as to whether a Federal reserve bank
may pay dividends from accurulated survolus until the aues-
tion was asked as applying to payment of divldends at a
specific time.

The inevitable consequence of the consideration of
the directors of the various banks of the ruestion of earn
ings is that they reach, I think in all cases, a position
where they are reluctant to consider the possibility of
discontinulng dividends, and 1f they were assured by a
ruling of the Federal Keserve Board that they might pay
dividends from accumlated surplus, tken’ the ouestlion

of investment policy could be discussed without the hampe
ing guestion of divideads in their
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I therefore think that it is vpractically difficult,
perhaps impossible, to carry out an investment policy such
ags that which has been discussed, to its full amd loglcal
extent, unless the cuestion of the payment of dividends 1is

disposed of. It appears that the operation of the banks ,

when they are operated with the obiect in the minds of the

directors to earn sufficient to pay dividends will, in
most cases, interfere with the operations of this commit-
tee., In other words, if one of the Federal Reserve Banks
San Francisco, for instance, is short of carning assets
and reguests the comnittee to make a special purchase for
it in order to bring 1ts earning assets up to a volume
sufficient to make earnings to meet exnenses and dividends.
the comwmittee will then be faced with the auestion of
whether it is at that time desiralle to increase purchases

or not. The committee appears to have reached the con-
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clusion that it should bs relieved of that obligation,

which means that the Dbanks should contemplate operation

regardless of earnings.

The further sugrestion is that unless the arestion
of earnings is disregarded and the open market lnvestment
policy of the banks is carried out without considering
that ouestion, then the result will be that the system wil
put meney into the market when it 1s easy, and take 1t
out of the market vhen it is less easy, or when the ten-
dency is toward tightening up, vhich is exactlythe reverse
of what is desired, as I see 1%t. In other words, if we
are to fix our minds on the cuest fon of earnings, and
our earning assets get dovn in volume, we will want wore
assets probably at a tive vwhen the market should not be
disturbed by the purchase of govern'ent securities or othe:
securities. On the other hand, 1f the discount demands
increase and we want to dispose of our earning assets at
a time when they should not be put into the market, the
only way that we can so carry out a logical and effective
open market policy is by the entire disregard of the oues-
tion of earnings.

Governor Fancher: I think all the memte rs of the




18

11 arlzet Investment Comwittee have fully apprecilated

our operations were not on a normal basis; tThat we
were asked, in fact, almost compelled, to divest ourselves
of all of our govermment securities and then we determined
to accumulate a substantial amount in our portfolio; that
decision was arrived at at a time when money was in a per-
iod of ease, and these purchases have been made in the
face of a rather easy roney market, and the operation
would have been more normal had we begun to accumulate
the portfolio in the early part of the fall of 1923, and
our position would appear to me to be more normal because
we might then have been in a position to lap up some of
this very easdy money that is likely to appear in the im-
mediate future, and for the sake of having something that
we can exert some influence in the market with, if we
really have to zo into the market at times when it 1s

not a natural operation.

Governor Calkins: That i1s the ouestion exactly.

won't that be the ocuestion in almost every instance? At
“he time vhen the Federal reserve banks are disposed to
go in%o the market, won't that be a time whern they should

not do soj; and at a timwe when they are disposed to take
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money out of the market, that will be a time when they
should mt be doing so. That will be true as long as
they center attention upon earnings. That was argued
at the time thls policy was discussed before, that the
operations of the Open Market Investment Cowrittee might
be so carried on as to avoid fluctuation in discount
rates; 1in other words when the market was unduly easy we
might take the money out of it, and when it was low we
might put some money into it. As a matter of fact the
operation of the commlttee has been along exactly oppo-
site lines; it has put money into the market when it was
unduly easy and it will, contrawise be taking money out

of the market when the market is beginning to tighten.

I have always thought it was a mistake for the Fedcral

Reserve System to dlspose of the large investments in
govor ment securities at the time they were disposed of
and if it was a mistake to do that at that time it was
also a mistake to go back into the market and buy 200
million dollars worth at a tilve when there was no nNeces-~
sity for it, The fact that it hasn't had any appreciab:
snfluence upon rates 1s indicated by the reduction of the
New York rate te four per cent.
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The Chairman: I would like to say omn behalf of the
committee that the auestions you have raised have been
very carefully considered, and that the statements you have
made are approximately correct, althsugh verhaps a little
extremne, This committee had wished upon it a job of going
out and making investments at a time when the market situa-
tion was not favorable. They have dore the best they
coulids The committee was very strong in its contention
that a mistake was made in reducing the holdings in Govern
ment securities from upwards of 600 millions down to prac-
tically rothing, and was also strongly of the opinion

we had been permitted to have retained perhaps

200 million of those at that time, that on March last,
when the market was shot to pieces and call money went
down to two and a half per cent, that this committee woulc

have been functioning and functioning beautifully along

the lines that were intended, Purthermore, the committec

has ziven very careful consideration to this whole oues-
tion that 7ou have brought out, and we have endeavored to
operate with the least possible disturbance.

T feel this way about it, and I should l1ike GO g0

on record to this effect, that one of two things has to
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be done by the Federal reserve banksi They have either
got to reverse themselves with respect to the very liberal
services they are offering to member banks and absorbing
expenses; or they have got to ultimately go into the mar-
ket and buy something for earning purposes, and that some
thing, under present conditions, if the market were advan-
tageous, would be govermment securities. I would like
to say further that we feel when the time comes, not
now, that the twelve units will act together--- remembering
that the responsibility of this committee 1s broad, and
that we expect the committee to be the medium through
which any transactions in open market operations are car-
ried on; and I would like to say when the market condi-
tions do regerse themselves and opportunity presents, that

it would not be a bad thing for this onganization to con-

sider following the example of Philadelphia, for instance,

and possibly Hinneapolis, of investing a good portion of
the capital and surplus in government securities of longer
maturlities for earning purposes. We must either do

that or reverse oubselves in the matter of undertaking to

absorb expense, the aggregate of which i1s at present enor-
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mous and is disturbing.
Governor Calkins: Let me say that my remarks implied

no criticism of tne commlttee, The committee was carry-

ing out a policy adopted by tke conference. The gueatlan

ie whether the policy was right, and not whether the com-
mitteefgs actions were right.

The Chairmans Anything I have said was not intended
to convey that belief. 'we have had a problem which has
been a very difficult thing to handle, and the committee
has succeeded as best they could; but we have put money
into the market at times when the market ought to have
had money taken out of 1it. I think Mr. Case wlll agree
to that.

Deputy Governor Case: No, I do not agree to that
altogether, ir. Chalrman. If I may just say a word on
that, I fully agree with what Governor Calkins says, and
I believe that 1s the opinion of practically every one
of the govermprs, that a mistake was rmade 1n practically
forcing the Federal Reserve Banks to divest themselves of
this substantial portfolio of government securities a year
or two ag., That was a mistake; but we have got to keep

in mind that the system is new, relatively, and I pre-
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sume we shall make more mistakes, and I hepe we shall
profit by them.

In inaugurating this policy I recall that Goveraor
Strong stated to the Federal Reserve Board, and I presume
to this conference, that if this program be approved he
felt that this portfolio of govermment securities would be
acoguircd without materially increasing the earring assets
of the System. In other words, it was not his purpose,
in recormending this, to start out and buy a large port-
folio solely with a view of increasing the earming asscts,

It was the thought that we might have something that ceuld

be used, sold in the market when occasion regquired, and

it appears that the only thing that we can acaquire and sa

use is govermment securities in the portfolilo. New, then.
as has been shown, while we have acquired something less
than 250 millions in gnvernment securities, the earning
assets of the system have been materially reguced In
ether words, we are in a period of business recsession.

Now, I do not guite agree with the Chairman's view of 1it.
T think he takes a little pesimisgtic view with regard to
continuing our services %o member banks when we happen to

be in a period such as the present one, which 1s not a
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very rappy situation. e have govermment assets--- we
have charges, rather, that require total earning assets of
ten or eleven hundred million dollars, and at the presat
time we have about 800 millions in earning assets; se that
if we were to adopt the policy that we must have sufficien
earning assets to Ccover expenses and dividends we would
at this time have to go out and buy $300,000,000 worth of
securities, put $300,000,000, if it were possible, addi-
tional funds into the market. I suspect that we might
buy five or six hundred millions more of govermment securi
ties without increasing the earning assets of the System
one dollar at a time like this, because your bills and
your direct loans would run off, But I do think the
idea of having in the portfolio some credit instrument the
can be sold 1s a principle that is very desirable, and,
as I have stated, the short time govermments appear to be

the oply thing that we can have in that fashinn.

Governor Calkins: You have injected once more the

same aqiestion into the discussion. You have stated what
was said at the conference last fall, that unless the
Federal reserve banks decrease what are called voluntary

services and the expense incident to them, that it would
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necessary to go insistently into the open market, and
that comes right back to the auestion of whether the bamks
mast at all times earn their expenses and dividends. If
we continuie to render these voluntary services--- and I
inject right here the opinion that we should.continug§?T
that will raise the nuestion of whether we must earn
enough to carry our expenses and dividends. The Federal
Reserve Bank of San Francisco, and I think this is true
nf most of the others--- has sufficient accumulated sur-
plus to pay dividends from now nn for forty to fifty years
hence. There should be no anxlety in regard to that, and

that question should be removed from the discussion, and

the operations of the System should ® carried on ffee

from the hampering, and mot only hampering, but from t he

actually determining factor of earnings, or otherwlise we
never could dn any effective work in open market transac-
tions.

Gcvernor Norris: I suppose we are all famillar with
tr.e fact that the Attorney General has given an opinion
that dividends may be paild from accwmlated surplus. Is
there any reasonable doubt about 169 I understand

Governor Calkins to say that the Federal Reser®e Board has
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sald that they would not make a specific ruling on the
subject until the cuestion was actually raised; but 1s
there, or can there be, any doubt as to what their ruling
will be when the guestion 1s raised?

Goverror Calkins: There can e doubt until there 1s
a rualing, as 1 seé 1%, The view seems to be held by
same members of the Board, perhaps by all of them, that
the broad provisions of the law will cover seome things
which are in doubt. The Board of Directors of the San
Francisco Bark passed a resolutien some time ago expressin
the belief that tne Bark should earn 1ts erpenses and divi
dends, and in advising the Board of that they were informe

that the resolution might not have been adepted in the

form in which it was adopted by the Board if the directors

were assured that they could continue paying dividends
regardless of whether they earmned them or not. The Boarc
replied, as I have stated, saying that they would not
rule upon that arestion until it was ralsed in a speciflc
case.

The Attorney General of che United States, under
date of April 27, 1922, rendecred an opinion, which ends

iT therefore concur in the concluslon reached by the
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Geperal Counsel for the Federal Reserve Board, that a
bank which has accumulated surplus has legal authority
under the provisions of Section 7 of the Pederal Reserve
Act to pay out of such surplus funds to its stockhnlders,
the member banks, a dividend for that year in vhich the
current earmings of the Federal Reserve Bamks are insuffi-
cient fer this purpose;" but that does mot dispase of
the ouestimn of whether the Federal Reserve Board might,
under its general authority, decline to permit 1it,

The Chairmans our discussions in regard to this
matter have, I think, always been based on the assumption
that 1f necessary we could pay dividends from our accumu-
lated surplus. Governor Calkins, I would suggest that
in view of there being some doubt 1n your mind, and per-
haps in the minds of others, that if it 1is agreeable te
you you formulate a motion asking the Federal Reserve Boarc

to act in advance in advising the Federal Reserve Barks

as to whether they will anprave of the payment of dividen

from surplus in case conditions make 1t necessary or ad-

visable to do so.
Governor Calkins: I think, #r, Chairman, that be-

fore making such a2 request of the Board, the cuestion sl
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be more extensively examined, than 1t has been evamined
by this conference. For instance, is it the view of this
conference that, if we find ourselves in such a position
that we are not earning enough to cover expenses and divi-
dends we should curtail our services? As a last resort,
ghould we do that? Should we contemplate a radical
decrease in the services rendered to member banks because
of lack of caraings? Are those services justified and
sheould they be contiamued, or are they without justifica-
tion and should they be discontinued? I think that 1is
the vital part of this discussioen,

The Chairman: You are now bouching upon a matter
that will come up later in thils conference, a matter that
has been considered very carefully by Governor Fancher's
committee on Voluntary Services, and I would assume we
would 1like to let this matter rest in abeyance until we
hear from that comwlittee.

Governor Calkins: T have in mind the report of that

committee, which I have read, It is a very excellent re-

port and I will be glad to move 1its adoption without the

-

change of a syllable in 1t, so far as I recall it, but I
think this 1s the time to discuss the related ouestion of

gitized for FRASER
ps://fraser.stlouisfed.org




igitized for FRASER
tps://fraser.stlouisfed.org

earning asselis.

Governor 8eay: The report to which you refer, .
Chairman, covers only oné speclal voluntary service, and
not voluntary services in general,

The Chairman: It will cover them before the committe
is through. I think the Cormmittee will have some recom-
mendations to make, will it not, Governor Fancher?

Governor Fancher: We hope to make a supplementary
report that will cover the question of expenses involved
in the handling of currency, safe keeping, and leased

wires. Thosc are the other three items specifically

given to the committee to give consideration to and on

which to make recommendations. Therc will be a supplemen
al report covering those three topics before the adjourn-
ment of the Conference.

Goverror Calkins: In order to start the thing, if
possible, I would like to express this further view: That
1f all twelve individual Federal reserve banks are not
to be assured, or are not sure, that they may pay dividenc
regardless of earnings, 1t would seem to me to be impera-

tive that the control of investments by these banks be

returned definitely and without any restriction to the
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banks themselves, and thereby these individual bamks be
left to handle the cuestion of whether they will earn
dividends or rot free from any cantrol by an cpen market
investment comnittee, That 1s really the heart of the
matter, as I see 1%¥. y

Governor Wellborn: gince it has been suggested that
we ask the Board's advice about whether we can pay divi-
dends from surplus, I think it would be well for this brdy
to discuss that matter very fully before we ask an opin-
ion. by the Board. I, myself, think it would not be de-
sirable to pay dividends from the surplus, that it would
undoubtedly weaken the system anda there may be times when
we may need that surplus. We came very near needing 1%
in 1920; 1in fact we did need it. It strikes me that
we should discuss that pretty fully before we ask an

opinion of the Board on the subject. I feel that 1t

would probably be better to cut off some of the voluntary

services which we might be able to do, or dlscontinue the
establishment of more branches.

The Chairman: At the previous conference the meeti
was canvassed for the purpose of ascertaining, as I remer.’
it, an expression of the views from the twelve banks as

gitized for FRASER
ps://fraser.stlouisfed.org




31

to the poliey they felt should be pursued, and at that
time the bamks, as I remember it, were all in favor of

" adjusting earning assets in such a way as to secure earn-
ings sufficient to meset expenses and other comuitments,
including dividends, and they were opposed, as 1 remember
it, in principle, at least, to the payment of dividends
from accumulated surplus. It might be helpful if we can
re-canvass the situation, because it is possible there
may have been some changes in the minds of those present.

Governor Young: Mr. Chairman, the matters of earmin

is a serious thing with the Federal Reserve Bank of Mimnea

polis., e have large expense there . It has cost us

almost $150,000 a year. %e may get some of that back,
but I doubt it. We have to rely upon the market in
Minneapolis to earn sufficlent to pay our dividends. As
Governor Calkins says, he has a surplus sufficient to per-
mit him to pay dividends for forty or fifty years. —As
near as I can estimate it the Federal Reserve Bank of
¥inneapnlis could pay dividends for about seven years
from the surplus that we have, But for the 1life of me

I cannot see how the member banks in our district are

going to borrow an average of $40,000,000 continually
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from us, and that i1s what we need to earn to offset just
our expenses and dividends, to say nothling of the losses
we might have.

Governor McKinney: When you say six or seven years
you mean without regard to possible losses?

Governor Young: I am eliminating losses, and I will
say this, that if the banks of our district borrow an aver-
age of $40,000,000 from us continually that we will cease
ts be a Federal reserve bank. in my opinion. There is
only ore solution of this aestion, 1n my opinion, and
that is to cut off a great number of the voluntary service:
that we have in the Federal Reserve System.

Governor Calkins: hat is your surplus, Governor
Young?

Sovernor Young: Seven million.

Governor Calkins: And your annual dividends?

Governor Young: About $230,000.

Governor Calkins: And twenty times that would be---

Governor Young: That is all right, but 1f your aver
age for the year of income 1s $540,000 and your expenses
$1,600,000 now--- and they are going to be a hundred

g is
thousand more when we get into the new building--- there
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a million dollars short each year,

The Chairman: I will go around the table on this
ouestion to ascertaln whether or not the banks here repre-
sented are in favor of paying dividends from their surplus,
provided their earnings will not permit them to de so,
and if they are in favor of it whether they are im favor
nf 1t as a continuing policy, or whether they are in faver
of it simply once or twice or something like that. Further-
more, as to whether or no% they are still in fawr, or

whether their views have been modified, of going imto the

-open market in order to secure these earnings 1f necessary.

Governor Calkins: Mr, Chairmen, I was golng to ask

you to add to your statement something comparable to

what you have stated. The cuestion is not one cuestion,
but two or three cuestions combined. I think 1t desir-
able to bring out an expression from those present as to
all of those @ estions, because it is not simply one
ouestion,

The Chalrman: I will be glad to have your suggestior
as Lo the way in which it should be taken up.

Governor Calkins: I do not mean to say that they

should 1>t be included in one answer, perhaps, but if they
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are, the answer must be given in such a way as %o indicate
what the policy is to be with regard to 4, B, and C, for
instance, A, earning enough to pay dividends without cur-
tallment of services nmow rencdered; B, earring enough to
pey dividernds with cernsiderable curtailment of services rer
dered, and C, either A or B, resorting to the ocpen market
to make morey.

The Chairman: T would like to see the aquestion ap-
proached from the standpoint of contimuing the services as
they are now rendered.

Governor Norris: Pe:haps putting the ouestion in th
form would meet oth views, Governor Calkins: Assuming
that earnings arevinsufficient to meet expenses and divi-
dends, would you : (a) curtall services, (b) resort to
the open market, or (c) pay dividends frem surplus, which

will emble each member here to say which of these three

things he prefers doing.

.

The Chairman: Governor BRailey, I will ask you to
start the discussion.

Governor Balley: The Federal Reserve Bank of Kansas
City is in fawr of doing away with the non-cash collectio

service, which we find a very expensive one. “hile the
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answers to the ouestionnalres sent out are rather indef-
inite, a close canvass of the majority of member banks
shows that they are not in favor of it. It costs us
560,000 a year and it is an amoying thing. I will
11lustrate the situation we are in by what came up the othr
day in the northwest. Up around Seattle and wverett they
have large carming factories canning fruit and fish and
they have a preferential rate. They sell to concerns

in southern Xansas, ‘‘ichita, Coffeyville, 2nd towns of
that kind. They serd a traveling man out and he will
sell goods to a wholesale house at Dodge City, 150 miles

from Wichita, and.another at Coffeyville, Oklahoma City,

and so forth, and they will make up a carload of stuff

and ship it down to “'ichita to a broker, and they will mak

a sight draft attached to one bill of lading-~~ as man y
sight drafts as there are men vho have bought the stuff
and those they send to us for collection. They will csent
a sight draft on the First ¥ational Bank of “ichita with
instructions that they asre not to deliver the bill of lad-
ing until all these drafts are paid. we have to write

down the towns upon which they are drawn and the amount
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represented in each town, and they cannot make bill ef
lading until that is all done, and sometimes twelve or
fifteen sight drafts against one bill of lading will be
sent, which necessitates us notifylng evecry one of these
different towns where the little jnbbing heuse is that has
bought a part of the stuff--- it 1is a complicated thing
and involves the writing of a lot of letters, and it some-
times holds up a bill of lading two or three weeks. Then
another thing, this cellecting business is getting te be

a regular dunning agency through us. e have lots of
drafts sent to us for less than a dollar, I had a 1llst
made out and I d&scov§red that I did not have it with me
and have wired for 1it. It ought to be here this morning.
The drafts run from 50 cents and 75 cents to a dollar and
two dollars--- half of them are below ten dollars, and it

keeps our boys out on the streets going to those places

and collecting those iftemsa) I don't believe it was ever

contemplated, tr.Chalrman, that we were to be a collecting
agency of that kind, where we had to g0 out and comeé in
contact with the public all the time. e believd that it
is a part of the regular commercial banking business and

that we are taking that buslness away from them. I bell
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it is the most unpopular ~f all the services that we are
rendering, and it is a very expensive one. b lgpoing v
grow more and more as time goes or, and this certainly 1s
a place where we can 1Op off some ef the expense.

The Ghalrman: Trhat is all very interesting, Goverw»o:
Bailey, but I believe possibly you have misunderstood
me . e camot go into these functions separately, but
we will have to consider the matter from the broader view-~
point., If I understand the matter we are going to discus
now it is a m estion of paying dividends. If we are
going to pay them, are we going to de 1t through a general
curtailment of the services rendered, or by resorting to
he open market, .or are we golng tec pay dividends from su:
plus?

Covernor Bailey: T want to pay dividends out of

earnings, and I want to recuce expenses to the extent af

these mn~cash ccllection ltems, and that is the answer,
T™e Chairmans And you are goling to adjust your
investments accordingly?

Goverror Balley: Yes, that is what we are going to

Governor 3eay: As a rule of conduct, Mr ., Chairman,




38
T should favor paying dividends out of accumulated earn-
ings, if mwt earned.

Governor Calkins: Camot we take the ouestions up
fin turn and ask each one to answer with regard to A, B and
c?

Governor Seay: I am willing to answer them in turn.

Governor Norris: As I understand the ouestion 1t
is which of these things would you do? Governor Balley
says that he would curtail services. Governor Seay says
that he would pay dividends from surplus,

Governor S3eay: T am willing to answer all thrce and

intended to do so.

Deputy Governor Case: As I understnod Governor

Bailey, he said he would curtail services, and also resort
to the open market to cover, so that he has answered A
and B.

Governor Seay: I will take them-
is the wish of the conference,

A is, shall we curtall the services. I am of
opinion that we should not be so -wacllating in our
tice as to curtail services one year for the simple

that we have failed to earn a dividend that year.
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ought to be some permanency to our practice in dealing witl
our member banks, When 1t tomes to curtailing services
I think it 1s a matter of selection as to which service
we shall curtail; but I am very firmly of the opinion
that tecause of an unfawrahle year and a deficit in our

earnings we ought not to be so vacilating as in that parti-

cular year to cuctail our services that we have been rendei

ing, and, verhance the fnllowing year, when our earnings

are good, furnish those services. If we curtail in one
year ®cause our earnings vere not good, and the follow-
ing year they were good and we put themw back, we would
be importuned by our member banks to restore the services
that we had curtailed, and therefore I do not think we
should be in haste to curtail any of the services which
we have been in the habit of rencering, but the matter
ought to be considered very carefully.

As to the open market, I am also firmly of the opin-
ion that the open market investments of the Federal reserv:
banks, if they are to be of the service which they were
intenced to perform, will have to be performed independent
ly of the earnings of the banks. It is a broader princi

than mere earnings whilch lies underneath the performance
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of open market functiens, There 1s 1 doubt in my mind
whatever that those functions ought to be performed upon
a principle which is entirely independent of our earning
capacity.

With regard to ouestion C, Paying dividends out of
surplus, I am of the opinion that we should pay dividends
out of our surplus when we fail to earn them. I think in
the case of a narticular bank it might depend upon how
far short of earninguthelr dividends they would come.

our expenses might be very large 1n a gilven year, and it

would be not only a shortage with regard to dividends, but

it would be a faillure to earn a portion of our expenses,
which might be very large, and 1f the open market commit-
tee is not functioning, then of course in the absence of
paper offered to us for rediscount our revenues are golm -
to fall short. It never occurred to me, since we recelver
the communication from the Board that the Attnrney General
had confirmed the ovinion of counsel of the Board that

the banks had the pight to pay dividends eut of earnings,
and when under the Act the member banks have the right to
receive dividends--- it mever occurred to me that there wa:

any mestion of the authority of the banks to pay dividend




igitized for FRASER
tps://fraser.stlouisfed.org

41
Of course we cammnt say on what ground the Board might
withhold its authority, even if it had pover to do so.
If a member bank has the right to receive, and, as matter
of law, the Federal reserve banks have the right to pay,
then it seems to me it devolves uvon the directors of the

Federal reserve kanks to pay. A3 a matter ol pollecy- 1

oy % surplus
believe that dividends should be paid out of earnings Hn/

and paid continuously, but I can see how in the case of a
particular reserve bank something might depend upon how
far short they were,

Governor Harding: Let us assume, for instance, that
the Board should take the position that the dividends
should be passed if not earned. I take 1t that under t he
present dictum they would not make that ruling after some
bank had ordered a dividend paid and advised the Bpgng %y
that sffect. But supvose the Bard should acknowledge
the receipt of a resolution atout paying a dividend, and
say, "We do not approve; we forbid you to pay this divi-
dend e cause you haven't earned 5 A And then, in your
opinion what is the probability of some member bank, or
group of member banks, instituting legal proceedings on

the tasis of the right of theregérve ank to pay dividends




the objection of the PBoard notwithstanding?
Governor sSecay: It 1s culte probable, and I think
there would be ouite good ground for it. The PFederal re-

serve Board would be placed in the position of having given

an arbitrary opinion, which was contrary to the advice of

counsel, wmcked up by the opinion of the Attorney General.
O0f course, it is not my purpose to cdispute the authority
of the Bard.,

Governor Harding: I uncerstand that, but I am just
wondering what the attitude of some me ank might ® .

Governor Seay: It never occurred me to doubt t he
authority and the right to pay a divide: ) of accumulate
surplus in view of the communication received from the
Poard.,

he Chairman: Did it ever occur to you in the event
it e came nscessary to pay from the surnlus that you would
have to have vermission of the Fedecral Reserve Rard?

Governor S3eay: Not after the opinion of their own
counsel had been comrunicated to us and aftesr the Attorney
General had considered the Act.

