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CEBDINGS

The Chairman. The meeting will kindly come %o
order. The first business possibly is to consider how
this meoting may be conducted advantageously with rofer-
ence to the Joint Conference. With regard to having a
meeting of the Open Market Committee, I would like, 1if
possible, before any of tihe toplcs are discussged on the
program, to get the open Market Committee together to con-
gider the report which has been distributed, so that when
the Conference considers it it will have been acted upon
by the Open Market Committee. As usual 1t was prepared
before it was pogsible to have a meeting of the Committee.
Would it guit your convenience to proceed witn the program

this morning, and immediately after lunch have a meeting

of the Open Market Committee? Without objection we will

pursue that course.
That will defer consideration of Topie l-A and Topic
1~B, which brings us to 1-C, discussion of credit functions.

Co Credit functions of the Federal Reserve banks.
The Governors' discugsion of this topic to be
based on the report of the sub-~committee of
Deputy Governors designated to make a study
of the bank examination and credit functions
at the PederdlRegerve Banks.
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The report of that sub-committec has been distributed
and oach bank has been asked to gubmit its views to the
FPedgral Reserve Board.

In order to start the discussion I want to say that
the attitude of the officers of the Federal Reserve Bank
of New York, who are familiar with the report, is generally
that the Cpedit Department of the Federal Reserve Bank is
substantially such as is required by large banks in a City
like Netu York to enable us to pass on the oredits that come
to the bank and to cnable us to do the work which is required
for the other Reserve banks from whom we DUY paper. The
result of tho examination of our department by this Com~
mittee has not been such as to convince us that any mater-
ial change is desirable at tho time. here is one small
modification of our procedure suggested as a result of
the Committee's report, and that is not worth discussing
here.

We dissent from some of the recommendations of the
Committee, among others the recommendation of sbandoning
fum ishing of forms of credit statements for thc member

banks to usse with their cugtomers. We believe that the

uniformity of forms which is now in use in our district,
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and which are very widely used by the member banks, eg-
pecially the country banlks, and which cost us only about
$300 a year to furnigh, rosults in the preparation of state~
ments that really disclose the condltion of borrowers better
than if they prepared their own statcment on their own form.
When it comes to analyzing these statoments the uniformity
with which the figures are presented saves us a great deal
of money, more than it costs usg to furnish the forms. I
think those are all the points brought out by MrRonds.
Governor Young. It is my understanding of the re-
port that the Committees arrived at the conclusion that the
conditiong are so different in the different districts
that something that was applicable in onc district was not
in another; that certain economies could be affected
through the operations of these departments, and I there-
fore move that thie report be approved with the exception
of furnishing statements. We feel that we should continue
tc furnish the statements gratuitcusly. I offer that as a

motione.

The Chairman. That the report be approved with tho

ezception of the recommendation with regard to the furnisgh~

ing of uniform forms.
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Governor.Calkins. It seems to me that this is a
toplc which might well be Qié@héggﬁﬁﬁ at the Joint Con-
ference, 1f there is to be one, as the Federal Reserve
Agents seem to be very much interested in it. I am in
full sympathy with the motion that Governor Young has offer-
ed., I think there is something to be said for the dis~
continuance of the formg, but it is a small matter, and I
am not entirely convinced that discontinuing tnem will
not cost more than continuing the use of them. There is
really, in the answers of the Governors of the various
banks who reviewed the report of this Committee, no
gerious disagreement. Taere ig, hovever, a matter which
geems to me ghould be cleared up somewhat, and a matter
in regard to which the Federal Reserve Banks and the
wederal Reserve Board sghould have an understanding, if not

a poliey. That question is contained in the comment made

by the 8t. Louis Bank, I believe. It seems to me that in

any discussion of this subject of examinations 1t is funda~
mental to decide just exactly the responsibility of the
Federal Reserve System with regard to the supervigion of
member banks. It ig a question of whether it is the

duty of the Federal Reserve Banks to examine member banks
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for credit purposes only, or for the purpose of agsuring tho
public as to their solvency anc proper management, in other
words to esgtablish more effective supervision of banking in
the United States. Is it the duty of the Federal Reservo
Banks to gxerciso a more effective supervigion of banking
in the United States, or is it the duty of the Federal
Reserve Bgnks to conduct examinations for the purpose of
tholr credit department vhich means, in other words, for
thelr own protection? I think that is a very vital ques~-
tion, and one which should be in somc way determined.

The Chairman. I understand that the Pederal Re~-

gerve Bpoard has submitted to the Federal Roserve Agents

ag one of the topics for their program, a proposal that

the bank cxamination dopartmont of the Resorve Banks should
extend the work of examlning the ks within theilr digtricts
beyond what is now belng done, conduct more examinations

ard assume greater regponsibility and supervision over the
members. That work in almost all the Reserve Banks is

done under the direction of the Reserve Agents, I undor-
gtand. Do you want to add that as a subject for recommenda-
tion at this meeting?

Governor Calkins. It seems to me it is a subject
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that should be discussed at thig meeting preliminary to a
discussion at the Jeint Conference.

The Chairman. I have a suggestion from the Execu~-
tive Committee of the Reserve Agents Conference recommend-
ing the following topics for the Joint program:

Discugsion of the report of the Committee on Reserves.

Report of Bank and Public Relationg Committee.

Digcount policy.

Open Market Pollcye

Policy of paying out gold.

Also the suggestion that the report of the Advisory
Committee, of which Governor Seay 1s the Chairman, also be
made a tupiec for the Joint Conferencs. If we wish further
additions to the program of the Jolnt Conference we should
include them now in a recommendation to Governor Crissinger.
My recollection ig, but I do not find any confirmation of

it, that the Board requested a dlscussion of this report

by the Governors Conference.

that
Governor Norrise. The statement is theiBoard hopes

the Governors at thelr fortheoming confersnce will be pre-
pared to gubmit a statement to the Board outlining the

views of the Conference with reference to the ﬁg@@@&ﬂbf the




Committee on Cpredit unctions.

The Chaiyman., One is crecdit department work and tho
other is bank examinations.

Governor Calkins. Tey are both contained in the
same report which we are now congidering.

The Chailrman. The status of the discussion is that
Governor Young has made a mntion expressing approval of the
report with the srmeeption of that part with regard to fur-
nishing forms which is now under discusgsion, What 1is your
recommendation, Governor Calkins?

Governor Calkins. I think my recommondation is a

query as to whether this Conference flnds itself in position

to discuss the report before the mecting of the Joint Con-
ference, where I assume it will be discussed. iy recol-~
lection is the, Board suggested it ghould be discussed by
the Governors.

Governor Harding. Before the Committoe orders a
policy of more oxtendsed cxaminations than have beon conducted
heretofore, one thing should bo considered by the banks wigh-
ing to put themselves in the attitude of assuming respon-
gibllity for the authority. Thae leglslatlve history of

the Federal Reserve Act shows that there are a good many
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changes made in the s tructurc of the Act whilo 1t wag on

its passages I do not think there is anything in the Act

that carries oubd very fully that clauge in the short title
to the Act to which Govornor Calklns rofcrs. As you know,
the Notlonal banks are under the supervigion directly of
the Comptroller of the Currency, who is charged with the
direct responsibility. His authority, so far as stats
banks are concerned, is covered in Section 9, which is
vory oxplicit in saying that thoy shall not be subject to
the direction of the Comptiroller of the Currency, but shall
retain their charter rights and be gubject to cxamination
by tho state superintendentsin the various states. The
examinations which have been conducted for credit purposes
protect the Federal Reserve Bank, but do not carry with
them a direct respongibility to the public. Now, if the
Federal Rescrve Bgnks, in viow of the authority vested
in the Comptroller of the Curroncy in the matter of Inti-
mate supervision of the banks, should undertake to assume
that responsibility without authority, I think a very
awkward situation is likely to arise.

Governor Calkins. Governor Hgrding's remarks are

of the character which I intended to bring out. I am in
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agreement with aim. However, I think tne one comment in
the comment submittod by the Foderal Reserve Agents, which
calls for discussion, ig the comment in regard tc the ques~
tion raised by Mr. Martin. Thore are various indicationsg
in the Act, Govermor Hgarding, that it was the intention to
have the PFedoral Reserve Banks exerclse gsome supervision.
The short title is one, and thore are other references.

The Chairman., Does not that possibly refer gpecil-
fically to the control which the Federal Rescrve Zoard exer-—
cises over bank examinations, that reference in the sghort
title?

Governor Calkins. liz ovm opinion is that the

Federal Resorve Banks should conduct all the examinations

which they congider necessary for credit purposes and for

their own protection, but that they should not assumo re-
sponsibility for suporvision or supcrvisory cxamination.
Governor Hardinge. The only control the Federal
Reserve Board has over National bank cxaminers is to
approve thelr salaries. Governor Strong will no doubt
remember some of the discussionsg here in February, 1921,
when some charges were made that the Federal Reserve Bank

of New York had been very negligent in keepling its eyes

tps://fraser.stlouisfed.org
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cloged as to the condition of certain banks in New York

Citye. We took the position that the member bank men-

tioned wags under the supervisgsion of the Comptroller of

the Currency, and we relied on the reports of the
sxanlnerg, anc that we had nothing from t he examiners %o
indicate any dangerous situation.

The Chairman. Furthermore that the Comptroller
had violated the law in not making an sxamination of the
bank, and a lot of other things. My position is absolute~-
ly unchanged on that, Governor Harding. We feel in New
York that wvhen we undertake the powers of gupervigion, as
distinguighed from credlt ozaminations, wo cannot attompt
t0 exercise those powers by examining a Lfew banks, but we
will have to oxamine all of theom.

Governor Harding. Yo s

The Chairmane. If we undertake to ozamine
them vwe at once voluntarily assume the additdonal
spongibility.

Governor Harding. You assume the responsibility
but have not get the final authority.

The Chairman. Cur position in my mind is that

1f the responsibllity rests upon the Comptroller and upon
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the State Departments, we ghould not relleve them one iota
-of that responsgibility, but should cooperate with them to
the limit,

Governor Calkins. I agree to that.

Governor Younge. I will add this to my resolution,
that the examinations be confined to credit investigations
onlye

Governor Calkins. mere is a different situation
in gomo districts from that existing in New York. I
supposc in the Western States generally that the gtate
examinatlon is not satisfactory. I agroe that the re~
sponsibillity is with the Comptrolier and algo with the
state superintendent, but in some states it is impossible
to accept tho examination.

Governor Harding. In the Boston District, Rhode
Island is not satisfactory. The Federal Reserve Agent
makes oxamination for the Rhode Island Membor Banks with
theilr hoarty cooperation and thej pay the expense af hav-

ing the examination conducted. For instance one bani paid

ug $2500 for an examination and was anxious to have that

oxamination nmade.

Govermnor MeDougal. It appears to me we are drifting
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avey from the topic. We are asked to congider the Com~
mittee's report, that part of itc relating to credit func-
tiong.

The Chairman. The topic was suggested by the
Agents for the Joint Conferenco. It 18 only incidentally
on our program as appearing in the topic as a part of the
credit functions of the Reserve bank, and not as a recommen-
dation for extending supervision. Why would it not be well
to consider Governor'Young's motion in two parts. With re~-
gard to the other matter Governor Calkins asked that it be
taken up in order that we might have a discussion of it and
have our pogition settled before the Joint Conference in
cagse it is digcugsed there. , Is that satisfactory to you,
Governor Young?

Gevernor Younge Yes. I will make tne first motion.

Governor Norrig. I will sscond it.

(The motion having been duly seconded was unanimously

carried.)
The Chairman., Now the second motion is to the effect
that the examina tion of member banks conducted by Federal
Reserve Banks ghall be confined to those deséribed in tue

gtatute ags credit examinatione.
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Governor Norris. If that motion is adopted is it
intended to cut out tho kind of examination that Govornor
dafding has jugt spoken of which is made in Rhode Island?

Governor Hardlng. No.

Govornor Norris. It would do so.

Tao Chairman. You might say oxzcept in cases where
thetstate bank examination is not satisfactory.

-

Governor Young. I will malzo a motion that the ox-

amination be confined to credit invostigation except in

cases whore stato oxaminations are unsatisfactory.

Governor MeDougal. I would like to suggest a modi~-
fication of that motion: That it be confined to credit
investigation czcept where the pending circumstances seem
tc make it nowvessary or advisable that a complete and
thorough investigation be made.

Governor Harding. T™at covers certain National
banks as well as stete banks?

Governor MMcDougal. Yos.,

Governor Younge I will submit the motion in the
form suggestod by Governor McDougal, and will withdraw
the other motion.

-~
1

Governor Norris. will second that.
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( The motion having been duly seconded was carried.)
Governor Wellborm. Did you pass the matter of the
ditscussion of discount rates?

he Chairmans Te passed that untll after the meot-

ing of the open liarket Committes, Govermor Jellbora. The

next topic is 1~D.

=

D» The recommendations contained in the report of
the Committes on Member Bank Ressrves.

Are you ready to digscuss this topic? It was
suggested hy the Federal 1 ' Board. You all have
copies of the report of thne Committee Governor Seay,
this ig a matter you have bseen interested in.

Governor Seay. Mr. Chairman, the Committee, sgome-
times called the Committec on Lggislavive Proposals and
sometimes the Advisory Commitiee, was asked to preparc a
report for congideration of the Confersnce of Governors
and the Conference of Agents. The report was considered
at a meeting of the spscial commitiee on yssterday and cer—
tain econeclugions were arrived at with reference to the major
proposals in the report.

If it ig desired I can give a resume of those conclu~

gionsge. The ma jor proposal of the Agonts' Committee is to

pormit deduction from demand deposits of exchanges for
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clearing houses, checks on other banis in the same place,
and checkg in proccss ol coilection, whether with Foderal
Re3orve Banks or corrcspondent banks, according to the
Federal Resorve Schedule of time required for the col-
lection of checks.

With respect to that proposal there was a differ-
once of opinion smong the members of the Committee. The
Committee congisted of six mon. Threo membors of the
Committce were opposed to pormitting the doduction of
checkg in process of collection, Thres members of the
Committee favorod the provigion. Terefore there was an
oven diviglon in the Committce with respect to that pro-
posal,

With regard to the second proposal, to retaln the
provigion of the law with regard to balancos due to and
due from, that provision was not discussed in detail, but
there was general concurrence in that provisiong which
prevails at the present time.

The third proposal of the Agents' Committee is to

rovide that the reserve required to be held against any
P q

balances due from banks be 10 per cent. The Committe

has not completed itg session. It had one gession
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3

yesterday morning. The Committee had before it a number
of proposals with refersncs to the first McFadden Biii,
They were so numerous that it was impossible to conclude
the deliberations of the Committee within one session.

It was determined that the Committes would have another
meeting which, 1f it could not take place in the latter
part of the day, might take place at night. I might say
in that connection that if it is posgsible for this body
to conclude its deliberations today say by 5 o'clock that
would leave time for the Committee to get together and
conclude its deliberations, which perhaps would not occupy
more than an hour.

With respect to the provision about requiring a 190
per cent reserve against bankers' balancss except thoge in
New York City and Chicago, there was tentative approval,
as I understand it ~- isn't that your understanding,

Governor Strong? Tentative approval ~- it was not voted

upon, but there was a firm digposition towards that pro-

posale. The Committee had expressed itself as concurring
in the general purposes of the proposals of the Committee
of Agents, and I think concurred in the idea that there is

a specilal hazard in carrying balances of bankers and there~
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fore a special reserve against bankers' balances is a logi-
dal and reasonable provisgion. The #£ourth provision was
to provide that reserves should be carried against Govern~-
ment deposits at the same rate as against current deposits.
The conclusion of the Committee was that it was inexpedient

to propose any amendment to the present law with respect to

reserves against Government deposits.

The Chairman. I think that applies to the provision
of 10 per cent, and as it would require legislation the con-
clusion of the Committee was generally that such changes
a.s ghould now be attempted in the reserve provision should
be those that were capable of being made by regulation,and
that nolegiilation should be sought. Tsn't that your under-
standing of it, Mp. Hgrrison?

My, Harrison. I was not present at the Committee
discugsions.

The Chairman. That has been the attitude of the
Committee and is also the attitude of the Federal Reserve
Agents who made these proposalse.

Governor Seay. The formal conclusiong of the Com-
mittee have not been arrived at or drawn up, but in the de~

Liberations of the Commitiee the opinion was expressed that
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1t was perhaps inadvisablc to put into effect any provision
which might require Oongresgsional action involving an
amendment to the Federal Rsserve Acte. That in a way
carried the 10 por cont provision, but I understood that
was tho feeling towards that provision in and of itself.
With respect to the fourth provision it was definitely voted
by the Committee that it would be inexpedient at the present
time to propose any amendment to the exigting la® covering
ths reserves against Government deposits. That is about as
far a 8 tho Committee went in connection with the report
of the Committee of tho Federal Reserve Agents. There are
other matters which are not gormane to the subject imme d-
iatecly under discussion, whieh the Committes congidered,

and which will come up at the proper time.

