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JOINT CONFHRENCE O0F TiHI FuDLRAL RLSERVE
BOARD VITH THE GOVERNOHS AND CHALRMEN
AND FEDLRAL RISLRVE AGENTS OF FLDLRHAL
RESEHVE BANKS.
Washington, D. C., Novembor 4, 19285.
2,30 o'clock p. me
The joint conference of the Federal Reserve Board
with the Governors and Chairmen and Federal Reserve Agents
of Faderal Reserve banks convened in the Board Room,
Fedoral ReServe Board, Treasury Building, Washington, D.C.,
at 2.30 ofclock p. m.
IFresent:
D. R. Crissinger, Govermor, Federal Reserve Board,
Edmund Platt, Viee Governor, Federal Reserve Board,
Charles S. Hamlin, Member Federal Reserve Beard,

Edward H, Cunningham, Member Federal Reserve Beard,

George R. James, Member Federal Reserve Boards

Pregsent Also:
W. P. G. Harding, Governor, Federal Reserve Bank of
Boston,
George W. Norris, Governor Federal Reserve Bank of

Philadelphia,
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Benjamin Strong, Governor, Federal Reserve Bank of
New York,

¥, R. Pancher, Governor Iederal Reserve Bank of
Cleveland,

George J. Soay, Governor Federal Reserve Rarnk
Richmond,

M., R. Wellborn, Governor Federal Reserve Bank
Atlanta,

J. B. Mcbougal, Governor Federal Reserve Bank
St. Louls,

R. A. Young, Governor Federal Reserve Bank of
Minneapolls,

W. J. Bailey, Governor Federal Reserve Bank of
Kansas City,

Lynn P. Talley, Governor Foderal ReServe Bank of
rallas,

J. U. Calkinsg, Governor Federal Reserve Bank of
San Francisco.

Present Also:
rrederic H. Curtiss, Chairman and Federal Reserve

Agent of Boston,

Pierre Jay, Chairman and Federal Reserve Agent of

New York,
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R. L. Austin, Chairman and Federal Reserve Agent of
FPhiladelphia,

J. C. Novin, Chairman and Pederal Reserve Agent of
Cleveland,

Wm. W. Hoxton, Chairman and Federal Reserve Agent of
Richmond,

Oscar Newton, Chairman and Federal Reserve Agent of
Atlanta,

Wme A. Heath, Chairman and Federal Reserve Agent of
Chicago,

Wm. MecCMartin, Chairman and Federal Reserve Agent of
3t. Louls,

John R, Mitchell, Chairman and Pederal Reserve Agent of

Minneapolls,

M. L. MeGlure, Chairman and Federal Reserve igent of

Kangas City,
C. C. Walsh, Chalrman and Federal Reserve Agent of
Iallas,
John Perrin, Chairman and Federal Reserve Agent of
San Franclsco.
Present Also:
Kegsrs. Sidney Anderson and Donald Conn Representing

tho American Railway Association.
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Governor Crissingeri! The meeting will kindly come
to order. Along sbout Scptember 17th I received & letter
from Mr. Donald D. Conn, representing the American KHell-
way Association in which he said that the American
Rallway Association end individual carriers throughout
the country have becn developing = public contact with
industry and agciculture through the orgenization of
regional advisory Boards; thet many problems have recent-
ly developed which nccessitate-the active cooperation of
the banking interessts of the country, and that he hes beeu
asked by the railroads to lay this problem before me in
order that the Federal Reserve Bcerd might understand
this development, and, if possible, secure the active
cooperation of the different Federal Reserve banks
throughout the country.

I had Mr. Conn come to the office to discuss this

matter, and in the discussion it appears that Mr.

Anderson, & Former Member of Congress, who V&S on the

Joint Agricultural Commission which made an investiga-
tion and made & report to Congress, was vitally interest -
ed in this proposition.

In view of the fect that Mr., Conn desired time to

talk about it to the Board end then to the Federal Reserve
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Banks, I thought the best place to take it up would be
at this Conf&rence, when all would be present with the
Board, and you could hear at first hend the matters which
they wanted to present to the varilous Fed~ral Reserve

banks as well as the other banks of the country. I think

when you get into this matter you will find 1t one of

immenso interest and you will also know that i1t has done
end 1s doing a great service in the matter of distribu-
tion of the commodities of the country. Now, without
any further remarks I em going to introduce to you firzat
the Honoerable Sidney Anderson, who will give you his
view of the situation.

Mr. Anderson. lr. Chairman and gentlemen, I want
first to express my appreclation of the privilege of appear-
ing before you to discuss a mattor which may, at first
blush, seem somewhat outside of your province and of the
interest of the bank whieh you ropresent. L can perhaps
best express this appreciation by making my remarks &as
brief as possible.

While this matter may seem at first blush somewhat
outside of the interest which you represent, if lir., Conn
and I are as good salesmen as we hope we are, we should

be eble to convince you that it is not only not outside
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af your interest, but thet it 1s well within the interest

nf the Federal Reserve banks, and that what we are going to
ask you to deo is not in any way wrreasonable.

Some of you perhaps may do me the honor to remember
that I was Chairman of the Joint Cormission on Agricultural
Inquiry, which in 1922 made an inquiry into the then existing
agricultural crisis, intd' o credit, transportetion and market-
ing and distribution. The transportation report was perhaps
the most comprehensive of any of them. In it we had some
1600 coonerative agencies and some 240 committees. The
Commission was very much impressed with the fact that there
appeared to be an almost complete lack of confidence and an
equivalently lack of understanding between the railroeds
and the shippers whom they were endeavoring to serve; that
there was complete lack of cooperation between the recuire-
ments of the shippcr for cars end car service end the ability

of the railroads to furnish the cars and car service. It

appeared that, instead of working together, industry,

agriculture and transportation, upnn a problem which was

vitel to all of them, that they were working more or less
et cross purposes with the consequent misunderstanding and
faiture of the traensportation performance.

