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JOINT CONFERENCE OF THE FEDERAL RESERVE

BOARD iITH THE GOVERNORS OF FIDERAL RESERVE

BANKS.

Wwashingbon, D« C., May 7, 1924,
11l otelock & I
The joint conference of the Federal Reserve Board
with the Governors of Federal reserve banks convened in
the hearing room, Federal Reserve Board, Treasury Build-
ing, Washington, D. C., May 7, 1924, at 11 o'clock a.m.
Present:
D. R. Crissinger, Governor, Federal Reserve Board
Bdmund Platt, Vice Governor, Federal Heserve Board,

Adolph C. Miller, ljember Federal Reserve Board

Charles S. Hamlin, Member Federal heserve Board

i

Gdward H. Cunningham, liember Federal Reserve Board.

v, P, G. Harding, Governor, Federal Reserve Bank of
Boston,

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

Geo. W. Morris, Governor Federal Reserve Bank of

Philadelphis,
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Te R. fFancher, Governor PFederal iHeserve Bank of
Cleveland

George J. Seay, Governor Federal Reserve

Richmond,

i
meserve

B. Y%ellborn, Governor Federal
Atlanta

B. ileDougal, Governor Federal Reserve
Chicago,

C. Blzgs, @vernor Federal Reserve Bank of 5t.
Louis

A. Young, Governor Federal Hgserve Zank of ¥in-
neapolis

J. Bailey, Governor Fesderal Reserve
Kansas City

T
i

A. “cKinney, Governor Pe. eral Reserve Bank of
Dallas,

U. CGCalltlins, Governor PFedciral Ressrve BRank of
5

PROC%<DINGS .

Governor #cDougal: Governor Crissinger, and members

of the Board, the conference has completed discussion of
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its program, including the several topics sub~itted by
the PFederal Reserve Roard which, I understood, you wished
us to discss and erpress views upon.

Taking up the Poard's topics first, 1, principles by
which the establishment of Federal Reserve Branch Banks
and their serviceabllity are to be tested, vhile there
were many opinions expressed, I think the consensus can
be summed up by stating that it was the gen ral belief
that the outstanding principle of imvortance would be
the cuestion of scrvice, and that here the parent bank
was in a position to render that service with respect to
currency, credit and transit matters particularly, render-
ing the service promptly, satisfactorily and adsouately,
that there were no good reasons for giving fawrahble
consideration to the establishment of Wanches; but that

on the contrary, where prompt and: satisfactory service

could mt be given from the parent tank, then the ouestion

of tranches became a nmatural and Drobver one for consider-
atlon, and that where corditions justified the estab-
1ishment of branches they should t® established, but not
pefore giveing careful consideration as ©o whether so-

called agencies, such :as have beeén established, would




answer the purposes, andm in the event they would, of
course the conference was in fawr of establishing agen-
cies.

Another topic submitted by the Board as the nuestion
of procedure followed hy the several reserve banks 1n
the matter of disposing of notary fees. After canvassing
the situation it developed that there were seven of the
banks who were having their work done on the outside,
and there were four having their work done on the inside,
that one bank was having its work done on the inside,
but was having returned to the bank what they termed
excess fees, which was a considerable percentage of the
fees involved. I do notthink we need go into parti-
culangs we can state that those banks having the woric
done on the inside were, I think in every case, doing
1t upon the advice of counsel, and doing it under condi-

tions which they believed involved no risk.

Meee Wi Ll ere Do I understand that the Roard's inter-

est in this matter is merely seeking information, or
so® reconriendation from the Governors as to how this
matter should best be handled? Have you any fisures

showing what the amount of mwtaries fees 1s, pzid out by
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the different banks?

Governor McDougal: Figures were mwt vresented or
referred to except by tvo banks. One was the Chicago Bank.
our fees run at the rate of about $29,000 per annum, with
respect of which we feel that we are making a saving of
the larger part by having the work done inside.

Deputy Governor Case: I thinlk the figures in the
matter haw already been supplied to the Federal Reserve
Bocard by each reserve bank.

Mr, Miller: Then my understanding 1s that the

conf erence has no recommendation to make on that subject

with a view of improving the existing situation and prac-

biee?

Governor McDougal: It has none, sir. If we had
brought 1t to a vote it would have been a divided vote.
Those who are having it done outside feel that that is
the best way for them to do 1t; ‘those vho are doing it
on the inside feel that they are safe. I will go alomg
briefly with these matters. I have no douht that some
of these cuestions will reouire further discussion.

Mr. Harrison has called wy attentlion to one matter

of importance, and that 1is that while we hadno figures
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to indicate the proportion of ltems that were protested
which were in amounts less thdn §$20--- was that it, MNr.
Harrison?

ifr. Harrison: Yes.

Governor lcDougal: =~-- that a committee was asked
to make an investigation and study of the situation amd
see what effect it would have if we raised our 1limit to
$20, instead of keeping it at 1O,

In regard to the matter of effecting arrangements
by which a member bank might te supolled with currency
requirements by a Federal Reserve Bank other than its own,
1t was considered that it would be objiectionable to enter
intc any policy of that sort as a general pollcy, but that
on the other hand 1ln cases of emergency such as have oc-
curred and will occur, and also with respect to certain

isolated towns or banks which happen to be geographically

located nearer to the Federal reserve bank outside of

the district than to its own Federal reserve bank, that

arrangements of that sort might proverly W effected.
Another cuestion was the consideration of the PFederal

Reserve Agents' report relating to the so-called Fulmer

Bill., That matter was considered very carefully and
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views of conclusions of the Agents! Committee were hear-
tily concurred in. Purthermore, it was considered from
the standpoint of the proposed smendments, and we felt
that those amendments made the bill still more unsatis-
factory and probably dangerous.

Governor Crissinger: %41l that be reduced to writ-
ing, the recommendations and report on that?

Governor McDougal:! That +1l11 come through in writ-
ing. Before going on now with respect to some of the
important matters discussed on the other program, we
understand very plainly now, through the resolution

recently adopted by the Federal Keserve Board, that with

respect to operating matters and to matters that were

treated by the conference here which did not reauire,

under the law, or did not require under regulations of
the Board, attention by the Board, that they will be
adopted and put into effect without any action by tle
Board, but at the same time we understand that the Board
will be fully informed and promptly informed with respect
to all actions taken, That, we believe, was embodled in
the resolution to which I have referred.

In regard to open market operations, the report of
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the committee was read, was approved, and is avallable
to the ‘Keserve Roard. ¢ was discusslon based on the
assumption that earnings might not be sufficlent to meet
expenses and dividend reouirements, and the matter was
submitted to the Conference as to those three points:
‘hether the Federal reserve banks under those clrcumstances
would be in favor of curtailing services, and incidentally,
of course, expenses; whether they would resort to open
market operations, or vwhether they would pay dividends out
of accumulated surplus.

The first choice of nine banks was 1in favor of
paying dividends out of surplus. The first choice of
three banks was 1n fawr of curtailing services. Two
banks were in favor of resorting to the open market,
very strongly in favor of it. I wmight say with regard to
that that other bhanks who voted on the matter reserved the
right and said that they might have to resort to op3n

market transactioms to protect themselves, but the state-

ments made I think clearly represent the result of the

canvass.

There were reports rendered by the cormittee on non-

cash collections, and by the leased wire comiittee. Bob
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of those reports are available and will be handed to the
Board at once. I can cowment on them, if you like, but
will postpone it for the moment.

The question of dlscount rates, the policy with re-
gard to discount rates, as discussed in the Federal Re-
serve Board's recent annual report, was considered and
the principles outlined therein were very strongly com-
nended.

In regard to Regulation J, it 1s the sense of the
Conference that the Governors' Standing (ommittee on Col-
lections be requested to confer with Mr. Wyatt, 1i agree-
able to him and to the Board, with respect to the draft
of a new regulation, It was the feeling that that mat-
ter should  attended to.

Wiith respect to the 'matter of counting currency in
transit as part of the reserve recuirements, seven of the
governors were opposed to it, five were in favor of 1%,
The ouestion of legality has been raised on the part of
counsel of several of the banks. I do not remember

whether it was the thought that 1t would be well to have

an expression from the Board's counsel in regard to that

or .not.
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¥r, Herrison: ere was no action taken on that,

q'wujhbﬁ}uuﬁaf‘vaernor rissinger's letter and blueprint analysing

1925 expensea recelived. The Governors made no esti-
mate of their expenses for 1924, They were not prepared
to do that, Governor Crissinger, but voted, or rather 1t
was the consensus of opinion, that all the banks are now
making every possible effort to promote economy and effi-
ciency, and that the Board's récorwenaation ¢ handed
on to the economy and efriciency committees, or vhatever
they may be termed, in each of the Federal reserve banks,
with instructions to give very carerful conslderationto
the same; and it is also recommended that each Federal
reserve bank gilve careful consideration to the aquestion
of establishing a tudget system, which is now in force
in at least two of the reserve banks and which now is
being auite productive of good results.