Governor Fancheré Was it the feeling of the Com~

mittee that the recommsndations enumcrated in paragraphs
1 and 2 could be carried out by a ruling of the Federal
Regerve Board,

Governor Seay; The opinion of counsel of the
Board was that deductions could not be legally made by
8 ruling of the Board.

Governor Calkins. In other words that the present
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reserve requirements cennot be changed without legislation.

Governor Seaye. Practically that. On all of these
things with the exception of deduection of exchanges for
clearing hougses and checks on othor banksg in the same place,
which apre now made under a rullng by the Comptroller, I be~-

other propogals would require legisiative action
and the general feeling wasg.that 1t was inexpedient to ask
for legislative action at the present time.

The Chairman. here werse rsasons for the attitude
taken by the Committee on all of these different things.
They did, as I understand Govermor Seay, take a vote on
twe other matters. One was in general opposition to tak-
inz currency shipments into account in computing reserves,

ag 1s now done in some banks, which we voted disapproval

of, as I recall. The other was the establishment of

currency depots, of which the Committee disapproved.
Governor Seay. Tat is correct, Governor Strong.
There is another memorandum on this program which seems
to involve a report of the Committee, and I had reserved
that for further comment. The report of the Agents was
coupled with several provisos, one of which was to the

effect that 13 these provisions were adopted then the
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present practics among some roserve banks of making allow-
anceg in calculating penalties wupon deficient reserves
for shipments of currency, be abandoned. Another was that
if the report of the Committeo was adopted, and if the
establishment of currency depots was recognlzed, then
vanks dn. oities where currency depots were established
ghould be required to keep 10 per cent ressrve.

The Chairman. As to this first item my re@ollect~
ion of the development of the scheme of deducting due
from banks from the item due to banks arose from the fact
that the general scheme of the National Bank Act provided
for the redeposit of resgerves betiveen National Banks them~
gelves and there were many offgetting accounts. One
acoount was permitted to offget the otuer in calculating
reserves.

Then & ruling was made many years ago by the Com-

troller of the Currency which permitted a bank to consider

as a part of the deduction cash items in process of col-

lection. As & result of that ruling checks on other

banks were considered to be an item dus from banks and
that operated always to the advantages of the city banks

becauge they had an item due to banks from which this de~

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




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

22
ductlon was capablc of being made, It operatos to the digm
advantage of the country banks becausse the country banks
have no bank accounts on their books from which tho ce-

duction could be mado. Gonsequently they had no means

of deducting checks in process from gross deposite in

making caloulations. Now they come forward and say
Waive us this advantagc which the city banks enjoyt,

Mr, Curtigs,as Chairman of the Committee, has calculated
that to give them that priviloge of making deductions from
gross deposits of itoms payable in process of collection
would offect a reduction of 542,000,000 in the resecrves.

I took the position with Governor Seay, and one other
member of the Committee, whom I think wes Governor Harding,
that it was inadvisablo at the present time to recommend
any change which would affect a reduction in the reserves
of the country at a time when they were possibly redundant,
and when the posgsibilities of credit oxzpansion vere always
in front of us, Furthermore I took the position that the
original ruling which permitted the roduction of a check
from grogs deposits on the theory that it was an iten

due from banlis, was incorroct, that the ruling was not
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justified, and to extend that ruling to the country banks
was the extension of an unwise and possibly an unjustified
interpretation of the law.

Governor Hgrding. I think it was Governor Talley
who took that position.

me Chairmen. I am not preparec to take any posi~-
tion as to a legal intorpretation of what the item "due
from banks" should consist of. But in general I am opposed
to anything which affects any congiderable reduction in the
reserve requirements at tho prosent time.

Another argunent advanced by other pooplc at the
meeting was that this was not a very large matter, that it
would be doing something for the country banks for which
they were clamoring, that it appeared to correct an existing
inequality in the calculation of reserves which operatos to
the disadvantage of tho country banks. Purthermorc that
the city banks gained a great advantage when the reserve
requirements were reduced because they did not have 1o

carry any till money to speck of; that they have the

IFederal Reserve Bank around the corner, and that the city

banks in fact are carrying not over 1 per cent till money,

(ps://fraser.stlouisfed.org
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whereas the country banks arc cerrying pretty cloge to 5
per cent in till money.

Those were the varlous arguments progented, wore
they not, Governor Seay?

Governor Seay. YOS, My foeling was thoy did not
1ike to gee the reserve requirements reduced just now, and
that particular part of tho recommendation failed because
it was a tle vote. Is it the desire of the Conference to
vote on these recommendations as they appear in the report,
because if so when & motion is made we can dispatch this
subject.

Governor MeDougal. I would move that in view of the

fact that the discussion on this subject has not disclosed

any sound reasons warranting the reduction in reserves,

and in view of there being no urgent demand for the same,
that nothing be dons at this time tc bring about a modifica-
tion of the reserve requirements through legislation.

The Chairman. But I think there is a demand for it.
I omitted to mention one matorial fact in this connection,
which I understand is a fact, Mr. Harrison, anc that is

that Mr, Wyatt has rendered an opinion to the Board that

the Bpard has no power by regulation, under the law, to
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permit this decuctlon from gross eposits by country banks.

Mr. Harrigon. Yos, I think that is corrsct and
Go7ernor Seay reportcd that.

Govarnor Seay. We did not have a formal report, hut
we had the statement that counsel for the Board had given
that opinion to thoe Board.

The Chalrmen. Thorn the motion by Governor McDougal
ig that the digcusgsion has developed no material reasons
to dustify e reduction in the roserve requirements at the
present time, and he moves that tlls rocommondation be dis-
approved;

Governor Norrig, Is that intended to disgpose of

that one particular rocommondation, or the whols subjeci?

Tho Chairman. Just that one, the one permitting

deduction of checkss

Governor MeDougal. My motion was intended to
cover the wvhole situation, Mr. Chairmen, that no modifi~
cation of the prosent rescorve requirements be congidered
at this time which would require legislation.

The Chailrman. That is a little different from
what I understood you to say.

Govermnor Calkins. I understand from Governor
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MeDougal that he withdraws from his motion the statement
that there is no demand.

Governor licDougal. I did not say there lad been
no demand., I said that this discugsion failed to digolose
any urgent demanc for it.

Governor Seay. Is that resolutim , Governor MeDougal,
a8 you have elaborated it, the one that you now propose?

Governor leDougal. Yosg.

Governor Jellborn. I will second the motion.

Mr, Harrison. As I understand the motlon it is
that thers has been no gound reason disclosed to reduce
the present requirements and that no changes 1n reserve
requirement should be made which require an amendment to
the lav.

Governor I'anchera If that resolution is carried
in the form offered it i1s taking rather a hard crack at

the Committee.

i
The Chalirman., Why don t we act on the one thing we

~

are discussing at the moment, the reduction of checks in
process of collection. It occurs to me that in view of
the fact that it is going to require legislation to put

any of the recommencdations into offect that we should
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dispose of the reoport in that w7y and not go into a detailed
discussion. If we arc in agrecment that it is not advi=
sable to atbtempt any changes in the roscrve requirement
which require legislation, why cannot tho whole matter stand
a8 it is.

Governor SsdY. Tnree or four of the ma jor propo-
galg of the Committec would require legilsiative action.,

Governor Fancher. Is it advisablc to make any
recommendation that would require legislative preowedure?

The Chalrman. The only one that would not rogquire
it is the second proposition, "Retain the present provi-
gion of the law that the not difference of amounts duo to
and due from other banls" shall beo takeon as a basis of as-

certaining the net amount of balances due to banks.

Governor Harding. Aren't there two qucstions in-
g q

volved? Frirst, are there any changes degirable by legis~
latlon, and then 1f we find legiglation is necessary it
should be referred to the Bogrd, and it 1s up to the Board
to determine whether or not they want ito try to get the
legislation.

Governor lichougal . I will withdraw my motion,

lir. Chalrman.
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Governor Handing. I should think that we ought to
votc on the proposition on its mecrits, but I haive no resolu~
tion to offer.

The Chairman. Lt geems to me that in view of the
fact that thore has heen a Commlittee of Federal ResServe
Agents which hos workod on this matter a long time, that
we cshould congider it carefully. Thoy have made cerpaln
gpecific recommendations after a great deal of correspond-~
ence anc careful study. Then for-us to come nere, and,
after a few minutes of deliberation turn the proposgition
down, it seems to me to indicate that we arc not giving
it much consgideration. I do not think we ought to turn
it down merely becaugse 1t will requirc loglslation to
put it into effect. We are not the onos to get legisla~-
tion. If 1t soems to be a good recommendation we should
voto for it and if it is a bad recommendation we should
7ote against its. The question of legislation is after
all up to the Federal Reserve Board.

Governor Wellborn. We have seen this report. So
far as we &gecconcerned we do not thinlk there ought to

be any change in the reserve requirement and wc would not

like to see any. Therefore I am prepared to vote against
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any change whatevor in the reserve requircmente. I do not
think there is much agitation among tho mombor banks, cei-
tafnly not in our digtrict, bocausa they have all gotton
accustomed to the present methods of keeping reserves.
Governor Norris. If I have understood Governor

>
ne

Seay correctly, the Committeo of Governors, of whlieh
Chairman, has not concluded its consideration of this
matter?

Governor Seay. Thoy have concluced their

particular subject.

tiong upon this

Governor Norrise That is this particular
the wiole gubject?

Governor Scay. Thig particular point. The matters
concerning which they have not concludec their considera-
tion relate to amendment chiefly to the National Bank Act
involved in the McPadden Bill and do not involve reserves.
The Committoe continued its deliberations and came to a
conclusion upon the gquestion.of rese which conclusion
I have endeavored to express. has not

yet finished discugsing the other matters.

Governor IHarding. A conclusion was reached on

one point resulting in a tlie vote, which was with respect
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to doduction of chcciks in process of collcction with Federal
Reserve 3qnks and with their member banks.

Governor Norrise. Is what you have just given us
this morning a report of the Committec, or is it an informal
atatement of the conclusions that tho Committee has recachec
up to dateo?

Governor Seay. A stenogrephlc roport of the opinions
held by the Commlttece will be madc toO the Resorve Board.

Ths Chairman. Govermor Seay's roport from the Ad-
visory Committce is on the program to e considered later
and will cover othor matteors than reservcse This particu~
lar topic rolates to the report of the Agents' Committee
on reserves, which the Legislative Committec was also con-
sideringe. We are asked to consider this by the Federal
Roserve Beard as geparate from the rcport of
tive Committiee.

Governor Norris. And then there 1s the report of

tho Advisory Committec.

The Chairman. It is the same thing. It is the

Legislative Committee, sometimes so-called, and at other
times the Advisory Committee. It is all one committee.

I might also state that the Cuommittee did not conglder
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this subjoect until it arrived in Washington, when it then
loarncd that tho matter had becn reforred to 1t by the Re~
dorve Boards.

I thinx this disgcussion can be clarifisd by what
Governor Hgrding saild about the tresatment of the report of
the Agents' Commititoco. In the first placo the proposal
to deduct checks in process of collcctlon has, in a measure,
been dispoged of by this fact, that the Agents' Committee
unenimously voted to recommenc no changes in the regerve

requirocments which involved changes in tho law; that the

counsel for the Pederal Reserve Board has advised that a

change in rospect to d oducting checks in process of col-
lection could not be made without changing the law. Therec~
foro we are consldering a roport on which we are uniformly
advised that the question of amendments to the law have
been disposed of by the Agents' Confercnce, which does

not recommend any cnsnges. That takes care of items 1,

% and 4 of their recommendations because they would re-~
quircme amendments to the law. Iter No. 2 is simply a
recommendatlon that the status gque be presgserved without
any change being made.

Governor llarding. Then why can't we have a resolu~




tion that we agree with the Agents that no changes in re~
gerve requirements be attempted which would lnvolve any

change in the lav.

Hovernog lMeDougal, That is exactly what I have in

mind, Governor Hgrding. he Agents recommended thig and
then said that they did not want to put it Into effect if
it roquires any change in existing law, and we would be
perfectly consistent in following the same courses
Governor Younge. TIf that ig offerecd as a motion I
will second it.
(The motion having been duly seconded, Was carried.)
The Chairman. Now, do you wish to consider certain~
toplcs touched upon in the body of the report, rvhich are
not recommendations requiring legislation, for instance,
"adjusted crodit and debis to membor banksg for currency
shipments"; Yourrency depots"™: "classification of out-
lying districts of reserve or central resorve citieg";
"gegregation of savings deposits'; "regorve againgt time
and saving deposits"; and so on. Most of these have
already been dealt with by previous conferences. We have
scoted on them and oxpressed our views, I think almost

without exception.
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Governor Norrisge I suggest if any member of this
conference wishes any of these subjects brought up that he
mention the one he wighés to have discussed.

Governor Seidye. The Bpard seemg to ask that the re-
commondations contained in the report of the Agents' Com-
mittec bc congidersd by this body, and it would appear
that the Board desires an expression of our views upon

hege recommencations. It is true that uvpon most of thom
this body has heretofore cxoresscd its position, but they
nave never before appeared before us in such concrete
form, item by itom, as they appear in this report.

As stated, the Agents uake four major proposals
which have been enumcrated, and further on in their report
you will find the heading "adjugted credits and deblite to
membor banks for currency shipment®. With regord to that
the Committee recommends thet if and when the proposed

deduction from demand deposits of checks in procesgs of col~-

lection becomes effective, the process of adjusting credits

and debits to member banks for currency shipments be dis-
tontinued.
That is a recommende.tion of the Committee upon which

we may vote or not vote, as may seem desirable.




Governor Neorriga. Thelr recommendation has a con-~
dition precedent that has not come 1nto existencos

Governor Seady. The Committee, howover, in the first
line which reviows that subject, statoes: "The Committee
does not favor the practice of the Federal Reserve Banks de~
ferring charges in member banks! reserve accounts for ship~
ments of currency to member banks until sufficlent time has
olapsed for such sghipments to arrive, nor of allowing credit
for shipments from the bank as of the date on which the
shipments were made,"

Governor Norrig. I think we took a vote on that
once and it was sixz to six.

Governor Seay. Then with respect to currency depots,

the Committee says, "The Committee doubts the expedlency of

establishing currency depots, and recommends that whore
guch d epots are or may be established the reserve require-
ments of the membser banks in the curroncy depot eity be
incroased to the equivalent of the rogulrcoments for member
banks and Federal Redecrve Bank or branch cities (other than
New York City and Chicago)."

Governor Norris. That would require legislation.

Governor Harding. ©No, because the Board could make
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them reserve cities if it so desirsse. It would first
have to make them reserve citioss,.

The Chairman. UNow gentlemen, Governor Seay has dis-
cussed thig, and he is required, under the rules of pro-
cedure of this body, to submit a resolution. I thirk the
higstory of thilis particular topic is that we defeated it by
a sixz to six vote, that 1s with regard to the proposal for
currcncy depots, and we now find that there are seven
regserve banks that have ecstablished currency depots and
five that have not.

Mr. Harrigon. Seven whn.have permitted currency in
transit to count as reserve.

The Chalrman. That is what I mean, that seven are

n transit as calculating reserves.

Governor Seay. And that being so in the face of &8s

(&)

approval, in principle, by the Chicf Executlive of one of the

banks, the one with whichh I am connected,

The Chairman. This topic will be passed unless fur-
ther action is suggested,

Governor Norrls. With regard to currency depots, 1
would like to be informed a8 to the logic of that recommenda~

tione It looks to mne like a mere proposal to arbitrarily
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penalizo a place for having secured a cortain convenilence.
Why the fact that banks in a cortain clty can get moncy
quicker than they otherwlse could get 1t are required to
kesp a larger resServe, ig something I do rnot ses.

The Chairman. Possibly that can be explained in
this way: That where no currency depot ls eostablighed
the banks thore, in order to meet the local demand for
currency, have to carry a cortain amount of till money and

if vou have to ship currency that will at once reduce the
l w

amount of the till money, and the proposition is to have

these currency depots that affoct an actual reduction in
reserves ~- not legal reserves, but practically in the
regserve position, That 1s my understanding of it. What
ig your resolution, Governor Norris?

Governor Wellborn. I agree with Governor Norrisg.
I do not see any necessity for increasing reserve require—
ment where they have a money depote. There is no necossity
for it because they have their money there on hand to tako
care of an omergency.

he Chairman. What is your resolution, Governor

Wellborn?

Governor Seay. The argument was something along thils
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line, ag 1 understand ite That the opening of curroncy
depots glves to banks In the placo in which onc may be
located an advantage ovor otheor places in which taero are
no currency depots, and would have the effect of lowering
their working reserves, 1if not their legal reserves; that
it might lead to 2 gpread of demand for currency cdepobs
ghich would place the Federal Reserve 3anks in a pogition

of not being eble to defond thomselves against the criticism

of disorimination if they opened one in one place and did

not open one in another. Furthermore it takes the custody

of currency to some exitent out of the hends of the reserve
banks. Tt leaves them spread herc and thero over tho coun~
try, some part of which currmncy may be in the form of legal
regerve; 1t would permilt the momber bank to adjust its
reserves through the medium of the depot.