Governor Bailey: "hat gurtilative dividends means 1t

that we expact to pay them, and if ve didn't have them it
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would go ever untll we did have them,

Governor 3Seay: That is a stronger reason why the
member banks have ths right to receive it if we have an
accumulated surplus. It is contrary to common sense to
have an accumulated surplus and then allow dividend charges
to accumulate—---

Governor Baliley: I think the inference is that if
you don't pay it this year you wlll pay it next with accumu
lated dividends.

Gover nor Seay: But what is the purpose of an accu-
mulated surplus?

Govermor mBailey: To provide against losses.

Governor Seay: To protect against loss, and to give

you a fund in years of prosperity out of which to pay divi-

dends. Also it has the effect to strengthen the system,
but one of the priary purposes of the accumulation of
surolus is to protect yoursclf in prosperous years against
lean years, especially since the dividend has ® en made
cumulative,

Governor Young: I would curtail services for two re:
sons. One reason is that certain services I have m ver

believed the Fedrral reserve banks should perform. e
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second reason is that to cut expenses I would curtall ser-
tain services.,As far as relying upon the open market is
concerned, to secure sufficient earnings to offwet your
expenses, I am thoroughly convinced that you could mnt
rely on the open market. e have tried te do it far the
last five months and we have not been successful. If we
had teen successful in going into the open market we would
have interfered with the Central Investment (@mmittee,
which would have been a mistake, 50 far as paying divi-
dends out of surnlus is concerned, if we were short any
great amount at the Federal Reserve Barnk of Winneapolils,
as we are likely to be, I would not recomrend to our direct
ors that they pay dividends out of surplus, for a very gooc
reason, e have five and a half million dollars at the
moment tied up in closed banks. e believe the paper will

pay out about §5,00,000, but it reoresents slow assets at

best. we have 3,500,000 tied up in a building, which i

another slow asset, and we consume our sntire surplus fund
with assets of that character, and I think it would be a

mistake for the Fecderal reserve banks to pay a dividend vh
they really had to use the reserves of the mente r Mmnks to

61 flegey a4
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T believe as long as we have these slow assets the
Federal reserve banks should not pay any dividends agalnst
them, unless they earn them. I do not think my directors
will agrece with me on that, however. I think they would
pay a dividend in the nezt six months,

Governor Fancher: I guite agree with the statement
made by Governor Seay about the curtailment of service, whe:

our earnings are low one year and we feel we have got to

economize, and we begin to cut here and there on services

rendered to the banks. I think if there is going to be

any curtailment of service, that one of the great services
we have got to give consideration to 1is the collecting of
checks, The matter of mn-cash items 1s only an incldent
in the matter of experse, it is only a small incident, whil
great expense is incurred in collecting the very large
volume of checks. If there is going to be any curtailment
whereby the Federal Leservse Ranks would ® benefited in
earnings, it has got to b2 in connection with that great
service of cnllecting the great volume of checks., I fee
very strongly that there should rot be any curtallment

i1 gervices

As to resorting to the open market, manifestly the
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opeh market committees could ﬁot function as intended 1if
the tanks individually are going to resort to the open
market for the sake of making earnings sufficient to meet
expenses and pay dividends. If that were to be done
the situation with regard to .control of the open market is
very much eakocned. I had supposed, until the ouestlon
was raised here, that the opinion of the Attorney General
permitted us, in the event we failed to make sufficlent
earnings, to pay dilvidends from surplus, and 1 would feel
strongly that we should pay frowxsur?lus rather than curtai
services or resort individually to the open market.

The Chairman: Are you in fawr of or opposed to
earning your dividends?

Governor PFancher: Speaking for our part, lir. Chalr-
man, our board are committed to the policy of earning

dividends, 1if possible.

The Gairman: They are firmly committed to 1%, are

they not?

Governor Fancher: Yes, of sarning dividends. Vie
are not faced yet with that situation of not earning divi-
dends, because our operations have shown a very comfortable

surplug for the first four months of the year. e have
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earned a dividend and are comfortable on that point, and

the question of having to pay dividends for the current

year frowm surplus does not confront us at the present time.

The Ghairmans: I believe, Governor Fancher, that
you are considering this matter from the standpoint of con-
ditions at the present moment. The time willl come agalin--
we have lost our opportunity for the present. Lido-not
believe anyone here would cdare to undcrtake to r eak over
this thing and go into the open market, "Bcause they
are working harmoniously iith the comwittee, but just as
surely as we have had it in the past we will have it in
the future, that is, opportunity to retrieve the strong
pnsition we vere in a year ago, and vhen the time comes
it should be done.,

Governor Fancher: I might say this, tr. Chalrman,
that if our Poard would consider A and G, for the sale of
having sufficient earnings to pay dividends without golng
into surplus or curtailing service, I do not think our
Board vould be in fawr of cdiscontinuing the service, but
would be in favor of continuing 1t, and if necessary, if

fell short in earnings, pay dlvidends from surplus.

The Gairman: That is until vour surplus vas erhaus




Governdr Fancher: I beg your pardon.
The Chairman: I say until your surplus was exhaustec
Governor Fancher: Of course that is looking & good

way into the future. I would not attempt to look ten or

fiftecn years ahead and say what we might do. I am lookin

at conditions as they erist today, or as we can judge them
in the immediate future.

Qovernor ~cXinney: “hat effect do you think it
would have on the public mind for us to encroach too much
upon the surplus in order to pay dividends and cxpcnses.

Governor Fancher: ie might have to change the policy
at that time; but we are not facing that.

Covernor Biggs: The first guestion s as to curtail-
ing services. I am not in fawr of curtailing any of
the services at the present time, I think we can do away
with some expenses that we have, and I think we ought to
do away vith a great many exXpenses. Perhaps we have
been spending too much money for sone of the services, mt
in a gensral way I do not think we should curtail them.

with regard to the open market, I feel that we should
be permitted to go into the open market as we have been

in the last year, not for the purpose of making expenses
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altogether, but we are permitted by the Act to do that.

I think it was contemplated that we wguld have fat years

and lean years. e are probably going through a lean
year now, and meybe in a year or two we will have other
fat years, and it is in the fat years that we lay up a sur-
plus. In my judgment the surplus should be used to pay
dividends, so long as our surplus 1s not impaired by
frozen loans or bad losses. I would not want to commit
myself on a five year proposition, but we would go along
1n the best possible way and takc each year as it comes,
At the present time in the Eighth District, I am sure that
our directors would pay & dividend even 1f we did not earn
1% I have never felt that we ought to go into that
cuestion every day or every week and try to make earnings
for a particular week, a particular month or for a year.
‘e are maintaining our dividend at the present time and
have a 1llttle surplus, Probably we will have some losses
in the fall of the year, but we will come tack and recoup
them no doubt. ‘e do not expect to make money in the fa
of the year, Tf we had a lot of banks that were in bad
condition, with frozen loans, to the extent of .$10,000,000

or so, then I would say we would ot pay dividends, but we
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should operate the bank just as we should operate a commer:
¢ial bank or any other buslness, and when conditions were
such that I did not think it advisable to pay a dividené
1 would nct pay 1t.

Deputy Governor (ase: With regard to cuestion B, the
ouestion of going into the open market, I do mnt know that
I quite got ycur poslition, Governor Blggs.

Governor Biggs: I was in fawr of going into the
market and acquiring investments, not for the purpose of
paying dividends, but from time to time buying in the
open market as we felt conditions warranted, just as this
cormittee has een functioning in the last year. We have
ot been participating in it recently.

Deputy Governor (/ase: Do I understand you to say
you think the twelve banks should be permitted to go in
separately and buy?

Governor Blggs: N6t the twelve banks; no, I do not

think so.

Governor Ralley: I do not want to = of record as

wanting to do that. We want to function with the committe

1A

Governor Blggs: T think the committee has functlone

all right. They have made somc mlstakes, but in tine
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I think it is going to be necessary for us to do that
very thing.

Governor Norris: Mr.Chairman, we would not curtail
services, we would not resort to the open market, in the
sense in which I take it we are discussing 1t here, butb
we would pay dividends from surplus, I think the aestior
of paying dividends from surplus 1s one on which there is
scriptural authority, "That all things that are lawful are
mt expedient." T think that is the situation with re-
gard to the payment of dividends. In the opinion of the
counsel of the Board, and in the opinion of the Attorney
General there could not be any doubt about the legal right
to pay dividends from surplus; but of course comd itions
might arise where  although the legal right to pay divi-
dends would exist, it would be extremely inexpedient to
do 'it. If your surplus was tied up in i ddme gt e

loans, or if the bank anticipated losses that were going

to absorb a large part of 1ts surplus, then, although

they had the legal right to pay dividends from surplus, it
would be very umnvise for them to do 1t, The same considr
ation would apply to the Federal Reserve Banks that would

apply to any business corporation, We have a trifling
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investment in bulldings; we have no bad loans, and we anta

cipate no losses, We have enough surplus to pay our divi-
dends for over thirty years, so we undoubtedly would go on
paying dividends for quite an indefinite period.

Governor HMcKinney: Unless you fall to earn your

nses; but then that would te different.

Governor Norris: Wwe were paying dividends and the
residue of expenses out of surplus until the surplus got
down to & pretty small amount, although I think that is
looking unnecessarily far ahead. Five or ten years frow
now, if conditions remain just the same as they are now,
we might change our opinion; but I do not think it is wortl
while for any of us to look too far ahead. We are really
discussing this guestion with the expectation that within
the next three to flve vears we might have %o continue to
pay dividends, and would not resort to either of the otaer
expecients.

Governor Welltorn: I think it would be well to cur-
tail scme of the voluntary services, and also %o cut down
some of the expense. We would not be in fawr of paying
dividends out of surplus. The law provides for accumul-

ated dividends. I do not think it was ever intended that
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they should be taken out of surplus. I think the law in-
tended that if we did not carn one year, that is, 1f we
had a lean year, that a good year would make up for it,
and thereforse they provided for accumulated dividends. I
do not know the minds of the Reserve Board tut I should
not think that they would authorize the Federal reserve
banks to pay dividends out of surplus, because, as 1 under-
stand it, the surplus really belongs to the Government.

Governor Seay: Subiect to the right of the banks to
recelive accumulated dividends.,

Governor Wellborn: I think the surplus was really
created so as to strengthen thc Federal Reserve System.

Governor Harding: Jr. Chairman, at the meeting of
our stockholding banks last December Dy unanimous vote
the voluntary services rendered by the Federal reserve ban
were apnroved. The resolution also contained a provision
that if possible they should e extended. T think,
however, that we wouldhave no difficulty in reconciling

our member banks with respect to curtailment of some of

trhe voluntary services, such as the non-cash collection,

if we had good reason for 1t. 30 far as the dividend is

concerned, that has never lzen wry seriously considered
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by our board of directors for the reason that so far we
have always teen alble to earn the divlidend and we are
ahead of our dividend requirements for the past four morths

I am quite sure, in view of our position, which 1s
quite like the position of Philadelphia, so far as slow loa
and md debts are concerned, that there is no occasion to
hold the surplus intact to provide for any unforeseen
contingency. I feel quite certain that our directors,
in the zvent there should come a six months period where
the dividends have not been actually earned during that
six months, to go ahead and order the dividend paid in
any event.

So far as open market affairs are concerned, 1 er¥press
my oplanion cuite fully at the conference in wMarch, 1923,

and I have nothing further to add on that subject except

to say that we are entirely in accord with the 1dea that

its operations should be conducted in a broad way as
system operations, just as they are now being conducted

by the open market committee. That, however, is without
any intention on the part of our BRoard of rirectors to

wel ve what they regard as a statutory right of the Federal

reserve banks to engage in these open market operations.
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B; their own voluntary act the directors have ordered the
oporations to be ongaged in through the medium of this
central committee, but that does not accept the principle
that the bank has not the right to engage in apen market
operations.

The Chairman: Governor MeKinney?

Governor :cKinney: ¥Mr. Chairman, we do not favor
curtailment of any voluntary services. The four items
for consideration by the committee at this time, reports
concerning which are to be made at this conference, involve
rather a negligible amunt of expense and reouire only a

negligible amount of earnings, I think about a million

. _asseps o ) o
dollars in earnlngyé fn our case, will take care or our

or 2,000,000~~~ wili take care of the free service that
we render, and for the system as a whole I think forty

or fifty million dollars will take care of the four items.
It seems to me, therefore, in line with Governor Seay's
statement, that we should not get panic stricken just
because of one year and do away with this free service
that we probably would be glad to rerew when we agaln bega:
to erpand and more favorable times came agaln. So far

as the open market operations are concerned, the Federal
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Reserve Bgnk of Dallas wants to subordinate its position
as much as possible without, as Governor Harding said, wail
ing any of i1ts legal rights, to the interest of the general
situation. “We want to help the committee. I might say,
though that, as this is a system matter, some of the more
fortunatecly situated banks might grant Governor Young
and me some special favors once in a while in order to take
care of our peculiar situation,

We have at the present time about three million dol-
lars tied up in assets of failed banks, that is, paper ac-
quired from failed banks, and we have a million set up for
losses at the pregsent time. At the present time our
demands from member banks are only about thirteen million
dollars, and at that rate we are only behind a million dol
lars a year as agalnst those particular items, of our assé

short of dividends and expenses, I aporehend probably

our earning assets will not reach over $25,000,000 this

year, and therefore, we are under the recessity, so far

as practical, of holding our earnings up tora falrly sub-
stantial amount. As Governor Young has said, if we go ub
in rediscounts in order to earn dividends and expenses

in our district, it would be a rather unhappy situation




at this time.

I believe our directors would favor payment of divi-
dends out of accumulated surplus, at least for a while. If,
by reason of loss of operating eXpenses it should become
too great, I think prnlably we would have to change our
pelicy,

The Chairman: Mr, Case, we would like to hear from
you.

Deputy Governor (ase: 'IT. Chairman, with regard to
item A, I feel that 1f the Federal Reserve System is to
continue to have the public confidence which it now enjeys,
it should not be jumpy. We hold ourselves out as an
organization that is decsigncd to producc & certain amount
of stability in thé situation. we undertake to do that
in the matter of interest rates and I certainly think that
inasmuch ss we must have the good will of our member banks
we should be fairly stable in the matter of services that
we render. T tLink if we are rendering any service
about which there is some doubt, 1t 1is very Wel dnEanta
matter of principle to consider that; but-1 am in- favor

of continuing the present services and not curtailing thesn

in any particular at all, and that unless the matter is
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taken up from the viewpoint of principle, it is the vrong
thing to do. So I should not be in faver of curtailing
services in any respect.

The New York Federal Reserve Bank would not be in
favor of going into the open market and attempting to ac-
quire sufficient earning assets to enable it to cever all
its expenses and dividends. At the prescnt time we are
$100,000,000 short of the amount sufficient to do that.
Our average thus far has been somewhat higher.

We think that would be a mistake. It seems to us
that the open market functions, that is, the operations in
the open market through the functions of a committee, are
wholesome and should be continued for a while. So far as

I am concerned, I would be in favor of paying a dividend

frem surplus, and i1t seems to me, gentlemen, that there 1s

a matter vhere we can exercise a degree of stability and
not be jumpy.

As I see 1t, our situation is very much like that of
a large, successful porporation, We have had sSome very
fat years, so that today, with $100,000,000 capital we have
$200,000,000 surplus. Let us take the United States Steel

Ccrporation as an analogous case, They have a large surp!
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ef five or six hundred million dellars and $500,000,000

in common stock., I think it is unthinkable for a corpora-
tion of that size, with the big carmings that they have
had through periods, ,just as we have had, should auit pay-
ingz theilr dividends eutirely, and I think for a few years
they would do the natural thing. They might elimlnate ex-
tras, but they vould pay dividends from surplus. I think
we should follow that course. I think it is the natural
course, e all know that, as a result of the big earn-
ings of 1920, we have been charged with being vrofiteers.
Some people haven't gotten that out of thelr minds up to
the present moment. I beliesve if we have lean periods

when 1t is known that receipts do not comer our expenses

and dividends, that it will be wholesome and educational,

and I think that the proper thing tn dn is to pay dividend:
from surplus.

The Chairman: Before calling on iir . Calkins, I
would state this, that while there 1s aoundant cause, I
think, to show the advisability of discussing this whole
matter at this conference, there is also no indication of
any of the banks being stampeded lecause of the fact that,

terporarily, they are not earning their diwvidends. Lo th
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however, that it 1is a very good thing to consider the vhole

subject. For my part I am hot in fawr of any general

curtailment of the services we are rondering, although

befare we get through with this conferencc there may be
some minor matters. ith respect to going into the
merket, I think we all undcorstand that we are in the iden-
tical position that the Boston bank is in, according to
Governor Harding's statement, that 1s, that mne of us have
surrendered our right to go into the open market. That

1s something, of course, that rests with the Board of Direc-
tors of the individual bank. It is true, however, that we
have all voluntarily cooperatcd with this committee and I
think we are all going to do that. I believe this, that
even though 1t would bec a very inopportune time now to go
into the market for the purpose of accumulating anything
for earnings, that the time will come again when we will

be in a more fawrable posiltion and when we will do some
possible good by golng in. Then I think these banks have
gone far enough to justify the belief that it would be
wise to lay in a back log, possibly of long time Govern-
ments, or whatever may be avallable; it certainly could

do no harm and it might be beneficial to all concerned.
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%With regard to the payment of dlvidends, I cannot
speak for our board of directors, but I can speak for my-
self, and I say that if we camot make our dividends and
expenses thig year I certainly would recommend that we pay
our dividends from surplus or the super-surplus--- that is
a word that is somewhat useful hemre at least--- anl I be-
lieve that our Board would act accordingly. I think,
though, that the banks must rt forget that that surplus
is not there =sxclusively for the matter of paying dividends.,
It is there for those purposes whnich have been enumeratecd
here, not the least of which is the matter of taking care
of losses, The banks west of (leveland are 1ln a very
difficult position at the present time, all of them, I
think, and I will include Chicago, and we are going ta
have use for a little of our surplus, and we all might
have before we get through, for the purpose for which that
surplus was established, that is, to protect ' ourselves

against losses and things of that sort.

Mr, Calkins, this subject is yours, and I hope we will

hear from you now and also that we will get from you some
recommendation as to how to dispose of it.

Governor Bailley: I would like to ask ore cuestion.
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I notice that the Open ijarket Committee deals 1n the
market in forelgn investments, and the avestion accurs te
me, wher wc¢ are not mking our earnings, why the committee
should go into the market and handle foreign investments.

The Chailrman: Governor Balley has pointed out that
the Committee has ten buying acceptances for foreign ac-
count. “hat Information do you want on that matter,
Governor Balley?

Governor Balley: I would like to know why it is
given to them; why isn't it given to us if we are not mali-
ing our earnings.

Deputy Governor (Case: I think that touches on 2 very

big international ouewtion, and that is this, “hether or

ot it is desirable to have forelgn moneys employed in thie

country? T think that the gensral feeling, certainly in
and about New York, is'that it is most desirable to have
foreign moneys employed here. We are always apt to have
our viewpoints and opinions colored by a temporary situa-
son that exists, and I mean such as exlsts just now. But
the facts are when vou go 1ln reverse and through a period
such as the war period, a period when credit is strained

and there is not emough to go around, the idea of the Bank
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of Japan putting twenty to thirty milddon dollarsiover
nere, as they did, and having it invested in our market in
bills, short governments, and so on, was a wonderfully
helpful and strengthening thing. Now, if the thing is
worth while as a matter of principle, you camot be just
a fair weather fellow and say we are of course glad to
have your money and take it when the country 1is under a
credit strain, we are glad to get ewvery dollar that we can,
but if you want to establish relationships with foreign
centers, it seems to me that you have got to play along wit
them in so-called foul weather as well as fair weather,
As a matter of fact, the volume of business at tle pre-
sent time is relatively negligible. I do not think the
total amounts to more than twenty to twenty-five milllons,
so far as we are concerned.

The Chairman: 1t 1s something like seventeen millior

ire Case: There is probably a Imillion dollars in
foreign moneys employed in this market, and I think 1t is
a good thing for the country, Governor Balley, and that it
would be unfortunate if we did mot develop and encourage

that sort of relationship.

Go vernor Harding: After you have two or three years
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of stakle conditions in Furope most of the money will have
gone back home; they will need it over there themselves.

Governor Calkins: Mr. Chairman, I seem to have been
fairly suczessful in provoking a discussion, which I think
is very desirablc, Refore answering the questions, I want
to say that while it appears to me that there is no doubt
as to the right of a federal reserve bank to pay a dividend
from accumulated surplus, and as it appears to me that the
provisions of the law look directly to that, yet I can
see the possibility of a ey of the Federal Reserve Board
opposed to the payment of dividends from accumulated sur-
plus, I think it would be undesirable to have that cues-
tion raised at the moment when it was proposed to pay the
dividend, and think it desirable that the banks should be

advised in advance as to the position of the Federal Reserv

Board with regard to that matter,

*

It has  teen suggested here that the accumulated sur-
plus belongs tc the Govermnment, It certainly does not, fo
the pPovision of the law is that the banks shall be paild
at the rate of six per cent per anrum frem surplus before
the liocuidation of the banks and payment to the go wermment

of the balance. That 1s as explicit as anything in the
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law, as I ses 1%. Now, as to the payment of dividends
from accumulated surplus, it seems to me that in this sys-
tem as‘wgll as in all other banking corporations, the pur-
pose of accumulated profit, the fgrst purpose--- not the
only purpose, but the first purpose, is to assure more or
less regularity in the payment of dividends, and of course
there are other purposes too numerous to mentlon. e
therefore, think we should have, as clearly as possible,

a statement from the Federal reserve board with regard to
its position in the matter.

It is my view that there should be no considerable cur
tailment in the services row rendered by these banks. The

auestion of stability which has been mentioned here 1is one

of very vital importance. The Federal reserve banks shoulc

establish policies which can be followed continuously
without fluctuation.

Now, we seem to be discussing this cuestion with the
view in the minds of some of us at least that conditions
will continue for a long time under which we will not be
earning our expenses and divlidends. I do not anticipate
any such condition cowmering any considerable length of time.
and I do consider that the accumulation of surplus was for
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the purpose of taking care of such pericds.

In regard to resorting to the open market generally,

I should say that we are in favor of resorting to the open
market under favorable conditions for the purpose of making
some addition to our earnings. Thore 1s, however, a
reservation in regard to that, If conditions were unfavor-
able I should not do 1%t.

‘fith regard to the payment of dividends frem accumu-
lated surplus, I am gquite sure the PBoard of Directors of
our bank would at the present time pay a dividend if 1t
was necessary, from the accumulated surplus.

Having answercd those questions, I want to say that
the directors of the San Francisco Reserve Bank are 1in ac-
cord with all of the other banks in the matter of open
market operation, believing that that is the only safe

reasonable way that such opératioms can I carried on.

There is, however, some doubt in my mind, and I think some

doubt in the minds of oui directors, as to the success that
has been achieved up to this time; also a reservation,
which has been wentioned by several, Shat they believe that
they are not precluded from going into the open market

themselves if they see it to do so. That, in my opinior
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is the most vital aspect of open market operations by the
comnittee which we have discussed, It is certainly epen
te attack, 1f unsuccessful. If it is necessary fer the
Minneapolis Reserve Bank to earn emough to carry its ex-
penses and dividends and it camot do so ®cause of its par-
ticipation in the investments of the Open llarket Cowmlttee,
it should not be vrecluded from operating on its own ac-
count, and could mot be, in my opinion, becauss that re-
spcnsibility rests with the directors of the W¥inneapnlis
Bank and not with anyone else.

I have kept a rough record of the answers, and alt how
I am suvject to correction, of course, it appears froem that
record that the first ouestion, should we curtaill services,
is answered affirmafively by three banks; three banks are
in favor of curtailing services, and nine are opposed to
it.

with pegard to the second question, of resorting to th
open market, the answers were ouelified 1n many cases, as
was my own, but there apparently are nine banks that are
in favor, under certain conditions, of resorting to the

open market, and three are opposed, In regard to thoc pay-

ment of dividends from surplus, apparently ten banks are
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in favor of paying dividends frem accumulated suwrplus, 1f
necessary, and two are opposed to 1t.

Governor Norris: I tabulated the answers in a little
different way, in frying to get at the first choice as
between the three alternatives. I might say that the first
choice of nine banks was to pay dividends from surplus.

The first choice of three banks was to curtail services;
two banks stated that they would resort to the open market
as their second alternative.

Governor Seay: T am inclined to think it would have
a very gholesome influence 1f we were called upon tn pay
dividends from surplus.

Deputy Governor (Case: So do I, Governor.

Governor Seay:s There is another matter that I mentio:

with reluctance. It seems from the consensus of cpinion

around the table that on those occasions when the executlver
of the banks believe a wrong policy has been pursued, it
has been due, I believe, to extraneous pressure or differ-
ences of fiew which were rather imposed upon the Federal
reserve bank executives. I am allu-ing to the investments
in govermment securities which were made earlier in our

operations, and I am alluding, in times pas®t, to policies
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respect to discount rates.

Governor Harding: I would like to ask if any Gover-
nors present think that the present abnormally easy condi-
tion in money is likely to prevail for any very considerabl
period of time, and if so, would even a drastic curtail-
ment of voluntary services enable the banks to go on and
pay their dividends without enlarging their investments
in the open market? I cannnt recall, from any experience
I hawe ever had in my whole recollection, that we have
e ver had very distinctly easy money conditiors for more
than sighteen mponths at a stretch. T can rea 11 that we
have had tight money for sereral years on 2 stretch, but
T cannot recall when we have had country wide easy money

for longer than eighteen months on a stretch.

Governor Seay: There is hardly any year, Governor,

I dare say, in which the variation between the high and
the low is not apprecilable.

Governor Hardling: Of course, 1915 was a very easy
year., Our operations were negligible; discount rates wer
not effective, but yet in that year when we had probably
larger gold imports than we have had in any one year, condi

tions began to tighten up in the fell of 1916 after about
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eighteen months of easy money, which was about as long as
1t lasted.