There were other roports submitted, copies of which
the board will recei%e promptly. There was a report
by the Committee on standardization of Supplies, on the
matter of 11fe and automobile insurance, on cost of secur-
ing credit information, and so forth.

with regard to. the cuestion of what, if anything,
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should be done to enlarge membership in the system, while
most of the banks revorted that they are attemoting no

.
active steps, or at least they were not conducting vigor-
ous campaigns to secure members, 1t was felt that it was
important to continue, where possible, to enlarge upon
the present program of educating the public, as well as
the banks, in the operations @d purposes of the reserve
system,

I am sorry that lir. Dawes 1s not here now. He attend-
ed one of our sessions, explained the predicament with
which he was confronted, and suggested that we glve con-
sideration to the matter of increasing the amount paid

for bank reports from $4.50 to $10. It was the general

view that these reports are most helpful to the Federal

reserve banks, and that the Federal reserve banks should,
wherever possible, cooperate in every possible way with
the Comptroller; but it was thought at the same time that
this matter should be first presented to the Federal
Reserve Poard, and if Fedcral Reserve Board felt
favworably inclined, that they advise the Fpgderal reserve
banks so that those banks could submlit the matter to their

own bhoards of directors.
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We also had a vist from Under Secretary ‘vinston,
who stated that his department was proceeding with a view
of practicing economy. He stated that at the beginnirng
of the next fiscal year the war savings organization would
be disbanded, and that the reimbursable expense would be
confined to the cost of handling new issues of certifi-
cates; that the appropriation for meeting those expenses
would be recduced from $270,000 to $20 000,

That report co ers, I think, the more important
matters which we have considered, some of which I have no
doubt will be discussed further.- - It was expected, Gover-
mwr Crissinger, that you and your associates on the Board
would probably want to go a little deeper into some of
these subjects, and in any event we would be glad to
have the Board take up with us any matters that they feel
like taking up with us at this time,

Mr, Hawlin: What was the zround of those banks

that took the position that they preferred to dip into the

surplus rather than investing in open market investments

to earn overhead and dividends?
Governor McDougal: Of those who spoke on the subject,

at least one, and I think verhaps others, felt that a
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surplus, whether it be the surplus of these corporations
or of corporations that are organized for profit, is estab-
lished for just such contingencies as this; that as
business goes along year after year we are liable to
have two or three years of harvest and we are liable to
have periods of famine, and that rather than resort to un-
natural means of stimulating earnings, that the Federal
reserve banks might do properly what other corporations
have done and what they are doing mow, vaylng terpor-
arily, at least, dividends fron surplus. ‘hile 1t was
wt put in exsctly this way, 1 think ‘it was the view of

all the banks, except possibly ore, that 1t would be very

much more desirable to pay dividends from surplus tham

it would be to pass a dividend.

Mr, Hamlin: But why would open market operations
be called unnatural operations? Tsn't that a legltimate
way in which banks may earn a dividend?

Governor McDougal: I regard it so, for myself:;
I have always felt that ay. “with regard to this matter
of enorwous expenses, we did not go into this expense with

our eyes shut. Jo went into it with tne understanding

that if it became recessary vwe had the open rarket to
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depend upon. Conditions have changed somewhat, influ-
ences have been lrought to ' ar, and the banks feel row
that they are not quite at liberty to exercise their own
Judguent with reyard to these things, because they are
acting in cooperation with each other and undertakirg to
handle the things in that way. “hen we offered these
voluntary services--- they were not asked for, they were
offered,-~-- I can remember very well that we looked for-
ward to a time when we would have lean earnings, and
whether or mot they all felt that way, I felt that they
would be taken care of by the very matter that you are
referring to now.

Governor Crissinger: Does the Act provide for accu-
mulated dividends?

Governor dMcDougals Yegsir,

Governor Crissinger: That would indicate that they
did not expect you to make money every year,

Deputy Governor (ase: There 1s one practical phase
of the subiect which it seems to me would be a direct
answer to CGovernor Hamlin's cuestion, wvhich has not been

alluded to yvet, and that is this: That while we have ac-

quired a portfolio of 235,000,000 of short governments
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since last December, ths earning assets of the twelve

banks have gone off 400,000,000, and personally I have

o

entertained in my own mind a doubt, if we were in fa

of going out and undertaking to acaquire a sufficient
amount of earning assets mow to cover all expenses, w he-
ther, as a practical matter, we could do 1t, because
there is a little recession and earning assets are natur-
ally sliding off; so that while we have bought 235,000,000
in govermment securities, which are available and can
be resold on the market, 1t has mot only not added any-
thing to our earning assets, but points mck to the fact
that earning assets have gone off 400,000,000, So as
a practical matter I do not believe it would be possibile
for the system as a whole to acauire four or five hundred
millions of additional earning assets without just
deliberately vouring money in and golng intc comnetition
with member banks and raising prices.

Governor icDougal: There isn't a doubt, ilr, Case,
that we all agree with you, but on the other hand we
have had opportunities--~- we have lost thewm for the time
being, but we will have them again, and advantage will be

taken of them when they come to lay in a back-log for
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this wery purpose, I think it should be done, but the
time certainly 1s not opportune now.

Vihcestpvernor  Pliataa You could not increase your

carning assets by going into the market without paying

off these rediscounts, if you have any. e only dla-
count that does not affect are those that are taking care
of certain banks that could not pay anvway. To try to
create earning assets by going into the market would do
no good,

Governor McDougal: That is at present.

Vice Governor Platt: You can buy two per cent
bonds which secure circulation, without having any effect,
and that is the only thing vou can buy. As a matter of
fact you ought to buy those henfver vou get a chance to
do - 1t,. Bt you donlt, 50 far as I can see. You only
take them in small arantities.

Governor ‘cDougal: But the market is almost bhare
of those. They are selling at a high premlum,

Mr. Hamling Do you uncerstand that were vou pour
money into the market 1t simply means that your discounts
fall off?

Gowrnor McIougal: Not recessarily.

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




2
Mr, Harlin: That has been the plea within the
two or three months, and I think money in circula-
has increased very largely---
Governor WcDougal: You are perhaps better informed

regard to that during the last three months than I

WMr, Hamlin: That 1s what our bulletin for April
pointed out,

Governor Mchougal: I think during the last two
or three months the actual money 1n circulation has in-
creased, but rot wery wmuch.

lr, Hamlin: If, in the past two or three months

this money pouring into circulation has increased the

amount but has not necesgarily ®en accompanied by a

a2 4 g L ;
reduction in the rediscounts, then could it not be that

-7 . . 3
the banks were simply Investing 1t and not expanding on

it?
Governor McDougal: If the Fed:ral Reserve System
were to go out today and undertale to put $100,000,00 0O

more in the market by acouiring a2 like amount of open

a

market investments it would have the effect of recducing

the direct discounts and maturing bankers acceptanceg-—--
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Governor Calkins: And of lowering the rate.
idr, Hamlin: But couldn't vou try it slowly to see
vhether that result would follow?

Deputy ‘Governor Camet Qur exwverience in the past six
months I think demonstrates that pretty clearly. I remem-
ber Governor Strong took this up in December. That was
at a time wvhen business was pretty active and the earning
assets of the system were nearly gl,300,000 ,000,
$1,297,000,000. He stated to the Board that in acomir-
ing these the earning assets of the system wou;d perhaps
ran up to thirteen or fourteen hundred million. The
facts are, as these figures show, that we have
$1,297,000,000 in earning assets on December,
#$847,000,000 or thereabouts in the latter part of April.
In the mean time we have about 235,000,000 in govern-
ments., The a rswer 1s there has b en less demand for

credit, the banks have been able to pay off and are now our

wldings of bankers acceptances have been very m-terially

rudeced. It seems to me that in a period of ouite busi-
ness it works automatically, and if we were to go out
row we would certainly cheapen the character of credit a

great deal and put the price of govermient securities up
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g.great deal higher,
e EHaml i, Lowering the discount rate would tend

to do that, too, wouldn't 1t?

Governor ~QgEss - Surely.

dir , Hamlin: In other words, if you lower the dis-
count rate, doesn't it go with that that you can go into
the open market, and 1f you raise the discount rate I
can see vhy vou might not want %o 20 into the open warket.

Depaby Governor U asesl I think we have got to be
governed by the actual exlsting conditiors at the time
that the Pate 1s lowered. Ag you kXnow, we just lowered
our rate in New York. The trend has been distinctly
lower, but it has had some slight tendency to further
cheapen money. It has béen reflected in the price of
bankers bills, short gover ments, cowrercial paper and
time loans, They have all been steadlly coming dovn.

Br. Hamlin: How have your ciscounts run?

Deputy Governor Case: Oour ciscounts since that
time have mt changed waterially. They have fluctuated.
on PFriday they went up a little, 30 6r 40 wmillion doglilaras,
and fell off Saturday and uonday.

s cHans Lo They are a little higher than they were




before?

Deputy Governor Case: They might be a trifle higher,
not rmch.,

Mr., Hamlin: H ow much would you have to btuy in the

-

open market, 1f it could be done successfully, to make
vour earnings for the year, about 90 milllon?

Deputy Governor (Case: 90 to- 100 mitlion; reoully

:,100,000,000.

fir. Hamlin: But you tgink that that could not be

2s a fact?