The Chairman. M7 objoction to the currency depot
1cea is that it is an attempt to cure inggualities caused
by distance and time that are incapable of being cured by
that methode. There would be .no limit to the extension of
thig theory of currency depots throughout the eountry. - ILf
it is proper to put one in Scranton it 1s just as proper to

put one in Sy racusc, and S0 On indefinitely. If that shouw
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be done we would have funds geattered, regerve money and
regerve notes, ind possibly hundreds of towng and cities
in tho country incapable of the kind of protection that
is really required, and the result would be at ence to
precipitate with the reserve banks depoglit of this un-
necessary till money and very greatly inocrease tlie reserves
of the System, reducing the vorking cash of the member banksg, .
and at the same timo have them rely for thelr supplies upon
the unissued Federal reserve notes in the wvaults in thelr
neighborhood. I do not think it is a gsound procedure.
It does not cure the difficulty. It posgibly makes 1t
worse go far as the question of oquality is concerned. I
have always been opposed to 1t We have not done it in
ecur digtrict, although there are thoso in the bank who think
we should do it.

Governor Calking. 1f you undertake to ostablish
currency depots there is no place at vhich the line can be

dra.wr.. he only means of de termining whether one ghall

be established or not is the arbiltrary ruling of some

individual Federal Reserve Bank and, &s the Chairmen has
pointed out, the logilcal development would be that we

would have hundreds of currency gstations throughout the
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United States.

The Choirman. The situation in CGermany is illustra-
tive of this matter. For sometime Cermany has been to a
great extent a currency using country. Checks are almost
out of businoss in Germany now bscause of the sottlement of
sccounts are effected through the Giro Syston, which does
not involve the use of checks. Accounts are settled by
the usc of banlk notes and that being the case the Reichsbank
has found it nocessary to oxtend its organizatlon into overy
part of Germanye As a matter of fact they have 450 branch~
eg in that small country. Te theory on which the Reichs~-
bank extends these facilitles to the public is that 1t must
nave all tho facilities of the Relchsbank, and they should
establish offices where they are capable of performing all
the functiong required by the public in Gormanye. It is a
complete extension of the branch system in Germany even
to the smallest toune We could not do that in this coun-

trye There are some districts in the Reserve System where

the development of that theory would require the establish~

ment of as many branches of that reserve Bank as the RelshBe
bank has for all of Germanyi We might have 10,000 branch-

eg in this country. Once this thing begins to creep upon
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we vwould not know where it was going to stop. My belief
ig that the present gystem is absolutely sound, that of
establishing branches wheore we perform all of our functions
and reduce the areas of inconvenlence ag much as it is safo
to do 1it. CGradually, as moro branches are establighed,
these areas of imvonvenience will again be reduced and the
big cities will be serving all tho contiguous territory.
That is the only wa7 in vhich the functions of thz Reserve
Bank should bc extended throughout the country. These
currency dopots arc unsound, unwise and represent a develop—
ment in branch banking for which we aro not roady.

Governor Norris. I believe it was in our district

that a currency depot was Tirst establlighed. I might say

that we did not agree to the establishment of it without
realizing that the plan was open to all the objoctions that
you have just stated. We not only realized it ourselves,
but we callod it to the attention of the Federal Reserve
Hoard and we submitted the proposition to the Federal Resorve
Board for their approval or disapproval. The agroement,

of course, gives us authority to cancel the arrangement on
an hour's notice, or its oquivalent, and we have regarded

it as experimental, and do still. Since we established
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this first one several years ago in Scranton we have only had

one application for any other depots, one, which we estab-

lisghed at Johnstown in the wostern part of the State. We

have the same limit orn that one, in that we require the

bank that h1as custody of the money to asgsume the whole ex-

pense of oporating it and to deposit with us collateral

in excoss of the value of the currency that we deposit with
them and have in their custody. Thoge two things would de~-
ter any benk in any small place where there wasn't a real
demand for a depot from asking for it. As a matter of
fact, as I say, we have ncver had but one other applica-
tion, and that we anticipated at the start. It wvas a

logical place for the ocreation of such a depot, and the
application came. We have never had a request for another.
It saves ug in shipments of all kinds of curréncy a con~
gliderable amount of money ocach yeare. It is not a thing
hat we did simply feor the conveniecnce of the member banks
or of the community in which the member bank was located.

We would not have done. it if we had not felt that it

carried with it an advantage quite as great for us as the

advantage to them. So far we have been getting that ad-
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vanto.ge. We have two of them and I cannot see that any
harm has bgen done. I am perfsctly free tc admit that,
as time goes on, harm nmay develop and there might develop
such & ory for them thet they might becomo in some way ob~
jectionable so that we will vant to stop them and to cancel
the agreoment we already havo. But so far I cannot see that
any harr has been done, bub on -the other hand a very great
convenience and saving has been offected.

The Chalrman. There are other objectlions to this

ve have never developed extonsively in New York be-
cause we do not intend to establish thesge depotg oursgelves.
We do not want to interfere with the other districts in doing
what they ploase about'it, put we want you to consider this:
In the first placo when you depoglt currency in a depot
and talke seourity for it you relieve the banks of that neigh-
borhood of the necessity of carrying cash which ﬁhej other-
wigse would carry in their tills and you are making o poten-
tigal loan tu tho banks. When you do that you are redusing
the demand for currency in the country, and when you reduce

tne demand for currency in the country you eliminate one of

the greatsest checks to inflauvion that we have. That is to

say in the latter stages of inflation the one thing that
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ts it up 1s an increased demand for currency and when
you reduce, by chat method, the nezd for currency, you are
in effect making loans without interest to ycur members
in order to save thom the need of having thet currcncy for
vhich otherwise they would have to borrow 100 per cent of
their needs, and if that process was extonded by cvery re-
gserve bank throughout the country they would reduce the
currency requirement for the country and lncrease thc poten~
tiallty and possibdlity of expansion by an cnormous amount.
It has not gone far cnough, of course, for any such thing
to develop, but nevertheless there 1s that possibility in
it. That 1s one reason why we were rather unseasgsy about
the development in New York, lest it spread too rapidly.
Governor Calking. I would like to ask Governor
Norris what argument has been, or can be, advanced in

support of a demand for a currency depot, that does not

gpply and would not apply to a demand for a branch bank?

Governor Young. I would like to angwer that.
Governor Calkinse. I would like to have Governor
Norrig! angwer first, because he is the one who started it.

Governor Norris. I will be glad to yield the floor
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to Governor Younge

Governor Youngs I do not think there is any occaslon

for any bank that is within 12 or 16 hours of the

office. The situation in Montana ~--

Governor Calkins. Parcon me if I interrupiiy but that
is the reason I wanted to hear from Governor Norris, becauso
your situations are not comparable.

The Chairman. The Chair, by a time-honored resolu-
tion has had the right to terminate a discussion in the
interest of progress. We have digcussed this matter at
groat length, and the qustion is vhat action do we degire
to take on this recommendation in this report.

Governor Sety. I will move that it is the sgense

of this conference that it is in agreement with the opin-

ion oxprossed by the Federal Rescrve Agents in their re-
port, that the establishment of currency depots is at
leagt a doubtful cxpedienty.

Governor Talley. I will second that.

(The motion having been duly seconded was unanimoug-
1y carried.)

The Chairmane. The next subject is clasgsification

of outlying districts of reserve or oentral reserve cities.
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Governor llorris. That seems to me 10 be locking
the stable door after the horse has been gtolen.
cEkherfbalisnay., The Committes believes that the pre-~
gumption should be against granting reductlion of reserves
to outlying sections within municipal limits of zentral
reserve or reserve cities. That is because they appear to
be generally of the character of the country bank rather
than of the metropolitan bank. There are cases where such
reduction is justifiable, and such cases should be determin~
ed upon an investigatlon of the character of the Individual
bank or banks making application for reduced reserves.
Governor Seaye I move that this Conferenco concur
in the view expressed

Govermor Young. 7111 se d that.,

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

The Chairman. he next gubject is segregation of
savings depcsits. That is disposed of by the former re~-
golution, as that would require legislation.

The next 1s reserve against time and savings depogits,
arnd the conclusion of the Committee is that the present re-

uirement is adequate and should not be changede.
e

Governor Wellborn. In that connection I would like
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to ecall attention to the letter to Mr. Jay from Governor
Crigssinger.

(The letter referred to is as folilows:)

"EEDERAL RESERVE BOARD
Washington
Qetober 18, 1226,

Dear Mr., Jay:

et ne meeting of the Board a day or two ago, a dis~-
cussion arose as to the desirability of having an alternative
or optional resorve requirement for deposlts in the savings
departments of member banks which might like to segrogate
the assets of the savings departments and lnvest such assets
in securities of cortain kinds. The thought was expressed
that Congress might bo asked to amond the Federal Reserve
Act by providing alternativo or opticnal reserve requirements
for savings departments: (1) That member banks shall be

roquired to carry with their Pederal reserve banksg 3 per

centum of their time deposits including savings deposgits,

which ig the present requirement, or (2) that all member
banks which segregato the deposits of their savings
departments and invest such deposits in certain kinds of

investments under specificationg and regulations to be
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promulgated by the Federal Reserve Board, shall bo permitted
in lieu of the present requirement to carry a reserve of 2
por cent only say, or possibly an even lower percentago.
Mombser banks would not, of coursu, be compelled tO segre-
gate savings deposits and invest them in a certain way,
although it might be desirable to have savings deposits
segregoted in all clasges of banks. The matter could be mado
entirely optional, If o member bank did not elect to segro-
gate savings deposits and invest in ecsrtain approved gsecur-
ities, it would have to comply with the present rogerve
requirements but if the member bank should elect to segre-
ge.te and malke approved investmoents, then the lowver reserve
requiroment for savings deposits would apply.

The Bocrd would like to have the matter digcussed
by the separatc Agents and Governors Conferences, to be
followed by & discussion at the Joint Sesgion. YoOu are re-
quosted to place the topic on the Agents' program and also

have Mr. Harrison place it on the Governors! program and

gee that it is given a place on the program for the Joint

gonference.
Very truly yours,

(Sgd) D.R. Crissinger,
Governore"
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The Chalrmane. You have heard the Bourd's letier
suggesting an albdernative. This would require leglslation.
govornor Viellborn. Is therc any demand for 1t that
you know of?
he Chairman. I think thore is no demand among the
banks. T think there might be a demand from depositors in
he banks who have not tho scgregatlon if they realize the
digadvantage under which it places them.compared to those
that have demand deposits in those banks.
Governor Seay; The final sentence of the recommenda~
tion of the report of the Commivtes on this subject ig as
f2llows: "ghe Committee suggests that this subject be

referrod to tho Committee on Legislative matters for its

congideration®, and I have alrcady stated that that report

is not yet prepared.

The Cholrman. Governor Grissinger's letter to Mr.
agigelc thdt we discuss this proposal separately at the two
conforences and then have it on the Joint program.

Governor Seay. I was just coming to this point;
in making this explanatory sta tement, that Professor

Sprague, who has besn asgociated wish the Committee 1n

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




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

49
its congideration of legislative matters, has been traveling

A

over the country, has visited several of the Federal Re~
gorve districts, and one subject which was very dear to his
heart apparently was thig question of the segregation of
savings deposits. He hag aodvised me that as much as he
is disposed towards scgregation he believes that it will
be wholly impractlcable to bring it about at the present

o

time owing to the varying laws in the different gtates. and
he does not belieove that tho propcsal to segregate savings
depogity or to segregate assets of the banking corporations
to gsecure savings deposits could be made very complete
at the present time.

Governor Wellborn. t would be optional with the

bank anyway, whether they wanted to do that,

Governor Seay. This is just with reference to the

wvhole subject of the proposal, by legislation or otherwise,

and the letter from CGovernor Crissinger presents the matter
in a new light.,

he Chalrman. Inasmuch as legislation is required
to segregete, as proposed in the report of the Committee on
reserves, we are not really callec upon to act upon that

recommendation in the report. We are asked to digcugs the
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alternative proposal in Govornor Crissingeor's letter, which
nevertholess does involve legisiation, and vhich 18 that the
Acs bo amended %o provide that vhen & bank voluntarily sets
up a gsegrogation of assets to gecure savings deposits it may
then be permitted to carry only & 2 per cent regerve instead
of the 3 per oent.reserve agelngt those depogits.

Governor Seay. If tho aim be to give greater gecur—
ity to the vast majority of the depositing public, that is
depogitors in country member banks, I cannot see how thig
would get us anyvhere. The country member banks pay very

high interest on a largo proportion of their depogits, about

half, and thereforc it would requiro an investment in seocur-

ities, othor than standard securities, I believe, to pro-
duce an income to offget what they pay. I do not believe
that many country banks would avail themseolves of that or
could avall themselves of 1it. It would be avalled of by
our city banks only and would not get us anywhere.

he Chairmarn. I think the proposal under congidera-
tion, Governor Seay, was not to impose restrictlons upon
the amount of investments necessary made by thege savings
funds by the bank but rathor to require the bank by law to

gset agide out of thelr assets those loans which they generally
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class as secured loans which would include mortgage loans of
course, giving the savings depoasltor the benefit of a class
of loans where they have the real percentage behind tinem,as
distinguished from the ordinary note which the farmer or mer-
chant gives to the country bank on borrowing.

Governor Harding. Under the laws of the New England

States, most of them, and in Massachusetts, the State Law

requires truist companies that have savings departments to

segregate the savings deposits and to invest them only in

certain specific ways. Some years age there was consider-
able wild~cat banking in Boston, and & number of trust com-
panies sprung up and falled. The history of those concerns
has been almost uniformly that the savinzs depositors were
paid in full and that such logses as occurred Vere taken

by the ordinary depositors. 7e have a number of eligible
trust companies which have been considering comlng into the
System and they are deterred for the reason that they would
have to carry 3 per cent reserve againgt their savings de~
posits, which they could invest only in certalin ways, and
we also have one or tvwo considering withdrawing for the

reason that the cost ig eXcessive. We had one withdrawal
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in New Haven last year for that reason. If that law whould
be changed so as to provide that any national bank or any
gtate bank which shall desire, under regulations 1 gsued

by the Federal Reserve Board, to segregats - gavings de~

pogits and invest them only in certain ways, could gecure

the beneflt of a 2 per cent reservi =~ or going a little
further, and providing alsc that any member bank which
wvas required by law to segrugate its savings depogits and
invest them only in certain ways could get the benefit of
the 2 per cent reserve, the effect on the Federal Reserve
Bank in the New England Digtrict would be distinctly bene~
ficlal. 0f course I reallze that conditions in New England
are not comparable at all to conditions in other sections of
The Chairman.

the country. / Has any one any action to propose with regard
to the letter of October 15th, 1925, suggesting thig alter-
native plan?

Governor Seay. Mpe Chairman, that seems to have the
effect of reducing quite materially the reserve depoglits.

The Chairman. Yes.

Governor Seay. It would be a step toward further
inflation also and would have to be conslidered from that

point of view. Bverything that has besén proposed, so far
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as I can recall, since the Pedsral Reserve System has been
established, in that connection, has been somcthing which
tends to reduce reserve requirements ~~ whittlinyg,vhittiling,
vhittling; We know that the country banks classify a largo
proportion of thelr deposits as time deposits for the purpose
of getting a low reserve. We should consider that point
algo in congidering thisg proposal.

The Chairmane. Is there a resolution? If not we

will pass the matters

Governor Seay. It seems to me perhaps we are side-

Stopping some of these things which are referred tc us for
recommendation, and if you will permit me to roturn to that
subject I would move that it is the gense of thisg conference
that such a move 1s inadvisable at the present time.
Governor McDougal. I will second that motion.
GOVernor Fancher. Would Governor Seay object to
erbodying in hig motion the statement that we believe in
anything looking to the greater protection of saving deposi-
tors in commercial banks would be advisable, that is that
while we agree that it is desirable to protect the savings
depositors of the country we feel that no step which would

lower the present required reserve would be desirable.

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




54

Governor lMcDougalo I will second that motion.

(The motion having been duly seconded was carried.)

Governor Harding. T would 1like to be recorded as not

votinge.no
I would like to follow Governorn

Governor Calkinss
Harding's lead and be recorded as rot voting.

The Chairman. Mp. Harrison has a report to make in

regard to the action of the Federal Reserve Agents in this

matter of reserves.
Mr, Harrison. Tnasmuch as the preliminary or first

part of the actlon taken in this comference on the Reserve

Committee!s report was predicated upon the agsumption that

the Agents had voted not to ask for any changes in reserve

requlrements which would require legiglation, 1 have just

had a discussion with Mp, Martin vho tells me that the

statugs in the Agents' Conference at the present time is

this: Thet they haveconsidered the above report e your
. approved . .. of all the purposes to be accomplished;

that they would like to see the recommendatlons adopted,
but that they do not favor request for legislation at

this time, if there is any likellhood of #he re~chartsr

question being raiged in Congress. But if there is ro
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likelihood of that question coming up at this time
think that now is as good a time as any to advance
recommendations of the Agents' Committee.