The Joint Comuission recommended to the railrosads,




among other things, the creation of regional boards, com-
posed of representatives of the transportation companies,
of industry and of agriculture and of the industrial and
cormercial interest of the country, to act in an advisory
capacity in ironing out the misunderstendings that hed
theretofore existed, and in bringing about some coordina-
tion betweon the requirements set up on the one hand and
the ability of the railroads to perform on the otiier.

The Americen Railway Associetion undertook, throug
its car service division, the organzing of these regional
boards. Twelve of them have becn orgenized and they now
comprise some thousands of people representing every phase

of industry, agriculturc and commerce and representing prob-

ably over 90 per cent of the tonnage invelved. These boards

are divided up into commodity committees, representing
separate commodities and groups of commodities. The boards
meet quartorly at points located conveniently within the
district which they represent, and at those quarterly meet-
ings the commodity comuittees report the condition in the
particular industry which they represent and its requirement
for transportation service during the ensuing quarter.

Thus there is established a basis upon which the re-

Wiirements for cars end for service cen be anticipated.
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In other words, these reports, when brought together and

&
congidered in relation to the rcports tec the rallroad,

make it possible to anticipate the car requirements of the
transportation companies for the snsuing period.

This feature, however, is in my opinion of much less im~
portance than the scontacts between the shippers themselves
and botween the shippers and the railroad officials, which
grow out of these meetings.

One of the things which has resulted from the mee tings
of these boards has been an ironing out of the peak movements
of agricultural commodities. That is a matter whieh bears
s direct relationship to credit requirements, becauso as we
are able to iron out these peak periods and provide for
an even, steady flow of commoditles just %o that oxtent we
remove the necessity for large volumes of craedit to carry
these peak loads.

Now gendlemen I think you appreciate, as I do, that
there hag been a very marked improvement in the public senti-
ment with respect to the Federal Reserve System, but I
think 1t is not unfair, and certainly it is not unkind to
gsay there ig still some room for improvement in that
direction.

The thing thact I want to pdint out to you particularly
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1s that here is a ready made instrument at your hand
through which you can establish the contect with the farm-
ing industry, with agricultural and commercial pursuits
whieh you have herctofore lacked. Here is & contact
through which you can obtain querterly information which
you now gathcr statistically, but get 1t directly from
a

the representetives of the industries involved io Just
what the conditions in those industries are, how that
cen be measured in transportation and how it can be
measured in terms of rcquirement for credit.

It does not seem to me that we are asking you to
do something for us, but that we are asking you to do
something for yourselves, when we suggest to you -- and

that 1s what we ere here to ask -~ that you appoint a

representative or representatives from your banks to

attend the quarterly meetings of these regional Advisory
boards and to act on their banking committees to assist
in this work, which is a public work, in the coordination
Qf the various phases of industry, including o psgbduction,
transportation, credit and all the rest of it.

In substance that is all I want to say., Mr, Conn,
of course, is naturally much more femiliar with what has
been done and what it is proposed to do than I am, He

can speak out of the book, where I am unable to., Perhaps
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I should say that my own interest arises from thc fact that
I happen to be a director and a member of the Executive Com-
mittee of the Atlantic States Recgional Advisory Board. I
have had opportunity of ceeing them work out contacts that
were very valuable, and I am quite convinced.that the ad-
vantages of membership or rcpresentation on the part of the
Federal Reserve Board on thesc boards will be of as great
advantage to the banks themsclves as it can possibly be to
the Boards in the work that they are doing. I thank you.

Governor Crissinger. Mr. Conn is the llanager of
this Association hcore in Washiington. I will now introduce

him to you and let him tell you about thls proposition.

Mr. Conn. Mr. Anderson has covered the general

gsituation with reference to thc boards and whet I will
have to say, perhaps will be more in detail, but more
or less from the trancportation and rallroad standpoint.
It is unneccssary for mc to roview with you the
condition of the railroads of the United States when they
were turncd back from Federal Control to their owners.
The hozards of war time during the world war made their
inroads on every form of Industry of the country, and

the railroads werc no exccption.

A s soon as the private managoments again took con-
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trol of their individual properties, their desire was to
read just their physical conditions and thoir relations
with the public in the best manner possible in order to
create the most adcquate basis for transportatior service.
If you will think back to 1920 we had very heavy business
during the first six months, inventories of stocks were
built up to & tromendous point, and that situation, plus
the aftermath of the war, gainsdfor us a perpendicular
drop in commodity prices in July of 1921, The business
of the railroads suffered equally. The deflation went
through not only the last six months of 1920, but continued
through the yecar 1921 and during that year the railroads
of this country madetl™e-tenths of 1 per cent upon their
invested capital.

In 192 2 things began to look bright for the first
three months and to look as if some readjustment, some
definite program could be developed which would start the
rallroads right upon some sound busis, when we encountered
the mine strike on April 1. That was soon followed by the
strike of the shopmen on July 1lst, and the accumulated

effect of both of those disarrangements made it impossible

to adopt any definite transportation progrem during the

year 1922,
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The Joint Commission on Agricultural Inquiry sub-
mitted their rccommeondation to us and we told them that we
would attompt to carry cut all of thosc recormendations
go far as the railroads werc concerned as quickly and as
goon as it was possible for us to see some light on the
situation ahead. That camc during the first three months
0f 1988, The so-called railroad program, which you prob-
ably all heerd adout, was adopted by the American keilway
Association, whiclh iz an organigzetion of all of the rail-
roads of the country, and an overhead operating orgeniza-
tion, was adopted in April, 1923 in Wow York. Under this
program the individual railroads practically agreed with
the public that they would do certaln things to bring
thelr meachine up to date and to meet thwe public requircment
during a certain perlod. Iivery one of those things was
carried out with the expenditure of some billion and =«
helf dollars in capltal account, a billion eight hundrcd
million for supplies, maintenance and so on.