Governor (Caseée: I would ot éay e enuld not be
done. I think it might be done. T think it wonld be
very unwise. T think it would be very much ke tter ifwe
had been pursuing the polilcy of synchronizing with the
program suveested and laid down in thils tenth annual
report of the Hoard. It seems to me, just as Governor
iic Dougal has saild, that we are running through a lean
period, and it would & very much ¥ t-er to show the pub-

1ie that our earnings are going to be much less, ard 1t

would be wiser to dip into the surplus than 1t wonld be

to try to acquire $100,000,000 in additiomal earning

asgsets.,
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Vice Governor Platt: Dipping into the surplus
wouldn't amount to much, would it,with each bank?

Deputy Governor C(ase: No. There are 200,000,000
surplus and the total dip wouldn't exceed probably eight
or nine million out of the §$200,000,000,

Vice Governor Platt: What would it amount to in
your hank 1f you took the wlole thing out of surplus?

Deputy Governor Case: If we are $100,000,000 short
1t would amount to about p4,000,070.

Vice Governor Platt: It wouldn't be a big item
in the surplus of any one of the banks?

Deputy Governcr (aset No, very small.

Governor Calkins: Mir. Chairman, I mrely want to

call attention to the fact tkut the discussion that has

gone on here would seem to indicate that the discussion in
the Goverrors' Conference was on a different subject Tfron
that which we really discusscd. we dld not begin to
discuss the cuestlon of paying dividends from accumulated
surplus. Ve began to discuss this matter under the

topic suggested by myself in regard to open market trans-
actions, and the suggzestion was on the importance of

comucting open market operations, without considering
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the earnings of the reserve banks as a determining fac-
tor. That is a very different ocuestion from the oues-
tion here ,whether e glould dip into the reserves or aot.
I think 1t is obvious %o all of us that if tle reserve
bariks were in a position to go into the open market for
the simple purpcse of making earnings, that any effective
operation in the market or that any desired influence to
be exertad upon the market, would be completely lost.

In other words, with open merket operations carried on
exclusively for the purpose of maintaining earnings, it
would recessitate the banks buylng vhen they should ot
tuy and selling when they should not sell, and it would
be ineffective. Consecuently, open market operations

3

should rot be carried on with earnings as a determining

factor, but only as one factor., I think we have been
talking about amther subject, and as this matter is of

1S =

vital importance, it would be cdesirable to have 1t d
cussed from the point of wiew of the Board.
up. Hamlin: Is one of the reasors for not wmnting

to go into the open mariet a fear that you will disarrange

the Treasury opberations, Governor case?

Deputy Governor Case: Let me anawer that in this
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way: 'hen the committee's operations were started they
met and set a tentative amount to be acauired of
$100, 000, 000. “hen that was acouired they againmd a

meeting, and they thought it was advisalle to raise the

amount to $200,000,000, and that was done. More recently

1t was fixed at $250,000,000. Under that proposal we

acouired 235,000,000, At the last meeting of the com-
mittee, the under Secretary, who met with the committee,
said that the Treasury was interested in knowing the maxi-
rum amount that we had in mind, that these operations did
have an effect on Govermment securities, and that the
Treasury would like to know just what our program was,
and the fesling of the comnittee was, as expressed to

Mr, “Wiinston, that we ought to have as a minimum in the
neighborhood of 300,000,000 as an amount which would be
of sufficlent size and importance to be effective and
useful vhen the time arrived to use 1%.

Governor ithougal. That was irrespective of earn-

That $300,000,000 has

nothing to do with earnings at all.

B (sl e i ear S
Deputy Governor Case: Yes, irrespective of sarmning
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Governor cDougal: I would like to answer iir.
Hamlin's ouestion, if you will vermit me, by saying that
in my opinion consideration ofthe Treasuryfg policy has
been the most important single Influence in the matter
of determining our open market policy for a long period
of time, I think I amright about that,

Deputy Governor CGCasec: Yes.,

Governor dMcDougal: I havec some views on that sub-
Je ot I rever agreed with the Treasury when they felt
so greatly corcerned because we had vhat they considered
an excess amount of govermment securitics. Our expenses
are enormous, but they have been taken on with our eyes
opcn; the banks have offered services voluntarily, and
they have done it on the basis that they had a way of pro-
tecting themselves, and that was in the open market. I
agree heartily with wr, Case that this is not the time
to do it, but the time vill come, and when that time
does come all of the Federal reserve banks ought to lay
in, independent of those other funds, but just for a
specific purpose, a back log of governnent securities and

onen
other /market securities that are available, longer maturi-

ties, 1f you went, possibly equal to our combined capital
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and surplus, and lay them away. The amount involved
1s really inconsiderable. It is not material when you
compare it with the tremendous volume outstanding. I
think.the Pederal reserve system could very well, when
the opportunity offers, create a back log of that sor %
In volume equal to their capital and surplus, without
endangering their &ility to meet their obligations. I
think it was a mistake to let our govermment securilties
20 . I said so at the time. I think we all believe now
that it was a mistake to let the $650,000,000 in securi-
ties go when we did. Acceptanccs are the most desirable
open market securities that are available, I think they
are coming to the point row vhere they should go into
wider distribution‘in the hands of corporations and banks,
but we cannot always depend upon acceptances.

Vice Governor Plat®hs There is a time llkely to come
when we won't have any short time goverments, and you
will either have to byy bonds or acceptances.

Governor #McDougals I believe 1t will not be a ser-

jous matter for these banks to lay in a reasonable sup-

ply of longer mturilty goverment bonds,
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Mr, Miller: I wauld 1like to ask whether the
Conference has given any consideration to the general aues-
tion of open market policy for, we will say, the rest of
the year 1924, or until, at aﬁy rate, the autumn conference
has convened. Do I undcrstand that so far as the con-
fcrence is concerned thc present progemam of buying
#$250,000,000 of short term govermment paper is to be the
end of 1t. If so, that program presumably will be com-
pleted within the next few weeks,

Governor WieDougal: I do ot think that is under-
stodd definitely. The understanding now 1s that we are

working harmoniously. There 1s m indication at present

of any bank operating contrary to the operations of the

committee, The committeets efforts at present are to
/

be devoted exclusively, as and wheie cormitions make it
possible, to increasing this special fund. The fund is
ot within the control of the banks, but it 1s agreed
upon for a special purpose that we shall get the maximum
awount that has been spoken of, $250,000,000. Then as
time goes on, certain changes may make 1t necessary Lo
sove banks toavall themselves of their privilege, even

though it may ot be in harmony with the operations of
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the comittee, of golng into the open market for invest-
ent,

Deputy Governor Case: It would not take but a
mowment or two, and I think it would verhaps be well %o
have this report read,

Mr. Harrison: The report is as follows:

"Since the joint conference of Zovernors and agents
last November the Open marltet Investment Comaittee has
entered a new phase of 1ts activity iy recommending and
ca;rying through a cormon policy for the Federal Reserve
System in the purchase of govern ent securities for a
special investment account.

At the joint conference on November 12, 1923, the

chairman of the Open iarket Investment Comnittee recom-

mended the resunption of purchases of U. S* govermment

securities by the Federal Reserve Banks in the open market
in the event that business conditions proved fawvorable

to acouiring a portfolio. On December 12, 1923, the Open
Market Investment Committee met with the PFederal Reserve
Foard and a plan was formulated for tke purchase of

gover ment securities up to 100 million dollars, as far as

it could be done without disturbing the market for. such
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securities, and under the further condition that such
securities should be held for the 12 banks in a special
investment account and stould be subject to sale at the
direction of the Dederal Reserve Board. The participa-
tion of all 12 Federal reserve banks in this plan was
secured and purchases were made gradually up to 100 mil-
lion dollars. At meetin.s of the committee on January
14 and February 8 readjustments were recommended in the
maturities purchased and the authorized buying prices at
which purchases were made. Following the recommendation
of a meeting on February 25 the amount authorized to be
purchased for thils special investment account was increased
to 200 million dollard, and at a meeting on April 22 1%
was agaln increased to 250 million dollars. Total pur-
chases have amounted to 235 million dollars.

In the course of these operations decisions have
been reached on a number of points concerning the distri-

bution of securities between the reserve banks. The X~

perience of the committee nas led to the discouragement

of special purchases for individual banks, apart from

the regular allotments of purchases for the speclal in-
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vestment account, because of the serious interference
with the generdl program which was found to result from
such special purchases. In crkéer to meet the needs of
banks desiring larger amounts of holdings for the purpose

of maintaining the volume of their earning assets, redis-

tribution was in several instances secured to such banks

frowm the allotments of other banks, which were willing to
forego a part of their allotments. An accompanying
statement indicates the extent of such redistribution.
The same bprinciple has been applied to purchases and
allotments of bankers acceptancess

At the meeting of the committee on April 22, 1924,
it was recom ended that the buying rate on three months'
pills be recuced from 4-1/8 to 4 per cent, and the rate
on shorter bolls from 2 to 3-7/8 and 3-3/4 per cent, at the
option of the banks.