Governor Calkins: In answer to Governor Harding's

ion, it 1is perfectly obvicus that ﬁg; curtailment of
services which we could bhring about, without violation of
the law, would sufficiently reduce our operating expenses
to enable us to continue dividends because the voluntary
services rendered by the Federal reserve banks are negli-

as compared with the services reouired by the law,

Governor Harding: That is Brue.

Governor Seay: Zxcept that, #ith respect to certain
services required by lew, thers e:rists the right to iwmpose
a charge for the service.

The Gairman: Governor (Calltins, these are your sub-
jects, and I understand from your statement that you be-
lieve, still believe, that it would be advisable to have

an expression from the Federal Reserve Board in adwance of

the time when this ounestion might arise. hat sugeestion

have you to make upon that?
Governor Callzins: I think it would be desirable,
ir, Chairman, although I do not know of any way that ve

could get that auestion to the Fedoral Reserve 3oard so
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as to compel an answer. I can see reasons for reluctance
on their part to answer, The opinion of our counsel con-
curring in the opinion of the Attorney General and of the
Board's counsel is that the Board has no power to prevent
the payment of dividends by the banks, but we do ﬁot want
to raise an issue there, of course. I think it 1s desir-
able to have this conference on record in regard to these
three questions, or the three subdivisions of the one aues-
tion. I think it desirable that the conference should
go on record first as to the @esirabllity of curtailing
services now rendered, second, as to the desirabllity of
resorting to the open market to make dividends and expenses,
and third, as to whether we should pay dividends from
accumualated surplus.

Deputy Governor Qase: I would like to ask Governor
Calkins if we would have any cobjection to having Item C
presented first?

Governor Calkins: No .

Goveruor Young: Is it not a 1little difficult to
answer that auestion. For instance, if our bank was in

a position of Philadelphia, I think I would recommend to

our people that we pay dividends out of surplus; but the
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position of the Minneapolls bank is entirely cdifferent.
If we should go through this year and end up with a $500,00
deficit I think 1t would be a great mistake for our instltu
tion to pay dividends out oi surplus. But we have 115
closed member tanks in our district that closed because
were paying dividends.

Governor Harding: Is nut the attitude of the Federal
Reserve Board, under 1ts supervisory poviers, a good dezl
like that of the Comptroller of the Cuirrency? The Comp-
troller of the Cuirency would objiect to a national bank
vaying a dividend if it hadn't earned it. He would point
out the non-liguid assets and the actual or probable
losses, and hold that it was necessary to conserve every
dolliar of resourcesg of the banks; but in other cases
can see where a bank with a pericd of sliack business, but
which had an accurulated surnlus and undivided »rofits,
where the directors might zo ahead and declare the usual

dividend and the Comptroller not object to it.

Governor Young: I do not think thc Board would

obiect to our paying dividsnds forthis six months, because
we are not short a great deal. e have had over seven mill

lions in long time goverment bonds in our institution for
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a couple of years, and they have glven us an income of
around $300,000 a year. I felt entirely justified in car-
rying those long time goverment bonds when we just had
our surplus invested in them; but now our surplus is vir-
tually turned over to take care of these closed banls,
which cannot get any less, and which is bound to get larger
if these banks keep on closing. In addition to that we
have three and a half million tied up in a new building,
and if there is any great deficit in Minneapolls, I think
it would be a mistake to pay dividsnds out of surplus.
Now, I do not think my directors would agree with me in it.
It is only my own view,.

Governor Seay: For thoseé reasons just mentioned,
Mr. Chairman, I think perhaps the Federal Reserve Board
would ™t be disposed to answer an ahstract question, but
that 1t would be a matter for the individual judgment of
the directors of each Federal reserve bank, and that each
case would be passed upon, if it needed the sanction of
the Federal Reserve Board, separately.

Governor Young: There is another phase of this whole

@ estion with regard to voluntary services, and that is

transit items, the par collection of checks. “je set down
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the figure that it costs us se much, but that is the actual

labor; we do not figure what it costs us in losses. Our

bank is going to lose irn the neighborhood of %$700,000, and

I can make the statement without any hesitancy at all
that that entire $700,000 is lost because of the par col-
lection of checks and non-cash items, There 1sn't any
argument about that.

The Chairman: As I understand it, Governor Case's
cuestion to Governor Calkins was this, that if the subject
1s presented to the Federal Reserve Board that auestion No.
3 be made question No. 1.

Deputy Governor Case: That was just my thought. I
would mot like to see this conference pass on the ocuestion-
we cannot bind the boards of directers, but merely can ex-
press our own viewg infcrmally, I would suggest this: That
vhereas we have two hundred millions of surplus that has
been accumvlating over the ten years that we have been
in business; whereas it now aopears that some of the twelv
Federal reserve banks will not earn enough during the pre-
sent year to cover their ezpenses and dividends, therefore,

Be it Resolved, That it is the senae of this confer-

ence, that thers could be no objection to the directors of




igitized for FRASER
tps://fraser.stlouisfed.org

75
the respective Federal reserve banks paying out of accu~
milated surplus, if such course meets with their approval,
the recessary dividends, or something of that sorst. That
1s the thought that was in my mind, and then these other
ouestinns are rather supplemental to that.

Goveruor Calkins: If you will offer that as a reso-
lution I will second it.

Deputy Governor Case: Yes . I thinlk that can be put
in a 11ttle better form.

Governor Harding: I would like to discuss that a
moment ., I would first like to ask if the Federal Reserve
Board asked the conference to consider this matter, or
whether it was brought up on the initiative of Governor
Calkins?

The Chairman: It was brought up by San Franeisco.

Governor Harding: I bthinlk it daa ywery bimely discus-
sion and I am glad that it has been brought up, and I would
like to say this, off the record * % *

(Discussion followed vhich the reporter was directed

78t 0 take,)

Governor Calkins: You have touched the heart of thie

matter, You have said the operations of this committee wou
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not in any way interfere with the acaulsition of earning
assets by a member bank, that this committee would be
the mears of purchase--- there is the whole mestion. If
the cquestion of earning assets is to be controlled by the
directors of the twelve banks how are they to acquire asset
vhenever they think they should, erxcept through the commlt-
tee.

Governor Harding: Will you let me answer thaty

Governor Calkins: Certainly.

Governor Harding: I do not know that I can answer
it authoritatively, but let us suppose the latter part of
June the PFPederal Reserwe Board should take the position tha’
they would approve dividends pald, that they should make
a statement to the bank that they werc willing %o approve
a reasonable amount of unearned dividends for a relatively

short period of years, for those banks whose assets are in

licuid condition and that have not any large amounts tied

up in slow assets, or with losses impending or accrued,
but that as far 2s two or three banks are concerncd, their
condition was such that we camot continue to approve
their dividends unless =arned. Now, if the Beard toolk

that position, wouldn't it be within the power of the com-
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mittee to say to the Fecderal reserve banks who felt that
the Board would approve their paying dividends, evem if
unearned, that 1t would allot te the two or three banks
referred to out of the stock of govermment securities on
hard a sufficient amount to enable them to pay their divi-
dends? There is one possibility where the committee
could be of very great use to those banks that are not mak-
ing their earmnlings.

Governor Calkins: I think it can be of great use
in allotting to the banks the reoquired amount of assets,
and of great use in purchasing those assets, but not in

determining what shall be purchased or allotted. That 1is

for the directors of tle individual banks to say.

Go vernor Harding: I agree with yeu that when the
directors of the individual banks think they need so much
and they are able to go out 1mto the market and buy 1%,
why they should go into the open market and get PHS

Governor Calkins: If the Committee received a re-
ouest from the Federal Reserve Bank of San Francisco to
buy $25,000,000 in short time govermments and bankers ac-
ceptances, and should reply that it would disturb the mark

to tuy them at that time, then it seems to me that the com-
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mittee vould control, and rot the Federal Reserve Bank
of 8an francisco, and that is really the auestion I an
dodging around, as to what is to be the procedurse.

Governor Harding: I +think it will bs understood
that no bank vould waive its legal right under the statute,
but here is a voluntary transaction where the bank transfers
its prerogatives to the committee.

The Chairman: That is understood.

Governor Necrris: Covernor Calkins! point is import-
ant. Tf the San Francisco bank wanted to acouire twenty
ffve millions there might be eight or ten other banks
that wanted to acoulre anywhere from twenty to fifty mil-
lion, and their alternative would te to take vhat they

could get through the comwrittee, or go into the open marke?®

themselves. If they a2ll weni into the market, which they

certainly would nave the right to do, you can readily
imagine what would occcur with six or eight or ten of them
bidding against sach other 1n the New York market for these
securities.

Governor Calkins:? And that is the whole justifica-
tion for thls conmlttee.

Governor Norris: Yes.
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Governor Calkins: I thinlk the obvious cuestion is
what is to be the procedure? Is 1t thet the determina-
tion of the volume of earning assets is to be left to the
Committee or to the directors of the twelve banks?
Governor Norris: At the present time the federal

reserve banks have voluntarily agreed to leave it to the

comrittee, and they have done it without waiving their

legal rights. That is perfectly understood. I think the:

will continue to do it because it 1s perfectly manifest
what the conseaguences would be 1f any one bank bolted
and undertook to operate on its own account, that it would
be destructive to tne interests of all.

Goverror Calkins: That 1is the heart of the cuestlion.

The hairman: The cuestion now i1s on gonsideration
of the suggestion of Hr. Case. Wwi1ll you repeat that, Nr,
Case.

Deputy Governor Case: On vhat point, ¥r°* Chailrman?

The Chailrman: Your plan tc submit the matter to the
Federal Reserve Board.

Governor Calkins: I will withdraw my second,

Deputy Governor Case: 1t seems to me, that the minutes

of the record will show precisely the viewpoint of the
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conference., These minutes will go to the Board, and I

would asswume that you, as Chairman of the conference, would
probably mention to Covernor Crissinger, or to the Board
itself when we meet with them, that we had considered this
matter, and that, without in any way undertaking to inter-
fere with the prerogatives of the several Feceral reserve
pank directorates, as a matter of principle we can sée no
objection--- taking the New York Bank, for instance---
to paying dividends aut of surplus, providing, of course,
the directors agree to 1it. All that discussion will be
11 the record, will it not, ir  Harrison?

Mr, Harrison: Yes.

wipr, Case: And while circumstances naturally alter
the case with respect to some banks, the consansus of opin-
f1on was that there would be no objection-te it, if deemed
necessary.

The Chairmant Does that dlspose of the subject
gatisfactorily to you, Governor Calkins?

Governor Oalkins: K Yes,

The Chairman: Then we will consider the subject dis
posed of.

Now, if there 1s no objection, we will sdjouin at
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this point. No one misses Governor Strong more than I
do, and I know we 2ll miss him very greatly. I do not
know whether circumstances are such as to make it proper
that we send a communication to him, but it rot, I want
to make a matter of rccord the fact that we all do miss

him wvery much.

e havc some important matters to discuss with the

Treasury, and I am going %o ask ir, Young and Mr. Case,
if it is agreeable to the conference, to see Mr. “inston
and ascertain what his oleasure is with regard tc sitting
with us.

(On motion, duly seconded, the conference the reupon
recessed from 1 o'clock p. ms: until two o'eclock p. m.

of the same day.)
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ilet , pursuant to recess, at 2 o'clock p. M.

The Chairman: The conference will kindly come %o
oeder,

The next topic is 1-(b), su.gested by New York, but
wr, Case is not present mow and we will defer discusslon
of that topic and pass to 1l-(c).

(¢) Domestic Acceptances.

Report of General Acceptance Com-
mittee, :r. XKenzal Chairman.

I will ask Mr. Harrison to subwit that report.

Mr. Harrisons The report of the committee I have Jus
distributed. That report, like most of the other reports
of standing committees, was - presented to the Secretar:
onlyat the last minute, so that I did not have time to
distribute it amng the goverrors in advance. This repor:

{s one prepared by this committee of four, but it does not

revresent any kind of unanimous ovinion, The best thing

to do, perhaps, would be to have the several Go vernors
read it over, and perhaps discuss it later. There 1s
nothing that could be done about 1t now.

The Chairman: There is nothing the conference can

ips://fraser.stlouisfed.org



about it.

Mr. Harrison: It is a matter that came up, I under-

stood from tir. Kenzal, at the reguest of Goverrmor Crissinge:

and it is likely the Board may want an expression of opin-
ion from the Conference after a reading of the report,
which gives the discussion on all sides.
Governor Fancher: #ir, Chairman, I move that the topic
be passed for the precsent.
The Chairman: ¥Without objection, that course will be
followed,
That concludes topic 1, under credit transactions
and pelicies,
The next section of the report 1is
II Collections and Clearings.
{a) Report of Standing Cormmilttee
on Collections, iir+ Strader,
Chairman.,
Mr., Harrison: That report has already been distri-
buted by #Ur. Strater, as I understand 1i%t.
The Chairman: 1 .did meot recelive it.
My, Harrlson: Thigs report is chiefly negative, be-

cause it refers principally to the action taken at the last
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conference recuesting this committee to prevare a uniform
circular defining the terms used in the mon~cash collec-
tion service of the Reserve Banks, The committee reported
back that they rather felt that this was not a matter of
sufficient importance to justify issuing a new circular jus
for that alone, and they recommended, therefore, that they
do mothing about it until such time as a new circular may
be issued for other reasons. It also refers to the action
taken at the last conference of governors "Voted, that all
Federal reserve banks shall guarantee prior endorsements
on mn-cash collections, but that they shall recelve for
collection only those non-cash items on which the deposit-
ing bank has guaranteed prior endorsements,”

They refer to the fact that only one reserve bank has
attempted to put this particular provision gf the last

minutes into effect. I think it would be possible for

a1l the reserve banks to do shat even though nocuniforil

Gate is fixed, As a matter of fact in the New York Distric
we have tried it, and I think we have all of our banks
guaranteeing prior endorsements., I see no reason why the

practice could mwt be followed in other districts, even

without an agreement as to some specific date.
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Governor GCalkins: As a matter of fact, lr. Chalrman
banks that do endorse without cualifying their endorsement,
do guarantee prior endorsements,

Governor Seay: As matter of law,

Governor Calkins: As matter of law, yes.

Governor Seay: In our district we were rather late
in issuing our circular, so that when we finally issued
it we provided for both of these resolutions.

Governor Fancher: It doesn't occur to me that there
is any need for discussion of the report now, !r, Strager,
Chairman of the Committee, will be here tomorrow on annthe:
matter, and if there are any particular features of the
report that the Conference would 1i%e to discuss with lir.
Strader that could be done tomorrow.

The Chairmant Are there any aiestlons arising whiel
make it necessary to delay action?

Mr, Harrison: I think the important thing to do,

as the Chairman of the committee seems to imply, is to

agree upon some daje when Wwe would put this into eflect.

I wrote to each Governor sometire 1n Pebhruary, saylng that
the Federal Reserve Roard had passed a new regsolution auth

izirg reserve banks, as the result of recommendations of
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this conference, to put into effect any recommendatien what:
ever that did not involve, as matter of law, or as a mat-
ter of regulation, approval by the Board. This ls ode of
the matters which I think the Board and the Secretary of
the Conference agreed need not have the approval of the
Board; but even as a result of these communications thatb
were sent to all the Governors, apparently this particular
recomiendation was rot made effective.

Governor Seay: ¥r, Chairman, thls is a short report
and I think it might be well to read it here.

The Chairman: Yes, and I will ask Mr® Harrison to

the report.

Mr., Harrison: This is the report of the Standing
Committee on Collections to Conference of Governors May 5,
1624,

"At the last Confe:ence of Governors, held in November
1923, it was

VOTED to reouest the Collection Cormmittee to draft

a uniform circular to be issued simultaneously by

all Federal Reserve Barks, defining the terms used

by Federal Reserve Banks 1n connection with the col=-

lection of non-cash items.®
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it was also

'"VOTED, that all Federal Reserve Banks shall guarantee

prior endorsements on rmon-~cash collections but that

they shall receive for collection orly those mon-cash
items on which the depositing bank has guaranteed
prior endorsements.'

Careful consideration has been given by the Standing
Committee on Collectinns to the request of the Gnference
that the Committee prepare a uniform circular, defining
the terms used by Federal reserve banks in connection with
the collection of mon-cash items, It is the opinion of
the Committee that although it would, no doubt, be desir-
able ‘to define certaln terms those terms which do not have
an unmistakable meaning are so few that it would be advis-

able to define them in a uniform paragraph to be included

in the mon-cash collection circular of each Federal reserve

bank, rather than issue a separate circular defining them.
The Cormittee is advised that one of the reserve banks has
already included a definition of certain terms in its
ron~cash collection circular.

The Committee understands that the Leased Vire Commit-

tee has submitted a report to the Conference in which itis
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recommended that the use of the leased wires be practical-

ly restricted tc telegraphic transfers of funds ® tween

member banks and that the use of .the leased wires be

prohibited entirely for any purpose in connection with
the handling of non-~cash items,

The Committee understands also that the Committee on
Voluntary Services has submitted its report on the non-cash
collection function to the Federal Reserve Board and that
this report will be a subject for discussion at the next
Conference.

It is not unlikely that it will be necessary %o revise
the non-cash collection circulars of the Fed~ral reserve
banks as a result of the action which will be taken by the
Conference of Govermors on the report of these two conmit-
Gees,

The resolution adopted at the last Conference of
overnors requiring Federal reserve banks to guarantes
prior endorsements, did not set a definite date for thaking
this requirement effective, The Committee understands
that only one of the reserve ©anks has attempted to carry
out the recomuendations of the Governors! Conference and

has undertaken to require its member banks to guarantee
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prior endorsements on non-cash items. The Committee 1s
of the opinion that this reouirement should be placed in
operation simultaneously by all of th¢ Federal Reserve Bank:
in fact the requirement could not  enforced, unless each
of the several Fed ral rescrve banks notified their member
banks that on and after a definite date all Federal reserve
banks would decline to accept for collection mn~cash items
which did :ot bear a guarantee of prior endorsements by
the depositing member bank. In numerous instances, mem-
ber banks in one district are permltted to forvard non-
cash collections direct to a Federal reserve bank or Branch
of another district, and it can be clearly understood that
unless the requirement of guaranteeing prior endorsements

is made effective simultaneously by all Federal reserve

banks, an amoying clement of confusion will be Injected

into the relations between member banks in one district and
Federal reserve banks or branches of other districts, unles
the reguirement is not strictly enforced.

It also seems to the Commlttee that the effective man-
ner of placing this recomendation into operation would be
by the inclusion of a uniform paragraph on the subjiect in

the non-cash collsction circular of each Federal rescrve
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bank, the revised circulars of all of the Reserve banks
embodying this paragraph to ke issued simultaneously.
It weuld be possible to incorporate in a revised non-
cash collection circular the following uniform paragrapﬁs:
(a) paragraph relating to the guarantee of prior
endorsements;

(b) paragraph defining the terms used by Federal re-
serve banks;

(¢) any additional paragraphs which may be reguired as
e result of action taken by the Gonference en the report
on the leased Yire Comrittee and by the nference or the
Federal Reserve Poard on the report of the Committee on
Wwluntary Services,

Any other wodifications of the existing non-cash col-

lection circulars, in so far as uniforwity is concerned,

which may be necessary as a result of actlon taken at the.

Conference of Governors could also be taken care ofiim
the revision.
Respectfully submitted,

F. Strater, Chalrman,
S. Walden, dJr.,
Attebery,
Coe,
ToY.
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Governor Seay: “thile these topics may be of minor
importance, they are, nevertheless, of some importance
and they ought to be carried into effect, #¥r. Chairman.

The Chairman: What would be your recommendation,
Governor Seay?

Governor Seay: e might wait until a report on
non-cash collections is received and acted upon by this
conferencec. It depends upen thc action of this conference
to that report as to what may Dbe re cessary.

Governor Fancher:? And also the action of the Leased
Wire Comwmittee.

Governor Seay: And also the action of the Leased

ire Committee, It would perhaps be well for the air-

man to make a note to that effect, that these matlers need

attention when we shall have acted on the other two matters.
The Chairman: Then, if there is no objection that

course will be pursued.
The next topic 1s 2-(b)
(b) Report of Comwmittee on Voluntary
Services, regarding Non-cash Col-
lection Service, Governor Fancher,
Chairman,
Governor Fancher:  ir, Chairman, a copy of. This: Pepet

has teen mailed, some time ago, to each Governor, and I as-
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sume they have had opportunity to go over it and familiar-
1ze themselves with the recommendations of the committee.
The report was submitted to the Federal Reserve Board on
jarch 22nd, with the sugsestion to the Board to defer formal
action until the confernce had opportunity to discuss the
report.

The report of the committes on Voluntary Services
Assumed by Federal Reserve Banks on non-cash wollection
function to the Federal Reserve Board, Harch 24, 1924,

Ls“as ol lows:

"At the darch, 1923, Conference of Governors, the

ederal Reserve Board submitted for consideration a memoran-
dum (¥-3%76) concerning certain voluntary services per-
formed by the Federal reserve banks for the member banks.
Upon consideration of the memorandum that Conference voted
tthat the services enumerated in the Roard's memorandum
should not Le discontinued at this time, except that with

reference to the item of non-cash collections it was felt

that the subjiect should be referrec for consideration and

report to a special committee of Governors to ® selected
by the Fedsral Reserve Board.' The Tederal Ressrve Board

accordingly selected the present committee to consider the
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subiect of non-cash collections as recommenced by that
Conference.

After a very careful survey and review of the whole
subject, the committes filed with the November, 1923,
Conference of Governors a preliminary report reviewing
the arguments for and against the non-cash collection ser-
vice and recommending its continuance for the various rea-
sons set forth in the report. Upon consideration of this
report the Novewber, 1923, Conference adoptec the following
resolution®

‘That the committee submitting the report on Wwluntary

Services Assumed by Federal reserve banks be continued by

the BPoard and be reauested further to investirate and re-

port and make recowmendations prior to the next Corf eremce
as to the following subjects:

1. How valuable is the service of collecting mon-cash

tems to the memte rs of the Federal reserve system, divid-

ing those members between banks located in Federal reserve
bank and branch bank cities and those not located in those
¢ e

2., ‘ihat is the probable growth of the volume of this

business and what will it likely cost?




3. "that is the possibility of imposing e irge upon
the collection of ron-cash 1items which'will at leas 8-
imburse the banks for the cost of conducting the business,
the report upon charges to consider the practicability of
charging on ali items, or upon those items which we class
as street adaress items, and how much such charge might
be, if recom:ended by the committee?

4, That the committee be reouested e conduet prac-
tically the same type of investigation as to all other
services of like character which we arc ot performing
without charge for our members, and that the report of the
Comuittee on Voluntary Ser¥ices be continued as at present
pending & final report by the committee on the above mat-
ters.’

This resolution of the Conference Was repcerted te

the Federal Reserve Board at the joint session with the

Bourd, and it was under.tood, &s recom~ended, that tie

comiittee should be continued and should pursue its in-
vestigation in accordance with the terms of the resolution.
The committee has made a further study of the subjiect
along the lines proposed and submits its report herewith.
a ing its recomrendations concerning the speci:
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ouestions presented by this resolution, hovever, 1t may

be well firest to review the more general arguments for
and against the handling of mon-cash collection items by
the Federal reserve banks, arguments already discussed
at some length in the preliminary report submitted to t he
Conference of Governors on November 12, 1923,

History.

The collection of non-cash items by the Federal re-
serve banks was inausurated by order of the Federal Reserve
Bocard in September, 1917. The chief reason prompting the
establishment of this service was the recognition of the
fact that inasmuch as the requirements of the Federal Ke-
serve Act resulted in a transfer of the reserves of me- ber
banks from their former reserve agents to the Federal re-
serve banks, the reserve banks should, as far as possible,
and so far es consistent with the provisions of the Act,
render the zame collection services that member banlks had
formerly received from their reserve agents; that 18,
their city correspondents.

Since the inaughration of the mn-cash collection ser-
vice it has developed rapidly. At the present time, appro-

xirately 74 per cent of all member and non-merber clearing
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banks located in reserve bank cities or branch bank cities,
and 31 per cent of all other memnber and non-member clearing
banks are using this service. During the year 1923 all
Federal reserve banks and banches héndled a total of
5,747,466 mn-cash items, including coupons other than
Govermnment coupons - an increase of 1,025,466, or SRR
per cent over the year 1922.

hile the total mumber of city banks which are utiliz-
ing the Federal reserve collection system is relatively
larger than the number of country banlzs which are using
that system, nevertheless there has been a steady growth
in the total number of both classes of banks now sending
+their items to the Federal reserve banks for collectione.

The cuestion under conslderation is whether it would
now be advisable or proper to abandon or curtall the non-
cash collection service rendered by Federal reserve banks

or whether it would be wise to impose a service charge for

all or any part of the service, It seems obvious that

whatever arguments might have been proper to make against
the inauguration of this service in 1917, it must now be
considered in the light of present sonditions and vith the

full appreciation of the fact that so many member banks
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have become accustomed to its benefits and rely upon the
Fcderal reserve banks for 1ts use. In other words, are
the arguments against the continuation of the non-cash col-
lection service sufficiently strong to offset the pessible
resentment and warranted criticism of our member banks,
particularly the country banks, for the curtailment of a
service which they now have learned to expect as an inci-
dent to membership and as a partial compensation for their
reserve contribution on which they receive no imt erest re-
turn?

Arguments made against the continuation

of the non~cash collection service,

The chief objections which have been raised to a

tinuation of this service may be classified generally

follows: (1) Legality; (2) Contact with the public;
(3) Competition with our menber banks; (4) Expense,

These objections may be discussed 1n turn.