Among the things i this progrem was the acknowlodge-
mont of the recommendation of the Joint Comaission of Con-
gress with regard to setting up throughout the United States

of these reglonal advisory boards, snd we tried out the

experiment. I want to talk very informelly about this,
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because you cen bect undewstend it that way. We tried out
the experiment first in the Northwest, in. lr, liitchellts
torritory, North Dakota, South Dekota, iinnesote and Mon-
tana,

In October, 1922, we callod the different phases of
industry together, the farmers, the banks end so forth,

and we said here, there ought to be some way that ve can

enticipate the transportation requircments of this district

in advance of the actual needs. Now, gentlemen, we all
know there is one thing that will distunb economic condi-
tions quicket than anything else in this country, and that
is an acute car shortage when the people cannot get the
oquipment to move thoir business, and that condition we
have had off end on for about ten years in these north-
western states, and so under this regional board plan we
sald if we could get =a definite picture of what the situa-
tlon is going to be in the northwest in the next three
months we believe we can meet that situstion with enough
equipment so that there will not be a car shortage, and
you will not be subjected to these other disarrangements.
There was no bilgger outstanding thing in the Northwest
which the railroads felt that they could help on than this

relationship which existed between the different farm
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orgenizations, bctween tho receiver of the grain and the

producer -- we felt that the regional hoards was the solu-

tion of the situation, that if we could bring the pcople

together periodically on the transportation and distribu-
tion questions that they would automatically come togethor
upon theilr other problcoms. Therefore we trisd out the
northwest regional board as an experiment for six months
bcefore it was adopted as a final policy by the American
Railway Asgsociation, We asked all of theue farm organiza.
tions, the industries and bankers  if they felt that the
iuprovement was real or imaginary, if they thought it was a
good thing snd if they wanted it continued on a permenent
basis, and they said that they did. Based upon their
experience, and entirely upon their experience, the Board
of Directors of the Americen Kailway Association, which 1is
compoged of twenty-three railroad presidents, directed

the Cer Service Division to set these orgenizations up
throughout the United States.

In the first place we had to divide the country up
into regions where the transportation ang economic condi-
tions were in common. In going over this situation with
your Governor, it weas singular that our regionc are almost

ldentical with those adopted by the Federal Regerve System
= ’
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although we did not have them all established at that time.
There are some slight chenges, but they are almost the same.
We have f ourteen reglons, and I belleve you heve twelve.
We have tried to pick regions where the probloms of the
farmer and the problems of industry and trangportation are
more or less in common, and where they had the same economic
problems to meet. In each district we place & district
manager of the American Railway Association, with head=-
quarters at some central point, and we charge him with
authority over the service and car supply feature of rail-
road operation in that territory. It is true that each
territory 4e: an authority by itself, they have control
over their own operations, over their own car supprly,
but when they cannot meet the demends or when they cennot
harmonize their relationships with their connecting lines
or theilr competitors then the matter comes to the district
manager of the American Railway Association and each
railroad is bound by his decisions in carrying out any
instructions which are issued.

These district managers, of which there ere now

13, and will be 14, roport to the Car Service Divieion

office in Washington. In that way we decentralizedthe

overhead organization we have in Washington by grantlng
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suthority over the transportation of the differgnt rail-
roads in eech of these 14 districts to o coentralized offi-
cer in cach district, and then we followed that up by
building around each district manager onc of those regional
advigory boards. The object was first to bring the public
themselves togetier, to bring the diffcront phases of agri-
culture and industry togother to promote thelr own econ-
omic development in each territory. Secondly, to anticipate
the transportetion needs of the district as a whole in ad=-
vanco, =0 that the district manager could tell us in Wash-
ington " We will noed 10 per cent more couipnent hore in

hne next three months than in the last three months, or

o per cent less, or whatever it might beg third, to settle
querterly the larger traansportation and distribution prob-
loms and do everything we could through the raillroads to
help solve some of the agricultural and distribution prob-
lems of the country. Today w¢ have over 12,000 membors
in thesc advisory boardec and their committoes. FEach bourd
has cortain standing committess, commodity cormittees.

For instance, in the Southcastern territory we have a cotton

committee, a brick committee, and a lumber comiittec.

Then each of these committees may have subcomuittess. Each

ol the.committees report four times a year at board neetings,
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which are hold every three months; they roport not only
as to the general economic condition surrounding their in-
dustry, but they also point out just about where they are
hecded for in the next three months, so as to give us sons

definite idea of tlie distribution situation in the district.

Furthermore, if these coumittees have any particular prob-

lems of distribution affecting transportation and service,
they have the right, under their by-laws and under thoir
rules of procedurc, to bring them to the original board
and ask the railroads! cooperation in working them out.

Now, I am not going to burden you with the detail of
the board organization, beceuse that is a thing that will
comeo to you later on. I do want to say somcthing, however,
about the accomplishments. There have becn cight boards
organized for two years.  Since last year four additional
were organized, twelve in all fully orgenized. Some of
them are not porfected in the way they should be, but it is
& process of evolution which is going on and they ere getting
better every day. They are voluntary. There are no dues
attached to membership. The shipper or banker, or who ever
he may be pays his own cxpenses to the mecting, and in
order to contribute our proportion of what we believe to Dbe

én economic development of the territory as a whole, the
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railroads give a one way fare for the round trip, to the
jndividual members of the board. It 1s entirely volun~
tary, and in that lies its strengthe In other words when
s man feels that he has a moral obligation to help you do
something,than he is more willing to put his time and money
into it if he thinks that the organization is worth while.
There aie no dues; it is simply = qucstion of paying ex-
ponses to tie meetings, and the cormittees contributes
reports in the interim.

There have been sone Very definite results obtained.
The first is this: Tronsportation hasbeen speeded up in

the last three years until it 1is 40 per cent feaster todey

than it wes in 1922, That is due to three things, first

improvement in the physical capecity of the railroads,

sccond loyalty of the employees and the individual initia-
tive of the employees of the raillroads, and third coopera-~
tion on the part of shippers in estimating their needs in
advance. The improvement in the servicc has meant e great
deal to the banks, has meant a great desl to the country.

We can figure the imprpvement in a great many ways. I
figured the other day that we had saved 480,000,000 in
interest in the last two years on goods in transit. Somebody

clse figured 40 per cent. Vle all know there has been a
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great deal of waste saved and there hes been & greet deal

saved in inventory of stocks. I just had a roport this
morning from the middlc Atlentic States Board submitting

o resume of the amount of stécks on hand in the retail
lumber yards in Atlenta, and it shows that they are operas
ting with 40 per cent of their stock that they had in their
yords in 1922, on which year the conmparison is made; and
that they are doing a 20 per cent greater volume of busi-
ness. That was because they had depondable, timely and
expeditious transportation servicce. It all means a great
deal for the prosperity of the country to keep this thing
going and to keep it going right.