Furthormore they have an ontirely independent resolu-
tion which, entirely regardless of the question of law, they
would like to urge upon the Federal Ressrve Board, and that
is the advisability of adopting redommendation No. 1, to de~
duct checks in process of collection, by a ruling of the
Boerd, on the theory that they do not belleve it is against
the law.

The Chairman. Mpr, Harrison brings out the fact that
the action of the Agents! Conference was really a condition-
al action, disapproving an effort to get legiglation if the
question of rechartering should come up, but approving it
if it did not.

Mp, Harrisons On the first question, deduction of
checks in process of collection, the Agents are oI the
opinion that leglslation is not necessary and that the Board
might properly be asked to adopt that recommendation by a
raling rather than by leglslation.

The Chalrmane. In view of the fact that the re-

chartering is an open question now, and nobody knows
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whether it will come up —~~- my guess is that it is not going
0 come up nNOW.

Mp, Harrison. The votc on legislation is in the
nature of a concurrence with the vote taken by the Agents'
Conference, but I wanted to be sure that the two are not
tacked together, because as a matter of fact they have not
taken that action definitely.

The Chairman. It simply ralses the question here
whether we want to digcugs these four points on thelr merits.

Governor Wellborm. How would it do to refer this to
a committes. The Agents have made a report. If this re-
port is referred to a similar committes of the Governoors

we would then be giving the report dus congideration?

The Chairman. Refer it to the Legislative Committee?

Governor Wellborn. Or gome simllar committee.

Governor SoaYe. It has been referred to the Com-
mittee, but it has also been referred definitely to this
Conference and to the Agents' Conference, in fact to all
three bodles.

The Chailrman. Have you a resolution to offer Govern~
or Wellborn?

Governor Wellborn. T do not care to offer a resolu~
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tion becaugse I do not want to see the reserve requirement
changed at all.

The Chalrmane Dc you desire to discuss these points
on the merlts?

Governor Wellborn. I believe they should be discussed
on tne merits.

Chairman. Let ug take them up after we have fin-
ighed with the other topics here. On page l2:
ENABLING ACTS IN STATES

Governor Wellborn; Have you overlooked the one at
the bottom of page 11, which refers to segrogation, but is
treated separately?

The Chairman. We passed that because no resolution
vag offered.

Governor 3Seay. The statement by the Committee 1s
NThe reservo against time deposits should not be lower than
3 per cent."

The Chairman. Pollowing the discussion we took the

position that that would require legislation to change 1it,

and the only thing to consider was a letter of the Board
dated October 15th, 1925, addressed to lir. Jaye. When we

discussed that letter I asked for a resolution, and no
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resolution was fortheoming, and we passed 1t. That is the
record a8 it now stands.

Mr, Harrisone. The resolution with regard to Gov-
ernor‘Crigsingser’s letter to lr. Jay was adopted, with two
Governorsg recorded as not voting.

The Chailrians. That ig correcte Now with regard
to the next subject, Enabling Acts in States, will some
one offer a resolution?

Governor Young. I move that the recommendatlon of
the Committee be approved,.

Governor Soay;Seoonded.

(The motion having becn duly seconded, vas carried.)

The Chairman. Te next subject is "Regtrictions
concerning loans and dividends when reserve 18 deficient",

I will report that the Legislative Committee dig-
approved of the recommendations of Professor Sprague that

this Section of the National Bank Act be repealed. We

were unanimous in that, wers we not, Governor Seay

Governor Seay. Yos, we were unanirous.

The Chairman. It was Fblt that it was a wholegome
provision and would act as a restraint on unauthorized loans

and go forth.
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Governor Norris. Tho concluding sentence of the
report on that subject is "o Committee believes that
the Poderal Resevve Act should bc amended 1o make this pro-
vision less onerous and suggests that he subject be referred
to the Committee on Legislative liztters.”

The Chairman. The Committee on Lggislative Matters
considered that and it was felt b7 .the Committee, and it sO
recommended that the statuto should remain unchangod.

Governor Norrig. You refer to our Legislative Com-
mittee?

The Shairmane YoesSe.

o
/ re

=g

Governor Fancher. Ang that Committes wil port in
their report to the Conference?
The Chalrman. Yog.
Governor Norris. I move that we heartily concur in
the conclusions of the Logislative Commitiee on that matter,
Governor BiggSe I ill second tuat motion.
(The motion having besn duly seconded was carrieds)
The Chalrmall. Wo will now go back and take up
Nos. 1, 2, 3, and 4 and discugs them on tholir merits.

No. 1 is permit the deduction from &lwand deposits

of (a) exchangss for clearing houses, (b) checks on other
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vanks in the same place, and (¢) checks in process of CO L~
lection (whether with Federal Reserve banks or corregpondont
banks) according to Federal Reserve schedule of time required
for ocllection of checks.

Governor Norrise. I move it ig the sense of the Con~
forencs that this recommendation is inconsistent with the
principles for which the gystem has been contending, that
a check is an item for collection and ig not & balance dus
fyrom a bank and that we accordingly recommend that this pro-
posal bo not adopted.

Governor Calking. I will second that.

(The motion having been duly geconded was carried.)

The Chairman. Item o ig "petain the present pro-
visions of the law that 'the net difference of amounts due
to and from other bankg' shall be taken as the basis of
ascertaining the net amount of balances due 1o banks,"

Governor Fancher. I move that we concur In that re-
commenda tilon.

Governor Norris. I second that motlon.

(The motion having boen duly seconded, was carried.)

he Chairmane. Item 3 ig "Provide that the reserve

roquired to be held against net balances due to banks be 10
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per centfor a1l member banks except those in New York City

and ChicagOe Mis involves an increase of the present
requirements of 7 percent for country banks.

Governor Seaye I move that this Conference agress
with the principle of thig proposal, butb inasmuch as it
will require legislation, 1t gould not be advisable to seek
an amendment at the present time.

governor McDougal. I will second that.

( The motion having been duly seconded vas carried.)

The Chailrmane The 4th proposal is "Provide that
regserve shall be carried against Government deposits at the
same rate as agalnst demand deposits.”

The question appears te be this: Some hold that not-
withstanding that Government deposits are gecured deposits
they nevertiieless are nithdrawn twice a week I belleve it
is now, and tnat there is no more reason for exempting

them from having reserves than any other deposit. The

other point of vievw ig that the Treasury has egtablished a

practice of selling their securities which results in deposit:
vhieh have a cerbtain value; that the amount of deposits

carried by the Reserve pankg and their member banks hasg now
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been reduced to a minimum, with regerve requirements of
the country as & whole adjusted, that it would invelve some
inzonvenience and posgsible logs to the Treasury to make thig
changn and it is not justified at a time when the bank balan-
ces of the Treasury run dowi. Mr. Winston has stated 1
believe, although not to me, that he belleves in the princi-
ple of streangthening the reserve positions of the country,
including matters which may offect the Government adversely,
but that thie particular matter he does not think we are
justified now in effectlng a ohange, that the importance of
the subject has declained to a point where it is not really
required.

Governor Harding. This would require legislation
anyhnov.

The Chairman. It would require legislation.

Governor McDougal. Are Government deposits exempt
under the law at present from resServe requirements?

Governor Younge. Yes,

Governor Norris. My understanding 1s that we have

taken these guestions up now for the purpose of expressing

our feeling with regard to them leaving it to the Reserve

Board or to some other authority to decide whether any




63
effort shall be madgc get leglslation in oases where
logiglation is 1o - or whethor no efforts shall be
mads . If I understand it correctly the purpose for which
we have takon them up is to express our opinion, and I
move that we approve of the recommendation that Government
deposgits be required to have regerves.

Governor Seay. I will second that,

(The motion having been dily seconded was carried,)

The Chairman. 1t disposes of the reoport of the
Federal Reserve Agents' Committee on Member Bank Ressorves.

The next topic is 1~L.

ey

E. Advisability of an arrangement whereby
the Reserve banks would report chronic
cases of reserve deficicncy to ths
Supcorintendents of banksg in the wvarious
gtatos and to the Comptroller of tho
currency, oetce.

Governor hMcDougale. On that subject I would like to
report that in Chicago we have for some time past been

working in conjunctlon with the State Department with a

view to securing thelr assigtance in the maintenance .of

regerves on the part of chronic offenders; that we have
recently taken 1t up again and we have the commltment of
sach banking department represented in our district, and we

find that quite helpful in our efforts to control the sltuatio
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Governor Wellborn. It is our practico to report

chronic cases of reserve deficiency to the Comptroller of

he Currency and the Superintendent of Banksg of the various
states. Tn addition we report such cases to the Chief
National Rank Examiner. Wo have an understanding with the
chisf Examiner and Superintendent of Banks that they will
varn the directors of such banks of their fallure to maintailn
the required reserves and that they are doing so in vilolation
of the lav.

The Chairman. Thig is suggested by the Reserve Board.
Is there any motlon favorable or unfavorable to the suggest~
lon of the Board?

Governor Seay. I would suggest that you asgk around
the taﬁle if there is not already in existence sguch an arrange
mente. There 1s at our bank.

Governor Norrig. T have no doubt but that there is
in every digtrict, more or less. With a view of sgaving
time, I offer this resolution: I nove that the Conference
believes that an arrangement of the kind suggested by the
Federal Reserve Board is highly advantageous and request
the Federal Reserve Board to confer with the Jomptroller of

the Currency with a view to having the various bank examiners

tps://fraser.stlouisfed.org



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

carry out the part of the program its is suggested they sheuld
be responsible for.

Governor Soay. I will second that motion.

The Chalrman. There is just one point about that,
Governor Norrisg, lhat might cause me to hesitate to vote for
the motion in that form. If we have an automatic arrange-
ment for reporting deficiencies in reserves that arige it
will result in an automatic noticc of some kind going to the
directors of the momber banks. AS a matter of fact in our
district thore arc many doficlencies, I think the majority
of them, which arise through cauges that are utterly beyond
the control of the momber banks. For instance, they send

us paper for redigcount, calculating a certain amount of

time. Mglls are delayed, telegraph poles are down or some-

thing of that kind, through no fault of thelr own,a deficiency
apriges and then automatically the directors of the bank would
got that notlficatlon,

Governor Talley. That would not be a chronic case,
Mre. Chalrman.

Governor Norrise 'This deals with chronic cases.

Ths Chalrmen. Where there are chronic coses my belief

4g that every regerve bank takcs them up with the Chief
¥




Examiners,

Governor Talleye. Yeg, butv we do not get very much
action.

Governor Youngs I have found in my district, with
regard to people who were short in their reserves, that it
wouldn't make any difference how many letters you wrote or
how much you took it up with the directors. You couldn't
dao much with them anyvay.

Governor Talley. We have made an analysis of 1t and
the fact is that the banks that are deficlent in reserve are
in a strained condition, just grabbing at straws, and they
pay the 10 per cent reserve to ease them over a few days.

We do got help from our Chief Examiners, bub you have the

right idea. If the bank is overstrained, they have got tn

be left alone until they get inshape tc keep them up.

Governor Wellborn. I have obgerved some bankg which
are chronic cases that are not borrowing at all from the
Federal Reserve Bank. Tbey merely go along that way, and
keep from borrowing until they replenigh their ireasury, and
would rather pay the penalty than to borrow. The only remedy
I see in regard to this would he for the Compiroller to threat-

on to take thelr charter away from them.
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Governor Seaye ) not the motion by Governor
Norris teke the matter in that you refer to?

Governor Norrig. Tesg. I would like to use the
word "persistent™ rather than chronil:, because the word
chronic appliss tu a condition that is due to causes beyond
your control.

(The motion having been duly geconded was unanimously
carried.)

The Chairman. The next item F, is:

?. Ratio of Bank Capital to Depesits.

governor Harding. Does that require legislation?

The Chairman. No. This was suggested by Mr. Case
because of our coxperience wlth the banks in our district,
vhich are different of course from thoge in Hovernor Talley's
and Governor Young's district, where the loans accumulate

and the management of the bank is lax in going after them.

One of the first things is to go after them and to increase

their capital proportion evem though there 1s no impairment .

The capital proportion seems to be low very often in banks
that have that condition. It is a fact that the ratio of
capital to deposit liabilities in this country hag been

constantly declining over a conslderable period of years,
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partly due to the fact that bank deposits were enormously
increased during the period of inflation caused by the var,
and our bolief ig that if the Fedoral Reserve Barks, in deal~
ing with the larger membors, where an application comes in,
for instance, for the right to oxercise fiduciary powers,
or some of the spocial privileges that are granted under the
Act, should consider capital requirements as a very Important
olement in considering the application, it would better the
situation, and I think the whole policy of the system generall
should be to encourage and urge the banks,where thelr ratio
of capital to deposits is low, to increase their capital.

Goveraor Talley. What rate do you think ought to

The Chairman. 10 per cent.

Governoxr Talley. We have a state law in our state
to that effect.

Governor Harding. In a majority of cases in the New
England banks we have a capital ratio of 10 per cent, capital

to deposgite. One bank with a million dollars deposit only

nas $50,000 capital. Owing to adverse conditions in the

potato industry they have been the heavy borrowverse. I start-

after them a year ago to get them to increase their capltal.
o
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They could not do 1t very well at that timc, but they are

oing to do 1t now. They have come around; they have the

money. Potatoes are now sclling at $4.25 a Dbushel and they

are oleaning up. They are golng to increaso their capital
to perhaps $150,000.
The Chairman. Our recommcndation ig of this character:
That it should be the policy of the Reserve banks, in dealing
with their mombers, where opportunity arises to do so, to
induce *hem to increase the amount of their capltal where
the ratlo of capital to surplus and liabilitieg is lower
than 10 per cent.
Governor MecDougal. You are dealing with this from
WQsmﬁMmmmofc%dmlamimwﬁuﬁ
The Chairman. Their own investment in the bank,
capiltal and surplus.
i
: Governor Sedys With respect to banksg at large the
ase does not seem to be bad, but it is With individual banks.
The Chalrman. The tendency to get belou the 10
per cent ratio 1is increasing.
Governor Wellborn. In connection with this question
we ape confronted with a situation in Florida, where the

dgeposits have inereasel enormously, all out of proportion

to capital. We have been somewhat alarmed about that. I
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have had some figures made here that show that they are not
lending thelr doposits; the FlLouda banks are not lerdding
their deposits, but are putting thot money on call in Now
York or buylng commercilal paper and Govermment bonds. It is
rot as serious as we thought it was at one time. A great
many of the banks in Floridn are not lending half of their
deposits, and it soems to me that puts them in a rather safe
position,. T would like to hear some expresgsions from some
of you othor gontlemen on the subject becausSe we expect when

thig boom ig over in Florida that there will be quite a re-

cession in deposits and 1t might be nard to collect loans in

gome ingtances.

Governor Norrig. I will second the regolution pre~
sented.

Governor Cglkins. This is only intended as a state~
ment of policy, is it not2

The Chairman. That ig all, Jjust a general gtatement
of policy in that direction.

(The motion having been duly seconded was carried.)

The Chairman. The next topic is 1-Ge

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




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

In the oxtendion of credit or handling
transit items is 1t the duty of Federal
Reserve Ranks to asseme tho rsspongibility
of determining the solvency or lnsolvency
of member banksg? Is not thig entirely
within the pravince and a duty of ghe
Comptrollor of the Curroncy?

Governor RBalloy. I put this question on with regard
to our cash letter. A man started a suit against us. The
amount is not very serious, but in tho suit 1t ieg charged
that we had knowledge that this was a falling bank and
therefore we had no business in sending his check there
to collect it. It was not paid. He claims we ougint
to have gent it to another bank in that town. I took the
position that that was the Comptroller's duty and that as
long as the bank is going we are justified in sending the
letter. 0f courge we are protected under our regulations.
Tt doesn't amount to anything, but if we had to stop and
make a separate investigation every day of these banks in

gending letters out we would certainly have a big job on our

hands.e. I do not know whether the matter can be determined

here, but I wanted to get an expression as 1o what the other

banks were doing. If a bank has been remitting all the
time and the Comptroller's Office allowsg thom to remaln open,
1g not that justification for us in sending cash lettors to

them?
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Governor Wsllborn. We have been confronted with the same
gituation, and we take the position that if we dicd not send
the Federal ResServe Bank thoss cheocks and sont them to somo
other bank, that it would breax the bank.

Governor Youngs I think the regulations of the
Board free you from everything oxcept negligence, and w hat
“"negligenco" ig, wlll be detormined by a jury, and by no

ons clsC.

Governor BailloT. That is what I am trying to bring

out, whother we aro nogligent in not taking notice?

Governor YOoung. That ig a risk that Minneapolils
has taken for fivo years and is still taking. You cannotb
ovaede 1t.

Governor Bailoy. Wo.don't lose any great amount.
We chargce it back to the ondorsers and it all comes back
in the wash, and when we take a check we are gafor than
when we do not.,

Govormor Young. We don t got it back. We have
quite a congiderable amount in Montana which I wlsh some~
one else had. Theroc is only one way to protect yourself,
and that is to send a man out there and present the check.