(1) Legality - It has I en suzgosted to the Federal
Reserve Board throvgh certain clearing house associations
that the mon-cash collection service should be discontinuec
for the reason, among others, that the Fedrral Reserve Act

lgives no indication that the system was contemplated to
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handle items other than checks'; in other words, the legal
right of the Federal reserve banks to render thls service hr
been a estioned. Tt is the opinion of this committée that
the objection can nat be sustained. Section 13 originally
provided that the Fedsral reserve banks might receive ichecl
and drafts”. No express reference to maturing notes and
bills was contained in the original provisions of the sec-
tion, tut on September 7, 1916, the law was specifically
amended so as to provide in terms for the collection of
“maturing bills’, and on June 21, 1917, amother amendment
to the law included maturing ‘notes as well as maturing
idehaes Wwhile there may have been some ouestion as to
the legal right of the Federal reserve banks, at one tine,
to collect this class of items, the express amendments re-
ferred to mt only row confer that right, but do so in

that same paragraph, even in tne same clause providirg for

the collection of checks. In other words, Congress has see:

fit to give to the Federal reserve banks the power to col-
lect both classes of items, and that power is no less and
no different in the case of maturing notes and bills than

it i1is in the case of checks.

gitized for FRASER
ps://fraser.stlouisfed.org




gitized for FRASER
ps://fraser.stlouisfed.org

g9

(2) Contact with the public - It has been sugeested
that the collection of maturing notes and ®kills payable
at street addresses in reserve bank and branch cities in-
volves an unauthorized, and, at “he same time, annoying
contact with the public. while it is true that the larges-
percentage of the reserve banks' operatlions are directly
with their own member tanks or the Treasury, nevertheless,
in so far as the collection of a maturing note or bill in-
valves contact with the public, it is merely a necessary
ineident to the exerclse of a lawful right, Nobetosbe talnl
challenged on that ground alone. The mere fact that the
law differentiates a check-- which 1s a pill of exchange
drawh on a bank-- from a bill or note payable by an indivi-
GuBL el o corporation, shows thet it contemplates t he
possibility of the very contast that has been subjected to
criticisut, The committee believes, therefore, that there

is no lawful objection to continuing the collection of 1te

payable at strect addresses, EvVen though it necessarily

brings tne reserve hanks in sovie cases 1n contact with the
public. Complaints that that contact is at times amoy-
ing to certain individuals or firms have been reported to

and carefully considered by the committee. There seems n°
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doubt that in seme districts friction does e ist, where

the reserve banks »r branches, 1n making the ccllection

of items payable at street addresses, have recquired unusual
ly strict terms of payment. The comnittee is advised, for
instance, that in one Aistrict documentary drafts are ot
surrendered except upon payment in cask or reserve bank
funds, and this may possibly involve some hardship vhich
might have been avoided had the reserve bank adapted its
practice to the more usual and normal banking vrocedcure.

The comiittee understands, however, that criticism of the
non-cash collection service on the part of the public is

not gensral throughout the country, ut emanates from a

few corcentrated localities or from excepntional sources
elsevhere. Under these circumstances, the comaittees be-
l1ieves that the remedy is not to be sought in an abandon-
ment or curtailment of the service throughout 21l districts,

but rather in 2 remedy or nmodification of the oractice in

those districts from vhich complaints ewanate, The com-

A belioves £ S A : s
mittee wscttes that If each reserve banig and branch will

endeavor ro far as possible to sffect 1ts local collections
in whatever manner is most consistent with established

tisiness and banking practices in their resvective locali-
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ties, there will be ro possible ground for friction or dis-
content on the part of those tusiness houses with whom the
reserve banks come in contact in presenting iltems for pay-
ment.

The committee recowends, therefore, that this be done,
rather than that the service be eliminated or curtailed
even with respect to those items payable at street addresses

(3) competition with our members - Another ar gument
presented in some of the resolutions of ¢clearing house as-
sociations protesting against the continuance of the ron-
cash collection service is that the service "places the
reserve banks in direct competition with thelr member banks
While i da 7o doubt true that this service may have some
competitive éfect upon the business of certaln citt banks,
that in itself camot be said to be a legitimate criti-
cism against continuing 2 service which has beeén rendered

for six years with increasing use by mevber banks, city as

well as eountrys Indeed many functions of the reserve

banks, expressly authorized by law, functions which the
reserve banks could not properly abandon even if they pre-
ferred to do so, place them, in a measure, in competition

with city banks. For instance, the reserve banks compete
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with merber banks in all of the following respects:
(2) In rsceiving deposits which might otherwise be
held in member banks,
in making loans to member banks
in collecting checks for member banks
in making wire transfers
in maintaining accounts with forelgn correspond-
ents
In purchasing Govermment securities, acceptaaces
and bills of exchange
and also
(g) 1in collecting notes and bills.

Wwhile practically &ll of these services of the reserve

banks are legally and technically optional with the Federal

reserve banks in that the law uses the word '"may” instead
of Yahall 4n et cases, nevertheless it is doubtful if
the reserve banks could arbitrarily and without substantial
reason refuse gencrally to exercise powers conferred upon
them by Congress in tI interest of the public and the
member banks themselves. In any event, there seems no
more reason to abandon the service of collecting notes and

bills than other of the so-called voluntary services which
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the reserve banks and the Reserve Board have believed
should be performed for member banks, first because contem—
plated by the law itself, and second e cause they serve sor
what as compensation for the reserve balances maintained
by member banks without other direct return. Having been
offered and having been utilized by such a large percent-
age of member banks it would be a serious blow to the good-
will and close cooperation now existing between member
banks and the reserve banls were they to be abandoned or
even curtalled. gincc it has been argued that this com-
petition is opposed by city banks, the committee has made
a canvass of member btanks in order to ascertain whether
this opposition is truly representative of member bank
opinion. As will be shown later, the great majority of
the member banks interviewed are in favor of a continuatio:
of the service.

Tt has also boen contended that the cost of maintaini

the non-cash collection service invo.ives & forced invest-

ment of reserve funds, which results in competition with

our member banks in the investment field and that the ser-
vice should be abandoned on this  eCCconnT. HWyen assuming

that the entire cost of the service - approximately $1,00
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- had to be earned by an additional sr forced investment
of the Federal reserve banks over and above their norwal
business, it would necessitate an investment of only some
95 millions of dollars, - relatively insignificant in its
competitive effect, But it is significant that the normal
tisiness of the reserve banks, even when discounts have
been at a low ebb, has been sufficient to cover their
expenses, including those of the nmon-cash collection func-
tion, without any arbltrary investment of reserve funds for
that purpose alone.

This leads to the next objection:

(4) HExpenses. The committee finds that the emtire
cost of the mon-cash cnllection function of the reserve sys<
tem for the year 1923, excluding the cost of handling
Govermment coupons, was $960,850. This compares most
favorably with a total cost of 41,039,000 for the year
1922, exclusive of Govermment coupons. The volume handlec
in 1923, was 5,747,466 items, as compared with a volume
in 1922 of 4,722,000 items, exclusive of Goverment cou-
pons. (3ee exhibit A.)

While it appears, therefore, that the number of items

in 1923 was 1,025,466 in excess of what it was in 1922 (an
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increase of 21.7%), nevertheless the totasl dollar cest
actually decreased $78,150, or 73%; to put it amether way,
while the per item cost was 22 cents in 1922, it was only
16,9 cents Jin 1923, #with an increasing volume there was
a decrease mt only in the per item cost but in the aggre-
gate cost as well. Your committee believes, thereforse,
that there 1s nothing in the experience of the last two
years to indicate any increase in collection costs in the
near future sufficient to justify a curtallment in the
present service on that account. Purthermore the studles
of the committee lead to the definite concluslon that the

probable future cost of this service has been very much

exaggerated in past estimates that have been called to its

attention, and that there 1s no evidence to justifyy the

fear of any great increase in the near future. That gues-

tion is discussed in detail in the following pages.
Resolution of November 1923 Conference.

When the preliminary report of the commlttee was con-
sidered by the last Conference of Governors, it was felt
by 2 large majority of those present that the service of
collecting non-cash items should be continued as recom-

mended by the committee at e Sbamen In view of the fact
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however, that there was soame question as to how general the
so-called city bank opposition had become, and considerable
doubt as to how much the volume and expense might ultimatel;
grow, the corf erence passed resolution already quoted above
recamiending the continuance of your committee to study -

(1) How valuable the service is to city and ceuntyy
member banks?
What 1s the probable growth of the service and
ite llkedy co8t?
Is it advisable to impose a service charge on
any or all classes of non-cash items?

This study has been pursued by the comittee with much

care, but in order specifically to report on the cguestions

presented in the resolution it was necessary to obtailn
first-hand information from a representative number of mem-
ber banks in each district. Consequently a letter was for
warded to the Federal reserve banks, asking them to inter-
view all member banks in each reserve bank city and in each
reserve bank branch city and also forty country banks in
each districy relative to the cuestions listed in a ques-
tionnaire (Exhibit B) prepared by the committee.

The reserve banks submitted replies to each of these
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ouestions from 384 city banks and 533 country banks. These
917 banks represent practically all of the banks located
in reserve bank and branch cities, and the country banks
interviewed were selected from the users and ron-users of
the collection system, chiefly with regard to their geograpl
ical location and not with any desire or intention to inter-

view banks whose opinions were known to be for or against

the systém. A summary of these replies for each district

and for the system as a while, 1s attached hereto. (Ex-
hibit C).

VALU= QF SERVICE TO MEMBER BANKS

Opinion of Member Banks Interviewed.
This exhibit shows:

(a) that a great majority of the interviewed
banks now using the service believe the service of
to member banks,

(1) <City banks
Yo
No
Country banks
Yes
No
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(b) that a large majorlty of the interviewed member
banks not now using the service believe 1t is not of value
to member banks.

(1) City banks
Yes Ro SO s )
No (92%)
(2) Country banks
Yes 47 - 116%)
No 253 (84%)

(¢) that a large majority of the interviewed member
banks row using the service are in favor of continuing the
service;

(1) City banks
Yes
No
No opinion
(2) Country banlks

Yes

No 5

No opinion 13 1. 6%)
(d) that a majority of the interviewed me "ber banks

now using the service are in favor of continuing the
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service (in spite of the vote reported under (b) above).
(1) City banks
Yes 63
No 43
No opinionZ6
(2) Country banks
Yes
No 26
No opinion 100
It is apparent as a result of this investigation con-
cerning 917 representative member banks, both city and
country, that a prepondrrance of all those banks now using
the system mt only consider it of value, but want 1t to

be continued, while approximately half of even those city

and country banks which do not use the system, voted in

fawr of its continuance.

One other interesting factor might be mentioned as a
result of this investigation. Even in some of those citie.
or dilstriots where there apvears to be some organized
opposition to the contlnuance of the non~cabh collection
service, the poll of revresentative member banks, recorded

in the attached cxhibit, indicates that a majority of the
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banks favor continuance. for instance, while the Phila-
delphia clearing house association voted on January 14,
1924, to request the Fed ral Reserve Board to discontinue
the nen-cash collection service, nevertheless, of 20 Phila-
delphia banks interviewed by the Federal Reserve Bank of
Philadelphia, some of them members of the clearing house,
all voted that the collection service was of value and thal
they were in favor of the Federal reserve banks continuing
tlhe “serviceos

It might be suggested, therefore, that some of these
resolutions may have been inspired from some one common
source interested in regaining the collection musiness of
the country banks and that they are not truly representa-
tive of the general opinion of the bankers in the district

in which they are located.

II PROBABLE GROWTH I¥ THE VOLUME OF
COLLECTIONS AND LIXELY COST.
The exhibit does 1ot show any very satlsfa ctory conclu-
sion as to the probable growth in the vvolume of rom=-cash

collections since the replies to this portion of the commit-

tee!'s inguliry were not concrete enough €O permit of any
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definite estimate,

There were two ouestions to be considered. First,
how many of those banks which are not now using the service
will be likely to increase that use.

with respect to the first of these questlions:- At
the outset this service was not generally availed of by
member banks. There Was, however, been a falirly steady
insrease in the number of member banks using it, so that

at the present time about 74% of member and nonmember clear

ing tanks located in Federal reserve and branch cities,

and 31% of all other member and ron-member clearing banks
are actively sending collections through the reserve banks.
Oof 369 city and country banks not now using the service
which were interviewed, 116 (that is 31%) stated that

they are likely in the future to do so, whille 253 (or 69%)
stated that there is no likelihood of their making w e of
the service, Theyre was no indication, however, as to -hov
soon the 31% reporting in tle affirmative would commence
using the system, if at all, nor was there any intimation
as to what proportion of their iters they would send if

they shculd comrence use of the systen.,

As to the second question:- Out of 445 interviewed
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ber banks which are now using the service, 252 (that is,
57%) stated that they are 1likely to increase the volume of
items which they are sending through the reserve banks,
although they do not indicate how much this increase will
be. Of these 445 banks, 193 (that is, 43+%) stated that
there is no likelihood of their increasing their use of
the service., It is impossible to estimate from these re-
ports just how much the volume of non-cash collections will
be increased either by new users or by additional use of
present users. But our past experience, as will be shown,
demonstrates that expenses do not increase in proportion
to tls volume.

Tt seewms to the committee, therefore, that the actual
trend of expenses in the past few years 1is perhaps a better
index for the next few years than any arbitraby estimates z:

to the possible amount of increase based on the informal

reports of these mon-using banks that they might at some

time in the future use the system. Surrnarized below is

the nuwuber of mon-cash collection items, other than Govern-
ment coupons, handled by all Federal reserve banks for the
years 1920 to 1923, inclusive, 1 gether with the dollar aic™

of those items. The total expense for the systen and the
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per item cost are indicated cnly for the years 1622 and
1923, It is impossible to obtain these figures for the

=)

years prior to that time, since no comparable functional

xpense accounts were kept by all Federal reserve banks

Number Amount Total
Of Items Lxpense

2,136,000 $5,398,421,000
3,575,000 4,267,681 ,000
4,722,000 4,768,971,000 $1,03¢,000 22+ cents
5,900,020,000 960,850 16.7 cents
(A1l figures in this table are exclusive of Governwent
coupons)
vhile mo comparison in the total cost of L the syste m
can be mde for the years orior to 1922, 1t 1s slignificant
to the comrittee that the total ezpense in 1923 was T3%
less than in 1922, in spite of a substantial increase of
21.7% irn. the number of 1tems handled during the same perdod.
It is also significant that the per item cost, which was
about 5 cents less in 1923, than in 1€ ¢ ned quite
consistently throughout the yvear 1983, If , therefore, the

operations for the vear 1924 are conducted at a rate as
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low as the last cuarter of 1923 the aggregate cost fer the
calendar year 1924 may be as, low, 1f not lower than for
the year 1923, e:en if the present rate of inereage in
volume continues. It id.certaln that the average per
item cost for the whole year 1924 should be much less than
for the year 1923, as a whole, perhaps somewhere about

the figure given for the fourth cuarter of 1925.

The comrittee 1s of the opinion, 1€ &y Ot only
®

that there is no immedie Pl pect of any appreciable
increase in operating expenses, but that there may
a further reduction this year, as last year, as a result
of the continued efforts of the several reserve banks and
the Roard's Committee on Tconomy and Efficiency in promot-

still greater pfficiency and economy in operation.

IITI ADVISABTILITY oF IWPOSING A SERVICE
CHARGE

The third cvestion which the committee was requested
to consider was the advisability of imposing a collection
service charge, either for all items or for those payable
at street addrasses. The committoe was unanimously of
the opinion that, regardiess of whether or not it would hav

'Rl

been wise at the outset to maintain a charge for
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tion of mon-cash items, nevertheless, having for some
rencered the service free of charge, and having given
member banks the opportunity to expect pee. glivcharge as
an incident to mewbership, it would be impracticable and
unwise at this time to impose any charge for collecting
any one or all of the seweral classes of non-cash collec-
tions. The attached exhibit relative to member dank ovnin-
ion indicates that of 485 banks now using the system only
132 (that is 27%) expressed themselves as fawrable to a
service charge if it should be cecicded to discontinue the
free collectlion of non-cash items, 322 (or 67%) were op-
pcsed to a service charge, ané 31 (or 6#%) expressed no opi:
ion. The cowrittee , however, gave specinl conslderation
to the nuestion of a cHarge on items payable at strest
since it realized that the cost of collecting
is much alove the general average for the ser-
. As a matter of policy, the comnittes
believe here is no more justification for iwposing a
charge for the collection of this class of 1itemns than for
any other class. (learly it would be just as objection-

able to the country banks to reestabilish collection agenc

- A e i
for one group of ltems as for 211, and the ilmposition ol
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a charge for one group would have this tendency. Ffurther-
more, the difference in cost to the reserve banks 1s not
sufficient to justify establishing a different procedure
or imposing what would in effect be 2 discriminatory tax
against only one class of items tending to force all items

to banks for payment. Inasnuch as the law contemplates

the collection of maturing notes and bills without any

restriction as to the place of payment and inaswuch as
many firms and indiwviduals prefer themselves to see bills
drawn on them before they are paid, might they not properly
object to a charge of tax on their obligations merely on
the ground that they are not made payable at a bank? In ar
event the comuittee earnestly believes all classes of items
must be treated alike, and that the reserve banks shou}d
collect all items and collect them on the same basis,
RECOMMENDATION

1. That the non-cash collection service be continued
not only for items payable at bans, but for items payable
at street addresses as well:
REASUNS

(a) The great majority of memberbanks, both c¢ity ban

and country banks, now using the service believe

it of value and cdesire its continuation.
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any class

1Y
The service is expressly authorized in the law,
and, though optional, most of the powers of the
rcserve banks are optional, None of them should
be abandoned arbitrarily or merely because of
selfish objections ralsed by certain limited
groups .
“thile the volume is increasing, the per item cost
is steadily decreasing and in 1923 even the aggre-
gate cost decreased 7¢% from 1922, 1n spite of a
21,7% increase in volume during the same period.
The non-cash collection service, like the check
collectinan service, is a great economic saving
to the country as a w hole. The per 1ltem cost to
the reserve banks is greatly less than the cost
would be to many individual collecting units,
So,also, the records indicate that of the vast

amount of country items handled by the reserve

banks, approximately 84.8% are now collected with-

out the payment of an exchange charge. This alone
represents a large saving to the business of the
country.

That no service charge he mde for collecting

of non-cash items.




~

Costs have decreased, not increased, in the past
year and further savings are expected next year.
The great majority of member banks interviewed

-

opposed a service charge.

The resentment agaiinst such a charge would prob-

ably be so great, both on the part of the banks
and the public, that it should not be gonsidered
unless or until it is absolutely necessary to
preserve a free creait or investment policy on
the part of the reserve hanks. That time has not
yet arrived and the committee sees 1o immediate
prospect of 1it.

Therc is no more reason in theory or policy to
establish a service charge for items payable at
street addresses tuen items payable at banls.

In elther case member banks would object. If a
charge is made for only one class of ltems, the
charge wouldvbe subiect to fair criticism that
it discriminates against individuals who prefer
to make payments at their own office instead of
at a bank,
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III. That sach reserve bank and branch endeavor so
far as possible to effcct its local collections in that
manner most consistent with established business and
banking practices, with a view to eliminating any unneces-
sary causes of possible frictioh or discontent on the part
of those business houses with whom the reserve banits neces-
sarily come in contact in making presentation of - items
for payment.

E\e That each reserve bank and lxranch continue as in
the past vigorously to promote further economies and effi-
ciency in the operation of its collection service, glving
due consideration to the encouragement of more direct send-

ings by member banks as well as to other practices designed

to eliminate extra or costly handlings.

In conclusion, the committee believes that the present
non-cash collection system is operated with a high degree
of efficiency and at a cost congsiderably below theé cost pos
sible for individual member banks, that it 1s generally
appreciated and desirec by member banks and the public,
that it is economically sound and that it should be continu
but that the reserve banks must always be alive to the

importance of making further economles or improvements in
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the service whenever they are possible in the interest of
member banks and the public as well.
Respectfully submitted,
COMMITTEE ON VOLUNTARY SERVICaS
ASSUMED BY FEDERAL RESERVE BANALS.
E. R. Fancher - Chairman
Benj. Strong
J. B. McIougsal
B. A. MéKinney.

Go + rnor Calkins: In order to get the matter before
the Fouse, I move that this report be adopted and that the
recomnendationé contained in the report b adopted as the
recomiendations of this conference,

Governor Norris: I second the motlon.

Governor Riley: I move as a substitute that it is
the sense of the Conference that the ron-cash collections
be discontinued by the Feder.l Heserve System.

Governor Seay: Altogether, or on individuals?

Governor Bailey: I will put it in that way and you
can modify 1it. T4 ds an'intolerable nuisance with us.

Governor Wellborn: I will second that motion.

Governor Young: I have been against the non-cash col

lections for some time, Apparently there are three who
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are against continuing the function and the other nine are
for it It looks as if we were going ahead with the non-
cash collections, and of course Minneapolis will do the
same as the other banks. I think, however, rather than
to vote yes on the committeetg report, I would like to say
that L would like a little modification of the revort. As
I understand the non-cash collection proposition now, from
the circulars, and as I understand the action that has been
taken by this conference ol Governors, it is that we will
handle anything. Now, while this only started a short
while ag, it is going to grow. There isn't any ouestion
about that at all, There was a bank down 1n Illinois,
run by a pretty clever chap, that had 338 notes on a falled

bank in Montana. He sent those to the Federal Reservce

Bank of Chicago and Chicago sent them to our branch, and

we wrestled with the items for three months, did not col=-
lect anything, and sent them back to Chicago. I think we
have got to bear in mind that the New York Bank, Chica:o,
pilwaukee, St., Paul and Minneapolis banks, and the banks
in centers that loan a great deal of money in the country
on so-called colls teral notes secured by customers' notes,

that on maturing bills, that just as soon as these New Yor'
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Chicago banks, inneapolis banks and other banks
as keen as this one banker in Illinoils, they are

ad the Fedsral reserve system with these

notes for collection, and so far as the reserve Bank of

Anneapolis is concerned, we -are not going to handle them,
and we have so notified the other banks. You have got to
put some restriction on this.

Governor Balley: There ought to be some restriction
as to the amunt, say 100, or something of that kind, in-
stead of having them send us all these little dunning

ills.

Governor Young: Why should we try to collect notes
for the Hanover National Pank that they camnot collect thew
selves?

fovernor Bailey: That is exactly what 1 would like
to know?

Governor Young: Of for any other bank?

GCovermr Zvery commercial bank out in oupr
country has a commercilal ugency, and they are charging for
this service. we will be taking it away from them, and
vie are doing anice bunch of business collecting item

there for nothing.
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Governor Seay: But doesn't your bank enforfe the
charge for returned unpaid items?
Governor Bailey: No, we have not been trying to
Gt o EeR b
Governor PFancher: With regard to these little duns
that you speak of, if you imposed the charge of 15 cents

they would soon disappear.

Governor. Biley: Lots of these one dollar ana a half

bills and notes are paid and we have to send our man clear

over into Armourdale, ten miles, to a little junk shop, to
collect.

G®vernor Fancher: Do those items come very general=-
ly from your banks, or are they little items originating
with some concern sélling on the installment plan, or
something of that sort?

Governor PFailey: They acre located largely out of
the Tenth District, I will say that.

Governor Seay: Unless my memory 1s at fault this
conference has previously determined that charges for re-
turn of unpaid items should be strictly enforced by the
Fedrral reserve hanks.

Governor Young: They have been, but you cannot ¢ hal
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The Chairman: It looks th me as though we were headed
into aipther storm and I am going to ask the conference
to defer further discussion of this in order that we may
hear from lr. Winston. The Treasury has sef¥eral topics
on the program; lir. Winston is here to discuss them with
ug, and if there is no objection that course will be pur-
gued.

(Under-Secretary Gerrard B, “inston entered the

ference room.,)

The Chalirman: ir, Winston, we are glad to see

¥r. instons T want to submit a memorandum on
Agency expenses, which we can then discuss.
The Chairman: That will be Topic V (b) on the
gram,
(b) Fiscal Agency Expenwes.
(The memorandum submlitted by ur. wWiston is as fol
April 24, 1924.
Fiscal agency expenses.

~va

The relationship between the Treasury and the Pederal

Reserve Banks is two-fold - the Banks act as "iscal agents
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of the Treasury and as depositaries. As fiscal a gents
the Banks amounce issues, receivc subscriptions, meke al-
lotments, reccive payments, make deliveries, and subse-
auently conduct exchange transactions in the securities
delivered., As devositaries they vnay any maturing Cowerh-
ment obligations, including coupons, intersst checks, dis-
bursing officers! checks, and Tresasury warrants. So far
as the Banks' duties as depositariss are concerned, these
duties do mot differ from those of any ordinary commercial
bank to a favored customer, and payment therefor is assumed
to s made out of the use of the funds of the Treasury
kept on deposit in th Federal Heserve Banks.

Tt is essential that a reconsideration of the fiscal
agency expenses to be reimbursed by the Treasury be had
pefore the commencement of the nsxt fiscal year on July 1,

G24, In the Treasury appropriations for the fiscal year
pe available only avoropriations to cover ex-

of issues made in 1925 and in the prior year. There
no snecific annropriation for 8Blscal agency expenses .

is felt, howevor, that the Treasury would be justified

using the .zpenses of Loans aovpropriation up to

payment of fiscal agency eXpPenses arising frowm lssues
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of 1924 and 1925, This means, therefore, a radical cur-
tailment In reimbursable expenses heretofore mde:

It 1s proposed:

l. The sales organizations of the Treasury savings
certificates smll be abandoned effective July 1, 1924.

2. On January 1, 1923, $622,000,000 of ‘/ar Savings
certificates matured. On January 1, 1924, $60,000,000
matured, It is estimated that on January 1, 1925, there wil
be only 25,000,000 maturing. After 1925 the Treasury
savings certificates mature throughout the year. Under
these circumstances it is felt that special allowance for
exgenses in the redemption of War Savings certificates or
Treasury savings certificates are ro lcnger proper and
it will be expected that payment of ".ar Savings certificatec
will be handlec in the same way as any other Government

security maturing.

5 The Tpeasury's fiscal program has become fairly

well settled and now means an issuance of securlties guar-
terly. The banks should reduce their fiscal agency organ-
izations to the extent necessary to handle these quarterly
issues and current exchanges in such issues.

4. The fiscal agency expenses of some of the Banks
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are entirely out of proportien to the ezpenses of the okher
banks of the svstem. 4 comparative statement of the esti-

mated reimbursable expenses for the current fiscal ycar

o the various Banks, with the percentage these ezpenses

represent to the total expenses and the percentage of new
i{ssued handled by the Banks during the past 18 months, 1s

ags follows:




Reimbursable Expenses.