Psrhaps the biggest accomplishment that has been made
has been some dufinite acecomplishment in the agricultural
distribution problem:of the country. For instance, we
have in the southwest & regional advisoury board. In 1923,
or perhaps 1t was 1922 -- I think 1922 is correct ~- they
had conjestion at the ginning points which made it impossi-
ble to kecp a proper supply of cars at the originating
points, In running that situation down, the commodity
comnittes of the board finally determined that the method
by which the cotton tickets were financed through the banks

in the southwestern territory was primarily responsible
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far the delay at tic ginning point. ey gnt that matter
straightened out, and in 1925 and 1924 they heuvled more
cotton to the ports and to ginning points than they ever
had before, and they had about 15,000 less cars in circulatic
down there.

Another illustration: vie found out that the sheep
end lambs from the central western district, coumprising
idaho, Utah, Colorado, V,yoning and Nebraska, were arriving
in the merkets of Denver end Xensas City and Chicego at the
wate of 500 cars on Honday, and probably fifty cars on

SBepddgys--- but that lionday was the peak load. The cen-
tral west board, in cuoperation with the railroads, zoned
that district out there, and through the plan which they
created and made operative, because it was possible to get
information from thie railroads as to the reilroad regula-
tions in distributing sheep and lambs -- it wes possible
last year to regulate these shipments onto the markets so
that they got practically the same nunmber of cars on Friday

that they did on lMonday, and the prices instead of ranging

from 10-1/2 to 16-1/2 cents, a s they did in 1925, ranged

from 13-3/4 to 14~1/4 last year. Ve have the testimony
of the President of the Ideho Vool Growers Association, ,a

member of the Idaho Division of the Central Westerm Board,
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in which he says that that sccomplishment alone put

$350,000 more back into the hands of the Idaho sheep people.
The same thing is true with the cars of grapes

moved out of Californie to the cast, mostly wine grapes.

We have 20,000 more cars of grapes this year, refrigerator

cars, tran we had last year, just winc grapes elone.Wewwill

ue¥e before the first of next month about 3000 cars of wine

grapes eastbound from California. The bootloggers and evers

body else are getting them. The Pacific Coast hHeglonal

Board esgtimated how those gra pes would move and how many

cars would be requircd. That is an important thing to

know, when it costs $100 to haul an empty refrigerator cer

from Chicago to San Frencisco, and there is no use hauling

any more than you actually need. It 1s important that

we Mnow accurately what is going to happen. They estimated

>

for the montn of September and October -- and they mada
in August =- and we heve not varicd 1 per cent from that
estimate in the actual shipuents out of California. That
shows that it 1s possible to estimate what the actual demand:
of transportation will be, even at & distance of 3000 miles
away.

In 19235 the Atlantic States Board Perisha ble Corn-

mittee tried to work out a plan whereby those grapes would
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be delivered to the Jersey City side, with regard to thet
portion of the grapes that went tn New York, zndl@hey
#2eYd have to be lightered across, unloaded and the empty
ecar brought back, and there was a delay from three to eight
days in getting the cars over, unloaded and back and start-
ed again to Californie. They went around to see every
perishable receiver in the City of New York, and they sent
wires and letters to them, suggesting that they accept the
grapes on the Jorsey City side and they themselves tak
over tlie obligation of getting the grapes across. That
was done, and that one move alone has donc twe things.

It has given us about ten thousand additional refrigerator
carsthan we would not otherwise have had in the Celifornia
grape traffic this year, without putting another dime of
cepital into cars, and i% hes done one other things,

which is the biggest thing it has done -~ the Chairman of
our Perishable Committee in New York -- I am not & com-

mission man and do not know whether he is right or wrong,

but I have figured that he is just about right -- says

that it has stabilized tho market so much in New York City
that it has meant §500,0GQCmore to the grape producers of
California. That seame plan, based on the same theory,

we are going to try to put in opcration in Pittsburgh
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with the Pennsylvania Advisory Board, when it is orgenized.

In Chicago we alroady have a similar plan worked out for

wheet . In other words we mean to have thc same crystalize-
tion of public opinion built up through these orgenizations
In the different districts where economic and trensporta-
tion conditions are common, where we will work with the
reilroads, the shippers, the receivers, and bankers in

order to work out sorme of these difficult problems. That,
gentlemen, is what these regiloneal boards are doing.

Just one more illustration, which is probebly the
greatest accomplishment of all. In lMr. liltchell's
territory, the northwest, we hat. a c¢ar shortage all the
time up to 1922, Sinee that Board weas orgenized, in
1923, 1924 end 1925 we have moved the greetest grain crops
that they heve ever had in that territory without a single
blocked elevator, without & single bit of confgestion, with-
out a ¥ingle additional industrial facility, and thet we
did with 17,000 less box cars in that territory. oOf
course our mein desire is to try to get a greater tufnover
ef our equipment Jjust likc any other person. Ve try to
make the box cer do more work. There ere only two ways
that you can do it. One is to speed up the movement on

the railroads, speed up the loading and unloeding on the
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pert of the shippers, and in order to do thet you have got
to have a crystallzation of interest by the shippers. That
1s what the regional boards gect. The other way is to
find out the movement of commodities of the country and
organize better distribution systems in industry and
agriculture end try to arrive as close as you cén at a
proper balancedcarloading. Every time you get a peak
cerloading vou get & reaction ageinst the service and also

- "

a reaction in orice to the producer. The biggest accoms’il
plishment in that territory has been the fact that the
grein committee of the Northwest Regional Board, because

of the power of public opinion and nothing else -- bscause
there is no law in 1t --was able within the last three
weeks to reduce the number of cars of grain loaded &t

7800 country elevators from 800 cars a dey to ‘500 cars

a day, thereby meking it unnecessary for embargoes to be
placed against the movement to tiie primary merkets of
Duluth and Minaeapnlls. It wes possible, Just through
the voluntary cosperation of the country elevators to
reduce their shipments from 800 to 500 cars a day, until

the influx of gra in had been taken care of.