Results of Qperation: As a result of the purchas-
irg program a portfolio of 235 million dollars of govern-
ment securities has en acoulred, which wmay be sold %o
the market at any time that it seems wise. It is beliewved
that these securities have been acauired without affecting

unfavorably the general credit situation. In fact during
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the periocd when purchasing was going on, from the latter
part of December until tle present, the total earning
assets of the Federal Regserve System have declined approx-
imately 400,million dollars. Increases in holdings of
U. 8. securities have en more than offset by a recrease
of 200 million dollars in holdings of bhankers acceptances,
and of almost 400 million dollars in discounts and
advances, During the period there has been m stimula-
tion of stock exchange activity or higher cowmodlty
prices as a result of the purchases. In fact the observ-
able effects of the purchasing program have been largely
€onfined to the govermment securities market. During
the period of the operations of the committee there has
been a brisk demand for slort term gowernment securities,
due to the fact that the demand for funds to carry on
business operations has ten limited. A further influ-
ence making for generally easler woney corditions was

the continued inflow of gold from abroad at the rate of

mere than 1,million dollars a day. It 1is worthy of

note that the downward movement of the yield rates on short
term govermment securitiles has in the main been parallel

with the charges in rates for commercial paper, and the
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vields on Liberty nds. This would appear to indicate
that the downward movement of yleld rates for certificates
and notes has been due more largely to general conditiors
in the money markets than to the activities of this com-
mittee,

Future Program: Although purchases to the amount
of 250 million dollars have been asuthorized, ftle cormittee

has not been able to secure this full amount because oE

the scarcity of offerings of securities. The »nrospect

for the immediate future appears to be for still eamier
money conditions. Business has grown less active In

the past few weeks, gold imports continue at a rapid rate,
and the usual seasonal tendency at this time of year is
for lower rather than higher rates. Under these circum-
stances further purchases of government securities may be
difficult for some weeks to come.

It is clear that any further extension of purchases
for this account beyond the:250,000,000 now authorized,
should te carefully reviewed in the light of current
business and credit conditions ard the Treasury fiscal
program., But with the continuea influg of gold frow

abroad it should ® borne in mind continuously that the
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danger of credit and price inflation and a periocd of un-
due speculative activity is always present. One of the
best safeguards against any such danger 1is the possession
by the Federal reserve banks of a large portfolio of
readily salable securities. Such a portfolio should be
obtained, however, without emcouraging the very specula-
tion which the portfolio is designed to combat, and with-
out affecting injuriously the market for goverment
gecurities.

Vice Governor Platt: Is it to be cxpected with
some of the western reserve banks that their fall demands
will relieve the situation somewhat?

governor McDougal: We camot depend upon the fall
demand in the cvpectation that it will take the place
of a reasonable amount of earning assets.

Vice Pverror Platt: Tould the western reserve
banks have a large amount of paper, and if a demand
comes that can ship that paper out te the other banks---

Governor lMcTougal: (Interrupting) ur. Case, 1
think I am right in stating that the acceptances now held
by the system will be reduced very rapidly, will they

not?

Deputy Governor (ase: They are running off wery
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rapidly now. This folder shows that while we hade
336 million acceptances on December 26, on April 23 it
was down to 140 million, and it is very mterially below
that now, so that 200 million bankers acceptances haverun
off in the last four months.

Governor Mciougal: And the others are going at
the rate of a million a day, approximately, at the present
time,

Vice Governor Platt: Has the conference taken into
consideration what effect the reduction in taxatlon may
have? The Goverment has put 302,000,000 into the market
during the past year, a considerablc portion of 1t to
neet tax payments, and if the reduction goes through that
won't be done any longer, and it may be the other way.
Wouldn't that make a difference?

Governor ic Dougal: That has not been considered.

Vice Governor Platt: I think if they f&d into the
market $300,000,000 in addition to the sinking fund, that
it would be arite an item.

Deputy Governor Case: In addition to the sinking

fund there are the Rritish payments approximately $200,000

.OOO, and the Treasury has a surplus fund which may amount
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to 250 or 300 milllon---

Vice Governcr Platt: About 300 million has leen
paid into the wmarket on September 15, December 15, and
March 15 of each year,

Deputy Governor Case: They have that surplus, and
together with the British payments they have pretty near-
1y enough, as I understand it, to pay off the June 15th
maturities without recourse to the market.

JJice Governor Platt : If this tax bill goes
through, or some kind of tax reduction goes through, those
payments won't be made in the future, and it is golng to

make considerable difference.

Deputy Governor GCase: " There will be 250 million

or thereabouts which is provided for feor the sinking fund.

Viee Governor Platt: The sinking fund will con -
tinue and also the British payments, but in addition to
that there has been 300,000,000 put intc the market
right along. .

Mr. Miller: S uppose you put 50 or 100 million
dollars into the open market next month, or, in the next
two weeks, and what would happen in respect of the New

York banks, tir.Case?
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Deputy Governor Case: The New York banks are prac-
tically all out of debt. when I say that I do not mean
that the Bank of Comrerce or the Bankers'! Trust Ucmpany
or some other large company may not come in in July for
$10,000,000 or ©$20,000,000, but I mean they are practical-
1y all out of debt now, and are actively seeking outlets
for their money, and as L view it , if we were to do that
at this time, it would be clearly in direct competition
with them, and our combined efforts to invest funds,
our efforts and thelr efforts to go out and buy--- and
we would rot be so careful as r-gards price, and we need
not ®, perhaps as they should ® ~-- would materially
further cheapen open market rates, and I cannot help
feeling would be au unfortunate thing to do. It
would lay up open perhaps to considerable criticlsm.

wr. Miller: “hy do you think that would be an ob-

jectionable thing? I assume that the New York banlzs

would buy essentially the same type of securities that
you would muy.
Deputy Governor Case: Yes.

ML Miilern: Then they would go in for earnings and

ala0 for eXpensesy —=
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Deputy Governcr (Casé:t The only reason I would ses,
Dr. Miller, is that we have got to live with those fel-
lows in New Yorlk.

Mr, Miller: And of course they have got to live

you.,

Deputy Governor Case: ¥es; that ls true., If it were
believed to be the Sorrect thing to do, and something
that ought to be done, of course we could do it. But
experience has shown that while we can control the pur-
chase of government securities, we have no control over
the reduction in rediscounts, or, as a matbter of fact,
over msmring bills, unless there too we take them away
from the prospective uyers now. I learned yesterday
that the dealers were paying 5~5/4 or thereabouts in buy-
ing bankers accaptances and there was a very great demand

for them, and they were selling fthem in the market at

-

around 3-1/2 with an insufficient supply, so that, as 1

see it, while we would buy fifty millions in govermments,

it would actually mt increase our earning assets. I
hink it would merely be a shifting.
M. Miller: Suppose you went up to 100 million

and then to 150 million. Then it would increase the earn-
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ing assets of the banks. In the first place 1t would
take out of the reserva banks “hatever there is there
in the way of reiiscounts, but after that point you do
add to your actual earning assets by purchasing. You
haventt made clear to me just what the objirctlion to that
procedure is, except that your banks wouldn't like 1t.

Deputy Governor (Cases And except that you are
driving money toward a two per cent rate.

e, #ller: Of course we drive it toward a two
per eent rate. Wwe drove it towards the two per cent
rate when the discount rate was lowered from 4-1/2 to
4, 4 is nearer 2 than 4-1/2. You do not mean by
that that money would be 2 per cent in New York?

Deputy Governer Gase: I think if were to put out
$150,000,000 that it would go very low indeed.

Wir . Hamlin: at is, if you did it over mnight.

Deputy Governor (ase: Towasnlethl hlciofitdedlny T

over night. w:is thinking ir we were to do 1t over a

period of thirty to sixty days, that with the present trend

of the mrket te lowepr-—--

¥r. Miller: Call woney might go to two per cent?

Deputy Governor Case: No. I am thinking of open
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market paper. Here 1s what I mean; sShort term govern-
ments and Treasury certificates due June 15 are row auoted
on a 2-3/4 basis.

Hr.-Mlllers Yes.

Deputy Governor Case: And that is short term money.

Hr. Mliller: Yes.

Deputy Governor Case: You let us go out and under-
take to collect 100 or 150 million more of them and you
would find the certificates quoted at two per cent.

Mr, Millers® Surely.

Deputy Goveruor Case: 4ind with a correspondling
reduction all along the line. I have a feeling that with
the Treasury operations coming along it might unduly ac-
centuate a rise in price of govermments and would create
a rather artificial position for them if thet were to
be done in the next wmonth or six weeks, so they would
have an artificial mrket in which to float the new issue.

Hr, Hamlin: a hundred million would take care of

your bank all right, would 1t rot?

Deputy Governor Case: You mean additional earning

assets?

Mr. Hamlin: In addition to the 100 million, if you
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keep the 50 million discounts.