Federal Re- New Issues

serve Bank

Redemption Sales

W, s, Ctfs. Organization Total

Boston
New York

Philadelphia

Cleveland
Richmond
Atlanta
Chicago

St. Louls
Minneapolils
Kansas City
Dallas

5 16,779.80

14,747.00
16,920.99
65,875,482
10,214,779

5,532.81
53,758.,60
24,100.00
21,3%3.18
23,008.62

9,750.00

San Francisw 16,230,77

9,334,903
51,374.15
11,369.96
52, 637.64

8,309 .56

5,896.87
44,291 .32
20, 620,00

4,850.00

3,651.61

4,600.00
12,904.97

12,126.47
30,000.00
20,000 .00
32,4098.24
14,996.06
12, 559.89
19,516.00
14,255.00

9,630.00
17,769.02
1%,150.00
12,614,532

$ 38,241,20
96,1%1.15
48,290.95

151,009.30
33, 520,39
23,980, 57

117, 565.92

58,975.00
35,81%.18
44,429,25
27, 500.00
41,750.086

Potal

3717,205,97

$278,249.96 $229,841.01 $209,115,00

Reimbursable Expenses Comvared to Vew Iesues.
Total Amount
New Issues

July-1, 1926=
Mech, 15,1924

Federal Re-
serve Bank.

Percentage Percentage of Percentage
of New Is- Reimbursable of total
sHes for Expenses New reimbursable
Each Bank. Issues for expenses
Each Bank. each Rank,

$ 402,870,200
1,933,255, 400
364,844,500
393,176,100
154,444,000
139,826,600
587,193,800
208,852,100
120,178,000
130, 968,700
120,331,800
206,810, 800
105,133,000

8,13
39.00
7.36
7.83
o 3 2
Calls
11.84
4,19

2.42

2.64
2.44
8599
2412

Boston
New York
Philadelphia
Celveland
Richmond
Atlanta
Chicago

St. Louls
Minneapolis
Kansas City
Dallas

San PFrancisco
Treasury

6.03
5,30
6.08
25.67
3.67
1.89
19,58
8,66
e
B2
5.91
5,83

—— - -

5.33
13.40
6.73
21.06
4.68%7
3.35
16.39
8.22
4.99
6.20
5.84
5.82

——— — e e e e - e

Total 44 957,885,000 100.00 100,00 100.00
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dr. Yinston: This ouestion 1s imiinent because we
actually have no more aporopriations with which to pay the
banks for fiscal agency opcrations, e have one aporopria-
tion, Empenses of Loans, which 1s consigned by statute t
loans of the curvent year armd to loans of the yecar prier
to that, and that is all. We have been warned by the Ap-
propriations Cewrittee that we have got to restrict that
expense of loans as far as possible, and 1f vwe go too far
in using expenses of loans to pay fiscal agency expenses
I am afraid we will have a limit placed on that appropria-
tion which will seriously interfere with the later fiscal
operations of the Trcasury.

A large part of this expense, as you will notice on

the last page, is for redemption of War savings certificates

and war savings sales organization. They account for

about two-thirds; new issues accounts for about one-third,
In regard to new issues, some of the banks aprarently burder
us pretty heavily with expense, and others do not. The
most strikin: ¢-awple, of courss, is Cleveland. Cleveland
has about eight per cent of the new issues and 23 per cent
of the rnew issue expense, hereas New York, in the reverse,

has 39 per cent of the new issues and 5-1/3 per cent of

(=]
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the new issue expense. Just what these items consist
in, that is, what Cleveland pays in tle expense of New issuc
and what New York does not know.

Governor Fancher: that has been re-set. Thic
takes up to ~hat date?

M, Tiinaton: March 15th. It is annual~--

Governor PFancher: To-thewclose eof the year?

lirs Wingtons Yes.

Governor fancher: That has been greatly re-set and
cut way down.

Hr. YWinston: I put that in sinply for the purpose
of showing that the proportions do not agr I do not
know how far you can eut this new issue expense, but I
mt think that we are justified, in view of our representa-
tion to the Appropriations Committee, to go further than

$200,000 1n mew lssue erxpense. That would mean a cut

from last year of $278,000 or §78,000 SS.

Governor Welborn: I notice the date of the new issue
goes down to March 15th.
lir. Winston: That date is only used to get the pro-

portion of the new issues.

Governor Norris: That ought to be easy. »45,000
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will come off (leveland and that will only leave 333,000
to come off the rest of us,

Mr. “iinstons e have very little discretion in this
matter because, of course, we are subject to Congress as to
what appropriations we get. I see Chicago runs a fairly
high proportion.

Governor Galkins:? Dc you propose to abolish the
Treasury savings organization altogcther?

lir, “Winson: Yes. We have to do that ® cause we
have no appropriation for 1t.

Governor feay: You mean not sell them?

Mpr., Winston: .ontinue sellirg them, tut without any
organization at the .various Federal reserve banks .

Gover ror Seay: aell them from the Treasury Depart-
ment?

fir, Winston: Through the Post 0ffices. I do ot
know just how your Board will want %o take that up, but tha:
is the position that the Treasury really has to take now.

e would like to have you tell us 1f you can, after the

first of July, cut your expenses accordingly?

Governor Fancher: Have you asked for an estimate of

expense for the coming fiscal year?
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Mr, Winston: I have not asked for it yet, but I
would like to get it.
Governor Fancher: You will be asking for it pretty
soon, I suppose?
Mr. Winston: Yen,

Deputy Governor (asc: Do I understand that the

banks will not be asked to sell Treasury savings certifi-

cates after July, so that they can agjust their expenses?

Mr, Winstone You have an organization now under the
Director of Savings.

Deputy Governor (Casc: Yes.

Mr., Winston: And a lot of people working under him
pushing the salc of these cortificabes. That organization
will be abandoned.

Depuity Governor (ase: And these certificates will
still be on s2ale?

The Chairmant I suppose they will, yes.

Mr, Winston: Yes, at the Post O0ffice.

Deputy Governor ( ase: But notat the Federal Reserve
Banks?

Mr. Winston: They can be on sale at the Federal re-

serve banks without any organization. I do not suppose
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you have many direct calls for them. I never heard of
that,

The Chairman: Where will they be on sale, Mr. Win-
ston?

Mr. “Hinston: At the Post Offices.

There are one or two other things that I would like
to refer to. One of them, about which Mr. Case has talked
to me, is with regard to the fixing of proper interest
charge on overdrafts. After corsideratlion we decided that
we could pay the banks what it was worth to us, wihich we
considered to be about one per cent less than the issue
rate of the certificates that we issue, as of the date of
the over-draft, e will pay one per cent less than the
interest rate on the short time certiciates weare issuing
with a mini:um of two per cent and 2 mximuam of five per
cent.

The Chaipman: dr. Winston, this memorandum you have

submitted is not cuscentible of morc than one interpretatio

You want the Federal reserve banks to =1ve caraful con-

sideration to readiustment of thelr [iscal agency accounts,
and you are going to prodeed in the matter of eliminating

soe expense through the abolishiaent of the war savings

2]
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organization. Is there anything Turther you want, excent
our cooperation in that matter?

pre - .inston: That is wvhat -e want, r. Chairman.
In lookin. over what we were payingz for instrance on securi-
ties and money it secmed to me it was excessive, in viewof
whet The losges ¥ere. ve have taken up in the Treasury

the question of getting a new insurance policy and we have

just made a contract at 4-7/6 cents flat per thousand as

against 6 cents, and that means a saving to the Tr-asu

of about ..60,000 a year., You also have vour own contracts
for insurancc, and whether you want to reconsider those
and get lower rates or mot, I do not know. The aetna
Insurance Cowpany has btaken the contract, *ith arsh and
(flenran agants.

Governor 2>eay: Insurance on currency shipments?

Mr. Winston: ¢urrency shipments and securities:; that
is, insurance that is .not cacried by the Treasury sel
insurance. ith regard to the “reasury sc1f lnsurance,
we find that the Treasury self insurance avplied only to
the Post Office and not to the banks; that 1s, the Feceral
P serve banks shipped for Treasury account to a commercial
bank. ‘hen the post office got control the insurance s

gitized for FRASER
ps://fraser.stlouisfed.org




35

ped, and there was no insurance between the Post 0ffice
and the bank, although there was a chance of robtbery. It
did not seem fair that the Treasury should not assuwe that
1iability, and for that reason we extended the Treasury
self insurance carrying the parcel from the post oflfice to
the tuilding in which the commercial bank 1is located.

The Chairman: The terms of our policies I think are
in acecord with that.

Mr, ‘yinston: That 1s your comaercial policies. 1 an
referring to the Treasury sell insurance. The commnercial
bank could mt say vhether the policy covered to their

the
building nr covered to the post office only, and conseauenc

was they could not take out the Iinsurance.

Governor 3eay: T think that is a very &004 move and
ought to help the banks very much.

The Chairman: Is there any further discussion of tThi:

memorandum submitted by ur. winston?

Governor Calkinss T would like to ask whether the

(o it ’ AT hUED 3. e
banks have been, or will be, notified that the Treasury

savings organization will ®B discontinued?
Mr. Winston: They have not yet Dbeen not L ded T ey
prought it up here for the first time.
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Governor Calkins: Will the banks be notified with
regard to the extension of the self insurance?

Hr., Winston: They have been motified. On the aues-
tion of our insurance policy, as a matter of information

thought 1t might be interesting to you, as it would mean
large saving of money.

The Chairman: I would suggest that formal notice
be sent ag early as possible, in order that we may do full
justice to those who are employed in the departments of the
banks,

Mr, Winston: Yes, 1 will do that.

The Cairmans I think we can promise you, on behalf
of the Conference here, our full cooperation in the matter
that you are seeking to bring about, and unless there is
something further to be sald on this subject we will go

to the next subiect .

Governor Seay: I would like to ask ur. ¥Winsten

this: The Director of Savings 1s regarded as an employee
of the Treasury Department and I presume he will notify
him direct?

Mr. Winston: Yes; we will notify him.
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brought this up before in order to determine some of these
things. I thought I would walt until this meeting be fore
I ¢id anything. The director of savings is employed by
the Governor and reports to the Governor of the Bank.

fovernor Seay: He reports to the Governor of the
Bank, but he is an employe of the Treasury.

Mr. Winston: As a general thing he has teen the nom-
inee of the Governor of the Bank.

Governor Seay: My impression was that the Director
General here employed him.

Mr, Winston: As he was so close to the Governor

of the Bank, I wanted to take it up with you before I

took 1t up with him. If you prefer to take it up with
him e fore I do=--
Governor Seay: I would prefer it the other way.
vr, "iinston: Then I will do 1t the other way.
The Chairman: The next topic is III-(c).
(¢c) Payment of Gold Certificates.
Discussion of advis bility of
having all reserve banks make
payments of gold certificates
the usual couirse of business,

Mr. Winston: For a year and a half we have keen

endeavoring in the Treasury to have the iederal Reserve
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banks pay out gold freely in the payment of gold certifi-
cates, New York has taken it up and has been very success-
T -t I think your figures show that in the yesr and
a half you have paid out over $500,000,000 in excess of
receipts.

Mr, Harrison: About $550,000,000.

Mr., Winston: Chicago took 1t up a little bit later
and has been paying out over 100,000,000 in excess of
receipts.

The Chairman: We have pald out atut $200,000,000.

Mr, Winstons But not in excess of recelpts.

The Chairman: We started it less than a year ago.

Kr. Winstons: Your figures given me on April 1lth
showed $108,000,000 disbursements in excess of receipts.
Our idea is to have several of the other banks, particular-
1y Boston, Philadelphia, Cleveland, and San Francisco, also
adopt the policy of paylng out gold more freely until we
get more gold in circulation. The cther Federal reserve

banks have been talking these gold certificates vhich came

from Chicago and New York and have bsen freezing onto them.

T have recent figures and it shows that their rece nts of
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gold certificates are much in ex

cxcess of thelr disburse

we weuld 1like to have the other banks at least pay out

much as they take in, so that the work we are doing in
Chicago and New York will rot be nullified by the other

banks.,

Governor Wellborn: (an you recall the different

banks?

ifr, Winston: You mean as bto what?

Governor “ellborn: Taking in more gold than they are

paying out.

pr. Winstons I just got a report for the month of

piarch, which is not a year and a half, and Roston had net

\ nst b
receipts of $388,000; New York had /payments of - 331,000,000

Philacelphia net receipts of §791,000, Cleveland,

$224,000; Richmond, $15,000, Atlanta, 77,0003 vhicago
nad payments of $30,000,000; &t . Louis had 200,000 in

iiinneapolils :3181,000; Kansas gl by a2 gu, 000

. 256,000, a total of 5,750,000 that came in as
net receilpts during that month, which 1n part nullified

the payments of New Yorl and Chicago.

Governor Calkins: Have you San Francisco?
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Mr, “Winstons: No, 1t is mot on the list.

Gover mor Fancher: I have the figures for the Cleve-
land Bank for the first oquarter of the year 1923.

Mr, Winston: What do they show?

Go vernor Fancher: They show gold coin receilved

$1,071,000, payments 1,513,000, Gold coin received the

first cqursrter of 1924, %$445,000, and a payment of 45,000,
®1d certificates received 1923, $22,273,000. Payments
and redemptions 1923, $961,000. For the first cuarter of
1924, receipts $6,368,000; payments and redemotions
$7,017,000, showing that our payments and redemptiors have
exceeded our recelpts.

tir, Winston: I think some of the Federal reserve
banks are doing better, I think Philadelphia 1s teo.

Governor rFancher: “je have not been accumulating
certificates.

Mr. Winston: Is there any reason why you should not
adopt the same policy as New York and (Quicago with regard
to paying out?

Governor Fancher: I think we probably could pay a
little more out. We have paid all that we have received.

We keep it going. Wwe haven't accumulated any gold in
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the last fifteen or sixteen months.

Governor Seay: It might be well to say to Mr. Win-

stan *hat there is not uniformity of opinion about the

policy e~rncerned in the various banks;

Mr. Winstan: I suppose there is not. ¥ e have
brought this subject up several times for discussion, and
in the Treasury, at least, and I think in the Federal Re~
serve Board, 1t has been the majority opinion that we
should pay these out.

Governor Calkins: A program was formulated sme six
or nine mnths ago, by a committee, including a representa-
tive from the Treasury Department, setting forth the se-
quence in which payments should be made, and the character
of currency to be paid out. T think that has been follower
by the San fpacisco bank, which has made no special effort
to pay out gold certificates.

Mr. Winston: Arent't you in pretty good condition tot
paying out gold certificates?

Governor Calkins: T think I will have to refer to
Governor Seay's statement, that there is not unanimity

of opinion in regard to the desirability of paying out




142
gold certificates, I have never, myself, been able to
see the argument &dvanced in favor of putting the gold cer-
tificates into circulation.

Govermr- Harding: fr, Wwington, have you any informa-
tion as to the amount of United States currency, Federal
reserve notes and other forms of United States currency
held abroad?

Mr. Winston: We have been trying to get filgures on
that, but we never have gotten very satisfactory figures.

ir, Harding: The Hungarian Finance Minlster told me
six weeks ago--- I asked him the cuestlion because I noticed
American currency circulating very freely. For instance,
1f you had & wmillion crowns to be changed, which amounted
to about $15, you got two or three dollar bills in exchange,
and the Hungarilan Finance Kinister told me that in his
opinion there were $50,000,000 in American money in circu~-
lation in Hungary. I think probably what he meant to say
was that there was the ew ivalent of fifty million gold
crowns in American money, which would be $10,000,000.

Mr. Winston: That would be more like i%. Our fig-

ures to mt show anything of that kind.
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Governor Hgrding: I imagine he meant 17,000,000,

I know Amerlcan currency is circulating freely both in
Austria and Hungary and I am told, in Germany.

Mr, Yilnstons The only »ay you can figure it is to
see how much currency you have out as comodared with other
years, There hasn't been such an increase in the dollar
bill,~--

Governor Harding: The only form of American currency

discriminated against was the $10 legal tender note with

the Buffalo on 1it. They vould take natlional bank notes

or Federal reserve not-s, certificates and everything but
the Buffalo »10 bill, They wouldn't take that.

Mr. Winston: e have not believed that there was ove.
450,000,000 all told, side of Cuba and Canada.

Governor Norrilss At the conference last November
¥r. Austin was made a com-ittee of one to try to get the

o rosSan het He vrote to a great many =wuropean bank-

=

ers; he sent them a ouestionnaire, and I have seen ouite
a number of tke replies, of all the replies that he got
there were only one or two which said that they krew of
any considerable amount of imerican money circulating in

their countries, The rest said that there vas no apnre-
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ciable amount.

Mr, Winston: Take the American Express; they bring
back almost as much as they take out.

Governor Harding: Yeu can go anywhere 1in Continental

Burooe, and they have rallroad stations where they have 1it-

tle ‘booths with a sign "Change”. They skin you oretty

well on the exchange rate, tut they have all kinds of money,
Swiss, Hungarian Czech, and so on, and I would take occasier
to have change made there, and usually I would look in
the cash drawer, and I saw vplenty of Amerlican mney. They
have thosé booths at the railroad stations, not only in the
big cities, but at the waystatlons.

Govermwr Fancher: If the Federal reserve banks were
to adcpt a more liberal policy if paying out the gold,
is the Treasury well supplied with the small demominations,
tens and twenties?

lir. Winston: Yes., I would prefer, of course, that

use the twenties if. they will stay out, because we

the tens.

Governor Fancher: 0f course the tens are used more
freguently in pay rolls.

Mr. Harriscn I might say that after our two years
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of experlience we find that the tens stay out much better
than anything else; in fact pretty nearly fifty per cent
of the terms that we pay out stay out, forty per cent of
the twenties, and then it goes on down until 4t reaches
about 15 per cent of the higher denowminations.

Governor Harding: In those change booths if you of-
fered them American gold they would mot gzlve you as good
a rate as they would for American paper, and in some cases

they wouldn't take the gold, because they are afraid it is

going to be taken away from them.

Goverror Seay: And they are afraid of the abrasion
also.,

Gcverncr Harding: They vould not take 1it.

Covernor Wellborns Another reason is the transvorta-
tion 1s cheaper on paper money.

Goverror Norris: Aren't there a number of countries
vhere they won't let you carry out the gold?

Governor Harding: +hen you leave somé of those
countries they want to know how much money you are taking
outie I told them here it was (exhibiting money), that I
had 400 crowns, and they let me bring that out. Ther LTinlt

in Hungary is 5,000 crovns, I l® lileve,
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The Chairmans 1t is very obvious that some mnks
pay gold out, and that others are impounding it, but that
that is mt done to ary consideradle extent. Mr. winston
has suggested that the banks glve consideration to at least
being uniform in the matter of paying out as mch gold as
they receive, and I think, at the same time, has invited
a little more liberal policy in the paying out of gold
beyond that point,

Governor Calkins: It is also obvious that 1f some
banks pay out gold and the other banks do not impound it,
that they will mt interfere with the program of those who
pay it out. The evidence shows that tle impounding has
not been serious so far. Thav, of course, does not touch
the other question.

Governor oeay: There are differences, too, in the
status of the dlfferent reserve banks. You might take the

Richmond reserve bank, which is lending a relatively large

sum of money and its reserve 1ls down to between fifty and

per cent. That mank would have no object, nor would
good policy, in paying out its gold.

Mr, Winston: Towonldimwml agkodl o
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Governor Seay: Particularly since it 1s true that

o5 ner cent of the receipts of currency that come in are
national bank notes.

wr, Winston: T would not ask a bank in the position
of the Richmond Bank to do that.

Governor Seay: Then it has small importance in your
calculatiomns, anyway.

My, ':inston: I would think that banks like Cleve
Boston and Philadelphia would be in position to continue
the progream if they feel 1n favor e

Governor MNorrils: so far as Philadelphia 1s concern-
ed, we have followed, a8 Governor Calkins said just mow,
the program giving the order in which the money should
ke pala out. That was agreed on in conference a year and
a half or two years a@.

Mr, Winston: e nat order include gold?

Governor Norris: Yes. As I recall it, gold was
third or fourth on the 1llst.

wr. Harrison: Gold was at the bottom of the - 1igts

Goverrnor Norris: 4t the rottom of the 1list, ves. 1k

dns not think that resolution accomplished, verhavs, Jjust
\

what its author intenced that it should. Legy year, o. T
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course, gold coin was negligible; 1in gold certificated
they took in §$21,917,000 and only paid out y4,432,000.

‘ve had considerable recelpts in Jamuary, February anc
March of this year, and our gold reserve got up to
$270,000,000, Prior to that our gold was a little less
in proportion to that of other banls of our size, and we
were disposed to allow the accretion to g£o on until we
ched that Tigure, Having reached it, we changed our

policy, on the first of April, and during the month of 4april
in coin and certificates, ve recelived (4,676,000 and »aid
out $4,632,000, so that we only accumulated 43,000 worth
of gold in that month. If that is satisfactory to the
Treasury, that is the pollcy that ve will pursue for the
future, of paying out what we get in.

wr, Winston: But not paying out vhat vou have accu-
mulated frem the other two banlks in the past year and a
half?

Governor Norris: I do not think our Board would
have any obiection to re ucing that somewhat 1f any beae-

ficial purpese 1s to be served by it, or the Treasury es-

pecially desires 1t. There never was any resolution t hat
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we would go on until we had sccuwulated 270,000,000, Wt
that just seemed to be our proportion of the gold hold-
ing of the system. “ig represent just about one-twelfth
of the system, and we are alout the average sized bank.

One-tvielfth of the total gold holdings would be a little

over 250,000,000,

Gov ernor Calkins:® I presume in San francisce we have

5 daéstorted view with regard to the expeclency of paying
out gold, because of experiences that mone of the other
Federal Reserve Banks shared in fthe circulation of gold
and in the effort necessary to get all the gold into the
Federal Reserve System at a time when 1t was thought desir-
able to do it,. None of the other banks had a comparable
situation to ours at that time or a comparadle problem to
work out. Tt was successfully accomplished, but I think
1t has had a psycological influence upon Uus.

Mr. %Winston: I suppose 1t has, Governor.

Governor (Calkins: with regard to putting gold - into
circulation, I am bound to say that personally I have not
been able tn uncerstand what the object is in forcing gold

e A ey ek
certificates into circulation at this time. I am possibl:
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obtuse, but I am s#olng to be frank, at least.

Mr, Winston: e are gebtting so much gold into the
country we want to at least ecualize the imports in the
last year and a half,

Governor Calkins: Gold would mt go out of the
country because you paid it out,

mr, Winston: No.

Governor Calkins: On vhat theory is it considered
desirable to put gold certificates into circulation at
this time?

Mr, ‘rinston? hy should it not be circulated?

vinat do you want to keep it &n one place for? - Isn'g.- 16

better type of money than any we have?

Governor Callkins: No, I do not think so.

Mr, 9“inston: e are on a goid basis.

Governor Calkins: I thini the Fedrral reserve note
is auite as good if rot better, than > g | certificate,

Mr, Winston: The Federal reservs note is practically
a gold certificate?

Gavernor Calizins= Tt is a 115 per cent gold orti-

fiecate,
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G®vernor wellborn: I thought the idea of it was
to keep people acouainted with the circulation of gold so
as to get the idea of fiat money out of their minds,

Mr, Winston: And we also want to have that secondary
reserve,

Covernor Calkina: There is no saving in the substitu-
tion of gold certificates or federal reserve notes. On the
other hand there is probably additional cost.

Mr, Harrison: Two years ago we adopbed this currency
payment program in which it was specified that gold should

be paid out last. That is true, but we have failed to

follow that , merely because of the fact that at the time

it was adopted Governor Strong made the reservation, which
was tacitly approved by the Governors, that we would not
follow 'f} » but that we expected to pay out gold in amounts
sufficient to offset the amount that was being imported.

We realize, of course; that the were payment of gold
by the reserve banks, after once being cdeposited in the
reserve banks, does not offset the inflationary effect of

the imports of gold, but it did offset the bookkeeping

effect, and the inflationary effect was perhaps being offse




358
by the sale of investments held by the reserve banks
that time,

Governor Seay: At one time, :ir. Chairman, one of the
purposes which was set forth was to avold accwmlation of
gnald certificates in the system. I haven't heard that
alluded to lately, because it is subject to attack, and I

think a very formidable attack, and apart from that I occupy

Goevernor Calkins?! position. The purpose of the formation

of the Federal Resserve system was to impound the gold and
there is where it has its greatest credit strength. “hile
we may have enough of it, of the gold itself or its eouiva-
lent, the notes, to justify the policy, still it is some-
what contrary to the theory upon which the Federal Teserve
System is founded.

Governor Harding: So far as our disftrict is concern-
ed, I would like to have some good, tangible reason why it
should be done. I do -not want to be obstinate, or any-
thing of that sort, but in my position there, I am nmerely
the officer agent of the Board of Directors, and when you
take the New &ngland fard of directors and present a prac-
tical reason, something vhere they can see a dollar in 1%,

they can catch on. I will tell you one thing that has
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weakened our position very much. g came down here in
March of 1923 and your piedecessor, ipe Gilbert, and re-
guestéd that everybody seil their government securities;
he got the Federal Reserve Board into the idea, and we
turned lose our securities. I said I did net know but
I would consult the board in Boston. The result of 1t was
thatk owing to my persuasion, they turned loose several
million dollars of Treasury obligations that they had bough
for investment amr sustained a loss of alout $18,000, which
hurt their feelings very much; but that wasn't the end
of it. Now, if I go back and tell them that under a
new program they want us to go ahead and accumulate more

Hverment securities they immediately say, ‘well, how

e

about last spring? why didn't you let us stand pat? I

say that the Treasury and the Board want to do 1%, and

they say, "We are going to do our ovm thinking a
and let the Treasury and the Board give us a reason why . *
That is my positlon.

dr. Winston: The purpose was to e in a position
to restriet crealt without naving to raise the rate. There
have been several things affecting the Treasury view. of

course, every little while somebody comes up and says,
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"l,ook at the gold in the Federal reserve banks; they ought
to be using it, and 1t is not beling used---

Governor Calkins: Do vou think that whatever geld
the Fed ral reserve banks would put into circulation
would materially affect the situation?