There is just one other thing I want to say. We

are working on & plan to apply all over the country for

efficient potaivo distribution, by drawing & line throug!
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the southern white potato and the northern whitc petato
territories. The railroeds are putting their money into
it beceuse they are trying in every way they can to help
the people along the railroad and to help both tlhe pro-
ducers and the rcccivers. Vie believe it is Dbetter Lo do
it in this way and that the results will De mich better
through these advisory boards than could be obtained
through legislation here in We.shington.

Ve want to ask the cooperation vf the Federal Re-
scrve System in this whole movoment. Ve need the bankers
to advise with us and with the Committees and to keep
us on & steady keol in the different reglons, and we
want thelr interest in the business reports which are
rendered at the different mcetingse. Wie have had pretty

fair succoss wlth the bankers generally speaking, but

there has never been eny national impulse behind these

movements in each district, and that is what we need more
than anything else. The Bank of #inneapolis has partici-
pated sctively in the work of the northwest regional
committess One of their assistant Pederal Reserve Agents
1s Chairman of the Executive Comnittee of the Board, and I
think lr. Mitchell will bear me out when I say that it

has been a fine thing for the Federel Reserve Bank, and a
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finer thing, pervhaps, for the railroads and the public,

because it has brought the Federal Reserve System in
thet territory into the closest possiblo conperative
contact with the farmer, the receiver and the reilrocads.
We want to ask that same cooperation by the other Federal
Reserve Banks, In other words, the railroadsy through
the Americen Railway Association needs the Federal Re-
serve System to help us build up what wo belileve is the
commencement of the greatest possible contact for public
good that has ever been established in this country.
Governor Crissinger. These remarks have been
extremely interesting to me, and I know they must have
been to you. If there any one here who desires to ask
any questions or who desires to be heard about it we will
be glad to hear from any one.
Kr, ilitchell. I can support all the remarks Mr,
Conn hes made regarding the benefit this organization
has been to the northwest and to the movement of grain
in the northwest. Ordinarily there has been over & number
of years & shortage of cars and o conjestion of cars at the
terminals. That seems to have been entirely eliminated

last year and this year, It is awonderful thing in the

development of transportation and has soume beering on

the oredit as well.
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Governor Seay. I would like to ask lir. Conn
the districts in which at prescnt he has notorganizatic 7

lMr., Conn. The southeastern rogional board,with
headquarters at Birmingham, was one of our first boards.
That was organized quickly, it was very hastily thrown
together, and it covers 1l statss. It is altogether too
big e district, and we intend to divide that into two
districts the first of the Year. Vie will call one the
Mississippi Valley Advisory Board, and will take in the
territory above the Alabama-Georgia line, and the new
Southeastefn Board willl teke in everything east of the
Alabama~Georgia line south of Virginia. That is one

of the new boards that will have to be organized, and

the other board will be the Allegheny Board, with head-

querters at Pittsburgh, Those two reglons have not been
Ccrganized, but we will probably go ahead with the Pitts-

burgh region before the first of the year.
Governor Seay. Is it possible for your te: send

us & memorandum of your organization, showing the committoec
Mr, Conn. I will be very glad to d o se.

Governor Seay. That will show us the territories

covered by the different boards also?

Mr. Conn. Yes, I will be glad to do that,
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Mr, Curtiss. I think we would all like t0 have
that Mr. Chairmane.

Governor Crissingor. You will send that informa-
tion to all the beanks, lr. Conn?

Mr. Conn, I will make up & detalled memorandum
of it so that it willgive the ianformation with reference
toc each of the boards.,

G overna Seay. I think we all know how the de-
mands upon credits was tremendously augnented in 1920 by
the railroadvcongestion and by the tying up of goods, and
I think there has seldom been such a demonstration of a
community of interest between the railroads, the shippers,
the industrisl and banking interests of the country as
this organization has brought to light.

G overnor Stronge. 0f course there are a good many
details about the program and the effectiveness of parti-
cipation by the Reserve System that we will have to learn

about, I know a little about the work of this organiza-

tlon, and I think I can assure you that anything you want

us to do in New York to bring about effective coopera=-
tion we will be very glad to do. Just howws should do it
will be pointed out to us later, but we probadbly can be

of some helpe

Mr., Platt. Perhaps Mr. Litchell will tell us

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




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

29
about the cooperation of the Federal Reserve Bank of
Minneapolis with this Northwest Board.

Mr., Mitchell. The Assictant Federal Rescrve Agent,
¥r. Mosher is Chalrman of the Executive Committee of the
local organization. He has been devoting oculte a little
time to that work. It is one way in whibh the Federal
Reserve Bankg can assist in the movement.

Mr. Platt. It is a question of cooperating with
the organization in the mattor of obtainlng reports in
rolation to thc needs of the district and so forth?

Mr. Mitchell. Fxactly.

Mr. Platt. The points where crops ought to be
mcved and so forth?

Mr., Mitchell. ' Yos. 0f course the work is done
entirely outside of the Federal Reserve bank, but Mr,
Nogher devotes quite a little time while hc is in the
bank to working out some of the detaills in connection
with the operation of this local committee.

Governor Crissinger. Is there anythlng further?
Dr. Stewart, do the operation of these advisory boards
come under your observation?

Mre. Stewart. It has come under my range of inter-

est very much. We have received reports from those
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boards with regard to the transportotion of commodity
movement, and we are in a position to exchange informea-
tion with them along that line.

Xy, Anderson. What Mr. Conn has in mind in par-
ticular I think, is that he would like to have each
Federal Reserve bank eppoint one or more representatives
to attend these meetings of the regional adviesrry boards,
and to become members and chairmen of the banking com-
mitteses, and in that way cdtablish a contact between the
banks and the regional advisory boards.

Governor Strong. Mr. Ancderson, do these advisory
boards have come up questions of handling bills of lading
on shipments, and things of that kind?