Deputy Governor (ase: If we should acquire a hundred
million more, yes, but for the system as a whole it re-
guires 300 million npre. e are ~just aboutoa thind,

300 million more would be necessary if you want to acquire
emough to cover the expenses of all the banks,

dr, Miller: Suppose we did not have the Treasury
to consider, what objection do you see to going right
straight ahead and adding earning assets, not at a rate
that would demoralize the short term mondy wmmrket, as
presumably you would have some cffect there in lowering

the rate until a new demand for money comes out of trade

conditions, but vhat objection would there he to a pro-

cedure of that Kind?
Deputy Covernor mse: wWwell, I feel this way about

it, that the Feceral Reserve Ranks hold themselves out
more or less as stabilizers of money corditions, and at

time like this, when there 1s apparently a slight reces-
sion in siness, and certainly & mnarked decrease in demand
for comnercial credit, so that our anks being out of
debt are forced to go into the open market, it seems to
me that we would be doing violence to that principle, that
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we are trying to keep things falrly stabilized, and
would certainly, ag it these short open market instru-
ments, drive them, in yield, down to a very low basis,
and I think such a course would be improper.

Mr, Miller: Suppose we haw the present influz of
gold continuing rnot only through the rest of this yea r,
but into the year 1925, where is the reserve system gding
to be?

Deputy Governor Case: It 1s gzoing to be wery easy,
there is no doubt abut that.

kire Miller: Very easy; but -vhat point of contact
are you going to have with the market? ¥ hen is ood
policy to try to increase the ortact with t

if you articipate a constant influx of gold?

Deputy Governor (ase: Dr. Miller, of course I can

only express my ovn Dersonal owninion, tbut let me express
e din s s wargd If this 1l&ttle recession in business
is of a temporary character, and this autumn we may see
business picking up agsin, particularly if the political
situation has cleared up to some &xtent, it seems to ™

if there was a substantial demand for credit dncthe commer=

cial banks at that time they would m turally begin to
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part with some of their govermments, and it might be an
opportune time for us fo increase our portfolios and take
them over as the banks are turning some of them out; but
at a time like this, speaking for New York, where our
benks owe us practically mothing, and they are going into
the market, it does rot seem to me that 1t would t desir-
able for tle Federal reserve banks to go in. I would rathe:
wait for the reverse situatlon.

Mr. Miller: would vou rather begin to accummlate
at a time when the markct is active, when you might pos-
sibly be unduly adding to the amount of money in the market
used more or less for speculative activities, or would
you rather go in and acouire at a time when things are
dull and no adverse affects are to be anticipated, and

induce your member kanks to do practically the same t hing

by forcing the discounts out of the reserve banks.

Vice Governor Platt: souldn't you have a stablliz-
ing effect by doing Just that, rather than taking in
securities when the warket is active--- rather than buying
when things are low---

Mr. Miller (Interposing): I think that depends,

Governor Platt, on the period of time in which the stabll-
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ileirng effect. ls exerted., If you loock ahead a period of
two or three years instead of dlx %o nine months, you
have a different situation. If we pursue a short-sighted
policy we are likely to do it at the expense of the real
interests of the counbry,

Vice Governor Platt: Has the lowvering of the inter-
est rate had any effect on the gold imports? Presumably
if interest rates were low enough the gold imports would
SEOD

Deputy Governor Case: Under existing conditions,
certainlv. Up to the present time we have not observed
any slowing down of gold lmports as the result of lower
interest rates. Governor MNorris just made an interesting

o

observation with regard to that suggestion, and I think
it might be interesting for him to speak of 1t.

Governor Norris: I me rely asked wr,Case to call

attention to the fact that if we pursue a policy that is

going to drive our all of our four or four and a half

percent discounts and substitute two and two and a half
per cent paper for 1it, that we have got to have twice as
much of that paper to glve us the same earnings that we

are getting from our present investment.
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Hr. Mlller: But they do mot jump from 4-1/2 %o

2 per cent,

Governor Norris: I am not speaking of a jump. I
am speaking of the present market,

Mr. illler: As you put money in there will be a
terdency for rates to soften, tut there is a good deal of
resistence to the softenim of rates in the market.: You
probably would find if you go ahead over a perliod of six
weeks or two months and purchase a hundred and fifty wmil-
lions of investments to add to vour portfolios, that is,
for the system as a vhole, you would do it without any
pronounced softening of rates at any point, and with no
very warket decline over the whole perlod of six weeks.
You might get down, we will say, from an average of four
or a little less than four on certaln types of open market
paper to three and a half.

Cover nor Norris: I am not spsaking of a general
reduction in rates. I am speaking of a substitution of
short time goverrment otligations for discounts. r., Case
called attention a few moments ag to the fact that June
certificates were selling now on a 2-3/4 basis.

Mr, Miller: I think what he sald has no value for
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argumentative purposes. Dontt take June 15, but let
us take 1926 and 1927 maturities.

Governor lNorris: The lon«er maturities are selling
on a four per cent basis.

Mr, Miller: If vou think that by purchasing
150 million in the course of two months that you will
bring those down to even a three and a half lasis---
not think you would anywhere near dc+ 1it. Id you got
it down to 3-7/8 or 3-3/4 I should think that was pretyy
extrem ag an effect on rates in 2 market where there are
some six or seven billionsof short time paper cfloating.
150 million von't do it. .e ought not to predicate
our discussion upon extremcs. If you entered upon
that policy @nd found, for instance, that the purchase did
weaken the rates very materially, you would have to recon-
sider 1it. I am asking this cuestion hecause I think

the Federal Reserve System has taken a very short look

into the future, vhere it ought to be taking a long look.

To my mind, when vou take a long look and know that
what confronts us is the probablility of a contimed in-
fiux of gold, and the banking situation of the countryils

outside the reach of the system, it means, I think, that
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In times of aquietness you have got to consider whether
the opportunity is a suitable one to lay in something
that will enable us at a later time to get in touch with
the situation,

For instance, I camot agree with d¥Mr. McDougal that
the system mde a mistakc in letting the open market vort-
folio run off five or six hundred million. It bturned out
to be a piec: of rather good furtune that we had something
that we could let out to the amount of rfive or six
kundred millions at a time when business was beginning
to get speeded up wery consideratly, and I anticipate that
within the next year or year and a half we will have a
gituation in which 250 miliion in goverment sccurities
will have alout as nuch restraining influence upon the
bulge of credit as a snowball would have in Hades--~ just
akbout as much chance, iy mind is workin: toward this:

whether we should not go ahead and, vwherever we can do

1t without anything approaching demoralization,of market

conditions, do it, auite irrespcctive of vhether the mem-

. . a - : - ) b o Y
ber banks like it or mt; go in and buy governmentus, not

1926

of June 15, 1924 maturities, tut later maturities,
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or 1927, adding, adding and adding at a time when you have
no worse eff sn diminishing the rate at which me mber
banks have got to go out in the big centers and look for
business, and in the meantire having something that you
can sell when you finally get intc 2 situation where you

have got to restrain the market.

Governor ilcDougal: You will remenber that whether

Ar not we made a mistake in disposing of our large hold-
ings of goverrment securities, that the most important
influence in that was the pressure of the Treasury Depart-
ment, urging us to let them go. We let them g0 very
reluctantly. The Chicago bank was the last one. When

I came to “ashington I was told that we were the last.

We finally let them go. e are discussing this matter
now, ir, Case, from two angles, vhereas it ought to bedis-
cussed from the first standpoint, which has to do with the
special investment Ifund, Now, the special investment
fund was corc eived for the express purpose of exercising
an influence over open mérﬁy market rates. It was dis~
tinctly urd erstood that the purchased we were making were
made for tle vurpose of putting ourselves in a position

to supply to the market short time govermuent sepurities
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when there was demand for them, and also be prepared to

buy in the market when they : ere lagging. That was the
motive, I think. Now, then, comiliticns are not favorable
at the vresent time for increasing our imsinems holdings

in that fund, and if we should undertake to do it, we vould
be working in just the opposite direction.

h y do you sé&y corditions are not favor-

Governor kic ougal: Because, as a matter of fact,
if ve put money out now we are putting mney into the marke
when we ought to be dolng the reverse.

pr , Miller: %hy should you?

Governor HHeDougal: That 1s the basis of the assump-
tion---

Mr. Miller But let us not proceed on agsumptions.

Governor HMcboug I,et me finish, please. From the

1

standpolint of eernings 1 a very different matter. 'ie
hav not been permitted, 1n our ¢iscussion, to comnsider
this from the double tarreled standpoint. We have been
urd er the impression that from the standpoint of the

! T impress] i n the Standpoint
Treasury, and my ovn impression 1s from the Standpoln

3 3 17 1 A 1 T <7 Aaht e
of the Federal Reserve Bard, that it would be inac visaple
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for us to accumulate a portfolio of bills for our own

purpoOsEs.
Mr. tiller: i ght. Now, proceed
you think is the md er £ oty policy
Governor cDougal: “hether the effect
whether it would be the reverse, I am speaking now on the

basis of the assumption that the inciple involved in

the establishment of the special furd was a sound one .

Governor lcDougals That is, that we be prevared to
take out of the market securcities when securities were
dragging--- they are not doing that now--- and to supply
to the market govermment securities when there was an over-
abundance of idle money, which cor ition prevails at tho
present moment. If we should be doing anyvthing with
the fund, i would rot be out of line +ith our policy to
be feeding our securities

Deputy Governor (Case: think if we had probably
a billion dollars of goverments we would be considrring
doing just that thing, perhaps, letting thewm go.