Mr, winston: It at least will keep the gold down
to what it has been. Then there 1s the feeling that the
public ought to be accustomed to gold---

Governor Calkins: There 1s exactly where I am in -
clineds bo fdisagrecs I do not disagree with regard to the
other argument, but in regard to accustoming the public
to gold circulation, that 1s something in which we have
had probably more experience than the rest of the country
conmbined.

Governor Harding: During the trouble you had in
114 yvou were on an absolute gold basis. The State of
california reouired that taxes ® paid in gold coin, and
they had an awful time out there.

Governor Calkins: The public now distriminates oe-
tween the yellow backed gold certificates and Federal re-

serve notes, <nd if there was anything that led to a

disposition on the part of the public to hoard, it would
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an lied to the gold certificate first,

Hr, Wwinston: Of course discrimination is mnet shown
in > i : banks at all, it comes in Jjust the same
as anything else, because they are very common here. I do
not know how cowmon they are our vest. There was another
idea, that we would like to have a secondary gold reserve.
You can.-pull that stuff in; 1t comes In all righits There
is mot much sudden taking of that gold away from the
country, It is 1like all these arguments on finance,
you can get theories all ways.

Bovernor Wellborn; I recall that m less an author-
ity than #r. William Jennings Bryan has said that we are
not on a gold standard ®®cause you do not see any gold,

Mr. Winston: + It has been the policy of the Treasury
to try to get this gold inte circulation. e want to

get as high as 500,000,000 and maintain it.

Governor Harding: ’hat have you rmow?

meEs s Tvihston: e have that now--- I mean, that has

been paid out, but since then these imports have contin-

ued at a rate of a million a day, and we have wanted to
get $500,000,000 plus the lmports, which we have not suc-

ceeded in doling.,
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Deputy Governor Case: Isntt that the reason that
Mr. winston advances, the idea of having a secondary 1é-
serve? I have not fisured out what the reserve ratio
of the system would be if we had this 500 or 600 millions
in gold that 1is in circulation impounded in the Eederal
reserve banks and federal reserve notes outstanding in its
place, but it would materially increase the reserve ratio,
and after all, a thing of this kind isn't different from
any other business. You might call it, if you plesase,
s certain kind of window dressing, or whatever term you
choose to apply; but .if the time comes when cord itions
in TBurope begln to become stabllized, and they call on
us for gold, and 1t should go out at all rapidly, the fact
that we have a secondary reserve of Tive, six, seven or
eight hundred millions seems to me to be an element of
strength which does not avpear on the surface.

Governor Calkins: when vou speak of this as being
a ouestion of finance, you are really discussling psy-
chology and not finance at all.

Mr. Case: Partly, ut mot altogether. I think it

is a verynice aiestion of whether you want to see the

reserve ratio go to ninety or ninety-five per cent. I
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would personally rather see 1t at eighty, and then have
a secondary reserve that you are reasonably certain of
being axle to get, that is, a substantial part of 1%, in
the matural course, after it is circulated nationally

and people get used to seeing 1%. I think if you had

gold out of circulation for ten, fifteen or twenty cyears,

and then undertonk to circulate it, that it would cause
a good deal of comment. We have circulated 1t in the
last year or two and there has been no comment worthy of
notice,

Governor Harding: I think if you get the Treasury
revenue bill eracted into law that these other problems
will disappear very auickly.

Mr. #dinston: The last thing that we are likely to
get 1s this amendment of Mr. Jones', taxing undistributed
profits, from one ouarter of oné per SR P Dk O b e
per cent of the undistributed profits.

Now, I would like to leave this gold cuestion with
you. What the Treasury would like would be for the other
banks to go along with New York and Chicago, at least to

5 o 3 4
the extent of turning out as rmuch as they get in, so that




gitized for FRASER
ps://fraser.stlouisfed.org

the work that is beilns done by New York and Chicage will
ot be neutralized.

There 1s one other ouestion which was raised, I think,
at a former reetlrg of the Govermnors, and that has to do
with commercial paper as collateral for special deposits
where they buy govermment securities.

The Chairmans That is Topic V-(a) on the program .

V-(a) Commercial paper as collateral
to war Loan Deposit Acsounts.

dMr., Winston: That is a cuestion I would like to hear
discussed, because I do not know much a out 1t. The gues-
tion was on eliminating provision for using commercial
paper as security. 8o far as the Treasury is concerned,
1t is desirable that these securities that we sell from
time to time be distributed as widely as possible and we
would mot like to make any change that would interfere
vith that distribution.

Governor Calkins: I belisve wc are responsible

for that sugzzestion, as we have been several times bsfore,

and it is always met with the same response from the
Treasury Department, that they were unwilling to interfere
with the distribution of goverment securities. Itris

our ovninion, at least so far as our district is concerned,
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that it would mot make the slightest difference in dis-
tripution; that it would, however, prevent those banks
which are disposed to do so, from practically rediscount-
ing commercial papers, as they do row, in the war loan de-
posit account, IThave before me the figures with regard to
the deposits cof one bank which shows that its proportion
of commercial paper has varied from 45 per cent to 100
per cent,; running for 2 considerable time at 100 per cent;
in other words, the bank put up nothing except commercisal
paper. If we raise objection they say that this commer-
cial paper is accepted everywhere else as security for war
loan deposits, and why should you object. Isn't it good?
There is no difficulty whatever, so far as we can see, in
banks using for this purpose govermment gsecurities or
other securities than commercial paper, We would like
to see it go out, tecause it would save considerable ex-
pense and trouble, and would also prevent the banks redis-

counting in that way, which is highly undesirable in our

oplinion.

= i
Governor Fancher: We feel atout as San francisco

does, that it would not interfere with the distribution of

certificates. I have 159 depository banks and only eight
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are using commercial paper. Those eight banks are in

the principal centers. I do not thinkthe distribution

would be affected because it is not the small bank that
offers commercial paper as security.

Governor Calkins: The small bank does not use commer-
cial paper to any extent in our district, It is alwayss the
large bank which would otherwise be rediscounting.,

ilr, Winston: Can we get the views of some of the
other banks?

Deputy Qovernor Case: Personally, I can see nmn rea-
son for discriminating against cormercial paper. The
provisions of the circular--- I do not just recall them
in detall--- but they do provide for all sorts of govern-
ment psper, certificates, treasury notes, Liberty bonds
to be placed as collateral, and then certain other bords,
public utility bords and others. The collateral security
row covered by the circular is government bords, farm loan
wnds, war savings and so on, Territory of Hawali, Porto
Rican bonds, tonds of any state, state warrants, bonds of
any county or municipality, dollar bonds of any forelgn
country with which we are not at war; bonds listed on any

stock exchange, notes of domestic railroad companies, and
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so on, public utility companles, commercial paper, bank-
ers' acceptances having maturity at the time bought of not
exceeding six months, and otherwise eligible for =edis-

count, approved by the rescrve bank, customers' notes,

drafts, bills of exchange, and so forth.

(fMarther discussion followed which the reporter was
directed rot to take.)

The Chalrmans wr, Winston, there has becn pretty
full discussbn on that. Is there anything further in con-
nection with the gquestion?

lir. Winston: I have not yet found out what the
opinion is, although I have heard all sides.

The Chairman: Very well, we will put 1t to a vote.
A1l those who are in fawr of discontinuing the acceptance
of commercial paper for this purpose will so signify by
ralsing fheir right handg=-=

Governor Harding: wr, Cpairman, Governor ‘vellborn
said he would like to be recorded as in favor of taking
commerclal paper.

The Chairman: Perhaps I should put it in this way,
that all those in fawr of cort inuing to accept commercial

paper will please indicate it by ralsing thelr right hands
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\11 those in favor of discontinuing the acceptance of com-
rercial pwper will signify by raising their right hands.

The vote 1s three in fawr of discontinuing acceptabil-
ity oc commercial paper as collateral and nine in fawr of
continulng commercial paper as c~llateral.

Are there any other subjects, #r., ‘*inston?

¥Mip, winstons: No, I have nothing else, #r. Chairman.
I thank you.

(Under secretary +inston thereupon retired from the
conference room,)

The Chairman: I have a letter which has ®en sent me
by Governnar Grissinger, which reads:
“Tear Covernor rchougal:

I am erclosing herewith twelve copies of a cowmpara-

5

tive tdle showing the expenses of operating the

.

Reserve Ran'ts during the year 1923, with the

you place a.copy of the statement in the hands of each

Governor, and have the conference engage in 2 general dis-
cussion of the probable expenses of operating the system
during the year 1924,

I think now we should return to a consideration of

Governor Fancher's Comsittee report on Voluntary Services.,
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The report refers to non-cash collections, and d4s I remem-

ber it a motion was made to approve the report as cubmit-
ted, and Governor Eailey suggested a substitute, which

substitute was seconded, to the efiect that the report be
disapproved and that we discontinue non-cash collections,

Goevernor BRlley: That is a little too drastic state-
ment ., I wanted to tring up for discussion this ocuestion
of whether we are supposed to maintain a collection agency.
T don't tslieve we should be compelled to take all those
things.

The Chairman: Without obiection, we will proceed to
take a vote on the substitute motion, which is to discon-
tinue the non-cash collection function,

(The motion, having been duly seconded, was put and
lost, Governors Young and Bailey being the only two voting
in fawr of it.)

vernor Calkinsg: I csll for my original motion, Mr.
Chairman,

The Chairman: Wwag your motion seconcded?

Deputy Governor Q@ase€: I seconded it,

The Chalrman: 1111 you please state your motion agail

Gvernor Calkins?
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Governor Calkins: I move that the report of the
Committee onVoluntary Services be adopted and that its
recomrendations be made the recomrendations of this con-
ference,

pvernor Cases 1 gecond it

Governor Zalley: I move to amend the report by saying
that ne item nf less than 100 shall be offered for col-
lectiorn through the Federal reserve banks,

The Chairman: There is no second to either one of
these motions.

Deputy Governor (Case: I seconded Governor Calkins'
mtion, ir, Chalrman.

The Chairman: The substitute motion was not second-

Goverror Ralley: It was not a substitute motion.

2}

Tt was an amendmert , subject €O debate, The reason 1

offered it is this, gentlemen, In the Tenth District

1ess than 100 wember banks have availed the*s elves of it;

i+ is costing the Federal reserve bank $60,000 a year,

aw those who have availed themselves of 1t within the dis-
trict are not mamerous, It is outside business 2na W& ai

called on to pay $60,000 a year to handle 1%, Wie are
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doing that service; we are sending our men out into open
contact with the public, in corpetitiom with the commercial
banks, and I beliewe 1t would be a lot better to discon-
tinue it. At any rate, let us put a limit on the amunt
of the collection that can be sent in. That 1s my reasnn
for offering the amendment.

Governor Harding: shat would happen 1f your directors
should pass a iresolution directlng you to motify all
Federal reserve hanks that you would not take any non-
cash items for less than $100¢?

Governor BRBaley: I did mot catch that.

Governor Hgrding: Is there anything to prevent
your directors from instructing you to notify the banks
that your bank will not take any item for collection of
less than $100°?

Gevernor Balleys wWell, of course we want to go
along and do what the rest of you do. VWe don't want %o
becHme an outlaw,

Governor Harding: But conditions in your district

are different from those in other districts ¢

Governor Bailey: we will certainly exercise that

prerogative if they keep on coming in like they have been
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coming in sice the first of the year,

The Chalrmans: Gentlemen, the auestien is on the adop
ticn of the report and the amendment to the original mo-
tisn.

Governor Seay: As I understand Governor Hiley and
Governor Young, they believe a line should be drawn some-
where in handling the vast quantity of promiscuous stuff.

If you will refer back to the report of the commlttee on

mon~-cash collections, I think you will find in there a

schedule wnich was incorporated in the non-cash collection
circular, and I telieve you could make use of that to effec:

The Chairman: Will you state your amendment agalin,
Governor BRalley?

Goverpor Bailey: iy amendment was To the effect that
there should be some limit —-- I said $100; I did that to
pring it up for discussion foi the purpose of seeing if
there could mot be some limit placed on it, so that we
would not be rothered with these small collectlons coming
through us. If it 1s the consensus of opinien here that
our Roard can send a clrcular out to our member banks say-
ing that our bank will not accept certain items, we will

proceed to handle it in that way.
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Go vernor Harding: My own opinion is that there is
™ power to stop you from doing 1it, if you want to do 1t.

Governor %Wellborn: In connection with this subject,
the amendment %o the Federal Reserve Act intended te cover
member banks that did not have corvespondents? It wasn't
intended to be a gereral free collection system, but just
intended to provide for member banks that came in which
did not have correspondents, but which had the Federal re-
serve bank as their only correspondent. I am simply
seeking information, but my recollection is that 1t was
something along that line, merely to accomiodate the member
banks that did business exclusively with the Federal ERe-
serve System. I think that was the purpnse of the amend-
ment.

Governor Calkins: It was urged as an argument in

support of the service that some member banks were glving

up correspondents, and that the Federal reserve bank would

do the things that the correspondent bank had vreviously
done. There is no discrimination indicated in the act,
and there is no discrimination in practice.

The Cairman: Has this discussion gone far enough

to sult you, Governor Balley?
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Qovernor Bailey: Yes sir,
The Chairmans Then I will c¢all for the amendment
to the original motion.

Governor Young: Jould it not be limitted as kind

and amount?

The Chairmans The amendment does not include kind.

(The amendment, having b en seconded, was lost, two
voting in fawr of it =nd ten in opposition to 1t.)

The Chairman: we will now vote on the original mo-
tion, which was to approve the report as presented.

(The motion, having been duly seconded, war carried,
Gover ors Young and Bailey voting no.)

Governor Youngf I would like to ask this ouestion:
That {# #Minneapolis discontinues the non-cash collections
would that interfere with the other banks?

The Ghairman: Yes, e all recognize that you are
in a very peculiar and very unusual position out there,
and ro one knows better fhan I do that you have difficul-
ties to meet and problems to solve, about which we know
nothing.

Gentlemen, Governor Young asks what effect 1t would
have 1f the Minneapolis Bani discontinued what, Governor
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Young?
Governor Youn i Handling ron-cash items.
Governor Bailley: I would like to ineclude Kansas

¢ity in the arswer that we do not vant to be an outlaw,

yvet this thing is certainly a burden to us.
Deputy Governor (ase: vould 1t meet the views of
that the report has teen

these two gentliemen 1f, now, _

adopted, we referred this question back to the committee

for further study and recommendation as 10 whether sowe

limitation might not ke put upon kind and amount?

The Chailrman: It 1is a matter vhat is certainly

going to require study.
1t will take a lot

Devuty Governor (ase:

here. It seems to

of time if we undertake to discuss 1t

me that wight ® the oroper way to handle it.
The Gralrman: If thet will satl Governor Young.
Governor Young: How much difficulty will it cause

if ¥inneapolis discontinues handling mon-cash collections
from outside of its dlstrict?
Gvernor Seay: uite a bit of disturbance.
Speaking for New York, it

Deputy Governor (ase:
e would be in the position

would e very embarrassing.
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of receiving from member banks these collections and
having to cut out the items on your district which yeu
are unwilling to handle, We have enough difficulty row,
under the par collection list, with the monsar ltems,
and if we undertake to discriminate, it will create more
trouble. I think the way to do IHde Lo study this
question of whether or rot it womld be feasible to place
s limitation on it, as sugegested by Governor Hailey.
Gevernor BRailey: I have not studied 1% enough to
know whether $100,would be the proper amount or not. I
simply wanted to tring out what I had in mind, and with
all this talk about curtailing service and reducing ex-
pense, here 1s a chance to lop off a million.,.
. Governor Young: It is not the intention of the
Minneapolis bank to cause any other reserve bank any em-
barrassment, Wwe will go =head, sir. ie have been suf-

fering for the past two years under this non-cash collec-

tion proposition and we will continue to do so, but

again I ask this question: If we limit the amount of non
cash items that we accept from the other banks will they
be ewbarragsed?

Governor Fancher: “as not uMp. Case's suggestion a
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good one, to turn it back to the Standing (bmmittee on
Collections and Clearings?

Governor Young: I do not think

SO,
going to act pretty ouickly.

because I am

The Chairmans This is a matter that must be con-
sidered very carefully, it seems to me.

Mr, Harrison:

You will remember the last conference

voted that vou be given authority to refuse to handle

rcn-cash items on non-par points,

That has caused a

tle confusion, tut still it has worked,

Have you any
iimitation beyond thatiin mind?

Governor Young:

If some bank in New York comes
Federal Reserve BRank of New York---- and as soon

as they find out‘that they can do it they will be in there-

ive you a hundred or a hundred and twentyfive

i notes
at Fresno, wcntana, for instance, and they come
to the iinneapolis BRank I am

am not going to he

not going to handle them;
handle them;

-
oda

back.
Governor Fancher: Wnat would your

peagson be for

declining them and sending them back?

Governor Young: I am not going to handle
ciasses of

non-cash item.
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Go vernor Fancher: Does that mean that you haven't
a responsible bank to send tlhem to?

Governor Young: It my.

Deputy Governor (ase: It seems to me that this is
going to create an enormous amount of confusion,

Governor Young: It i1s elther going to create con-
fusion in New York or going to create confusion in Minnea-
polia. It has been going on in lMinneapolis long erough,
so I guess we will stop 1t.

Governor Calkins: This is a syatem cuestion. It
15 not & ouestion of one bank taking one position an d
another bank another. we have been tryilng for years
to get past just such a situation as that, where i1t could

be said that the Pederal Reserve Bank of Chicago did

something and the Federal Reserve Bank of Cleveland refusecd

to do the same time. Personally I believe that the wem-

ber banlks are entitled, as natter of right, to this

kinéd of service, and that we should continue to give it

to them 2s fully as we can without undue risk. As we all
know in Minneapolis Governor Young 18 suffering from some

very acute nroblems. He 1lgs perfectly entitled to say

that he cannot make collection of checks, drafts or matures
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bills on certain points in his district, and that will
be an accepted answer. But on the auestlon of operating
as individual banks as against operating as a system, I
think we should refrain from doing that to the last gasp.

Governor Harding: The former counsel of the Federal
Reserve Board 1s with us, and I want to ask a few cues-
tions to bring out s few points right here. I think we
are all in sympathy with Governor Young in the very dif-
ficult position under which he is laboring, which same
conditions e-ist, probably to a lesser extent in two or
three obher districts; but I have never been able to
get it into my head--- I have been very dense on this,
I guess--- but I have never been able to get 1t into my
head that this conference of Governors has any right under
the law, which does not mention e ven the Governor of
the Bank, to prescribe rules and regulations governing all
twelve banks. The Federal Reserve Board 1s the coordinat-
ing body; the Federal Teserve Board is vested, by law,

with certain supervisory powers, vith regulatory powers

in some places, and in other places in the act discretion

is given to each individual bank and no apvroval by the
Board 1s necessary. I want to call your attention to
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the language of section 13 of the act, vhich does not
1 Federal reserve banks, mor that every bank
e system shall do so and so, but it says any federal
reserve bank may do it. " uppose for some reason or
other the management of one Federal reserve bank feels that
he cammot afford tc do so. Granting that it does thrcw
the System out of gear, the cuestion 1s vhere is the
justice of it, if it inflicts losses on ons bank, not for
the benefit of its own member banlks, but indirectly, fcr
the benefit of member banks of some other district, which
are forbidden by law to rediscount with any Federal re-
serve bank except their own Federal reserve bank--- I
think we are getting away from the spirlit of the Federal
reserve Act itself when we assuine to pass resolutions
by a majority vote governiag the System. I 8o not think

we have anything to do with tle System in that way. We

can come here, e ang lew nd agres on things as a

matter of courtesy to one arother, and as a voluntary
propositicn, but I fall to see army authority--- and I
have always held this positior--- any authority vhatever

on the part of one Governor of a Federal reserve bank to

exercise any authorlty over any other bank or the body of
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Governors, to come here and say to all banks that "You
shall do so and so." I fail to see vUhere the Federal
Reserve Roard can say to a Federal reserve bank that they
shall do something which the Act itself says is vermis-
slve, and when the Act does not mention the Federal Reserve
Poard with respect to it.

Governor Fancher: To get back to the non-cash col-
lection proposition, that was inaugurated under the express
instructions of the Federal Heserve Board.

Governor Harding: I understand that.

Governor Fancher: And this matter we are discus-
sing, we are acting on direct instructions to the Federal
reserve banks from the Federal Heserve Board, and they
have been continuing to operate under those I1nstructilons,

Governor Harding: At that tine did the comw itions
obtain in #inneapolis which exlst now?

Governor Calkins: They existed in other banks.
Jinneapolls is not the only one. e have the same con-
ditions in our District that they have,

same 1is true of ransas City and Dallas and others.

Governor Seay: 1 believe we are in danger of un-

doing 2 great deal that has been done by a commltfee ap-
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vointed by this conference for the purpese of considering
tliis subject.

Governor McXinney: Aoointed by the rederal Res¢
Board.,

Governor Seay: Nes

Jfr. Harrison: The Cowr-ittee was apnolnted by the
Feceral Reserve BPoard.

Governor oSeay: The purpose of the comilttee was,
possible, to draft a uniform circular gavering. the col-—~
lection system and the non-cash collection system.,

Governor Fancher: That 1s a standing committees.

Go vernor Harding: I admit the desirabllity of 1%,
if it 1s possible to do it.

Governor Seay: A standing committee was formed by

cenference for the purpose of considering this ques-

and agreeing upon some report which could be adopted

by all the Governors, but not forced upon them. I am

ouite sure, unless my memory plays me false, thab-ii . yel
will look back you will find that the Conference has
adopted a report of the Comrittee on Non-Cash Collect

-

Govermor Young: I never voted for it; I voted

against it.
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Governor Seay: It may be you voted against it,
Governor Young.

Governor Young: I do not want to be misunderstood
by the other Governors here. You put up a very hard
proposition to me in #inneapnlis and I am willing %o go
just as far as I possibly can in order to have uniformity
in the System; but my bank has taken a lot of losses al-
ready under certain rules and regulations that are laild
down in the transit matters. I have taken some losses
on ron-cash collections-- I can take some more, but i
want to tell you that I am concerned about the Federal
Reserve Bank of Minneapolis and the Federal Reserve 3Sys-
tem. They all talk about politics destroying the Federal
Reserve System, but it is a blg question in my mind
whether it will be destroyed from the inside or by
tleSe I don't know which one i+t is going to be.
go Just as far as 1 can in this thing, but I won't
any further,

The Chairman: I think we all understand the serious-
ness of your situation up there, especially with regard

- > M o > 1 - 1o qlr ey
to the matter of bank suspensions. There have been aj

1 } ST st d 7 Ol distric.
proximately wundred banks suspended in your distrlc




in a wery short time,

Governor Young: Yes, and they are still closing.

The Gairman: I do not think there is anything that
this conference has done which can bind Minneapolis under
those conditions. T-do ot . telieve there 1s anything
that has been done by this conference by which we want
to bind Minneapolis, under conditions such as they may
encounter and such as they may be in at the present time.
It is a serious question, which goes right to the heart
of this entire non-cash collection function, and this 1s
a question of the destruction of it, because it has been
developed on the uniform basis. Of course if two or
three of the districts should fall out of line ard the
rest of us undertake to go along, it would at once lose
its uniformity.

Governor Seay: The same cordition exists with re-

specy to check collectlon,

Governor Harding: You refuse to handle certaln

checks on your district on certaln polnts?
Governor Young: Yes, just as wost of them do.
Deputy Governor Case: I would like to hear a word

Jr. Harrison as to whe her the word "may" would
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probably be construed as "shall', under the orovisions
of the Act.

Mr. Harrison: I think there is no doubt in the
world, as we have contended from the beginning, that thers
is a real difference tetween "may" and "shall' as used
in the Federal Reserve Act.

Governor Harding: Because both of them are used
in different sections. Sometimes it is "shall® and
sometimes “may®.

MEs “Harrison: I do mot think there is any doubt
on the part of anyone that if all twelve Federal reserve
banks, with the approval of the Federal Reserve Board,
agree of their own free will to curtail or eliminate this
service, that they could probably do so legally. I think
also we would all agree that if eleven of the Federal re-

serve banks exercise thelir own option and agree to collect

non-cash items, under the provision that says they "may "

do so, that the Federal Reserve Board, as a supervisory
body, could require the other bank to do so, because if
not, then the functions of the Federal Reserve Board are
curtailedto a point where it 1s not even a subervisory

body. On the contrary, 1f the interpretation of the
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: : . a
word “may” be followed to 4é8 loglcal/bonclusion, i%

would mean that the Federal Reserve Board would practical-~
1y haw 1o control whatever over the great majority of
operations of the Reserve banks, because most of them are
exercised under some provision introduced by the word
“may" .

Governor HMcKinney: For instance, the rediscounting
facilities,

Mr, Harrison: Y @8 It would vermit some arbitrary
reserve bank to refuse to accept on deposit certain kinds
of currency thet are acceptable at other reserve banks,
and I thinl that the Federal Reserve Board can properly
say to such a reserve bank that elther they must take
that particular kind of currency on deposlit, or else the
officers would be discharged.

Governor Harding: In this particular case Governor
Young and Go vernor Eﬁi;ey, should go to the Federal Re-
serve Roard and make their statements to them, because
the Roard has greater authority than this conference.

Mr. Harrison: Governor Harding, I do not think any-
one here for a moment would force his judgment on any

other governor in regard to the running of his bank, iy
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understanding has always been that these conferences were
called for the purpose of exchanging views, but giving
each one oppostunity to exercise his own independent
judgment as to what he will recommend to his directors.
In specific cases, the Board has called upon the confer-
ence to give it the benefit of the combined judgment of
the Governors as to what should be done throughout the
system as a whole, and then they have sowetimeés incor-
porated that combined judgment into regulations. I do
not think anybody here wants to force Governor Young to
do anything that will havm.. his bank or that will make
it so difficult to operate that the same practical=[ re~
sult will be achieved.