Mr, Andersen. Yes, they comc up constantly. Of
course the regional advisory boards do not deal at all
with rates. They deel primarily with car service and
other phases of distribution related to car service, and

that covers pretty nearly everything.

Mr. Platt. You must have some connection with the

cooperative marketing Associations, in order to balance

your committees?

Mr. Martin. Everytime they have a banking committeo
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somehow or nther indirecctly it devolves upen that com-
mitto: to ralse monoy, end I would like to ask if these

banking committees have any duty of that kind?
r. Anderson, None whatover.
Mr. Conne. No. They simply make a report. Tho
Banking comnlittee of each board mekes a report at each
meeting on the general financial and credlit situation in

the erea, and that gives you,with the other committee

reports, a comprehensive picture of business conditions

in the whole disgtrict. For instance wc just organized
the Paciflc Northwest Advisory Board, including Orogon,
Washington and a part of Idaho, eand the cxecutive secre-
tary of the board is tlic president and chairman of the
board of directors of the Dexter Bank of Seattle, one of
the biggest bankers of the northwest. He camc into the
thing on his own vélition, and he has given 50 per cent
of his time since the 29th of iugust to this work. He
sald it is the greatest thing that ever happened in his
territory. The Chairman of the banking committee of
the board, at each meeting, siluply presents a picture of
the financial situation in the district, which, taken with

the reports of the other committees, gives & picture of
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the whole situation. The reilrcad executives and em-
ployees are reprosented, end cven the railroad brother-
lhoods are asking to bo allowed to attend the meetings
in order to acquaint themselves with certain problems
of railroad management which come up. Now, each railroad
men, each shipper, and each other pcrson who lcaves the
meeting has & definito picture in his mind of exactly how
the transportation situatio n is going in that district,
how the business is going and so forth, for the next
ninety days.

Now there is just one other thing I want to.callyyou:
attention to. Ve mado a report in April of this year to
our board of directors, setting out the carloading by
weeks for the balance of this year. It is based entirely
vponthe reports entirely of these cormodity committees
and down to the 15th of October we have been one-third of
1 per cent off of the estimate made in April. If we can

get things down that fine, beceuse or this actual local

contact ,with the farming industry and other industries,

it ought to be a valuable thing for the banker as well
ags for the business executlive and the rallroad executive.
Mr. Platt. Your contact with the banks would have

gome value because of tho fact that the business in other
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institutions naturally could anticipate their futurc busi-

ness by getiting credit in advance?

Mr. Conne. Yes, and another thing about the neves-
sity for the bank contact~- it porhaps may appear to you
as theoretical more than actual, but it is very sactual to
us -- and that is that the individual manufacturer in
any cection who knows thet the Federal LReserve bank and
his bank eare interested in the movement, is going to do
a little bit more than he did before to make it a success.

Mr. “oxton. It seems to e that cooperation on
our part will be exceedingly helpful to the Federal kKe-
serve Agonts in the matter of their monthly business re-
views. I beliove it will give us anew outlet and e

chance for information as to conditiong in our own dlsgsri

tricts and will moke our monthly reviews more interesting

to the mweneral public.

kir. Newton, I was asked sometimne ago to accept
membership on this comaittee in tiie southocastern distriot.
I was invited to become a mewber by Mr. lMoore of lew Or-
leans. I was very appreciati¥c of the honor that was
conferred upon me, and I wrote to Mr. ioore that 1 would
like to have tlume tp consider the matter, I had in mind
conforring with soue members of the Federal Heserve Board

with regard to it. I imagine that it would take up
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up some time if a man was going to be of any service.
I dn not know how much time it would teke, but I am
glad to hear the matter discussed here and I would like
very much to gserve on:. the Committee if the Federal
Reseprve Board felt I, as their reprcsentativo in the
Atlantécdistrict, could be of service, and if they felt
that it would not take up too much of my time from the
duties assigned to me.

Governor Crissinger. Have vou any idea about the
amount of time involved, lr. Conn?

Mr. Conne of course every nember is supposed to
go -- although he does not have to -- to each Board meet-
ing, there are four board mectings a year in the set-up
as now suggested. I have elready explained th@t thet
section of the country will be divided up intn two boards.
In the southcast as it is now constituted they hold their
meetings in December, llarch, June and September, at somo
central point,usually at Atlanta. I have attended three
of the meetings held at Atlanta. A man is supposed to
attend the meetings and then of course is suppssed to

give a little of hic time in contributing towards meking

up the report of the Committee. I would say that it

would take a full day's time once every three months;
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net nver that, and maybe half a day's time once every
three months. I think theat is the maximun of time that
will be recquired by any member of the Federeal lLieserve
System, except the day that he attended the meeting. That
would be true of cource, except if some big distribution
problem should happen to arise whicn would involve the
eredit situation very much. Then of course the banking
committee would come into play end perhaps would have
special meetings witlh regard to it. But thet does not
happen very often,

Governor Crilssinger. Have you sny data which would
show how much more rapidly the commodities are moving to

the consumer by reason of your association?

Mr., Conn. Yes, gir. I will give & general state-

ment. It is about 40 per cent faster now than it wes
in l922, In some districts it is Detter than thet.

I will give you z little illustration. The average time
on lumbor from the Pacific Coast to Chicago was about 18
days in 1922, It is & rare exception when wo do not

a car to Chicago in nine days from Seettle now. Here
another exeample: Yie hhave been meking & drive to in-
crease the westbound movement of refrigerator cars.

Yesterday morning was the first day we got on top of the
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refrigerator car situation. Vie furnished a 100 per cent
car supnly yesterday orning. In 1624 we cghippsd between
September 1 end 20th about 10,000 cars of grapes and this
year we shipped only about 4000 cars of grapes in the
same period, and that means we have 6000 cars less in the
east being unloaded toigo back empty and to meet the peak
load, Then when the peak load did come from Californisa,
instead of being 1100 cars a day, which was the peak loan
in one day for 1924, this year it was 1841 for one day,

We were able to do that by having tiie reserve supply of
cars there. WWe were able to move the empty cars faster
westbound from Chicago and we cut down the time from
Chicago to Fresno, Celifornie from 15 days last year to
seven and & half days this year. The Union Pacific
Railroed, for instance, hes made an aversge empty mileage
westbound of 325 miles per car on refrigerator cars --

a thing unheard of beforoc.