Governor Balley. Instead of going 500 miles, in
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gome cages, in order to do that we had better take the
chance on the banks.
The Chairman. Do you wish action on this topic?
Governor Bailley. No, I just wanted to call 1t up
and get an expression from the Governors as to how they

nandled ite

The Chalrman. Governor Balley says d8s not de~-

gire any action on this.

Goverror Calkins. It is one of those cases in
vhich we aro reagsonably protected if we exercise due dili-
gence and are not protected 1f we are negligont.

Governor SO47. The law is mandatory as to our re-
ceiving checks on member banks, but in the last analysis
the courts will always have to determine what the respon-
gibility is.

The Chairman, I do not belicve anything can be done
here to settle the question. We are taking a risk and ve
have got o take it. With Governor Balley's permission ve
will pass Topie G without action and take up Topic H, which

laz

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




74
He Would it be advigable for Federal Reserve
Banks to make loans to member banksg on
a promisory note for a longer period
than 15 days which is now the law?

That alsc is suggested by Kansas City.

Governor Bailey. That is another matter with regard

to which we have never come to any conclusgion. I read the
they put out a questionnalre
report of the Trust Company Committee,/and I was surprised

at the number of objections to not taking them for longer
than 15 days. So far as we are concerned, I think 15 days
ig long enough. I do not know whether you gentlemen read
the report of that Committee, but the Chairman stated that
here was a large number that objected to the fact that they
would not take member bank notes for more than 15 days. This
matter has been digcusgsed before, but never concluded. Can
any one tell me the reason why they should not take the note
of a member bank for 30 days?

Governor McDougal. Because the law does not permit it

governor Wellborn. We find it good practice to have
them take up the discounts and give us a note in place of it
beocauge in case of insolvency we can put in our whole claim.

Governor Young. In Minneapolis 1t would be very

mach to the advantage of the Federal Reserve Banks and 1o
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the country banks to extend it to 90 days.
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Governor Wellborn. That would require new legisla-
tion, would it not?

Governor Youngs. Ye g, My experience in the agri-
cultural section has besn this, that you can get paper that
ig good and that irs going to be paid, but there isn't anybody
in the world can tell on what date, because it depends on the
element, transportation and so forth. We have a great deal
of agricultural and livestock paper on redigscount which has
gone past due becauge there has boen a lot of bad weather
out there and they could not move the crops. If you called
that you might never get the money, but if you let the banks
nold 1t as past due paper you will get the money. I think
there are opportunities In this of avoiding a great number
of the chiticlsms that are leveled againsgt the Federal Re~
gerve Systema

Governor Balleya. What called my attention to it
was the number of objecticng to having only 15 day paper

,

in the questionaire which I referred to,

The Chairman. Is not this prohably the explanation

for the difficulty, that the Federal Reserve Act was pre-~
pared by a group of men who were not bankers, and did not

have intimate connection with banking, did not know what the
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practices wereé we did not have any bank of issue in this
country so they attempted to adapt to the banking system
of thisg country certain practices that prevailed in Burcpe
in cerntral banking which were abgolucely in applicable. The
reagon I concluded that that was the cause, Or one reason, vas
that when these banks were organized the first regulation
put out by ivhe Federal Reserve Board was regulation No. 13 ~~
you will remember Governor Harding that 1t bore a number that
was unfortunate from the start =- and that regulation was
predicated, as I recall 1t, upon the theory that Dr. Willis
and some others had that we had real gelf~-liquidating paper
in this countiry. You will remember the discusslonsg we had
about it. It developed that there was a theory apparently
in the minds of the Committee of Congress, that that paper
would automatically spring into existence over night. We
came over here on regulation 15. Governor Harding took a

look at it and convinced some of the theoretical pecple that

thore wasn't any such thing as self~liquidatihg paper such as

oxlsted, say, in the London Market, and some provision had
to be made to deal with commercial paper especially. Regu~
1lation 13 contemplated really two~name paper, that is the

paper of a merchant given in settlement of an account.
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As a matter of fact banksg of lssue may have tw» types
of loang that they make, and they have two rates as a usual

thing. They have the type of loan which they call their

Lombard Loan, in the case of the Bank of England, and the

rate on that loan is different from their discount rate.
It is the common practice in all banks abroad to lend money
upon soecurity up to 90 days and even longer on what they call
Lombard lcans, and the digcount rate applles to those seli-
liquidating bills which are hoavily dealt in in the money
market —~- an article of commerce almogt —~ and are the type
Af oredlt of the bank of igsue which 1s related directly
to the money market rather than to the commerce and industry
of the country. I personally do not think it woula do any
harm; I do not think it would impalr the liquidity of the
resorve banks Lif this provision about 15~day collateral
loans was extended somewhatl. However 1 do not think we
want to go too far. It ig a priviloge that won't be used
by the big city banks at all.

Governor Harding. It would be a convenience to the
country benks because gome of the bankers up in Maine com-
plain that by the time they send the paper down to my offlce

it ig almost time to remew it again.
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Governor Seay. Ag a matter of practice we do dig-
count paper in bulk for a specified time. We invaded that
theory when the law was amended to permit discount up te 15
days. That was an invasion of the theory which was held at
the beginning. For the life of me I cannot gsee what harm it
would do, considering the practices in this country, to go a
gtep further and invade the theory just a little further
with a longer period.

The Chalrman. I will tell you where the harm would

arise, if it did arige at all. As we all know there is a

large number of banks in the country today that still main-
tain their relationg with their clty correspondents, becausge
of this very thing, whereby they can get loans on their
portfolio, on thelr commercial paper at higher rates than
the reserve discount rates, and they prefer to maintailn

an account with their city correspondents where they can
borrow money on their commercial paper for three months or
mWOre. There are three or four big banks in New York Clty
that do a very large buginess with the members in ohaerridda-~
tricts of just such charector. The advantage of having

them do go now is that if thatv buginess wasg diverted to us
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it would involve a very congiderablc oxpangion of credit by
the Reserve Banks and some inflation of crodit. Now they
borrow direct from the members and thcse members arc taking
carc of that volume of credit without calling upon the Re~
serve Bank for as much accommodation as they would call for
if the whole bulk of that borrowing was turncd right over to
use.

Governor McDougal. What are the banks charging on an
account of that charactert

The Chairmane. I think that the Southern and Western
Banks are charging 5 per cont, and moro in many casges.

Governor McDougal. Do you tnink that the convsnilence
of borrowing that way would offset in many cases, in the
minds of the borrower, the additional rate involved?

The Chailrman. It does.

Governor Seay. There is one difference and would be
ono difference between thc action of the reserve banks and

of the correspondent banks. In the casc of the regerve

banks those loans would be made only agalnst eligiblc paper

and collateral, and the convenience of the borrowing country
bank is that it may lump all this stuff in bulk and send it

along to the oity oorrespondent;
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Governor Calkinds. Then & much greater considera-
tion is the difference in time.

The Chairman. I personally doubt, if the time were
lengthened in the Reserve Act, whether it would result in any
considerable attrition to our loans.

Governor McDougal. Do you member banks make & prac-—
tice of using the 15-day notes secured by eligible paper?

The Chailrman. Yes, we have qulte a good deal of it,

Governor McDougal. Do you encourage it or discourage

The Chairman. We oncourage 1t.

Governor McDougal . We discouragze it.
O <O

Governor Bailley. I put this topic on the program
for discussion in order to find out what the opinion wag.
Some of our large banks at the end of a settlement period
will borrow for a day. They put it in for 15 days, but
thoy take it up the day after tomorrow. I have no object~
ion to that, but I put it on the program because of the
large number of objections which came from the country banks
that they ought to be allowed to borrcw for longer than 15
dayss We have adopted the policy, when a bank gets over—

extended, of taking a 15~day not rather than have them
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diseount, bocausc we can get action on that quicker. We
jump the whole thing in and make them renew 1t every 15
dayvs. In a case like that we would rather have the 15-day
note tvhan the 30--day note.

Governor Seay. That is availed of ag an ogtensible
reason quite a number of country banks remain out of the
System. I pelieve that is one reagon, among others, which
they give.

Governob Harding. The lew could be amended so that
could be taken for a perilod no longer than 30 days, and
they eould be made for 10 days if you wanted them to.

Governor Seay. 1 believe if the period were made 60
that no harm would result.

Ggovernor Younge. Aith rogard tc the country banks,
gome of thoge banksg figure the interest and add it to the
note and others do not. When it comes to us, of course
the interost is added, and that requires an entry for each
individusl item and it rakes an sndless amount of work. A
man may want $10,000 worth of credit and sends in {10,000 of
what he congidershecligible notes. One of our boys in the

office finds that a date has been altered or something of

that kind and he sends that note back. That irritates them
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and they don't like it. They have to gend 1n another noto,
It weuld be better to go back to the old method which bas

been found successful in the agricultural and livestock

secticns before, and that is that the bank sends in $15,000

Jorth of notes and say that they want $10,000 worth of
credilt. Under those conditlons it would be easgy for us to
get $10,000 worth of oiigible papor to cover that note. We
do not have to bother the man about 1t and ho makes only one
entry of the intorest., It is oagier to do. I think there
is a whole lot of merit to the suggestion, and I do not think
it will do any harm at all. I do believe it will get rid of
a lot of complaintse.

The Chairman. Are thers any other expressions of
views?

Governor Fancher. At the Cenference in April,1924,
our bank recommended that the law be amendsd SO that we might
take 90~day notes with Government bonds as securlity. We
have had a good many objections from banks about the trouble
of renewing the 15~day note and carrying the Governmenu gecur-
ities along. I was impregsed with the statement of Govermor
Railey and with the report of the Committee to which he re-

ferred, of the number of banks objecting to the Federal
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Reserve Banks not taking a bank’s note beyond 15 cdays. I
was very much impressed with the objection and I cannot see,
if gome limitation was placed as to taking a note not to
oxceed 60 days, where very much harm would ensue.

Governor Harding. I think it would be bonefilelal,
and it would have a good effect on the country banks.

Governor Fancher. It would do as much to swoeten
gome of our country banks as anything I can think of. They
are annoyed by these inequalitics, and by the things that
governor Young has brought out, where they send in paper
which, bcocausc of some irregularity has got to be sent back,
and where mure opr legs irritation is caused by correspondents
eror some very small technical thing.

Governor Calkins. I would not be opposed to the ex-
tension of the time to S0 days when the note is secured by
eligible paper, but I do not believe it should bs extended

on Government secured papsere. I also think, in order to

be scientific, that we should follow the practice of the

older banks in making a different rate botween what you call
gelf~liquidating paper, of which you say there isn't any -~
The Chairman. (Interposing) Oh yes there is now.

The acceptance has come into existence.
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Governor Calking. We ought to discriminate very
closecly between the two characters of transaction, and
without those amendments [ would be opposed to the extension
to 90 days.

The Chairman. I want to call your attention to some-
thing about the Reserve bank rate structure. Discounting
commercial papor as we now\do, is equivalent, under the
English system and the Continental system, to0 an advance
account. Where no note ig signcd that is an over~draft.

If instead of doing that we loaned to our member banks on
securities or anything elge eligible for a Lombard loan, then
we would get %o a position where we have a banlk rate, which
is really the rate for Lembard loang, and a real discount

rate, or the rate for buying bills, as in the case of the

Bank of Bngland. Such a condition of course has got to

come sSlowlye. The real contact with the money market 1s
going to be through the bill rate, the credlt we extend to
our customers, the member banks, as dlstinguished from the
gtreet, so to speek: the credit we extend for the benefit
of commerce and industry is the credit that we will grant
on the so-called Lombard loang, whether it 1s discounting a

commercial note or a collateral note, and that is one thing




that has removod the last objection that I had in my mind

to oxtending the time on collateral loans to our member
{5

banks. That condition is gradually approaching, and of

in the course of time wo will have cno oxr two or threeo
money markets in the country where the influence upon rates
and the active contact of the bank with the monoy markst
will be through the bill market and the Government secured
market, or Government securities. In that way the exten~
gion of ecredit generally throughout the couvntry will be by
Lombard loans at a Lombard rate, whicn will be Jjust above
the bill rate in the money centers. It ig a wholesome
development. I am not opposed to it. g EIE v ) o Lol Ty i O
good thing to do. I would like to see a regtrictlion im-
posed upon loans secured by Government bonds in order that
they may be kept short, dowm to 15 days.

Governor Bailey. Could not that be done by a matter
of policy? If you have your maturlty longer than 15 days
you are in a position to discuss with your borrowing member
banking seeking credit the question of how long you are will-
ing to let him have the money for.

My, Chairman, I make the motion that the Conference

of Governors looks with favor upon an amendment of the law
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extending the time on 15-day papor to 60 days, when such
note is secured by paper which will be eligible for redig-—
count.

Governor Norris. I second that.

~ been duly secouded was carried.)

o

( The motior havin

Governor MeDougal. I desire to be recorded as having

voted no.

(Whereupon at 1l.15 o'clock p. m., the Conference

recessed until 3 o'eclock p. ms of the same day;)

AFTER RECESS

The Gonference reassembled pursuant to recess at 3 o'clock p.m.
The Chairmane. The meeting will please come to order.
The Open Market Committee 'has drafted a report, which has
been congidered in advance and is in your hands. ity
your pleasure to postpone consideration of that report until
you have had time 1o read 1it? Without objection it will
be passed for the time being.
I suggest that as Mr, Strater is to be here thig morn-
ing, that we postpone Sections 2 and 3 and take up Section 4,

operation and adminigtration.
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v depe - Cost of gecuring reports of examination
of National Banlis,

That mattor was referred to 8 Committee consisting
of Messrse. Barding, Norris and myself. Oon account of my
absence I was unable to conclude the preliminary discus-~
gion with the Comptroller of the form of letter to pro-
tect us against cnwarranted increases in the costb.
Governor Harding. The charge has gone dowvm NOW,
wn to $5.50.

Chairman. We have propared a form of letter
which Mr. Harrison drafted, which we hope will mcet the
Comptroller’s view and yours. Tt has not yet been ca-
gidered by the committee, but we can take it up now oOr post-
pone 1t until the Committes has discugsed 1it.

Governor NorrisSe. Ag a member of the Committee I
suggest that we take 1t up now.
governor Hardings That is perfectly satigfactory

1o me.

Mr. Harrison. The letber 1s as ollows:

1pear Mr. Comptroller:
In our discussion of the question of payments made
for reports of examination of mational banks, I think you

understand that I was gpeaking as Chairman of a small

s
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Committee consigting of Governors Herding, Norris and myself.
It was appointed a year ago by the Governors of the Pederal
Reserve Renkg with instructions to discuss thisg subject with
JOuU .«

our talk certainly made clear the fact that the in-
c resse in the charge to $10 per report was largely to enable
you to meet o serioug emergency which had arigen in connoct-
ion with bank oczamination and bank supsrvision as an out~
growth of the many bank failures which had developed prin-
cipally in the middle west, and that it was not your expecta-
tion to continue the charge now made (which has not keen re-
duced from $10 to $5.50) but that at the earliest oppor-
tunity you hope to effect a further reduction to, say, $5
per report.

I think all of the Governors of the Federal Reserve
Banks are agreed as to the value of the reports, and especial-
1y as to the walue of the cooperation which we have been
a0 fortunate in establishing with you and with the members of
your organizetion. They desire that this should continue
and they wigh to pay what we may agree uUpon to bas a falr

reimbursement to the Bureau for the cost of the preparation

of thase reports. They are, as I have explained to you,

most anxious that the principle be egstablighed that the fee
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to bo paid for the reports shall be reasonable reimbursement
for the cost of making the coples, that cost to be strict-
1y construed, so as to cxclude any possibility of a charge
upon the Federal Reserve Bans for paying any vart of
the expenses of the eramination of national banks, but
possibly to take into consideration certaln eloments of
cogt imposed upon the Bureau beyond thie simple mechanical
preparation of the copies.

I am inclined to believe that the establishment of
this principle and the fixing of a price of her report,
with the assurance that that will give that increase in
the cost will not be hereafter requested, will satigfy the
officers of the Federal Ressrve Banks, and 1f you are agree-
able to thig proposal, I shall take pleasure in submitting
it to the members of the Comuittee with the rscommendation
that 1t be reported at the next Conference of Governors
as a concluded arrangement subject only to ratification
by the Confsrence.

Hoping that this will entirely meet your views and
agsuring you of my great appreciation of your attitude in

this matter, I beg to remain,

"Very truly yours,

BENJ. STRONG.
Chairman of the Conmittes."
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Governor S6a Y. I move that that be adopted as the
wish of the Conference and that it be approved for discus-
gion with the Comptroller.

Governor Youngs I will second that.

Governor Calkins. Do you understand he has voluntar-
ily reduced the cost to $5.500

Mw, Harrison. Yes, effective December L.