#r, Hamlin: ould vou have lowered the rate?
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Deputy G overnor Case: If we had had such a port-

o

folio we perhaps would rot have considered lowering
the rate.
wir, wlller: I presune we are all referring to genera.
principles, those laild down in the open market resolu-
tion, that operations were to be determined primarily
with reference to c.edit and money conditiors. I
think ~hat we are concerned with here is toO find out what
there 1s in the prescont situation that indicates the
course of application or operation on that principle.
The most important thing that we have O, in my mind,
take cognizance of in this situation is that, whoever 1s
or whatever is doing i1t, we have a very strong
competitor for the control of the American money market;
that whoever is responsible for the continued shipments
of gold here is playing against the hand of the Federal
vhieh constitutes to my mind a very dif-

extremely delicate, and perhaps impossible situa-

get ahead of. But we have got to try

i

tion for us to

to get ahead of 1t. e have either got to take a chance

or slowly drift. You cammot help but sense the situation

o

i aQ

that, with a million dollars of gold flowing into this
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country from day to da¥y, wilth the average ratefor this
year considerably in advance of the rate for last year,
$350,000,000 in the last twelve months, we have a prob-

L

lem of different dimensiors, one calling for different
technioue, far less certain in its indications than was
true a year or a year and & half ag. T have not been
able to see anything with any degree of clarity, but

T have not been able, on the other hand, to see any course
that 1s open to less objection than the one that means
going into the wmarket whenever you can do it without de=~
moralizing, even the market for money, and loading u» with
something with which you can play later on when we want

to excrcise a restraining influence. If this present
thing keeps up, instead of having earning assets for the
system as a whole of metween 800 and 900 million, we will
be down to 500 million, and our experience, MU o o g

the year 1923, has pretiy thoroughly demonstrated that wit’

but 200 williorn--- 1923 demonstrated that we needed ap-

roximately 500 million--- and with a volume of open mar-

ket holdings approximating that amount yvou can, 1if you
judiciously time your sales, exerclse enough of a re=-

straining and corrective snfluence unon the market as to
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give to 1t a 1little more serlous tone. if you gebt up
against a situation such as we had in 1923, and I antici-
pate before 1925 has run 1ts coursc, we will be up against
a very much more serious ore,; Wwe have something then that
we can properly talk of in terms of inflation, We might,
by a well paralleled discount and open market policy, be
able to do something, whereas, if we move along mow, with
total holdings of say 250 to 300 milllons, we are going

to find ourselves in a position where we are absolutely
high and dry before the next two or three years are gone
o So that in my application, Governor MecDougal, of
the principles which have been lald down, I am thinking
of a period that runs far beycnd the next six months

gro thelyeor 1924; and for that reason I am eager to get
light on what harm or what injury or what objection any
of you think can be urged against a bolder policy of
acquiring a portfolio in the open market of investments

at the present time, that may run up fifty per cent or

maybe a hundred per cent more than what you have set as

your 1limit? The only thing that has been brought out

“heen that brought oub by Hr. Case, that the
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m ember banks would not like it and that it might pos-
sibly force down the buying rate on Trcasury securities,
to their disadvantage.

7=

Deputy Governor (ase: I am quite sure the Treamry
would ot like it at the present time. I think I am
gorrect in that,

The Treasury vould rot like it, prob-

ably, but after all a course of action or a policy can
not be precicated on the assumption that 1t is goling to
be 100 per cent good, that it is utterly free from some
kind of objection. % ¢ have got to balance these factors.

®»vernor Crissinger: Are we to understand that this
gold that is coming from abroad 1s coming for the purpose
of controlling the money market, or is it coming to pay
debts here.

Leputy Governor (ase: It is coming because this is
the cheapest place to sell it and the securest place to
have 1t.

Vice Goverror Platt: But isn't the whole currcnt
of gold imports likely to turn agsinst us any ninute?

The balance of trade does ‘ 3em in our favor

when vou consider all the ms, all the invisilhle items.
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People buy Arerican securities a wroad in order to have
something that does not fluctuate, but how long are t hey

going to do that? It ls probable that the current of

g0ld imports may turn during the course of the year, or

at least possible.

Mr. Miller: There is that posslbility, but there
is nothing in the future that indicates any change in
the mental outlook of Turope that the United States is a
good place in whicn to have the gold, first, mecause you
can get a return on 1t, and secondly, because you can al-
ways get your gold. we ought mt to overlook the fact
that che figures indicate that Great Britain 1s steadily
going ahead and buying American securities, that is, the
private investérs are steadily going ahead an® buying
American securities,

Vice Governor Platt: The gold is coming to this
country hecause of the purchase of American securlties and
not tecause of any trade reasons. The trade reasons are
all against it; 1t ought to be going the other way, 1%
seems to me.

Governor iebougal: Do I understand that your views

Fag

as expressed are influenced somevhat by the need ol earnin
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for the Federal reserve anks?
e e Not at all. I am not thindin-:
sarnings at all.
Governor lchougal- You are ot thinking in

of earnings?

Governor iebougal: I should li%e again to go or
record as being in favor of laying supply of suc h
securities, .overmment bords, 1f they are the only securiti
available, hen the timc is opporcune, for earning pur-

and I believe that the system should do it, a plan
and policy which has héretofore been dlscouraged, I think

by the Federal Reserve Board, and certalnly by the Treasury.

Vice G overnor Platt: If the system had operated

as 1t was intended to operate wvhen the bill was passed

1t vould mv have 250 willlion of 3 per cent govermment

securities taken in place of the onds to secure circula-
tion, and we wouldn't have anv ouestion of sarning assets
befoire us today. The only reason you have it is lmcause
vou have rot done that. If vou hid taken ¢25,0ﬁogooo a
year in ten years it vould have ampunted to 2250, 000, 000

and the banks would have had to come to you to get cur-
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Deputy Governor Case: In that connection, there
are aut 120,000,000 or therabouts, as I recall it, of
these tonds to secure circulation that the Treasury will
redeem next year, or may redeem next year; of course,
I camot say what the Treasury will do about it. I had
some talk with #4r° Gilbert about it and I know he was very
mich in sympathy with retiring those, and that, of course,
would accomplish precisely the same thing.

Governor Platt: That would help a lot,

Governor (Case: It would, yes.
Have you ever thought of this as a pos-

sible rough guiding principle: That 1s, gauging your

purchases of open market securities by the influx of gold

at a time when there is nothing in the offing that indi~
cates that the influx of gold is stimulating sveculative
activity or price, sn that you would at least be mate h-
ing the potential power of that new gold, and you have

got something which later on, ~hencver the gold becomes
active, you can in a measure counter actit with. If your
gold stops coming in the course of a year, unless you

haw a changed condition, you might readily say that
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the imvisible enemy, so to speak, is gone, but as long
as the gold comes in. the great problem before
reserve system is going tn be to cevise ways and muea
by which they can waintain somwe kind of contact with the
future market, and to be in a position %o maintain that,
you have got to be in the sxisting market. I camot see,
under existing circumstances, what harm would result from
that procedure, except in the weakening of rates and pos-
sible overstimulation of buying in the Goverment securi-
ties market. I think thnse are all things to be considerec
in the application of a policy from week to week and are
nf importance as operating matters, but I do mt think
they touch the essential nrineiples, upon which my mind
is set, as to what the open market policy shall be tased
upon a2t the present tinme.

Governor McDougal: Governor Crissinger, we will be
very glad to hear from you on this subiect, or any other
ma tter.

Governor Crissinger: T am just listening to this.

Mr, Hamlin: I think Dr. Miller has expre

views.,

yir, Cunninghams: I, too, am just listening.
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Vice Governor Platt: I am a little doubtful about
buying more govermment .securities at the present time .

Depucty Gov-rnor (Case: I think in our d¢iscussion of
this yesrerday it was pretty gensrally the feeling of the
G overnors that it was wery much to be regreted that we
did not have, as e had a year or so ag, a vortfolin of
500 million dollars, instead of what we have at the present
tine, I know that our banks have been considering
pretty actively for the past three or four weeks the
cuestion of recucing our discount rate, in order that our
rate might more clearly and more nearly reflect the
actual mney conditions in the financlal centers.
have been selling around 3-3/4 and 4 per ccnt and siort

tive govermments are offered as low as three

and up to four or thereabouts, In discussing i1t we had

the prograin recom.snded by che Open iarket Investment
mittee of increasing our purchased, and I think they
should do that perhaps in advance of the
.hen we ralsed our rate, and not proceed to lower
the rate and then also jump in and buy. =yl onnr
directors had cuite that feeling in mind. I do think

that Dr. ifiller saild about the gold is an important mat-
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ter. it is wry creditable to the system and
the banks and vl2 commercial interests of the courtry ,
that tlus far what gold has come 1in has hardly had any

way of putting prices up or encouraging
speculation, In other woras, there is a great plethora
of credit, and there is mno stimulation of prices, they
have receded somewhat, rather than going up. I think that
is a very creditable performance for the country as a
whole. There is one thing clear, as a result of 1920,
that both the business men and the banks are gun shy,
and are going to be wry careful not to get into the
jam that they got in%to in 1920.