Governor Seay. I suppose the railroed representa-

tives worked up the details of these reports.

Mr. Conne. Yes, they work up tl'e details of their
own report,which they have to report on, such as outlining
the bad drder car situation and things of thet kind. Then
the railroads have speclal committees to meet with the

commodity committees between board meetings for the purpose
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of discussinz problems of distribution for transporte-

tion. They discuss those matters with the commodity
comaittees. For example, tlhiere is thie lumber coimittee
& the Atlantic States Boesrd that makes their own report
regarding the lumber business in tle territory;
e brick coumittes, & cement cormalttes, and so forth.
Then each one of the boards have an cxecutive comiittes.
The railroads have a contact comaittee. That contact
cormaittes is composed of operating and traffic executives
of bhe preilroeds in each district. That commuittee meets
upon tiwe call of the executive committec of the Board
whenever any questions in the territory arise which it
is necessary for the executive hsads of the railroads
and the executive comnittee of the Board to settle.

Mr. Jaye. Can you tell us how 1t is financed?
Obviously there is a great deal of machinery.

lir. Conun. As I said, there are no dues connect-
ed with it. Hach man pays his own way to and from the
meetings. All the mechanical machinery whici. is neces-
sary is pald for by the American iellway Associeation.
The prectical working out of that is this:

For instance we have here in Veshington four or

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




58
five rooms. The District Menager of the Imerican nail-
wey Assoclation is selected and we ask him how many
men he neecds, after & board is organized and thoy say
they need three to five. Ve furnich tlie invesbtigetors
for the work of investigating the crop situation. For
instance we will say tiat tie siltuestion with regard to
packing apples in Rochester is bad and & man is sent up
from the New Yorik office to sec¢ what we can do with. re-~
gard to getting better packing for the apples. Vie supnly
the working force, and even witii the fourtoen organiza-
tions that we have in mind, we will have & much less

organization today than we hud in 1920. Vie had 486

people in Washington in 1920, end todey we have 84 or 85.

That means that the men are out in the field where they
belong, and where the problens originate.
iy, Miller, Do you run up egeinst any criticisn?
It is very obvious ti:at as this movement cucceeds the voluue
of bank credit is goin3j to be more efficient, it .s going
to haeve greater faclility of circulation, and very large
bank credit i1s going to be roquired, and the profits of
the bank will be reduccd accordingly.

Mr. Conne I had a tolk with the Vice President of
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the American Bankers Assoclation of thie State of Utah
nct long ago at Selt Lake. He took the same view. Ve
threshed it out, the view being that anything thet stabil-
izes economic conditions is Just as good for the bank as
it is for the rallroad, the shipper and anybody else.

In other words an artificial situation is just as bad

for the bank as it is for the lumber m1ll, for the rail-

roed ,or for any one €lse. Now that came from the Chalr-

man of the Banking Comuittee of Utah, 2 comiaittes of the
contrel western board, and he is probably the largest
banker we heve in that territory. I know that the re=-
aetion on sowe of the bankers of the country has been
Bl If you specd up bramsportation you do not need

money for the same length of time as you needed it before

and therefore you are not making cquite &s much interest
on it. But T think that idea has been pretty well
dissipated. Ve have good banking cormlttees and very
good men on those committees. For instance the Chair-
man of the Banking Committee of the lid-iest Board is
Mr. Hazoclwood. lie is Vice President of the Union Trust
Compeny of Chicago, and he has not missed a meeting of
that Board and heas contributed & greet deal more of his

time tu it than the aversge men haes done to make & success
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of it. I think you gentlemen can count on ene thing,
end that is that the banker, when he finds out what we
are trying to do is 100 per cent back of it, the individua
banker. Yie have a couantry banker from Fargo,North Dakcte,
who has not misced a board meecting in that pert of the coun-
try. I think the bankers as a whole, when they find out
.what we are doing, when they find tiie economic and stabil-
izing recults in business, are just as strong for it as
the next fellow,

ig
ae

Goveinor Seay. How about the manufacturer? T

1bility to receive quick deliveries and male quick deo-
liveries ls tnpposced to have & bearing on fut re orders.
Mr. Conne We have uneds o study of that and the
information has come to us, I do not know how authorita-
tive it ig, but I think it is coriect, that where they
used to operate on five month inventories they now operate
on a few days inventory, which is duc largely to the fact
that they know that if they place sn order, that a certein
twain, which cerries & certain number, 1s going to deliver
that stuff at the L., T. & T, Switch at the timeo specified.
That is the way the whole transportation mechinery is work-

ing. It has had a great effect upon the lumber, cement and
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nther building matorial, meking it possible for the rc-
tailer to materially reduce his stock and do more business.
Governor 3eay. Do you get the cooperation of the
manufacturers?
Mr. Conn. Oh yes. The first reaction of course

was agalnst the caw mill, and he had tou cut down his

operations to fit the day to day demand for orders. The

biggest lumbermen 1 the districts are members of the
lumber commiitteecs of the boards. I wes talking to the
Chairman of the lumber committee of the Pacific Northwect
Board the last timc I was out there. He 1s the President
of a lumber company in Spokane and he told me that they
weuld get an order this morning, that in thet order they
are now able to givé the car number, and that the order
would be shinped out by hight.-

Mr. Miller. How sbout the lumber yards?

Ir. Conne The lumber yards of course arc benefitted
of course because.they are able to do more business with
less stock.

Mr. Miller. I em very much interested in this be-
cause I havo Jjust come from the Pecific Coast end they

were enthusiastlc because they sald the lumber yard was
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on the caxre. The Californie peonple are interested because
they are feellng it in their rerishable commodities, bo-
cause it is to their best interest to et those cormodi-
tles out Jjust as promptly as possible. I asked the
question simply because I want to be sure that eany co-
operation we give is intelligent and that we are not in-
viting sone new troubles for ourcelves.