The Chairmane. Tat letter is intended, without re-

stricting him too much, to prevent unwarranted ilncreases in

the cost of these reports in case they run ghort of money,

Would that stisfy you, Governor Balley?
Governor Railey. Yes, Mr. Chaliman.
Governor lMcDougal. And it algo places this organiza-
tion on record.
(The motion bhaving been dquly seconded, was carried, )
The Chairman. The next topic 1s
4sB. Bffectiveness of budget control of the
expense of operating a Pederal Reserve
Banl.
This was stuggested by the Fedsral Reserve Board, and
the comment is: At the present time the Federal Reserve
Banks of New York, Philadelphia, Cleveland, Richmond,

Chicago, Minneapolis and San Franeisco are operating under
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Budgets prepared along the linss
Budget Committee, (lMessrs. Runds, Fleming and Smead). 5%
is expected that the discussion of this subject at the
conference will be led by the Governors of those banks for
the benefit of the Governors of the other banks which have
not yvet adopted a budget system.

New York was the first bank to introduce the budget.
You have heard me digcourse about the budget before. The
realtest of the value of a budget has come within the last
year and a half, after nearly six years of operation under
it. 1 am more convinced than aver that when it is properly
operated and is cmployed not ag a method of simplz apportion-
ing of expense butb of controlling expenditure, that it is
very affective. The results speak for themselves. We were
of course faced with the problem of absorbing the cost of
maintaining a very largoe building, the largest of any reserve '

bank, and the most expensive. The busginess of the New

vork Bank this year we estimated probably 10 or 12 per cent

more in volume than it was two years ago. The

running the bank this year, taking into account taxes -- and
the building is assegsed at sixteen and a half million dollars
cost of operating the building and quarters, anc everything

having to do with the operation of the building, notwithstand-
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ing the increase in business actlvity, +s $500,000 less

thig year than it was two years ago, and $150,000 less than
last year. We attribule that to tho budget control. T%
is all in the way you operate it.
expense account which apply to tais budget arrangement ce
for a committee of officers twice a weex %o meet and go over
overy expenditurc of the bank. Thoge expenditures must
be justified and it takes half anrhour and sometimes cloge
to an hour of the time of threc offlcers twice a woeko,

Mz. Harrison. As a matter of fact, Mp. Chalrman,
they meet every day.

dhairman. It does not take very long because

it has been reduced to a routino. It has meant the cdu-
cation of our departments, which have got to justify what
they are doing. Every year, with one exception, the cost
of operating the bank has been very considerably lessened,
and so far as we amre concerned I think the budget system
has worked oxcellently.

Governor Fgncher. We have had the budget systey in
cperation since July of 1924, about 18 months, and our
pxperienco has been I think a very satigfactory one. We

think we have much better control of our expenditures.
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We do what the New York Bank does in the matter of reviewing
exXpenses. A committee of officers go over chy expense
vouchers so that the heads of departments and junior offi--
cors know that all expenditures are belng very carefully wg-
viewed and checked Up. With regard to the operation of
oar building, we have got our operating cogt down very low.
We think we have the matter very much in the minds of all of
our executives, and we think 1t igs proving very effective.

Tae Chalrmane. All but three of the Regerve banks
either have a budget system or something that approaches ite

Governor Norris. Seven banks are mentioned here as
operating undser it.

Governor BiggsSe. Wo are one of the banks that has neve
gone into the budget sysew. We have what is known ag the
local zprogecdurc. commitbtee that always gives careful
congideration to expressions of expense. We Mmave not yet
peern able to see where we would be benefitted by adophling
the so-called budget system. The matter has been discussed

gith officers of other reserve banks where the system has

Leen in effect, and we are reasonably.well convined that

cur efforts in the interest of economy and officiency have
been so guffessful thatithey should not be interfered with

or complicated by the adoption of a budget system. It is
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quite obvious that it ig much easier to operate the system

we have in a smaller bank than in a larger bank and I am

gatigfied that with Cleveland, Boston and some oE the
other banks that it might be highly desirable. Still we
do not think it would holp us very much.

Governor Norrig. We were rather skeptical when we
went into it, and tho Board's 3udget Committee, after look-
ing over our situation, said that we must not expect any
startling resulisfrom 1te. Howaver we decided we would try
it., TWe have found that the heads of cepartments mve taken
s great interest in making their budget estimates intalligont~
1y; I think they have a gtronger feeling of responsibility
behind them than they had before, and Wwe believe that the
System as a whole has bsen distinectly helpful to use. of
course we only put it into effect last Jgnuary, S0 that we
have not had a full year of it yel, but only have results
for nine months. For those nine monthe the budget egtima tes
for the year showed a reduction from the actual exponses of
1924, and while we have bad the same experience that New
York has had with regard to the increased volume of busi~
ness, every one of our departments at the end of the nine

months period is under 1ts budget estimate for that time.
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It applies in every department where the expenSes are con-
trollables

Governor SeaYe. Like the St. Louis Bank, we were
foirly well satisfied with our system of expense control
bofore we adopted the budget, but we bocame ra.ther con-
vinced that the budget would help us. While we ars of
opinion that if we wers compelled to adopt one with out
cther, that our system of exXpense control would be prefer-
able, hevertheless we were unable to see how the establish~
ment of the budget system would interfere with us. We rather
thought that the budget would be an aid to us in carrying
eut the purpose of sorutinizing our expenses. It is
supposed that each bank recoives a copy of this report of
the Budget Committee, and we have fairly well set down «n
it our reagons for bslieving that the budget was nelpful.
We receive monthly roports from our Compiroller, and those
reports are carried around to every department represented
each departmcnt gees then whether 1t has exceeded its budget

or come under its budget, so that the matter is kept ent’ re~

1y alive. Wo believe that it is exercising a very whole-

some influence and I cannot see how the budget can fail to

be helpful in every bank to some extent.
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Govermnor McDougal. Chicago established the budget
plan in 1924, ia the carly vart of the year, at
the heads of the depertments and officers were charged with
giving full oxplanation of the objecis of it. They were
furnished with a statoment in detail, concerning the eX~
penses in their department during the preceding year and
wers acked to prepare a budgoet for the forth coming year.
The budgets were thon submitted to what we call our proce-
dure ccmmittec, they were eoither approved, disapproved, or
mbdified, and the ensuing results have been highly satisfac-
TOTY e e think the establishment of a budget systom has
been quite an important factor in our having succoeded
in materially reducing our operating force and our gene.al

yxpense accounte

Governor Young. We put the budget gsystem in about

a year and a half ago. I felt a good deal like the
Governor of the 3t. Louis Bank. I thought we had an ideal
gystem up there, but after this had been in operation for

o year and a half I thought it was ths best thing that wo
ever put into our institution in more ways than one. There
are certain departments where it is utterly impossible to

put the budget in, for instance, the closed bank department,
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becausc no man in the world can tell what that is going

to cost; at the same time the men who is in chargo of

the department is trying to keep it just as low as he can,
and if we did not have the budget ho would not do it. I
think I can say it is the best thing that has gone into our
bank in the last four or five ysars.

Governor Calkins. I am unable to say exactly when
we began the operatlon of the budget system, but I belleve 1t
was early in 1924, We have very carefully worked out a
cost accounting system which we found has boen very ugeful,
vut we have concluded that the budget system, in one par-
ticular, is more offective than any other system that
any one hag deviged, and that particular is that 1t brings
in the consultation, before the exponses are incurred,
those men who are directly respounsible for the expendi~-
tures, and glves them an spportunity to assume a respon-

gibility which they did not assume before we had the

pbudgete They were presumed to be conducting their de-

partments as economically as they possibly could, but when
o man is ocalled in and told to assist in making an esti-
mate of the cost of running his department for & year he

is put on his metal first to make a proper estimate or a
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proper budget, and second, to live up to 1

Approximately two-thirds of tho exponditures are
representod by salaries. Ons i1tem that has lately result-
ed in a great saving has been that involved in calling for
asslstance. Formorly the head of a depariment, having to
call. for more men, was actually inclined to select the
mogt competent men and the mosgt efficient men that he could
get. Now he stops and considers whether the most efficlent

man ig not too high priced for the particular purpose he

wants to uge him for. The result of that has been a con-

giderable saving. Betweon October 1, 1924, and October 1,
1625, the staff in our head office and five branches was re-~
duced from 1093 to 906 with an annual salary saving of a
little less than300,000. That is not all due to tho budget,
but undoubtedly some of it is. I belisve that the budget

is fully justified, we cxpect to continue to operate it and
to improve upon it as opportunity offers.

Governor Hagrding. Boston is not included in the list
of banks there as having a budget, bul we have the budgotl
system.

For several years the genior officers of this bank

have had preparcd comparative figures covering income and
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oxvenses by annual dspartmental totalgs and detalls for con-
aideration periodically with organization heads with a view
to keeping expenses as low as possible and developing econom-

ieg.

In Januaiy, 1925, following correspondence with the
Fedsral Reserve Board, a budget for the yeur 1925 was pre-
pareC by departmental and detailed heads of the Board's
comparative cxpense reporte. These totals ror the year were
divided by 12, and the figures obtained have besn used as
s monthly budget basls for the congideration of our expenses.
Fach officer of the bank and department head has a copy of
this budget statoment, and the figures are discussed after
they are compiled and addred to the comparative statements
oach monthe.

No ettempt was made to establish the monthly figures

on a seasonal basis, bocause the fluctuations in amount

under "General Overhead — mnon~controllable" are large enough

at times to upset any close forocaste Qur idea has been
to get & maximum of the benefits of & budget at a minimun
expense in setting up and maintaining the plan.

our departmental expeuses during the first ten months

thig year have been reduced gomewhat by 1ltems under

o
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"General Overhoad-Non~controllable®, such as cost of
surrency and shipments of currency havo been greater than
tho figures used in our ostimate so that the total expense
for the year will be very close to the toial amount ostima ted
last January.

calling it a budget probably does have some little
moral offect upon the wmrious department heads. At the
game time i1t is almost impossible in our digtrict to make
any intelligent estimate in advance of what expenses for any
one fuction of the bank are going to be. For instanc there
wag a run in March on a bank in Holyoke and we shipped them
at our expense a million and a half currency, which was
unusede. Later on they sent it back 1o us at our expensSe
again, and although we were fully reimbursed by the dis~
counts received from them on loans we had made, that did
10t come up in the expenge item, and our budget for trans-
portation of cuirency was all out of line. In addition

there 1s no way of telling in advance what our tax rate is

going to bee We have the town system in Massachusettsg,

oach town fixing its own rate, and the tax rate in Boston

wes increased thig year. There was $12,000 in taxes that

W

we did not know anything about until last month. While
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the system we have now 18 called a budget by the directors
and so acknowledged by the Reserve Board, 1t does not differ
ma*erially from the plan that has been in offect for several
years past. It probably is given scme additional welght by
being called a budget.

Governor Wellborn. Our bank is omltted from the list
of those that have adopted the budget system. I do not know
why it was left out. We have had the budget system in force
gince the lst of January, and i1t gcemed to be working very
well.

The Chairman. This is just a topilo reported to us by
the Wederal Reserve Board and we do not know about that.

Governor Seay. In the letters from Mr. Rounds of
the New York Bank he puts the Atlanta Bank down as having
a budget.

The Chairman. When I gaid there were only thres banks

that have not the budget I got that from Mr. Roundg?® report,

and not from the topic submitted by the Board.
gGovernor Harding. How does he place Boston in his
The Chairman. He includes Boston and Atlanta.

covernar Norris. Seven are given here, Boston and

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




Atlanta would malke nine, and that leaves three.
Mr., Harrison. I quoted the Federal Reserve Board's
letter precigely in putting the toplc on the program.
Governor McDougal. The Board has given usgs & copy
of Atlantals letuver in reply to thelr inquiry with regard
to the budget, and that shows that Atlanta has a budget.
The Chairman. The only three banks which have not
the budget apparently are Kansas city, Dallas and St. louis.
Governor Talley. I have a table here that indicates
that the budget does not seem to be much of a factor. St.
Louis, which does not operate under the budget plan, shows
that the percentage of reduction in expenso be tweon 1924 and
1925 ig the highest of any reserve bank, and the Dallas Bank
ig third highest. I think that the difficulty that the

panks have had that have not adopted the budget ig that they

have tried to comply with the tochnical definition of a

budget. Of course s budget is a condition where you have
a certain amount of income and a definite amount that you
are supposed to apportion over expense Of operation. That
certainly would not be true in the case of a rescrve bank e
The Chairman. We agreed, when this was discussed

pefore, that it was a misnomer, but that it was a good in-
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flusnce to usc the word "budget'.

Governor Talley. I think the Dalles Bank, the Si.
Louig Bank and the Kansas City Bank have been employlng the
same methods and have boen giving the samv gcrutiny to their
expendlturcs as have the other bankg. We thought we had
done pretty well at the end of 1924 in the way of reduction,
but in 1925 we show a further reduction of expense of Jjust
an oven $100,000. When we begin to analyze that we find it
in practically every l1tem of expense go 1t goems to show a
right broad scope in attacking the expenge problem.

The Chairman. I do not understand that any action
is called for by the Board on this tople, so we wlll pass
to the next topice. he next topic 18 440,

4~C. Blinination or consolidation of current
reports by Federal Reserve Banks to the
Federal Reserve Board.
It is suggested that each bank prepare an estimate of

the cogt involved in preparing reports now forwarded by

them to the IPederal Reserve Board, together with a separate

1igt of any repnris which the reserve bank feelsg that the
Reserve Board may properly be requested to eliminate or
1odify.

This topic has been discussed before. We find in
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New York that we make 51 diffewcnt classes of reports to the
Federal Regserve Board at varying intervals. We estimate

the total cost oFf those reports to be $12,000 a year. The
one that costs the most is the one that contains the schedule
nf member banks'! collateral notes and billg discounted by
member banks, which cost $2300 to $2500 a year. At a recent
conference this matter was discussed and a resolution was
passed recommending that a joint committec of enployees of
the Board and of the reserve banks be appointed by the Board
to consider whether the number and character of reports
vould not be changed in order to reduce the work and HXpenso
involved. That waa taken up by the Federal Reserve Board,

as I understand it, and laid on the tablo. No action was

taken on ite. A matter came up recently with us because of
- of
a request which you also received, for a report continuous

borrowers and certaln detaills in connection with that report.
I felt right away that it was for the purpose of informing
the Board of matters of that sort that a lot of these reports
were made. Our idea was that if we vere expected to pre-
pare the material from our books, which otherwise could be

prepared in Washington from these reports, that it was an

~.unnecegsary duplicatlon. Bither the cmployees of the Board
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should get the information Ifrom the reports or we should
take it out and discontinue any of the reporis. It sSeemg
gome of the information cannot be had from the Board's re-
ports, but I nevertheless feel that the reports which we are
submitting to the Board are o0 voluminous and too expensive.

Governor Calkins. This actual making of the report is

a minor item, but the maintain of records necessary to malke

the report ig extremely exzpensive.

The Ghairmen. What does it amount to with you,
Governor Harding, just roughly gpeaking?

1,

Governor Hgrding. About $10,000,

Governor foung. It is about 10,000 with us.

fhe Chairman. Have you estimated the cost for these
reports, Governor Seay?

Governor S5eay. Yesg, but we do not cuarge thege re~-
oports with the cost of such reports as we would keep for
our own uge if we did not furnish them “*o the Fedsral Re-
gerve Board. We make allowance there fore for the preparation
of such reports as we make for the Board,which we would keep
fopr ourselves if we did not have to send them t0 the Board,
and that cost is about $3700,

The Chairman. Without making that allowance, what does

it amount to?
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Governor Sedye I have not that gepairately because
we did not make it up with that idea in view. We fcel Llhat
we would desiro to have certain reports for our own use
vhether or not they were submitted tc the Board, and we do
not include in -this any of the reportsrondered by he Federal
Reserve Agent.

The Chairman. You do not?

Governor Seay¥. Nos Wo urnderstood that was sSome~
thing upon which the Fedoral Roserve Agents? office would

render a reporte

Governor Calkinge. T have an estimate of cost which

I do not like to quote because it is micleading, as mosgt ol
tho others have been. It is the actual preparation of the
report, $5,848. I bave also coples of forms of reports
with the reasong for itheir continuance or discontinuance
irndicated. There are a number of these reports which serve
no useful purpose and ghould be digcontinued, whether we are
permltted to consolidate the other reports or not. My
suggestion is that each Federal Reserve Bank prepare an
estimate of the cost involved in preparing the report now
rorwarded by them to the Fedleral Reserve Board, together

with a separate list of any reports which the Federal
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Regerve banks feel that the Federal Rescrve Board might pro=-

perly be registed to climinate or modify. That will not
bo as uniform as it should be because of the fact that 1t
is practically impossible to show what the cost of prepar—~
ing many of these reports iz, but I think some such action
as that should boc takene.
otten it up on that basis,

and wa have attached to our letter a copy of every re
that we render. We have suggested to tho Fedseral Reserve
Board +the reports we think might be climinated unless they
aro of guch service to them as to be needed, so that if each
bank would do as Governor Calking says, forward to the
Tederal Reserve Board its opinion of certain reparts it
would be & guide for the Doard itself,

Governor McDougal. I think the Conference ought
to understand fully, if they do not, what has transpired
gince our last action. I wrote to Mr. Harmison and called
his attention to the fact that the Conferencg Mmd recom-
mended that a committee be appointed, and that so far as we
knew a commiittee was appointed, because I named onc of

our men on ite. Mr. Horrison then took the matter up with

the Board, called their attention to their having failed
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to act, and in a letter dated Sep tember 12th, Mi. Eddy ad-
viged Mp., Harrison that the members of the Boardts Staff
had reported that the forms of statements wnd so forth
required, with the cxception of one or two, were necessary
to the conduct of the various departments of the Board's
work, and the Board had voted that no action be taken on
the reccmmendatlon of the Conferences That i8 where the
matter rests nowe.