Governor Harding: Assuming that Governor Young,
with the aporoval of the Federal Keserve Board, 1f you
please, should notify all his member banks and other Feder-
4 reserve tanks that he imposed a certaln limitation on
the collection of non-cash items which he would receive,

~ ( Iarg T hanl i ol
then of course the other F‘ed_vyral reserve pnNanks 1n their

circulars to thelr member banks would have to say, "with

the exceptipr of a bank located in the finneapolis Dis-

and that would be directing the attention of “the
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country to the fact that for seme reason or other the
iinneapolis District could not play along with the rest
of us., and I presume Governor Young has thouglt of this
fact, that they would immediately say that that wag due
to the bad condltions out there. Have you considered its
affect on veur own district?

Governor Young: That has already happened ®cause:
we find it absolutely necessary to put a non~par list
in our district, md if we had not done that two or three
years ago I am not prepared to say that our losses would
have been out there,

Governor Seay: You recall how scrupulously the at-
tempt has been made to protect each Federal reserve bank
in the framing of thls uniform collection circular, and
how it was stated in each circular specifically that the
collecting bank is the agent for the seccond lmnk and is
not responsiole. The limitation of responsibility of
the collecting bank is attempted to be made as explicitas
possible in these circulars,

Governor yYoungs: I know, but if you have a bank

ontana that is in difficulty, and you know it is in

difficulty, and you send a bill of lading draft, and T hey
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deliver the bill of lading and send the draft and payment
is not made and the bank closes, ©m you know any jury in
the United otates would find you gullty of negligence.,

Governor Seays I am not out of sympathy with Gover-
nor Young at all.

Governor Young: of course, i1f we only had one case
or ten or twenty cases of that kind, we could send wmen
out to make presentation, but where you have not twenty
or thirty, but 1600 transit letters a day all the way
from one to fifteen days late, involving $1,800,000, you
cant do that, and you have got to take tle chance.

The Chalrman: How many men have you in the country
looking after those things now?

Governor Young: T have forty-two men at closed
banks that 1 cantt--- I don't send them as a regulab
thing--- I have most of the state banks off that are slow.
T am riding a whole lot easisr cthese days than I was
some time back. But these times are going to come again
and are going to come to the other banks. Right at the
moment I would say that I have four or five men at banks

that T feel reasonably sure are going to close; present-

-

ing our transit items each day and presenting non-cash




items.

Governor dHckEinney: Those are member banks?

Governor “ellborn: You do not send them direct %o
the member bank?

Governor Yourzge:: : In sare cases I have to; I can
not do anythinz else. I have got to take a chance, hop-
ing that the bank will pull through.

Governor Seay: would you feel called upon to re-
fuse all rn-zach items, or only those you had %o send
to certain danger points? I think we all r ecognize
that there are points to which we camot send without in-
curring absolute responsibility. But do you mean to go
so far as saying that the Federal Reserve Bank of liinnea-~
polis will not undertake to make rnon-cash collections, or
that you will only refuse those which you feel you can
not collect with a reasonable degree of safety?

Governor Young: At the last conference we agr ed

that I could wire a bank and tell them that I refused to

accept an item, gince then, in wy own mind I have put

a $500 limit on 1it. inything under 500 I do not wirg,

but just send it back. I have been prompted several times
to return transit items on a member bank *iner Y o
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means of getting it there, and in taking that action I am
not unmindful of Section 16. I do mt know whether I
have suthcrity to do it or not, but if you send 1t out
and lose it, or loss is made, you might just as well take
the loss by holding 1t. There is no difference there.,

Governor (alkins: Most of us have had to deal with
problems similar to those confronting Governor Young. ¥e
may not have had as wany, or perhaps not as acute a condi-
tion, but there is risk involved 1n all kinds of business
transactiors. There is risk involved in handling transit
itens greater than in handling non-cash collectlon items.
I think we are pretty well protected with regard to that.

I have no disposition whatever %o think that this confer-

ence should impose upon Governor Young; Governor Balley

or any other Governor, a COUrSE not required by law; but
I think it is highly undesirable that some bank should
fcllow ors course in regard to these non-cash collections
and that the other banks should follow arother course,
because it will lead to confusion, digsatisfaction and
difficulty in every case.

Governor Young: I repeat that I will go

as I possibly can with this situation, The #inneapolis

>
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Federal Reserve Bank is not in bad condition at ali,
we only have ten or twelve million at the moment loaned
in the Northwest, and to very good banks on zood paper .
we have some paper tied up in closed banks, but that 1s
not serious at:11, because we have made proper reserva-
tions to take care of any losses that develop. I make
that statement bec-use with fifty men out there inspect-
ing each and every one of the loamns, they know just where
they are at, and know just whether they are going to be
pald; but I do not know vwhen there is golng to be a repe-
tition of 1920 and 1921, and 1f sucn a condition should
impend I am mot going to be bound by any definite agree-
ment.

The Cheirmans Are you willing to let the matter rest
here, Governor Young?

Governor Young: Hen ey,

The Chairman: do 1ot see how we can ask you to
do any more.

Governor Calkins: The understanding is that 1t will
be referred back to the comrittes for further study?

The Chairman: That is the understanding.

Governor Calkins: I will make a motion toO that ef-
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Tect,

Gowrnor Fancher: Do you mean back to this committee
or to the Standing Committee on Collections?

Governor Calkins: I move that the matter be referred
back to the Standing Committee on Collections fer fur-
ther study and such recommendations as the commlttee may
see fit to make .

The Chairmans: Will you accompay that with a state-
ment of whet you wish to have the committee consider?

Governor Calkins: T do et think 1t is- desivable

to restrliet it. I think the committee should correspond

with Governor Young and any others who wish to express

themselves with regard te limitations, when the committee
determines limitations that can be imposed.

The G lrmens Govefmor Young's inoulry was as to
what effect it would have if the Hinneavolis Bark with-
drew.

Governor Calkzins: Go vernor Case offered a resolu-
tion similar to the one I offered.

Deputy Governor (ase: Yes, similar to the one of-
fered by Governor Calkins, that the points raised by

Governor Railey and Governor Young be feferred to the
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Standing Committee on Collections. I take 1t the com-
mittee will take up the matter in their own way, make a
study of it, and report back later.

Covernor Harding: In view of the ﬁa&t; that this
matter affects only two banks, it might be well to have
representation on that committee from one of those banks
so that the auestion could be considered from all angles.

The Chairman: Doesn't foilow that the committee 1s
authorized to ask for assistance from those kanks?

Governor Harding: I just wanted to raise that

The Chairman: They certainly would do that, I think.

Governor Seay: I move that the comrittee be author-
1zed to invite representation from those banks to parti-
cipate in the conference.

Governor Bailey: Including Governor %Wellborn. He

is in the same position,

Governor GCalkins: e are all in the same position,
and you might include us all. They should confer Wit h
all the banks.

Deputy Governor Case: They can call for represen-

tatives frem each bank, for that matter.
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Governor Young: I would like to have Judge
Delsnd. it in that conference.

The Chairman: Governor Calkins, are you willing to
add Qovernor Seay'!s statement to your resolution?

Governor Calkins: Yes sl

(The motion, having been duly seconced, was unani-
mously carried.)

Governer Fancher: Mir, Cheirman, the Comnittee on
Yoluntary Services, as you will recall, had three oiher
matters to consider. We hope to have a weeting and sub-
Mt a supplementary report on the matter of currency, wire
transfers and safekeeping; but before we really discuss
the wire transfer situation it would be very helpful tothe
committee if the report of the Leased "ire Committee were
subuitted for discussion and zcticn taken on it ® fore

the meetin, of our Voluntary ser¥vices committee.

I suggest, 1f it please fer 2, that we take

up for consideration the report of the Leased "iire Cormit-
tee, which 1s Topic 4-(c).
The Chairman: The report of the Leased Liire Coape

mittee is under the heading
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IV-(c¢) Report of Leased %ire Comilttee,
. Governor dcDougal Chairman.
by.Sa
d

: 2 rancisco
It is recomende

dPthat the recom'endations made by

he Comuittee which met in Chicage wmarch 12-14, 1924, in
their report addressed to vr, Mr. J. B. Hebougal, Chairman
of the Leased Wire Unmmittee, as follows:

(1) That telegraphic transfers of funds be limitcd
to transfers of hank lmlances.

(2) That the leased wires should not be used for
any purpose in c¢nnnection with handling any non-cash
collection items.

(3) That the leased wires should not be used for
reconciling exceptions in accounts between FPederal reserve
banks except where loss might be involved,
be adopted as the.action of this conference, with the ander-
standing that the igentical clause as recommend¢d
committee will be incluced by all Fedsral reserve
iy their circulars to member btanks relating to the tele-
graphic transfer of funds.

T will ask Mr, Harrison to read the report of the
leased wire committee.

¥ir . Harrison: The report of the leased wire committe
is as fecllows:
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March 27,

To the Governors of the Federal
Reserve Banks 1in Corferences

Since the last Conference of Governors it developed
that the leased wire facilities as at present set up
were not sufficient to afford eguitable service to all
Federal reserve banks, and your committee upon considera-
tion cecided that a careful and comprehensive study of
the entire situation was imperative.

%ith this object in view 1t was decided to rea est
the Federal reserve banks of New York, Jleveland, Chicago
and San “rancisco to designate from their ranks the office:
best qualified for this responsibility. This was done
and subsequently on iarch 12th a mceting was held in Chi-
cago. g~
Terned o
Reserve Foard, vwas invited to attend thg meeting.

] en apobroved by you! eased
The report ensulng nas been anoroved by your Leased

wite Comaittee, and I respectfully present the same here-

with as the comnittee's report Lo te Conference,
(3igned)
J. B. McDougal, Chairman
Leagsed ‘vire Committee.
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iMfarch 14, 1©24,
pr + Jo B. McDougal, Chalrman;
Leased "ire Committee,

At your roouest a meeting was held at the Federal
Reserve Bank of Chicago on #arch 12, 1924, to consider
placing further restrictions on the use of the Federal re=-
serve leased wire system, so that the present facilities

sl FPederal.

reserve lanks,
The following attended the meeting:
Mr. W, L, Bddy Federal Reserve Board
Mr. A. %. Gilbert New York
hagner Cleveland
Ambrose 3an Francisco
Dillard Chicago.
sessrs. Bachman and Pavey of Chicago also attended,
wre McKay was present during part of the ciscussion.
The volume of business carried hy several of the
it

leased wire circults has reached a point where 1

peak hours of the day (10:30 a. m. to 2¢30 p. M., Central

time). This is particularly true between Chicago and

=
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San francisco, in fact, this circuit is so drowded now
that the Fedrral Reserve Bank of san “rnacisco states
that it cannot possibly give the same service to 1ts mem-
ber banks which other Federdl reserve banks accord thelr
members.

The banks represented at this meeting has kept a spe-
cial check on incoming and outgolng telegrams ar bt
offices for a week prior to this meeting, with a view
to ascertaining whether or not the leased wires were be-
ing used for messages that could have been sent as satis-
factorily by mail, and also 'hether there are any other
infringements of the present leased wire regulatiors.

The result of this survey showed that with few ex-
ceptions the regulations werc being fairly well lived up
to, misuses of the wires beinz relatively fow. After
consideraile digscussion, the conclusion was reached that
while some relief could be had on the leased wires by
eliminating non-cash collection telegrams, by closer cen-

sorship on che part of the Federal reservs bans and in

some instances a more rigid interpretation of the leased

wire rules, it was the unanimous opinion that, to effect

any meterial reduction in the load carried on the wires,
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further restrictions would have to include the elimina-
tion of all transfers for the account of non-member banks,
individuais, firms, or corporations. Conseousntly, the
followinuz recommendations arc made,

4 o That telegraphic transfers of funds be limited

to transfers of bank talances.

That the leased wires should not be used for any
purpose in connection with handling any nen-cash
collection iteus.

That the leased wires shouldmt be used for re-
conclling exceptions in accounts between Federal
reserve banks, except where a

volved.

These recomnendations are madc with the full realiza-
tion that the transfer service vhich is now aecocdsd our
mewber banks is and has been a very valuable service to
tnem, as well as to the country at large.

Tt is our understarding that it 1s ne‘essary that
expenses be curtailed rather than increased; corseocuent-
1y, we have aproached the subiect with that in mind.

Attached you will find a2n arended set of rules which

it is proposed to substitute for the present rules and
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regulations contained in the Board'g letter X-3337, pro-
vided the recomiendations of this committee are adopted.

The following points were also discussed:

A., At present a great many tele rams in comnection
with payment of farm loan coubons are being sent over
the leased wires. It was believed that the number of
these could be materially recuced, as the amounts invol-
ved are unusually small, and this comiittes has asked the
representative of the New York bank, at which office
these payments are made, to give this matter consideration
and meke some recom-endation to the Lesased 'iire Comnrittee
with a view to recucing the number of messages.

B The representative of the Federal Reserve Board
was requested to use code words or phrases covering some
of their routine messages, such as motification of holi~
days, and vherever possible to forward these by mail,

C. The long messages sent by the Treasury Depart-
ment were discussed. It is recomiended that the Leased
Wire Committee communicate direct with the Under Secretary,

with a view to having these messages sent by mall, or at

least waterially shortening them by the use of a code.

The question of affixing test words to telegrams
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advising payment over the leased wire of non-cash collec-
tion items which had been sent direct from a member bank
in one district to a Federal reserve ank in arother dis-
trict was considered, 2nd the committee is of the opinion
that this is unnecessary, in view of the fact that each
Federal reserve bank could, if it wished, recquest 1its
member bank to advise it of all direct-sent ron-cash col-
lection items. If the recomendation made herein 1s ad-
opted, namely, that the leased wires should not be used
in connection with mn-cash collection items, the commit-
tee 1s still of the opinion that test words are unneces-
sary.

T. The questionof absorbing the cost of telegrams
sent over commercial wires when leased wires are out of
seprvice was also considered, and 1t is recom ended that

when the leased wires are unavallable because of storms

or other interruptions, any reouest for transfers to be

made over commercial wilres be accepted with the under-
standing that the expense is to be borne by the requesting
nember bhank.

Tn connection with the discussion on fr=se voluntary

sepvices rendered to mewber banks, the fact was brought
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out that relatively small saving could be ~ffected in

the present expenses of the leased wire system, if all
service to member banks over the leased wires were discon-
tinued, in view of the fact that it would be necessary

to maintain leased wire connection between all Federal
reserve tanks and the Federal Reserve Board for thelr cwn
business.

The question of making a service charge for transfers
of funds was triefly discussed, but due to the fact that
we are not sure of the legal status of such a charge, and
further that the comnittee hias not had the opportunity

to give this very important matter sufficient study to

enzble it to make a drfinite recomiencdation, no opinidén

is submitted.

It is the opinion of the committee that if some re-
stric tion is not put into effect which vill materially re-
duce the volume on the wires, that additional faciiities
should be provided letween Gricago md San Srancisco
immediately.

The cost of duplexing the Chicgo-San “rancisco wire,
plus additional operators' salaries, would avproxinate
$18,000 per anrum,
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The cost of installing an additional single circuit

from Chicago to San “inacisco, plus additional operators!

salaries, would approzimate {62,000 per amum.

The Federal Reserve Bank of %an firancisco states
that a duplex wire would not give it satisfactory service,
as due to difference in time, facilities are needed that
will enable it to send a greater number of eastbound
messages during the neak hours of the day.

wWith either arrangement, the increased volume which
would then be sent over this circuit would doubtless
for additional expenditures for more facilities elsew
ag some of the rastern wires are row carrying very nearly
capacity loads,

Respectfully submitted,
Hr =t b A e
W GLlbert .
H. ~agner,

N. Ambrose,
L.

LGULATIONS JOVEANIRG TH
E FADARAL RESERVL LBASED

1. Telegraphic transfers

and paid to member banks only. They must rspresent

balances =nd can be made only for round amounts, i.e

3
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multiples of $100,00. The term "bank balance’ shall
be construed to mean an accumulation of dunds comprising
a permanent account carried by one member bank with an-
other member bank.

s The descriptive data in telegrams transferring
funds must be limited to the name of the sending memne r
bank, name of its correspondent member bank reaquesting
the transfer, name of tlhe member bank receiving credit,
and name of its ccrrespondcnt® member bank,

3. The Pederal reserve code, including test word,
must oe used for all messages involving the transfer of
funds and, in the interest of economy, all other tele-
grrams should be sent in code when 1ts use shortens the

message.,

4. In addition to the usual mail advice to the memn-

ber bank receiving credit for telesxraphic transfers of
funds, 1mmediate advice by telegraph, or otherwise, slould
be glven by the Federal reserve bank receiving the trans-
fer, except in cases whare the credited member bank has
stated that other than the usual mail advice 1s unnecessars
5. Requests for telegravhic tpransfers of funds for

e n 1yt ¢ 1
consuwmation on date of receipt should not t® accepted by
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Federal reserve banks later than thirty (30) minutes prior
to the closing hour of the Federal reserve bank to which °
t#ansfer is to be made. Any telegraphic transfers of
funds reguested after such time will be made at the dis-
cretion of the Federal reserve bank receiving credit.

6. The leased wires shall not be used for tracing
or advising payment or ron-payment of any non-cash collec-
tion items, not for transferring the proceeds thereof.

7. The leased wires shall not be used for recon-
ciling exceptions in accounts between Federal reserve
banks, except where a loss might be involved.

8., Any loss resulting from negligence on the part
the Federal reserve system in the transmission of tele-
grams transferring funds over the leased wires through

relay stations shall be borne by the sending Federal re-

- . " ’ o o .Y Ay Wi
upon the Federal reserve bank to which thes telegram was

addressed.

9. Telegrams must be worded as concisely 2as possible.

Telegrams should mt ¥ sent when commmunication by rmail

ol P 1 as 1 -
will suffice. For the purpose ol enforcing these regu.a

s : - ¥ i e
tioms, prbdwision should be made in each Federal reserv
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bank so that any misuse of the leased wires will be brought
to the attention of a desisnated officer for reference to

the originating department, or, in the case of incoming
o8
messages, to the sending Federal reserve bank.

The alove rezulations are intended to govern the use
of the leased wires by the Federal reserve banks, The
following clauses should be included by all Federal re-
serve banks in their circulars to member banks relating
to telegraphic transfers of funds .

1. Tele¢gravhic transfers of funds will be accepted
from and pezid to wemier banks only. They must reprcsent

bank balances and can be made only for round amounts, 1. e.

multiples of $100.00. The term "bank balance’ shall

be corm trued to mean an accumulation of funds eouwprising

a permanent accouni carried by one member bank with an-
other member bank. Telegraphic transfers will not te
made for tYe purpose of remitting the proceeds of
individual collection items.

The drscriptive duta it telegrams Ltranslerriéng
funds should be limited to the nane of the sendingz member
bank, name of 1ts corespondent member bank reouesting the

transfer, name of the member bank receiving credit, and
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name of 1ts corresponding member bank,

3. The Federal reserve banks maintain, at large
expenseé, a leased wire system over which a heavy volume
of important communications pass between Federal reserve
banks and branches, Member banks are reauested toc co-
operate with us in attempting to avoid over-crowding the
leased wires by not making reaquests for telegraphic
transfers of small amounts, or those which can be made
as well through the mails,

4, The Federal Reserve Bank of e T Ry Ly e
will use due diligence and care in the transfer of funds
by telegraph to the receiving Feeral reserve bank for
credit Lo the account of the payee bank, ut will not be
responsible for errors or delays caused by circumstances
beyond its control.

The Chairman: The recomnendations as = de in the

report result from careful study of the whole situation,

first with respect to our present facllities for handling

leased wire siness, and largely, I think, because of
a condition which arose which aflfected San *rancisco
adversely. The present wire facilities are not adequate

as they are conshbituted %o afford uniform and efficient
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service to all tenants of the wire. I believe the study
of the situation brousht out the impression and convie-
the Leased irec System was belng

purposes for which 1t neaver was intended, and that 1f we

permitted 1t to go on and develop basis the character
that we ~ere handling, that 1t was going to

involve doubling our capacity perhaps and increasing

the investment according.y. These recomwmendations are

the result of careful study and I hove wyself that they

may have the aporoval of this ornferen The report

contains vhat is Xnown as vparagraph A, as follows:

"At present a great many tele.rams in connection with

payment of farm losn coupons are heing sent over the

leased wires. 1t fas elieved that the number of " hhede

] ‘ ial acduced, @ an involved are
could be materially raduced, ! amounts 1nvc

usually sme and this com-ittee has

e

tative the New York BRank, at +hHieh office these pay-
ments are wade, to give this matter consideration and
LT L s LR % S = w ke ¥

a1 the Leased Wilre vommittee
rECcor ends ) the T.eased Wire

pared, which is as follows:




Supplemental Report of
Leased “:ire Comaitiee

May 1, 1924,
To the Governors in Conference:

Para grarh A of the Leased Wire Committeet!g report
referred to the daily telegrams advising amunt of Far m
Lnpan coupons cashed, and the Federal Reserve Bark of New
York, where these payments are made, was asked to look
into this matter and make some recowrendation to the Leased
Wire Committee with a view to reducing the number of
these messages .

The Federal Reserve Bank of New York cowpiled a
of this class of telegrams received from the Federal
banks and kb anches for the six months ending October
1923, This list shows that during this period there was
a large number of telegrams involving verysmall amounts;
many of these for amounts under 100,

The beased wire Uomrittee now recom-ends that the
Federal reserve banks discontinue using the leased wires
in advising the Federal Reserve Rank of New York of the

ambunts of the e er: Fal oan coupons cashed

day and that these amounts be deducted from the dai
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credits to New York in the gold fund. This not only
would relieve the wires to some extent but would simplify
accounting procecure.

Respectfully submirtted,
J. B. MeDougsel, . Chalymer,
Leased irire Committee."
That sugzestion is offered as 2 supplemental report
to the report of the Leased "Wire {ommittee.
Governor Harding: Is that agreeable to New York?

The Chairman: T SRlnd ey clefr es.

deduction
s e

om the credits to the

Sy
A
¥

Gold Fund that you are wiring for your own account,

Mr, Harrison: Wesuggest

vhieh is different from deducting it from the credit due

to lNew York, Then the banks that caghec: the small
items would carry the float and they would mot get credit
until mgil'advice reached New York. When we get it we
give you credit in the Cold Fund. That is done on a lot
of other things, such as notary fees.

The Chalrman: I find, if I didn't know it eiore,
that there are adjustments simllar to this made in connec-

tion with other transactlons. 1y understanding is not

in harmony with yours in regard to that, that we carry
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the float. Wie do mot give you credit. wWe decuct from
the credit that we wire for your account.
dvernor Fancher: Take 1t out of your gold. You
have the money already, and we take it out of your gold.

The Chailrman: The amount involved is small either

sir. Harrison: It was sugeested that we file a report

; : 7 amount Sl il
on it. e did file a report. mp3d/is so small I did not

think you would object to this arrangement, but that is
not the way we sug-ested 1t. i ¢ sugrested it the other
way around because we had a precedent for it; that is,
there are other such decuctions. If you have a small
amount of farm loan coupons that you will cash today,
rather than deduct them from the credit to us in the Tuand,
deruct them from the credit you claim in the fund that

day, just as is done in the case of notary fees and so

-

amornt is fEgeyer L : yla
forth., Tie / 8o small/that vewillnot obiect, = We

proposed it the other way ar-und merely btecause of the
faet that there was precedeunt for il

Goverror Fancher: You have the funds deposited
with you and availalle before the coupons mature: your

funds are in hand. The farm loan baniks deposlt =i th yeu
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funds before the coupons are matured,

Mr,  Harrisons That 1s true.

The Chairman: I think that matter was considered.
This plan is not ouite in accordance with the sugsestion
you made,

Mr. Harrison: ‘e said in our letter that if the
committee determined to do it in this way we would be per-
fectly glad to do it, and I want to relterate that mow.
our only object was to make 1t uniform with existing
procedure in respect to other small items.

Governor Calkins: I have read the report of the
Leased Wire Comnittee and I wish to offer as a resolution

that the recommendations made by the committee which met

in Chicago Harch 12-14, 1924, in their report addressed

to Mr. J. B. <cDougal, Chairwan of the T.eased "ire Com-
mittee, as follows:
That telcgraphic transfers of
to transfers of baunk balances.
. fThat the leased wires should mt be used for any
purpose in connection viith handling any ron-cash collec-
tion items.

B That the leased wires shouldnot be used for

LD
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reconciling erceptions in accounts between Federal reserve
banks, except where a loss might be involved

be adopted as the action of this conference with the
undercstanding that the identical clauses recommended
by this committee will be included by all Federal reserve
banlks in.their cérculars to member banks relating to the
telegraphic transfers of funds,”

Governor Young: I will second that resolution.

ir. Harrison: I would like to say one further thing,
that Governor Strong, before he left town, suggested to
the airman of the (ommittee on Woluntary Services that
he thought it might ® desirable for that committee te

consider the question of the proposed enlarging of the

wire service, perhaps with a charge, so as to include these

other transfers for accounts of individuals and corpora-
tiom . It was understood very clearly by ir. Strong,

T think, and by everyone in the New York Bank, that with
the present met-un of the wire secrvice it is very mcessary
to adopt the recommendations of the Leased Wire Gwnittee.
T wanted to ask !r°* Fancher's Committee, to which com-
mittee has becn referred the subject of wire transfers ,

. s . ° | - o
whether they have considerec the possibllity of enlarging
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the servicc at a charge?

The (alrmans: That matter has been wery carefully
considered, and Gvernor Strong's wishes have I®en consider
ed. This committee is to meet tomorrow morning. As a
matter of fact, as Chairman of the Leased Wire Committee,
I wrote a letter to the Chairman of the other committee,

telling him that we recognized that it was a very valuable

privilege, if some way could be found by which the service

could be offered, even by using the public wire, that
their committee ought to consider doing so and recommend-
ing that tlmt be done. Governor Fancher'g committee
is to make a report tomorrow morning.

ifir. Harrison: I mention it now in order that whateve.
action is taken will not be considered inconsistent with
further consideration of the matter by your committee,
Governor Fancher.

Governor Fancher: The matter will be up for con-
sideration by the Committee in the morning.