Governor seay: Might ask the members of the Board
if they have any considered opinion upen the topics which
they have proposed to the Governors for discussion, of
which they can give the Governors the benefit. For
instance, topic No, 1, Principles by which the establlsh-
ment of Branch Banks may be tested,"

Governor sMcDougal:  we would be glad to hear from

dovernor Crissinger or from any other member of the Board

with regard to that subjiect, or with reard to any of

these subjects,
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Governor Crissingen awzqf the opinion that
there isntt any rule by which you can show that they
ought to establish hranches. I think there ought to be
some rule by which we could disestablish Federal reserve
bank branches instead of establishing more of them.

Vice Governor Platt: I do not understand that there
are any pending applications for ranches that the banks
favor very much.

Governor McDeougal:d Not to my knowledge.

Vice Governor Piatt: I do mt think the Board is
in favor of any that it has heard of.

G overnor icDcugals It dis a2 question ol principle,

which should be the guiding factor, it seems to me, in

determining that question,

Mre Miller: I think when a branch or vhen the banks
within the territory assigned to a branch or a bank, are
within overnight mall of the head coffice, that it 1s dif-
ficult for me to see what advantage the banks other than
those in the Federal reserve branch city, get.

Governor iic Dougals That is the whole thing in ore

sentence.

vir, Miller: Nor does it apnear that the banks 5 s 5 U v 4
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territory assigned to that branch get any adwntage in
what amounts to a reduced reserve remiirem€nt;—— SO
that if I were going through to revise cur disposition
of anches on that principle, I would be disposed to
lopp off all of thse that did not yield substantial advant-
age to other member banks than those that are in the elty

The majority of our branches
come within the latter class; they constitute sort of
1lAttle pocket burczaus for the banks in the city where the
branch ofex: at m expense of probably three wmil-
lion a 08 morc than that, in operatirg costs
to the system. In other vords, in order to give them
an advantage possibly in the shape of ad itional earnings
of less than half a million a year, we incur an expense
that may run as high as two or three million. I believe
this is what is ahead of us, and 1t 1s one reason why

I, personaly should oot regard it as a very serious thing,

that in connection with a good operating credit policy

-

some banks, especlally those 1R dlstriecs
a good maiy branches, could not pay t
member banks might find out that it makes

low wany branches 2 federal reserve bank has gob to take
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care of in regard to the question of earning dividends
fior the banlk, In octher words, it might readily awvpear
that these W anches are maintained at the expense of a
dividend to “he member bank in the district.

Governor seays Has 1t ever teen considered, Dr .
Miller, whether there are other legal difficulties in the
way of disestablishing a branch?

Ve, il ler: Oh, I think so.

Mps Hamlin: I do not think we have any power. Our
counsel can mswer that cuestilon. Mr . Wyatt can glve
g oplnion ofn Lthate.

Mr., Wyatt: I rendered an opinion some time ago
to the effect that while the law i1s not clear an the

auestion, and we could Mt be sure abaut it, I could find

ro authority in the act for closing up & lranch. In other

words, the Congress appears to have reserved the right

to pass upon the cuestion of whether you could close up
a branch, when the occasion arose.
Vice Governor Platt: As I remember your opinion

-

1t d1d not go so far as to say that the Federal Reserve
Bank could mt close a ranch, but that the Board could

not order a hranch closed, 1sn't that 1t°?
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Governor Seay: May I ask, with all proper defrer-
ence, whether the Poard considered, in its recent revi-
sion of the regulations by which branches shall be govern-
ed, whether they were not adding permanency to the
branches by increasing the directorate and in the appoint-
ment of a managing director, and so forth, thereby increas-
ing the independence of the branch? 0f course I am speak-
ing of this academically- -

Governor Crissinger: You refer to regulating the
election of directors?

Governor Sc&y : I am referring to the regulation
which will take effect in 1925, which spefifies the number
af directors of tranches as seven, vnereas-=-

Governor Crissinger: How would that affect 1t?

T don't see how that vould abfect it

Governor Seay: whether it would not have a tendency

to give Breater force to the question of permanency of

branches, in case the PBoard should ever have the idea of
disestablishing a ranch, and I am assuming that proposi-
tion as bearing upon the auestion which I have just asked,

that is, whether there " €BC any difficulties in the way ol
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dlsestablishing a r anch. LS deens i pliers  arc Uiy
that they will likely be added to by increasing the direc-
torate,
Hamlins That was my 1dea in voting for it.

Ul
il 1 G

o

I have been a minority of one. I wted to give a Tranch
pEnk ot Yilchite. I took the view that Mr. ‘arburg re-
cently laid down. He wanted to have a smaller numkerof
banks, I think he said eight, with 60 or 65 kranches, He
said he thought it would be the logical development of
the Federal reserve system for the Federal reserve bank
to take care of ite owvn city, and the rest of the work in
the aistrict be done by well organized branches, the

Pederal resérve bank being, of course, the central bank.

I daresay I advocated that view alone. I know how my

ified ny vote

3 o Jatre | S | P &’ g 1 109 r
for that reason, that .of developlng r anches and making

them more antomorncus and more independent.

Governor Seay: T was just wondering, if there does
exist ary idea of disestablishing ranches, which the
Governor of the Board intinated, vhether the diffieuitles
were rot being increased.

Governor Crissinger I do mot think what you said
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would increase the difficulties in the way of establi sh-
ing or disestablishing a branch.

Governor sSeay P reasing the directorate and
giving a greater idea of permanency to the branch.
Governor Crissinger: I do not think that fellows,.
You had to have a directorate before and yecu
befnre,

Governor Seay: But not as wmany.

Governor Crissinger. You may not have had as rany

n some places; you way not have as many Iow, but that

vwourd mnot affect the legal status of the thing. I think

s federal reserve hag the right to cut off the function-
ing of a wanch bank as much as it wants to. It can cut
+ down until the branch don't amount to anything, can't

Governor weay: It is an offshoot of the parent bank
and I think that is true. should say yes, but I am
ot speaking from the legal standpoint.

Governor Crissinger: It is the offspring ofthe
parent bank and the pare bank can bring it in and spank
it if it wants To.

Governor kcDougals They are not all offshoots of
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the parent bank. e have one notatle exception. That
was not nur child.

Vice Governor Platt: urd erstood you to say in
regard to the furnishing of currency by some other bank
or Branch than the bank in which the mamber bank is lo-
cated--- if you could work that out in a few isolated
cases where there is some demand for it, wouldn't that
cut off a certain amunt of demand for branches? Take
a bank dovn in Illinecils, and if that Dbank wanted to get
currency from Chicago, I do not see why it should have
1t? It can get it more cheaply.

Governor McDougal: our idea was that if we under-
took to do anyﬁhing of that sort, that it would lead to
complications, and that the districts would perhaps lose
their identity. We do not know *hat complications
would be raised.

Vice Governor Platt: It seems to me that the
business has got to be done along workalle lines, and
that the Federal Reserdsd Bank is doing some of it in an

unnatural way. qeranton is in Pennsylvanla, and they

could get their currency mach cheaper from New York ¥ han

from Philadelphia. g0 far as getting currency is con-
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cerned, one bank could act for armther, They could not
pay off the notes of azother bank, but they could fur-
nish this swmall change.

Governor uMcKinney: The %trouble is the nert thing
that would come along would be the cash letters, and things
of that kind.

Deputy Governor Case: They are run on a time sched-
ule, so it does rot really affect them.

Governor wcbougal: T would like to ask the Eecard
a qiestion on my ovn responsibility, o d that is whether
or not the Board as a Board, or any members of the Board,
look with favwr on this proposed Fulmer Bill.,

Vice Covernor Platt: They do mot., In fact it is
really a dead issue.

Governor ic Ibugals I did not think it was
issue, because it was on the program.

Vice Governor Platt: I do mot think there is any
chance of it ever being taken up witn the Banking and
Currency Committee,. They have not even ¢ nsideced 1t.

G+ ¢rnor Mcbhougal: Governor Crissinger, I would

ask if we are going to be here this after roon.

Of course, we are avallable %o the Board, btut we have prac
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await the pleasure of the DBoard.

Wr, Hamling T would like to suggest that before
the Governors adjourn Regulation J be left in the precise
shape in which they want it left.

Governor McDougal: That was left to a committee.
vhat committee was that?

Deputy Governor Case: ir. St committee, the
“tanding Committee on Collections. : Strater can stay
over with Iir, “wyatt:

Mr, Hamlin: I think we ought to put that aut at
once.

Vice Governor Plattbt: Is there any objection to 1%
in the form in which it was recently sent out to the
Governors,

Governor iclougal: There were ore or two suggestlons
made. T would like to inaouire from Governor Fancher

hether it would not be possible for lir. sStrater to

stay here and act as a committee of ~ne for the conference

with regard tn Regulation J.
covernor Fancher: I understand that was referred

to a committee. I do mot know ~hether Mr 5 strater indl-
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vidually would want to act for that committee or not.
I think he has planned to have that committee weet at
a very early date, possibly next week.