The Chairman. Hgve you estimated the cost of pre=
paring the report?

governor McDougal. No

Governor Bailley. It is about 510,000 with us.

Governor Norrils. I have not a complete cstimate,

but a partial ome, whioh shows about $3600.

Governor Talley. Our cstimate covers only the sta-~

tistisal report. The cost 1s very small for that, the
memoraadum here showing about $1050. I might say in that
connection that we run a good many of these reports con-
tinuougly every day in the departments, where they are kept
UD

Governor Fancher. Tie have made an ostimate ex-

clugive of the cost of keeping our own records, and our




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

totak estimated cost for the report is $4157,

The Chairman. Governor Biggs, have you an estimate?

Governor Biggs. I haven't the figires, but we did
have an ostimate., It was nominale. It wasn't very much, Some~
where around $127. But I think quito a faw of these reports
could be eliminated because there is duplication.

Governor Calkins. I would like to call attention to
ono report which could not have been included in Governor
Talley'!s figures, and that is the report to the Federal
Reserve Board of rocelpis of paper currency. That is an
oxtremely expensive report, and it is doubtful whether it
gerves any purpose. It was originally ralled for to assist
the Treasury and the Federal Reserve Doard in determining
their currency policey. It costs us about $990.

Governor Seay. That 1s one of the reports that we
have suggested to the Board 1s of no use to us, and so far
as we are concerned might be elirinated. It costs ug about
$800 .

Goverror Norrig. And it costs $1050.

Governor Wellborm. We estimate the cost at our

bank to be $L300, Qur peouple are in favor of continuing

the report for the present. We need the information our-

g6lvese.
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The Chairman. It ig perfectly obvious that the method
of arriving at the costs are altogether different in the

dirferent banks. If the same method were pursued the

evidence would go to show that tie cost runs from gomewhere

around $8000 to $10,000. In our case $12,000 is the
direct cost, apparently.

Governor Young. After going over the various forms
now furnished the Federal Rescrve Board, we do not reel
qualiried to recommend elimination because we do not know
all the reasons for the Board requiring these reports. We
do however, feel that by making consolidations and other
changes 1n methods that this information may be conpéiXécd -
more gystematically, with lecss expense and more rellcbly
than at present.

With thig thought in view we make the following suggest-

2% That instead of wvariois smaller reports now
beiag prepared by each Federal Reserve Bank covering
clasgification ¢f money, currency and coin operations,
Federal regerve note lssues, etc., that one form could be des
signed which woald cover ali these various classifications,

volume, etc., thus climinating all of the single reports
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now being forwarded.

2, hat the Board!s own analysis division be
broadened to the extent that much information now furmish-
od by the individual banks in various reports could be
compiled at Washington. To bring this about we would
recommend that the Pederal Regorve Board prepare a proper
form designating the various kinds and clasgifications of
gtetistical information that it desires and furnish each
Pedoril Regsrve Bank with such form. The detail of each
bank's operations would be compiled in the statistical
division of ocach bank and posted on the form provided
by the Board. This information could then be forwarded
the Board daily or as frequently as required. From such
daily report there could be assembled at any time by the
I'ederal Reserve Board's division, the same information from
all of the banks. his plan would eliminate the necessity
of many detailed reports, special reports, etc., now re-
quested by the Board.

As regards our own office, we would further suggest
that the vario.s tickets and records from which we compile

information for thHe Federal Reserve Board and ourselves,

be placed in the hands of a competent analysis clerk dally
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and all desired information be furnishcd under competent
gupervigion. By sgo doing the chances of inaccuracy would
be largely removed and a closer check maintained on the
wvarious operations.

T am listing bolow the forms fillod out for the
Poederal Reserve Board by the Cank GOxamination Department,

together with the estimated cost per Jeare.

i Advige of member and non-membor gtate bank sus-

pensions or reopeningss

e Telegramsg dally or as gugpeagions or
5 I :
reopenings occur $54,00

Do confirmation of momber and non~member
banl: suspensiong or rcopenings - :
Form X~4401 and 7~4402 L0000

Monthly report by mail of all sugpensions
and reopenings 8.+50
(Typewritten 1list)
Analysis of Examination and Credlt Investi-
gation Doports (Form X11338) 70 .00
Application of member banks 1o cxercisc
fiduciary powers (Form 6la and 6lc) 12,00

Interlocking directors applicetions under
clayton Act (Form 94b) 10,00

5. Application for membership in Fedsral Re-
serve System (Form X~1212) 15,00

Te Cha.rman. My thought was that we should indi-

cate to the Board that, roughly estimated, the direct total
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expense of reporting to the Federal Reserve Boa:d, some
part of which would have to be incurred anywey in prepar-
ing the data required by the banks themsel-es, amounts to
romething in eicess of $100,000 a yenr, and that we menew
our reccmmendatlon that the whole subject of the report
to the Federal Reserve Board be spent in some way so as to
bring about a reduction in this cost and in the amount of
work involved

Governor Calkins. I will offer that as a motion,
Mr, Chairman.

Governor Norris. Seconded.

(The motion having been duly seccnded was carried)

The Chairman. The next topic is 4-D.

4rde Proper Federal Reserve Banl: Protection.
The ~ %opic. ig: The Board feels that each Governor

ghould come to the Conference prepared to discuss the or-

ganization and scope of the work of the protective staff

in his bank and that the gonfercnce should take steps to
fermulate some general plan by which each bank can be guided
in the matter.

This toplc wag undoubtedly insgpired by the feeling

which has developed from the effurts that are being made to
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rub the banks and to hold up bank messengers in the country
and that it might be a good thing to have a general review
of the subject of protection. I understand it has besen
arranged that at the Joint Conferencs Mr. Moran, head of the
Secreteggrvice, will make a little talk to the meeting de-~
seriptive of the point of view of the Treasury and the
Secret Service which haz charge of the protection of the
Treasurye.

Governor Harding. I sugzest that the Chairman report
to the Board that the Conference has considered Topic 4~D,

proposed by the Fedsral Reserve Board; that there was a

general exrchange of information as to tho protectlve measures

cmployed at each bank; that in the opinion of cachh Governor
the protection now afforded is adequate, although thero may
at times bo occasion to increase the force of guards at

gome of the bankg. That the detailed reports are not

filed for the reason that the protective measures to be

most efficlent should be kept confidential. That the repre-—
gentatives of the United States Secret Service make period-
ical vigits to the Federal Reserve bankg and are kept fully
informed as to the methods employed. That the responsibil-

1ty for the management of the Federal Reserve Banks 1s
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vested by law in the respective boards of direc*ors and
the reports show that in every instance the directors ars
fully alive to the duty of affording adequate protection
for the funds and gecurities ontrusted to the bank. That
in view of the different circumstances atbtending ths
different banks i1t gseems impossible to formulate any uniform
plan as so much depends upon the arrangement of the bank

building and the immediate surroundings of the bankse.

.g)
That the above statement is the result of the discus-
gsion, which was not taken down in dstail, in which statement
&1l Governors prosent concurs
The Chairman. Without objectior the matter will be
handled in that way.
he next topic is 4~E.
e Eligibility of an officer of an insurance
company for election as Clags "B?
diregtor of a Federal Reserve Bank.
The comment on that is that the Roard desires a
oriticdl digcussion of its ruling on this subject contained

in 1ts letter of July 2, 1925, X-4373.

T would like to call your attention to the fact that

thig ig a question of law and for rulings by the Federal

Reserve Board. I would be glad if Mr, Hgrrison will read
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to you the opinion of our counsel on this matter.

Mr., Harrison. Tho opinion is as follows:

"The lettor of the Foderal Reserve Board, No.X-4373,
of July 2, 1925, rules that persong whose sole occupation
ig that of officers of 1life insurance companies are
ineligible for election as Class B directors of Federal
Reserve Banks. Thig ruling is based upon an intespiretation
of Sectlon 4 of the Fedsral Reserve Act, which section pro-
vides, among other things, that directors of Federal Rescrve
Banks shall be nine in number and shall consist of Classes
A, B, anC C3 that Class B ghall coasist of three members
'who, at the time of thelr olection, shall be actively

engaged in tholr district in commerce, agriculturc or some

other industrial pursuit. # % % No director of Class B

shall be an officer, director or employee of any bank,!
"I think for the purpose of this discussion we may
accept the conclusion of the Federal Reserve Board that
for some purposes at least, ingsurance has been held by
the courts nov Lo pe ‘commerce’; further; that if an
officer of an ingurance company can qualify as a Class B
director 1t must be because the insurance business comes

under the general term 'some other industrial pursuit.’




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

1%

Tt ig also a fact, as stated by the Board's lettor in ques-
tion, that the terms 'industry' and 'industrial' have a
broad meaning including substantially all forms of business
onterprise and a more restricted mcaning which applies only
to manufacture, mining and similar enterprises having for
their object the production of materlal or tangible values.
It is agreed, also, as stated by thc Board, that the insgur-
ance business ig included within the term 'other industrial
pursuit!, in the broadest sense of the term 'industrial'.

"Mhore 18 a definite authority for the rulc of law
of statutory construction, referred to by the Board, that
where the language of a statute is susceptible of more than
one interpretatlion, the intended meaning must be sought by
the aid of all pertinent and admissible considerations.

irthe letter in question, after reciting the provi-
gions of Sectlion 4 of the Act, above referred to, says:
1Tt ig clear,therefore, that Congress intended that Class
B dirsctors should be business men and ghculd not be bHankers
or ¢losely identified with the banking business,' substitu-
ting this language for the languago of the Act that 'no
director of Class B shall be an officer, director or employe

of any bank.! It is on this premise that the conclusion

reached by the Board is rested. The whole argument that
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insurance companios are lenders rather than borrowers and

that Congress contemplated that directors of Class B
should be borrowers rather than londors, is based on the
proposition just referred to. L.0., the substitution of the
language of the Board for the wording of the law, and all
doubt about the meaning of the law arigses from thig sub-
gtitution. Bear in mind that the plain provision of the
law ig that no Class B director 'shall be an officer,
director or employee of any bank.' Thig is a gpecific lim~
itation of the disqualification to certain classes of per-
gsons who are described with minute particularity. ho
disqualification sought to be read into the law by the

Board is, on the other hand, a general one, thus both the
2 5 S |

wording and meaning of the law are changed, and an implied

Congressional intent setlup in place of the express purpose
of the legislaturo.

"As we have geen before, the law provides that Class
B directors 'shall be actively ongaged in commerce, agri-
culture, or some other industrilal pursuit!. The ruling
of the Board seeks to give to the words 'some other indus-
trial pursuit'! tholr more narrow meauning. But Wwe must give

to them the broader meaning, because of the specific words

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




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

119
of Congress prescribing precisely to what extent the mean-

ing shall be narrowed down. In other words. the oxpressilon
by Congress of the Specific intent to except from eligibllity
for Class B directorship only those industrialisgts we are
also directors, officers or employeessof any bank, is to
oxclude all other excoeptions. Bxpressio uniusg, exclusilo
alterius. Ono whosge gold occupation is that of officer
of a life insurance company, Who is not alsc an officer,
director or employeec of a bank, 1ls ongaged in an industrial
pursuit within a definition of the word industrial! which
ig ordinarily accepted, and does not come within the
disqualification for directors of Class B which arises sole-
1y in the casc of one engaged in an industrial pursult who is
2lgo an officer, director or cmployee of a bank."

Governor Seay. Hes the DBoard a copy of that opinion?

The Chairman. That opinion has been sent informslljy
to Mr. Wyatt, but it has not boen sent to the Board.

Governor Harding. Why not endorse ths opinion that

we have just heamd read?

governor Sefy. One of our most useful, experienced

and level headed diresctors 1s the President of an Insurance

comnanyes He has connection with one or more cotton mills
e
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and also conducts a farm. That man has had a lifetime of
oxperience in commercial and insurteial pursuits.

The Chairman. He would not come within the Board's
ruling or letter, because they =y "hig sole occupation is
that ag an officer of a life insurance company"

Governor Calkins. I have an informal o6pinion by the
counsel for our bank, which is in offect that 1f the individual
in questian 1s engaged solely in the business of llfe insur-
ance he is ineligible. Of course if he is engaged in farm-
ing or in the cotton business or anything of that sort the
quesilon does not apply.

governor Harding. Why not say it is a purely legal

question, that the Governors present havc all read the views

of the Board's counsel, and “hat we respectfully submilt the

opinion of the counsel for the New York Bank ag an alternative
views
Governor (Calklng. I will offer that as a motion.
Governor Fancher. Segonded.
(The motion having been duly seconded, was carried.)

The Chairman. The next tople 1s 4~F:
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Uniformity in the operation of the
cafetorias of the Fodoral Reserve Banks.

The last three lines in tho Board's letier of Joeptember
9th indicates what the guestion 1s. It is requested that
carseful consideration bc given to this subject in advance
in order that if practicable gome agreement may be reached
as to what expense 1f any i1s now being charged against
tho cafeteria should be absrobed by the Federal Ressrve

Banksge

Governor Harding. The Board!s letter of September

9th, 1925 (X~4418) referred to the wide variation in the
handling of cafeteria expenso by the wvarious Foderal reserve
banks and requested that careful consideration be given to
the matter in advance in order that, 1f practicable, some
agreement might be reachod at the Governor's Conference
as to what expense, 1f any, now being charged to cafoteria
in the functional oxponse report should be absorbed by
the Pederal rescrve banks.

It would appeer from thg figures given below that
the Pederal Reserve Bank of Bogton is now absorbing a larger
amount nf cafeteria expense thanmany of the other banks in

the Systems
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nafoberia Expensges and Recelpts

vear 1924 and First Three Quarters of 1925

Federal Reserve Rank of Boston 1924 1925
Monthly Total for Monthly Total 1lst

average Year Average 3 Quarter:

EXPENSE of operatlons charged
againgt Cafeteria in this
benk as reported in the ‘
functional expense report $2,642,04 $3L,704.46 $2094.14 $10,047.22
RECEIPTS 2,536.14 50,433.65 215027 _19,352.43
NET CHARGE OR CREDIT
to safekreria 105,90 1,270,811 56+13 505.21

The following items of expense are ligted in the Board's
letter of Septomber 9, 1925 (X~4413) as those charged by some
of the Pederal Reserve Banks against their cafeterias, and we
also show below how thesc expenses are handled in the Federal

. Reserve Bank of Boston:
Expenge items as listed in Federal Reserve Bank of Bogton
Board's letter (X-4418) Amount charged against amount absorbed
pafeteria = our bank
T Year 1924

Cost of food $20, 34510
Salaries ;
Cooks, walters, etc. 7,115.57
Assigned staff 4,192.87
All others 50492

Service suppliles : : 0
0ffice and other supplies 5585 469
Printing and statlonery 181,14
China, glass and furnighings 276456
Gag~fuel 0
Uniforms 0
Miscellansous 026.84
Allocated to salaries absorbed

by bank 720,00

R

$3L,704.46 $2,563.13

L
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The total expense items absorbed by this bank not
including light, heat, or power for the year 1924 was
$2,563.13 ~ an average monthly total of $213.59 ~ and for
the first three quarters of 1925 $1,668.87 ~ an average
monthly total of $135.41.

The Board in its letter of September 9, mocferred
to above, stated that expenses they onumerated did not
include anything for rent, light, heat, and power, refriger-
atlon, repairs and alterations, and furniture and equipment.
While for the purpose of comparison we have not included
such expenses, 1t may be of interest to note that durlng
1924 our bank absorbed for clectriclity for cooking purpcses

in its cafeteria $2,325.20 = a monhly average of $193.35 =

",

"and in the first three quarters of 1925 31,
monthly average of $210.47.
Mr. Harrison, Deputy Covernor of the Federal Reservh

Bank of Now York, in a lettor of October 6, 1925 to Governor

Herding.stated that they had been giving consideratlon to

the advigability of providing a luncheon to all employees
without cost to them and not permitting them to leave the

building at luncheon.
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We have gone into this matter to some length and find
that none of the Boston banis are furnishing luncheons
to their omployees without cOoSte Several years ago the
largest local bank tried out this plan and gave it up as
being unsatisfactory. It is fol% that while there would
be a saving of probably $100 & year tc cach omployee and
the bank would have a bettor control of the employees and
the people who have occasion to vigit the building on busi-
nesgs, these advantagos are mors than outweighed by the
additional cost to the bank, estimated at around 110,000
&. yoar, the possibility of dissatisfaction with the mealsgs
served, and the natural feeling of restiaint which would

result from not permitting the employecs to leave the build-

ing at luncheon time. It is thought that the conditions

in Boston with reference to obtaining luncheons differ
greatly from those in New Yorke. There are many satlis~
factory places near the bank here where luncheon may be
obtained, and many of the employees are accustomed to
uging these outside establishments and availing themselves
of an opportunity for shopping while away Ifrom the bank

in the middle of the day. These advantages do not exist
to such a great extent in New York. In fach, it is

quite difficult to get a satisfactory luncheon at a
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reasonatle price without congiderable discomfort in the
financial section of Wew York in the middlc of the day.
We feel that it would he more satisfactory to continue
our present arrangement for the present at least.
The Chairman. I have a proposal to make about this.
Half of the banks are absorbing practlcally no expense
oxmcept the overhead, I moan the direct exXpenso; it is all
covered within a few hundred dollars by receiptse. The
other half of the banks absorb the following percentages
of direct cost, and thig is very rough, Chicago 15 per
ecent, Cleveland, 20 per cent, Richmond and Minneapolis
55 per cent, ballas anc San Francisco 50 per cente
Governor Fanchers. Andwhat 1g the figure for your

bank, Mp. Chalrman?