Governor Calkins: e probably have encountered
this problem to a greater extent than any other Federal
Reservé Bank, and unless the system is prepared to set up
and maintain a leased wire service sufficient to take care
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of the transfers of balances between Corporatiors, indi-
viduals and firms, it will be absolutely essential that it
be curtalled. This situation arose in our district: Ye
were svamped with telegrams of no importance to the extent
that the ones of great importance were excluded. hen
we represented the condition to the mewmber banks we asked
them if they would prefer to have usg curtail the sernv e,

or would they prefer tc have the risk presented of not

having important transfers made promptly. In every case

they amswered, obviously, that they would prefer to have
the service curtailed rather than run the risk of delay
in carrying out important transactions, Tt gAYy
vital ouestion with us. There are a great many agencles
on the Pacific Coast which desire to transfer balances to
New York and elsewhere very freauently, daily, some of
them, some of the  weekly, and some of them at irregular
inrtervals, and 1f we are to provide for that kind of teansi”
the leased wire ssrvi v111 have to be rultinlied indefini
because transactions of that natwre will increase 28 fast
as people become advised of the fact that they can carry

them out.

The Chairman: T thinit 1
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that action on this report, in accordance with the motion,
will not in any way pnrejudice the plan for constructive
suggestions from your committce,

Governor Fgncher: Let me read from your letter to
me, which bears on this:

IThe question of continuing the transfer privileges,
without any restrictions, provided we made a sultable ser-
vice charge back to mur member banks, has been considered.
Upon investigation, we are informed by Counsel for the
Federal Reserve Roard that under the terms of our leased
wire contract, we would mot be permitted to accept or
handle any class of business over the leased wires for

which a service charge would be made to memter banks,

The Leased Wire Committee, recognizing that the

provored restrictions will deorive member banks of a very
valuable service and one that has keen fully appreciated,
desires to sugezest to your Comnittee that consideration
be given to formulating a plan which would provide for
those classes of transfers, the elimination of which 1is
recomiended by the Leased “iire Committee's report. This
could ® accomplished by the use of comuercial ‘ires

through the medium of the Federal reserve banks at the
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expense of tle member banks,

In the opinion of the Leased “ire Uommittee, which
has today held a special session expressly to consider
this matter, such a plan is worthy of vour careful and
favorable consideration.

In relation to the same subject, the auestion has
arisen as to the justification of the continuance of our
policy of absorbing the cost of telegrams over commercial
wires, reouesting transfors to points within or “ithout
the district, and the cost of nessages over the commercial
wires advising the member bank in whose favor the transfer
has been madec, It was thought that this matter might also
properly be discussed by your Comwittee,™

Governor Harding: I am a member of the cormittee,
and before golng to the committee meeting tomorrow, I woulc

1ike to have some idea 2s to this proposition of Governor

L 3 a L -
Strongts of sending other i ssages at charge. ould that

meet the sltuatinn? As I understand it, the wire is al-
ready so badly congested that we are up against the oues-
tion of extension of it, and if we take certain other wires
at a charge, it is a cuestion ‘hether it will help the

situation.
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Mr, Harrison: I want to correct that inference.

He did not mean to make any specific recomendation. All
he wanted was to have Governor rfancher'!s comnittee can-
sider whether it would be advisable for us to enlarge

the vire service and then to charge transfers for indi-
viduals sufficient to cover the inc.:sased cost,

Governor Fancher: Bearing upon that point, this let-
ter says, "Upon investigation we are 1informed by Counsél
for the Federal Reserve Board that under the tarms of
our leased wire contract we would not be permitted to ac-
cent or handle any class of business over the leased wires
for which a service chaige would be macde to member ranks."

Goverrnor Calkins: No relief would t afforded by
sending messages ofer the commercial wires at cost.

The Chairwan: Yes, there would be. e could still
offer them a ionderful vprivilege that camnot be availed of
in any other way, I am sure.

Mro Harrlson: No express company or no telegraph

company would have the funds avallalle at the different

points that the Reserve system now has them avallable,

so that it is very possible that Governor Fancher's com-

mittee may work out a process vhereby these funds could
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be made avallable by telegraphic transfers over commercial
Mol el

The Chairman: e have a committee appointed, of
which Governor Fancher is chairman, that will hold a
meeting tomorrow morning, and something will result from
their deliberaticns; but I do not think that actlon on
this report will be in any way complicated. If it should
be, of course you can re verse yourselves. The motion is
on the adoption of the report as submitted.

Governor Calkins: Without recommendatlion?

The Chairman: “ith recowmendation for 1ts approval.
That motion has ®en seconded.

(The motion, having been duly seconded, was unani-
mously carried.)

The Chairman: It is understood that the motion ap-
proving the report also approves the supvlemental report

submitted by the Leased “wire Committee?

Governor Calkins: Yes sir.,

The Chalirmans Then it is unferstood that it
chuded,
We have what is known as the supplemental program,

under Topic I, (redit Transactions and Policies, sub-
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topics (d) and (e).
The first subtopilc 1is
(d) Amendment to Federal Reserve
Act to Permit Advances to lem-
ber Banks on their own Collater-
al Mtes secured by U. 8., Govern-
ment securities and drawn for
periods up to ninety days.
That is on the program for discussion by Cleveland.
Governor Fancher: Wr. Chairman, a2t a previous con-
ference, a year and a half ago, I brought this same topic
up for discussion and did not get very far with 1t. The
majority of Governors at that time did not see any great

necessity for it; %but it has tBen our observation in

the Cleveland District that one of the things to which the

small, medium sized banks object, is the matter of renew-

ing fifteen days notes secured by Govermment tords. I

do not think our experience is different from that of any
other of the Reserve banks. The auestion of btorrowing

oti a fifteen day note secured by Government bords is a con-
tinuous operation, if the bank cares to renew indefinitely.
It places in our portfolio what is classed as short paper

but which in effect is a continuous proposition, renewed

at the request of the korrowing member tank. It seems to
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us that one of the things that could be done that would
do as much good and encourage good feeling on the part of
our smaller member banks would be permission to btorrow for
a period not to exceed ninety days on Govermment securil-
L iea., e have fiduad in our wnk--- One day, re-
cerntly, we had 72 notes that matured on one day. They
vere renewed., We find in many cases that our smaller

member tenks have bought Government securities, subscrib-

ed to them originally, when the loans were completed, and

they keep them, and that is a corwenient way of borrowing
from us. We have the bornds plecged on the loans; they
are in our safekeeping department, and our member banks
£ipnd that a very convenient way of borrowing from

seemed to us if that amendment to the Act was had

would be something that would be pleasing to a certain
class of our member banks, who complain cuite bitrerly at
times of having to renew notes every fifteen days, when,
as a matter of fact, they are borrowing the money for
ninety days or four months and they knew that we are wil-
ling to continue renewals ind:finitely. They wonder why
we cannot take their mninety day notes. We find some casec
where the member bank would make 1ts note for ninety days,
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nass it to another member bank and rediscount it for the
second member kank, mwaking it a ninety day obligation.

The Chairman: Do you promise to renew the note
indefinitely?

o

Governor Fancher: we do not promise, but there 1s
no restriction imposed. They are renewed indefinitely.

The Chairman:  Governor Harding, under the original
Act, could paper of that kind be discounted at all at
the Federal reserve bank?

Governor Harding: Not under the original Act--- yes,
1t could, mtes and bonds of the United States, papers
secured by notes and tnds of the United States, but not
as a direct obligation of the member bank.

Governor Calkins: The fifteen-day note was a war

. emergency proposition and looked upon as such at the
time. It 1s ny own opinion that if we extend the eligi-
bliity of member bank notes to ninety days, secured by
Goverrment securities, we would De met by the demand that

they be made eligible for mninety days secured by customers

paper, instead of fifteen days, and I think both of those

expedients are highly undesirable, The purpose of the
Federal Reserve Act was to discount paper made for curren.
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purposes, and not to make loans. I am opposed to the
proposition, and would be much more 1n favor of having
the member bank note eliminated altogether. Probably the
time has rot arrived for that yet, mt I think it will ar-
rive in the comparatively near future,

The Chairman: I do mot agree with Governor Calklns
as to the situation that would develop if you allowed
a member bank ninety days on a note secured by eligible
bills.

Governor Calkins: e have wry little of that.
Very rarely we have a tank offer us notes secured by
recelvables.

The Chairman: On the ontrary we have a considerable
volume of member bank notes secured by paper against
which e hold excess collateral,

Governor McKinney: e have had the same experience.

The Chairman:s We would have more of that if 1t

wasn't for the stamp act. If it were not for the stamp
Act you would be called upon probably to accept more mem-
ber bank pronissory notes secured by bills receivable
than you are now.

Governor McKinney: I suppose in most cases you make
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the suggestion of additional collatera% yourself on the
fifteen day notes.

Governor Harding: The Federal Reserve Act has
always discriminated against notes and tonds of the United
States, Under the original Act that was the only form
of investment a bank could take, bonds or notes of the
United States. I do rot agree with Governor (alkins
that if the law should be amended so as to permit discount
of member banks! notes at ninety days, secured by Goverb-
ment bords and notes, that it would necessarily follow
that we would be importuned to extend it to other forms
of eligible paper. I do not think that at all.

G@vernor Galkins: I do ot think it is necessary
at all, but I think it would loglcally follow.

Governor Harding: I do not see the logic of it.

logical
Ak pealiy dere o {1 you

Mr. Harrison: Isn't
should extend the provision permitted an advance on

ninety day notes secured by commercial paper than there

e . =
would be on Government btonds? If you are going to follow

it out, there would be more loglt in permitting that than
with the govermnments. The tax rate on commercial paper

malkkes it almost prohibitive,---
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Governor Harding: But the fifteen day provision
was not a war measure at all, It was put in long before
the war, It went in for the convenience of the large
city banks. I think the national bank of comrerce of
New York was one of the banks cited in the discussion of
Gl I think the point was raised by lir. Alexander when
the rebates came in--~ he said they might not want the
accommodation for more than two or three days, because
most of the large banks borrow to settle their clearing
house balances,

Governor Seay: iMnd for convenience in handling the
reserve accounts.

Governor Harding: He ¢did not want to discount sixty
or ninety day paper and then get a rebate, and all that
sort of thing, and this aiendment was framed to permit
a fifteen day note on the direct obligation of the bank,
My recollection 1s wry qlear on tmt, as to the history
of 1it. It was not comnscted with war financirg at all.
TLater on in war financing, when a blll was before the
House, I think it was the “ays and Means Committee that

was hearing the matter, in considering the war revenue act

of 1917, which was intimately comnected with the sale of
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goverment bonds and notes, I suggested to that committee
that they exempt from the operation of the revenue stamp
tax mwtes secured by Liberty bonds that the banks sub-
scribed for, and they did that, and still do 1¢,
wt?

agovernor Seay: Yes.

Governor Harding: Does that practice stlll prewvwail?

Governor Fancher: Yes,

Governor Seay: It would be an undeniable convenience
to the member banks, and tc the member banks, but I be-

lieve there is one obiection to it on vrinciple.

mor< or less unfortunate, I think, that we should ® com-

pelled to make advances on notes secured by government
bends at all, ®mcause it is a survival of the bond-secured
currency in some degree, although of a different character,
If more difficulties are putin the way of making these
short time advances, I think it will be tetter for the
system, soundly speaking. what the Federal reserve

banks should discouns > is the licuid paper itself; 1t
should Econe possessed of the paper. .I cannot help feel-

ing that 1t would be unfortunate and would tend to develop

the idea of the acceptance of unliquid paper in the Federal
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reserve banks if we prolong the period of paper dilscount-
ed, secured by govermment bonds.

Governor Fancher: what difference does 1t make 1in
the 1liquidity as long as you indefinitely renew the
fifteen day note?

Governor Seay: T think it is a very good idea to

preserve this proposition that these discounts are made for

a short period only.

Governor Fancher: But in actual operation they are
renewed and we have ninety day money or four months money.

Governcer Seay: we do that, that is true.

Governor Fancher: Jany banks own government secur-
ities just for the purpose of keeping them in the Reserve
bank.

Goveruor Seay: they do, and I think that is
WIPONE.

Deputy Governor Case: It seems to me this whole
ouestion revolves around the point as to whether or not
this is important enough to go to Congreéss to ask for an
amendment to the Act.

Gevernor Fanchers: That is the idea I was getting

to, whether 1t was desirable to ask an amendment from
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Congress on the proposition.

Gowrnor Calkins: Ry the same argument that eligibil-
ity in this instance should be ertended to ninety days
because the banks are carrying the securities permanently,
1t should be extended to any kind. “we of course have all
kad cases in which the banks have carried paper of this
sort over a term of years, and we may as well go the whole
heg as to extent it ninety days, and say that member
bank notes secured by Govermment securities would be ell-
givle for an indefinite time.

Deputy Governor (ase: I have a wemorandum from our
loan department rather favoring the suggestion that we
¢onld carry 1t for'ninety days and citing the inconveniencc
and ammoyance and the work on the part of the member
banks and the reserve tanks; but they, however, stress

whelps ballel that sl f youare golng to extend 1% heo ninety

days, that 1t is important that ¥y should ertend that

privilege on to conmercial paper. But, persnnalliy,
rather than go to Congres - an amendment, I would rather
see the thing left where

Governor Biggs: Does this demand come from the small

banks ?
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Governor Fancher f.oom the smaller and medium sized
banks.

The Gairman: Is that enough discussion, Goverrnor
Fancher?

Governor PFancher: Yes, #r. Chalrman.

The Chairman: There is another topic on the supple-
mentary program submitted by Governor Fancher, and that
is I-(e)

Policy of Federal reserve banks in
considering paper of borrowers who
are included in groups consisting
of parent and subsidiary companies
and who 1ssuc consolidated state-
ments.

Governor Fancher: I have a memorandum on that whilch
I would like to read.

“Topilc I-J.- Credit statements of Holding Corpora-

tiorms was considered. The sub-comaittee appointed to

consider this topic filed its report with the Conference.

The Cmmittee consisted cf iessrs, Morris, Calkins and

Fancher.

Upon motion of Governor Seay, it was

"YOTED to adopt the report of the sub-committee, as
follows:

It is the opinion of the conference that where paper
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of a corporation which has allled, associated or subsid-
iary companies is offered for discount at a Federal Reserve
Bank, the mnk should require statements of such gkl leds
associated or subsidiary companies as of the same date,
unless the statement of the company whose paper 1s offer-
ed clearly indicates the ellgibllity and acceptability of
the paper; this orocedure to be adopted by the Fereral
reserve banks as promptly as 1is practicable.“

We have been erndeavoring to procure separate state-
ments of corcerns whose paper is offered tO us for redis-~
count on consolidated statements of the borrower whose
paper was offered. In some cases We have received separ-
ate statements of the parsnt company and its allied com-
panies, included in the consolidated statewents. In
other cases we have succeeded in getting supplementary
jnformation which has emabled us %o determine the accept-
abllity of the paper ., In some cases ¥e have not been
able to get separate statements oOr supplerentary informa-
tion which would emable us to make an intelligent analysis
of the condition of the borrower, Correspondence with

other Federal reserve banks indicates that they are ex-

periencing the same difficulties.
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sr. Morris of the Federal RZeserve Bank of New York
wrote me sone time a g stating that at their recuest one
of the large commercial naner brokers looked through his
accounts and told them that forty per cent of his accounts
were of large corporations vhich now issue cnly consoli-
dated statements,. He further stated that this is a falr
indication of the extent to which loans in general are
now being made on the strength of consolidated statements
and while this shows Yow important it is to correct the
practice, 1t also shows the imvortance of avoiding its
being done in a manner to create an upset condition by
rushing the matter too fast.

T have in mind one instance vhere a concern had
furnished us in 1922 with separate statements of the par-
ent company and i1ts allied companies in order to deter-
mine the eligibiiity of their paper but in 1P23 the separ-

ate statements vere not forthcoming. ‘e didé not ciscount

the paper dut we vere informed that some other Fereral

reserve bank had discounted the paper on the consolidated
statement. It is such circuistances which make spnarent
the desirablility of uniform action, as we are all well

aware that the borrowings of many large concerns are rot
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confined to any one district, and a bad reaction is the
result when paper is accepted in one dlstrict and refused
in another,

Tt has occur:ed to me that three or four months
prior to January 1, 1925, *hen most of the large concerns
fssue their amual statements, mtice by all Federal re-
serve banlts or by the Federal Reserve Board in behalf of
the Federal reserve banks, should be given that beginning

amy

with Jamuary 1, 1925, Fecderal Reserve Banks vwill reauire,
in connection with paver offered for recdiscount, separate
statements of borrowers who are included in groups-co
slsting of a parent company and subsidiary or allied com=-
panies, even though such torrowers have been in the hablt
of issuing consolidated statements, or at least that

the consolidated statement must be accompanied by suffi-
clent supplementary information regarding the borrower
and its allied companies to enable the Federal reserve
panks tc make an intelligent analysis of the financilal
condition of the torrower wrosé paper is offered and to

epnable the Federal reserve banks to determine both the

e1iglbility and the desirability of the paper offered.

That topic is trought up again because the banks do
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not seem to have any very fixed policy alout this matter.
It rather seemed to me that we ought to have some fixed
pelicy that would be pursued in all the banks, making
the date far enough in advance and then notifying these
companies what we would expect of them.

Governor Harding: Isn't that a function of the
Federal Reserve Roard to handle by regulation. I think
it is a wery good suggestion that notice be given some
tire 1in advance.

Governor Fancher: Yes.

The Gailrman: Are you aware to what extent this
policy has been worked out snd pursued?

Governor Fancher: Well, I have been in correspond-
ence with several of the other banks.

The Chalrman: There &re some places where 1t has
been difficult and almost impossible to get the informa-
tion hastily that applies to these corporations. I see

there is an excention hers, " here the statements of the

borrowing corporation itself clearly indicates eligibility, "

and so forth.

Governor Fancher: ‘'clearly indicates eligibility",
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The Chairman: And I assume the banks that have
been in touch with it have done something towards it.

@ vernor rancher: It does not seem that we are all
working along the same llnes. I think in some cases we
attempt to correct the situatiorn vith some bank and find
later that some other Federal reserve bank is talking that
paper and not asking for separate statements. We find
we are working at cross purposes with some of the other
banks.

Governor Seay: Wwith us this ouestion is one of the
very first magnitude. It is our practice, as far as we
can--- I do not say there are not exceptions--- to reaulre
separate stetements from the borrowing corporation; but

there are some very large corporations in the country

which are composed of such a nest of subsidiary companies

that it is next to attempting an Impossibllity to deter-
mine by any consoclidated statement what the liouidity of
the paper is, and sometimes what the integrity of the
paper is, and sooner of later the country 1s goling to come
up against a staggering loss on that account. I believe
it is a ouestion that ought to be considered and at a very

early date. I think there should be uniform action in
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the Federal 1 System, and that the System 1s the
one to take action. We have required of certain corpora-
tions which are not accustomed to furnishing statements
to their own banking institutions, which banking institu-
tions ear such relation to them tha2t they do nct feel
in a position to insist upon statements, and in sowe cases
we have required those companies to furnish us with separ-
ate statements, before we would handle thelr paper, and
we have succeeded in getting such statements, which were
not actually furnished to their own banks.

Governor Calkins: our practice has been to decline
to accept for rediscount paper that was mt supported

by the statement of the maker, whether the maker is a

subsidlary of some other corporation issuing a combined

statement or mnot. If they are rot willing to furnish
that information the paper i1s not accepted f rediscount.,
Governor Seay: That means the rorrowing corpora-
tLicn?
Governor Calkins:‘ Yes, There have been some excep-
tions where the paper was guaranteed by the parent
company .
Governor Fancher: e declined to take paper of a
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corporation without a statement, and we learned that the
paper was being discounted at that time and was in the
portfolio of amther reserve bank.

Governor Harding: The most effective way of hand-
ling this would be to have the Federal Reserve Board make
a regulation governing 1t. Then everybody is on notice.
That would strengthen the hands of the member banks in
many instances. I think some of them would be glad to
haye it done. You will recall there is a rule of prac-
tice among the Federal reserve banks not to re,
originating in the district of another Feceral
bank which is considered eligible by that other Federal
reserve bank,

Governor Harding: That could be cured by the Board's
regulation.

Governor oeay: Yes. That 1s the present oractilce.
Paper may bes offered to one Federal reserve bank whi eh,

accepted by the
Federsl reserve bank of that disftrict, and the Federal re-
serve bank of the distant district might not be able to

determine to its own satisfaction whether the paper was

good or not, and they would simply have to reiect the
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paper or accept i1t on the fact that the Federal reserve
bank of the distriect in which it was created accepted 1t
as eligible. That is not a good standard; that is not
a conclusive standard. It is certainly very strong evi-
dence, but it is not a conclusive standard.

Deputy Governor (Case:i Isn't there an eligibility
comnittee of the conference of Governors?

Governor (Callins: There i1s an eligibility committee
in each banl,

Governor Seay: It might be a very lmportant cues-
tion with the larger Ianks.

Deputy Governor (Case: e have an eligibility com-
mittee that is functioning constantly. I was under the
impression there was an eligibility committee of the con-
ference,

Governor Seay: No, the committee is in each bank,
committees in the separate htanks,

Deputy Governor (ase: It seems to me it might be

an excellent plan to appoint such & committee,

Governor Calkins: I do mot think so.
Go vernor Norris: It seems to me a regulation of

the Federal Reserve Board would be the better way.
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Governor Calkins: If you impose some obligation
on every bank to accept the findings of that commlttee,
that might not e desirable.

Governor Fancher: There does not seem to be unifor-
mity of practice; in other words, ve do not seem to be
working toward the same end. we endeavored to get state-
ments, nd then we find the paper 1is being discounted by
some other bank,

Governor Norris: Paper originating in your own

district or in other districts?

Governor Fancher: Originating in other districts,

Governor Norris: I thinls, since that report, we
have followed the practice of requiring these statements
as to paper originating in our atetrlete T As “ho paper
originating in other districts, where there is any doubt
about it, we ask the Federal reserve bank of that dis~
trict whether they consider the paper ellgible, and where
they have replied that they did, wé have acted on that
recommendation,

The Chairmans coverror PFancher, will you state the

previous action agaln?

Governor Fancher: is the report of the sub-




committee adopted at the conference last spring:

"7t 1s the opinion of the conference that where paper
of a corporation which has allied, assoclated or sub-
sidiary companies is offered for discount at a federal
reserve tank, the bank should require statements of
such allied, associated or subsidiary companies as of
the same date, unless the statement of the company whose
paper is offered clearly indicates the eligsibility and
acceptabllity of the paper; this procedure to be adopted
by the Federal reserve banks as promptly as is practic-
abe.,”

That was the action a year ag, in March.

Governor Seay: Was there a reference to some rul-
ing of the Board there?

governor Fancher: No .

Governor Norrils: T think we had the same idea then,

weigdoptedigt that time, there would be plenty of

botween then and the end cof the year for them to

arrangements sc as to get the statements in that

for the following year---
Deputy Governor (Case: We have made real progress

or that subject in our institution since that time.
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have noticed that corporations that are domiciled in our
district, that we have undertaken to follow up have suc-
ceeded in many instances in giving separate as well as
consolidated statements. It seems to me, however, if
there 1s going to be a ruling by the Federal Reserve Board,
that there ough: to be a long time limlt placed on it,
say to be effective a year hence, so as to give the cor-
porations ample time to mee t it and adjust their a mual
statements to the requirements of the Board.

Governor Norris: If we make the date January 1,
1925, don't you think that is plenty of time. That would
give them six wmonths.

Deputy Governor (ase: A great many companiles make
their statements as of December 31, but they do not
come out until April or May. I should think a year 1ls
mwt tco long.

The airmans There are a great many corporations
that are operating subsidiary corporations that would
be affected by this ruling, and they certainly should be
given time to adjust their affairs to meet 1it.

Gover ror Fancher: Don't vou think that if the Board

should get something out about the first of July, that




that would be ample time?

The Chairman: You mean next July?

Governor Fancher: Yes.

The Chairman: If July was fixed as the time limit
T do not think it would be sufficient. The annual state-
ments, of course, are not put out until the close of the
year, and it would be impossible to get those statements
out prior to February, at least.

Govermor (alkins: If notice is given before the
first of July and tle requirement lmposed as of Jaruary
1, 1925, that would be sufficient notice,

Governor Harding: May 1, 1925 would be sufficlent
notice as to the requirément golng into effect?

The Chairman: I should think so.

Governor Seay: If 1t applies to the statement as

1924, I should think so; but those state-

of December 31,

ments cannot be gotten out for somue considerabtle time, as
Mr., Case has saild.

Governor Calkins: T mean their statements as of
January 1, 1925, or December 31, 1924,

Deputy Governor (Case: During the past year my atten-

tion has beer called to one or two instances where there
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has been difficulty, but I think that we have made real
progress along this line and that we are moving along all
St ek v So far as I am concerned, I would be content to
leave the matter where it is. I agree with the other
gentlemen as to the importance of the matter, I think we
are making progress, but I think that each Federal Reserve
Bank can handle the concerns of 1ts own district,

Governor Fancher: I believe 1t would help if the
Board would get our a regulation fixing the date as far
as May 1, 1925,

The Chairman: Nr. Harrison, have you prepared a
motion with regard to this matter?

Mr. Harrison: ' Yes: That the Conference recommend
to the Federal Reserve Board that the Federal Roserve
Board amend regulation A, Series of 1923, by adding to

the end of Section 4 a paragraph providing, in substance

that in any case where the borrower has closely allied,

associated or subsidiary cowpanies, the statement therein
reguired should be accompanied by 2a separate statement of
such allied, associated or subsidiary company, it being
understood that this requirement should tecome effective

Mey 1, 1925.




(After further discussion:)

Governror Harding: Mr, Chairman, I would suggest
that the Secretary to the Conference draw up a resolution
covering this matter, that he present it to the conference
in the morning, so that the Conference may act upon it

then.

-

The Chairman: Without objection, that course wlll

be pursued,

(Whereupon, at 6:10 o'clock p. m., on motion, duly
seconded, the Conference adjourned until Tuesday, May 6,

1924, at 10 o'clock a. m.)
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