Governor McDougal: #pr. Hamlin has said that this
is a matter that should be claaned up and not carried
OMNET I think we all agree with him on that. We all
agree that it ought to be straizhtened out and that
Regulation J should be forthcoming very soon.

Pha G vernor Fancher: I think the Chairman of the
Comnittee fully appreciates that and Intends to get them
topzether very promptly.

Mr. Hamlin: T understand the Poard has agreed
on this and is ready to send it out, subject to some fur-
ther information coming from the comwittee.

Governor Seay: There are so™e changes in phraseology

which are believed to be important by some of us, whether

all of us, I cannot say; but you will recall the action

of the conference was that the memers of the Starding
Committee on Collectiors should have as prompt a confe.-
ence as possible with counsel for the Board, of course
with the permission of the Board, for the purnose of

agreeing upon the phraseology. That was purely from
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an operating standpoint. I think 1t was quite generally
felt that Regulation J was in cuite satisfactory shape,
but there are some phrases in there which need to be
right carefully considered, particularly with respect to
Section V.

Governor GCrissinger: Have you considered them?

Gov'rnor Seay: It was considered by the conference
of Governors, but it was thought that they were cperating
matters and that the standing committee on collections,
which consists of operating men, could glve valuable
suggestions to counsel for the Board for the purpose cf
framing this definitely and finally, and for the purpose
of submitting it to the Poard right away, without any
undue deliay.

Guvernor Crissinger: The Gvernors want to come
back and say that it is wrong again, is that 1t?

Governor Seay: The Governors will not be disposed

to do that. e have refzrred 1t to these operating men

to agree among themselves and get 1t in final shape so

there will be no furthe: discussion.

Vice Governor Platt: In other words, it is pretty

gencrally in proper form mow?




Governor HgDougal: pgci

Governor S sir. There are no principles
involved, but there are some operating aquestions with
reference to phraseology used in Section V, which might
be agreed upon.

iir, Hamlin: Are the Qovernors ready to accebt the
sugeestions of the operating committee?

Governor Seay: It was so understeod.

Vice Goveraor Platt: The committee has power, then?

Gofernsr Seay: 1683,

Mr® Miller: Wir. Strater is in town now, and why
couldn't that bs done right now?

Go vernor kicDougal: I would like to erplain with
resnect to this and other operating matters, that t he
men who are entrusted with this responsibility are trained
along this line and are 'ettver alble to determine these
fine points than are the CGovernors themselves. Otherwise
we would have determined it here. Dr. Miller has called
attention to the fact that this subject has been before

the banks for some tle . That is true. As Governor Seay

has said, from the standpoint of most of the banks at
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least, the regulation, in the form last submitted is satis-
factory, and as Governor 3eay has also stated, there are
possible objections that we wanted to ascertain defin-
itely vhether they were worthy of consideration.

Mr, Miller: But why does it take so long to get
action upon teclmical and opgrating matters in the reserve
banks ?

Governor icDhugals I would like to answer that
a1 estion, Doctor, and I think you are one of thoge who
will understand and appreciate it.

When these confeiences first began to meet we met
rather freauently, and we viere developing an organization
which included certain committees. One was a committee
of practical experhenced operating men, men who had learned
through practical experience, or attained knowledge such
as put them in excellent position to deal ith these mat-
ters such as are referred to. #e alsc established a
committee which, for want of a better name, we called the
Executive C ommittee of Governors. The first committee

s

referred to handled many of these technical matters.

They brought them up to a point for submisslon to this

ed ¥xecutive Committee of Governors. That commititc
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then took them up and apvroved or modified the recommenda-
tions and rought them to the Governors' Conference in
finished shape, ready for action. There was no delay
and no difficulty at all, %e were recuested to disband,
which we did, and we have mver felt at liberty ro operate
in that way asince. I think I am in place in mentioning
this. It is a matter that we have discussed, not fre-
ouently, but it has been more or less referred to, and
I think that i1s an answer to your cusstion.
Goverror Miller: Why couldn't this matte: have
\
referred to your technical committese? Ithas B en out
the hands of the Board for some time. Do-vou recall
long?
Governcr Seays Aoouvt thirty days,.
Thirty days at least. The presumption
was at this time you would finally dispose of it and

the regulation could be issued, Apparently, you have

referred It to a commlttee. That committee 1s then

to come here to Washington to talk with the Board, so
that possibly we will have thirty days elapse tefore this

thing is finished. It is not a difficult thing. The

mails are open and we have provided telegranhic se
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which we maintaln at great expense; and we have had several
of the banks connected by telephone. ‘e have practically
every facility that can be cesired,; and yet it seems that
we never do m ything unless a bundh of men come together,
with the probability then that no definite action will
be taken. T am inclined to think that if a single man
were apnointed to do this thing, to sit down with some
representative of the Poard, that this could ke complsted
pefore the week was over. O therwise, it will simply
drift along.

Governor arding: I would like to move that we re-
consider the motion passed on yesterday, referring this
matter to the committee on collections, ammd also move that

i1t be referred to the chairman of that committee with power

17 @ = o P

-

Governor Seay: Before the motion is put would

l1ike to attempt to answer Dr. Mller. I belisve the

: here i subjie somected with
board realizes that therc 1s no subject comn cted wit

Federal reserve banking which has as many ravifications
as the collection business, that there are more anzles %o
it than any other business transacted by the Federal esarve

benks . Tt has en felt for a long time that in dealing

oLl
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with that business it was desirable to have a uniform
practice among the Fererdl reserve banks, htat the fact
1s there are different comlitions existing in different
districts, and it has happened, not once tut sever;1 times,
that in the formation of tle collection circular one parti-
cularbank would desire to provide for certain conditlons
existing in its district, which did not exist in other
districts. Now, 1f these exceptiors are entertained
and provided for there camot be such a thing as unifor-
rity, and it is only irn an effort to tring about unifor-
wity and to shape up a circular which would be acceptable
to all the Federal reserve hanks that the delay has
been caused. It might be proper to say that this cir-
cular was believed to be pratically in its final form,
that is, this regulation, as far as the opinicns of the
Governors were concerned, but it so happened That one
Governor of a far southern bank, prompted by his counsel,
thought that there ought to be a limitation in one of

the provisions to provide for conditions which existed in

his dilstrict, and he asked to be heard by counsel for

the Board, I think, Those are the things which retard
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tle putting into execubtlon of this thing, that is to say,
a desire to bring about absolute uniformity in the prace
tice of the Feceral Reserve banks in dealing with the col-
lection husiness and in so forming the regulation that
its various provisions as to meet the views of all, or
at least te reach a stage where 1t can be acouiesced in,
whether we fully agree with it eor mot.

i . Hogriison: I think this statement might clarify
the situation a little. At the last conference of @vern-
nors, which was in November of last year, it was voted
to ¥® the sense of the conference that i1t would be most
desirable to issue a new Regulation J, and that recom menda-
tion was transmitted to the Reserve Board within a weelk
after the actinn of the C(onference. On #arch 8th of
this year copy of proposed rezulation J was forwarded to
each Federal reserve bank for comment. By Ter as I know
each reserve bank dicd send in 1ts comments to the Federal
Reserve Board, and the recom endation wvhich is now before
us for consideration 1s a regulation that was drafted

: % o ¥ ; i e
from the March 3 one, which embodied many, if not all

the suguestions recelved by the Board from the Federal re-

W

Pe)

1) W Was
serve banks, The last copy, so far as I know, was not




eceived by any of us until the latter part of April,

I think about April 22nd, so that as a matter of fact

it has wt really been before us for a ery long time ,
and it contains a lot of taochnical sux-.estions that were

made by the varidus reserve hanks as a result of the origin

al pr preliminary draft of iarch 8, that was sent to each

reserve banlk,

G overnor (lkins: T would like to second Gover-
nor Harding's motion, and in doing so I would like to say
that I see mo reason whatever why this regulation could
not be put in its finsl shape, 1f the +fs80lution is
adopted , within one or two days. The final draft of
regulation J was received by the Fecrral Reserve Bank of
wan Francisco in a letter from the Secretary of this con-
ference dated New York ipril 23rd, and reacher San Fran-
cisco only two days kefore I left. There has been 1m0

gress toward the completion

L&

delay on our part in making Pro

of the regulation, and 1t 1s so far completed now that

I can see m possible reason why the chairman of the

5tanding CGhmmlttce on Collections and the GCounsel of the

Fecderd Reserve Board camnot put it in shape tomorrow.
(The motion, having been duly seconded, was unani-

mously carried.)
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Governor #HcDougals Governor Crissinger states

that there are other matters of importance cor erning

which the Zoard would like to confer with the Governors,

and in that event of course we will have to have a
meeting this aftermnoon. we are therefore, in position

now, if you gentlemen see fit, to adjourn and meet

again this afterrnoon.

(“hereupon, at 1 o'clock p., m., the Joint Confer-
enc~ of the Federal Keserve Roard with Governors of the
Federal Reserve Banks rece: sed until two o'clock p.

m. of the same day.)
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