The Chairman. It ig only for the one guarter, but

we show a credit of (444 above expense.

My belief is that the approach to this matter gshould
be from this angle: That the services of the clerks in
the regserve banks wlll bc lmproved 1f means are furnished
by which they can have, if they are encouraged to have,
s good meal at noon. At some of the reserve banks and

branches this may not be ospecially atbractive because of
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their ability to get home for lunch, but that is not the

case in a City like New York, Chicago, and some of the other
cities where they aro too far awey from the residential
gections. The plan in most of the reserve banks i1s cafeter-
ia service at a very low cosgt, where they have a choice of
food, It ig not compulsory in any of the banks that they
should eat in the cafeteria as I understand it. That is the
case in a number of New York City banks where they are re-
quired to eat there, and when they do that they always give
them their lunch free. That seemsg to me to be the only
basis upon which compulsory cating should be adoptec.

We have been considsring this recontly because we have

been talking about the question of salaries, and if we make

any change it will have a boaring on our salary policy. I

think the concensgusg of opinion In the bank is that we
should serve a good, standard,hot meal at a very
low cost and absorb part of it, so that thev are atracted
by getting a better lunch in the bank than they can get
outside, so that they can have all they want to eat with~-
out any restiiction, or elge we should reduce the price of
thoge things that we are speclally desirable for them to

have, and instead of running above on the expense of the




AE
cafeteria, that we should actually absorb the expense. What
I have in mind i1s that if .t cost us {300,000 a year gross
to sorve & standard meal for 2000 people --- it probably
won't cost as much as that -~ but assuming that it does, we
ghould absorb say $100,000 of the cost and yive them sucha
good meal that they cannot afford to go outgide.

If you gewve a standard meal FTlgs en biddle b dd F B
cult to have a cafetoria service, because you have to have
maids, w altressos, and all that, but if you havo a cafeterila
gervice you can let them pick and choose, and it is easier
to handle. That is boing consgidered by our dirsctors. I
do not think they have made a report yet, or 1f they ha+e,
it was made after I left.

covernor Harding. If we fed all of our paople atb

the Cafeteria .we would sorve about 680 meals. Our average

ig about 300. On bad days in winter, and on very hol days
in summer we serve more than at any other time. Ordinarily
we serve anywhere from 200 to 400, 300 heing about the
average. In Boston there are a number of places nearby
where they can walk and reach them in five minutes and
wnere ther can get a meal with a little variety by going

from one place to another on different days, and about half
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of our people avall themselves of that opportunity.

Governor McDougal. How much time do your emplnyees

Governor Iardinge. They have an hour. The First
National Bank of Boston sometime ago put in a plan of serving
s free lunch in tho middle of the day and requiwing them to
stay there and oat their lunch. It did not work at all,
and thay abandoned it. Thoy have no cafetoria at all now,

xcept for officers, and the employees go outside.

Governor Fancher. The location of the bank wlth re-~
gard to the rotail shopping section has & great bearing upon
the operation of the cafetoria. We are located only two
or three blocks from Buclid Avenueo, the shopping center,
and many of our employees plan thelr shopping to be done

during thelr lunchoon hour, and they will go out and get

lunch gome place outside, spending the rest of their time

in shoppinge. When the weatheor is bad the aumber of patrons
in the cafeteria increases, and also in the hot weather.
I think the average is something legs than 600 daily.

The Chairman. We have about 1100,

Governor Bailey. In Kansas City we give them their

lunch. I brought along just a few of the menu cards.
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It changes every day. I would 1like to have you look at some
of these (exhibiting menu cards).

When we hire an employeo, we will say a $1200 a year
clerk, the clerk understands that we will take $100 a year
out of hig salary, and that he ig to take that out in food.
Wher. he understands that he will do it. We changed our
lunch hour from an houi to 45 minutes and 50 per cent of our
omployees, especially in the currency “department, but algo
in other departments, during the rush hour, do not take over

30 minutes. I do not bolieve we have put anythlng in the

bank that has brought about more efficiency and greater con-

tentment and greator apprecilation. It 12 a great deal

better than turning two or three hundred people out in the
middlec of the day to get lmproper food at most any place, and
to return with their minds diverted from business. Under
thig system of ours, they rest in the rest rooms and go back
to work in a happy frame of mind. Vs estimate that we have
saved 15 minutes on the average ir the currency department.
Governoy Nocris. I am not sure that I correctly
understood Governor Balley, a@d I would like to ask him

whother or not he makes up ths meal for them, or if they

select what they want to eat?
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Governmor Bailey. We maks 1t up for them, and it
is as good a meal that ig laid on the table in many hotels.
Governor Norris. You take out {LO0 a year from
their salary for meals, if I understand you?
Governor Bailey. Yos, it is taken off gach

Governor Norris. A hundred dollars a year?

Governor Bailey. Yes, sire. They ere paid twice a

Governor Norris. Tf they do not want to eat that
Tood they have to pay for it just the same?

Governor Bailey. Yes, but they agree to it when
they are employed.

Governor McDougal. Do yoa consider you should give
them a meal under those cilrcumstances?

Covernor Bailey. Yes. That is the basis and under~
standing on which they are hired, and they accept 1t in
hat way. Mr. Harrison will recall that I wrote him asking
whether it would create dissatisfaction and critlclsm, and
after I went theie and became Govermor of the bank I did
find some criticism, and I took it up with them and explain-

od to them the reason we did it, and I am just as sure as

T am living that with hundreds of thoge young people 1t is
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the best mcal they got during the day. I just told them
that if they were digsatisfied that thelr resignation would
be accepted, and 1 naven't heard a criticism from that day
to this. 0f ecoursc we could move the Harvey dining room
from the Unilon Station up there and we would have some of
them criticise.

Governor WellboIm. In your expense account you do
not show any cost of cafoteria at alls

Governor Bailey. Yes, we ghow $2000 expense over and
above this. We put the meals on at 34 cents aplece.
Governor WellboIn. How about your officers, are they

in the same fix?

covernor Bailey. They gel the same treatment that

the other fellows do .

Governor Wellborn. But with no deduction?

Governor Bailey. Certainly not. We have en certained
the Board and Mp. Wyatt came out there, and Nr. Miller.

Governor Calkins. We considered the matter careful’
and the Board of directors res.ched the coneclusion that we
should serve meals gt lunch to our employees at the cost of

the food plug the actual cost of the service. The result
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ig that the meals served in the head office, and I have
the figures of the branches also -~ the average amount
of each meal check 1 ents, the average cost to the
bank is 1l cents, and I venture to &7 that the bank does
not spend 11 cents in aay other wy with such good results as
wo get from serving these mealg to our employees.

Governor Balley. The cost of the food in Kansas City
is 18 cents, salary cost 15, overhead and miscellaneous; 25,
or a total of 4.

Governor Calkinse. There 1S no Service nor no pri-
vilege that tne cmployees of the bank enjoy which ig appre-
ciated more than this.

Governor Bailey. I do not want to disturb that re-
lation out there, because it has built up a feeling of
efficiency and contentment more than anything we have done.

Governor Wellborn. We have what we call a coxblna-
tion meal, served the same to employees and officers. We
charge employees 45 a month, and the officers $6 a month.

We have & waiter who waits on the officers. That meal costs

21 cents, and the net loss last year was $039, We are

overcoming that logs this year by having . the member banks anc f

their employees come in, and they are doing it, and that 1s
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paying the cxpense.
Governor Norrisg. Possibly we have been in this cafe~

teria business longer than most of the othar banks, We have

statistics, including 1919, In that year 79 per cent of

our employees took their meals in the bank. That percentage
ran down to about 64 in 1922. Since thon it has been 07
in 1923, 70 irn 1924, and 68 for the nino menths of 1925,
You will notice the last three years it has been rather
congtant, but the percentage is considerably below what it
vag in 1921, In the meantime the number of employees

nas been cut down, from 913 in 1921 to 736 at the present
time., The result ig that while we broke oven in 1919 and
in 1921 we are now losing money, and for the nine months
of this year we arc $3200 behind. The average recelpts
for lunch has gone down from 32 cents in 1919 to 24 cents
in the lasgt two years, and the cost has only gone down
from 33 cents to 29 cents, so that we are now losing about
5 cents on each meal served. My judgment is that it is
expedlent to serve a complete table c'hote meal; we

want our employees to eat food that 1is wholssome and to
eat as much a8 necessary to sustain them, but we do not

want them to make it their principal meal at middaybecause
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all medical and general experience tends to show that a per-
gon ls never as alert and quick for a few hours after eating
a heavy meal. Our feeling is that we want to continue to
serve meals in the cafeteria, partly to prevent the employees
from going out of the building and partly to supply them
with wholesome food; but we want that meal tc Le one where
they will have to pay for dg&ch thing that they ocat separately
go that they will not be tempted to cat more than they requirc
just simply because they have paid for it. We feel that

we ought to make it come as near as we can to paying for it~
gelf, although under pregsent conditiong 1t is not possible to

do that, and we think the best way to handle it is to charge

to the cafeteria eveorything that ought to be charged to it
J ] (&) o 2

and then at the ond of the year frankly absorb the loss on
it as the cogt of the improved gervice that we get from
the employess by reason of having run it in that wmy.
Governor Fancher. The Committee which has gtudied
our situation has come to the concluglon that we should
olther maintailn the cafeteria as at present conducted and
charge the loss pff, which in our cage is about cight or

unine thousand dollars, to cxpense, or discontinue ths
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cafeteria all together.

The Chairman. What did our Committee recommend, Mr.
Harrison?

Mr. Harrison. Our director feel.as Governor Bailey
feels, that it is very important to give the employees in
the middle of the day what will probably be, I> many, cases,,
the best meal they will get during the courge of the day.
They are rather oppcsed to the compulsory theory because no
matter how good you make it, if you force them to eat it
they will object and do not get the best benefit from it.
They would prefer some such plan as San Francisco hag, that
is to give them an excellent meal at a price that is con-~
siderably below the market and which will involve the re-
serve bank in absorbing a good part of the overhead. They
figure on abgolutely the same basis as San Francisco, that
is that we should charge the employees about two-thirds of
the cost and absorb a third of it ourselves. At the

present time Governor Bailey is furnishing meals at 34 cents,

and he charges them $100 a year, so that the empldyee pays

100 per cent of the cost. The San Francisco meals cost the

game price, 34 cents, of which the employse pays 66 per cent,
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and the bank 33, so that really in San Francisco they are

better off than they are in Kansas City, because the bank

is abgorbing more of the cost. Cur directcrs woull prefor,

and wanted me to ask you to rascommond, that we dco some-
on :

thing almost precisely the same basis as San Francisco.

Governor Calkins. The reagons for doing that are
obvious. First to gee that the omployee ge*s a wholegome
meal, that means make i1t sufficiently attractive and suffi~
ciently cheap to prevent him going outside and getting a
comparatively improper meal, I believe absorbing the cost
by the hank is merely a matter of economye. It has ne*
charity in it whatever. By agsuring them opportunity to
get in the bank, under attractive conditlons a better meal
than they ocould get for anything like the same price outside,
we promote efficlency and contentment among our employees,
and that contentment is worth as much as anything we have
to pay for it.

Governor Pailey. That is exactly what we think about
our system out in Kansas City.

The Chairman. That is the way we feel about it.

Governor Seay. We are agreed among our officers as

to the deglrability and as to the beneficial effect of serving
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a meal, bubheven at that we have never been able to prevaill

upon more than 35 per cent of them to take their meals in

he bank. We are in close proximity to the shopping sec~-
tion. Many of them bring their lunchs in "snaocks" as they
call it from homo; somo prefer to go out; some think they
cannot even afford it, and they bring sandwiches. Our
policy, however, is to absorb all expense except the cost of
the fock and the cost of serving, which amounts to about 35
per cent of the total oxpenditure.

I would suggest it is the concensus of opinion that the
experience of the banks ghows that at least they might well
absorb all expense coxce>t the cost of the food and the cost
of preparing it, and that would generally be found to be
about one-third of the total cost of conducting a cafeteria.

Governor Wellborn. Weoat would it cost in your
bank on that basia?

Governor Seay. It costs us about $6000.

Governor Blggs. We bave only been in operation three
mornths. The first month we had a small loss, slightly less
than $200. In September there was a profit., We feed about
58 per cent of our emplnyees, and the average meal is 285 cent.

am———-"
Governor Bailey. Do you operate a cafeteria?
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Governor Biggs. Yes. We just opened it up ajout
three months ago and the enployees have takon very kindly
to it. We have asked them to compare princs paid elsgewhero
with the prices paid in the cafeteria, and to comwpare the
Food. They claim a saving of 30 per cent in cost and an
improvemont of 10 per cent in the food as against other places

Governor Jarding. The Boston Bank has never sustained

a loss of over 32000 a year for the cafeterla, and at the

present time it 1s carming a profit of 3500 .

he Chairman. Thore seems to bo basis for the statemen
made by Governor Seay that there is ground for recommending
to the Board that tho general policy shovld be to serve a gocd
substantial meal, not make it compulsory, keep the cost as
low as possiblo for a .geod substantial meal, and e ve the
bank abgorb all the cost except tho cost of the food and
pussibly the cost of its preparation, which works out in
a numbor of cases as follows: One~third of th> cost to be
bo.me by the bank and two~thirds of the cogt to be borne
by the omployees;

Governor Young. We only have a small number of
people in the Minneapolis Eank, and we cloged the cafeteria

up » Tf I add the cost of labor and the price of food
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it brings it up to 36 or 37 cents, and they won't pay it.
They will go outside and get a meal for 25 centg,

¥ .

Govermor Harding. Why not couple this up with the
sugzestion that it is a matter for the Board of Directors
of cach bant to establish for themselves?
governor McDougal. I would lile to know if each
is not absorbing at least that amount?

Governor Seay. The banks together absorbed $97,000

year, o coording to tho Board's figures.

Governor Young. Our directors did not approve of the
cafoteria at first. It started rather innocently, ond ig
growing all tne timo. We simply provided gpace atbt first
for those cmployees who brought their own lunches; then
wo furnished them coffee and milk, and finally sowe of the
omployees wanted to know if we could not give them gandwiches
at cost, and the thing developed in tual way.

The Chairmane. The resolution might have added to it
the provigo that circumstancesg varjcsomewhat in the different
regerve banks, and that whilc the plan proposed would con-

templato normally the paying of one-third of the cost by

the bank and two-thirds by *he employees, that in discussing

1t with the directors of the banks 1t might be nzcessary to

somewhat modify this to meet circumstances such a s described




in Kansags City and Minneapolis.

Governor McDougal. The one~third and two-thirds to
apply to the cost of the food and the service; two-thirds
to be absorbed by the employoes and one-~third by the bank,
no congideration being given to any overhead or anything of
that kind?

The Chairman. No. It is just out of pocket oxponso;

Governor Young. I will socond that.

(The motion having been duly seconded was carried.)

The Chairman. We will now take up topic 4~Ge.

4~G. Permanont employment by the Board at a
fixed retainer of spocial coungel of
outstanding abdlity to agsist in litiga~
7 Cort G,

The comment 1lg: This topic has as its basia a
suggestion of the Federal Reserve Banlk of Dallas, a nd the
question was congidered in the Conforence of Counsel of the
Federal Reserve Banls held in Washington last July. That
fonfercnco passed a regolution to the offect that the employ~
ment of such special coungel uls not cssential to the proper
administration of the Federal Reserve banks, and recommended
that the banks continue, as heretofore, to employ special
counsel to assist in litigation of System wide interest,

when in the judgment of coungel for any reserve bank concermn~

ed, the occasion requires such employment and the other
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banlzg are agreeables

Governor Seay. I would like to say in that connect~
1on that Professor Spraguc communicated to tho Comptroller
tho substance of our deliberations on yesterday and tho
comptroller exprsssed a desire %o be present at the nex

meoting of tho Committec.

(Whereupon, upon motion duly seconded, the Confereonce

o y Hp s as
adjourned at 5 olclock pe Me, until Tueddgy, November ard,

1925, at 11.30 o'clock a. me)
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