Mr. Conn. Of course we are not going to heve the
cooperation of the lumber wholesalcr or the broker in this
thing at all. Ye are certainly not going to have the co-
operation of the broker. This is the worst thing thet
could happen to him. There used to be a situation
whereby lumber moving from the southeast, the southwest
and the far west into this northern country, moved on e
basig which was celled in transit, and esbout 40 per cent
of it was in transit and unsold. A supply of lumber would
be brought to Xast St. Louis from Cineinnati, and 1t would
lay there for days wailting to be sold, tying up railroed
equipment and everything else, and they would get a dollar

or two dollars a thousand premium for that lumber in thet

Wey . We ere never guing to have the cooperation of the

broker in this, but we will always have the cooperation of
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he producer, the manufacturer, the retailer and consumer,
governor Herdinge. This must be of tremendous ad-
ventage to the Birminghem District.

Mr. Conn. I think it has besn » Ve are told thet

Governor Hording. In the old days, in the coel
mining diegtrict you couldn't get cocl out of the zround
unlecs you had empty cars at the tipple; the miners
wouldn't dig it. You had ta heve tihe empties right
there to load the coal in as it was taken out of the
ground . Then in the cotton bus:iness sometimes the cotton
warehouses would be chock full, the banks would be loaded
up carrying that cotton, and they would not have the cars
to move it out.

Y¥r. Conn. We have that situation confronting us
this morning in an anticipated csr shortage on the L. & N.

Governor Seay. For the benefit of ell concerned,
can you teli us frankly where the criticlsms come from?

HMr. Conne. ., This was not & criticism, but I was going

to tell you about the L. & Ne. situation. The Coal Com-

mittce from the Ohio Velley Board showed up this morning

to take up a certain peculiar development on the L. & N.
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Railroad. We are going to have & meeting with the execu-
tives of the roads in the morning and study the situation.
Ve have & coal comaittee down there, end we are going to
get a chance to fix the sicuation up in advance which
otherwise might have run into a very bad situation and
have teken a lot of time to gét out of it.

Now you spoak of criticism. We haven't had eany
» utstanding criticisms of this thing. Vle have had
criticisms from the little fellowsand now and then the
big fellow would take the position that he did not want
to lose the advantage which he had in transportation, but
all of that is being dissipated also. I do not know of an
institution today of inmportance in the country that hasnit
a momber on one of these advisory boards somewhere.
The only criticism I know of is of the railroads, when some-
body says it »s raillroad propaganda to keep them out of
trouble and all that kind of thing. A politician will
go out somewhere and talk about some regional board and

say thet it is railroad propaganda. But we will take

our chances on that, If they want to call it railroad

propeaganda all right, but the rank and file of the people

in this country are back of this thing 100 per cent. You
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know it is pretty difficult to bring the farm organize-
tions togethor on any one subject. It 1s diffilieblt to
get the Farm Union, the Farm Bureau . Federation, and
the National Grange together on any question of policy,
but they are together so far as this proposition 1ls con-
cerned and are serving on the same committees. Thils
thing has been going on for three years now and what we
reed is arnational impulsc back of the movement applied
in the proper way. Last week I had a talk with the
President of the imerican Telegraph & Telephone Company.
I went into the whole thing with him, and he has delegatod
an executive of each of the Bell Telepnone Companies in
each region to serve as a member of the Board at large;
Just to have them there, to take no part on any particu-

lar committee, or enything, but simply to be there and

to harmonize the situation so far as they are concerned.

The Steel Corporation has just taken similar esction. Wo
have not asked them to do it up to this time because there
is a certain psychology in having a little fellow come

in first, because if you do not someone will certainly
say that the big corporation will want to run it.

Resolutlons favoring this proposition have been




sdopted by the following organizations: The National
Association of Hanufacturers, the American Farm Bureau
Federation, the National Grange, and in fact all the

way down the line every organization of any importance
has gone into 1t.

There is just one other thing, and then I am through.
I just want to show you the value of the contact through
these comnmittees. In 1922 we did not have any district
menager at Dellas, Texes. Is there any one here from
Texas?

Governor Crissinger. 7Yes, Governor Tallcoy and Mr,
Wialgh. |

Mr. Conn. We did not have a district manager,and
we did not have & livectock committee of thce southwest
board. You will remember the drought down there in 1922.
Everybody in the southwest ask the Car Service Division
to sond stock cars to the southwest. The War Finence
Corporation came over to our office and said, "You have

got to do it, or we are ruined", end so on. We did it.

We took stock cars from Chicago, from Cincinnati, from

South St. Paul and from Kansus City and sent them down into

the southwest. Before we did that we tried to find out
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accurately how many stock cars were needed, by conumunicas

ting with the Oklahoma Railroad Cormission, the

Railroad Commisgsion and the Hew Mexico Rallroad Cormmis-
glone Vie thought they would ask for morc cars than they
were entitled to, and they did, and what happened was thet
while most of the cears sent into the territory were loaded
we hauled the rest of them out empty. We had & situstion
this year on the Texac Pacific, and we had a meeting of
the livestock comnmittee, and they told us the number of
cars that they would need. Ve made a survey of the
Southern Pacifilc and the Missouri Pecific and gathered
enoug cars up within 48 hourg so that we could get them
out to them and have them ready for this movement on
account of the dry weather, and there wasn't & single
empty back haul of sny of the cars we sent out there.

In other wcrds the cars we sent out there were needed.

The Committee had given accurate information as to exactly
what their problem was. That is a good illustration of
how easy it is to hendle matters out in the territory and
the difficulty of doing anything here. We cannot do any-
thing here. We have got to build up & contact between
eéach branch of the industries, and the railroads, and

have thom solve their own problems in their districts
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with w hat general supervision we can give them from hore.
That is about the size of 1t.

Mr. Perrin. I would like to ask whether or nat you

have any computdtions whieh go to show with any accuracy the

cuprtailine of inventories in various important lines, that
3 P 3

would be very pertinont in our consideration here as to the
decrease in the amount of credit roquired in carrying those
inventoriese

Mr. Conn. I am gsorry 1 cannot give an apsupate ansver
to that. We have tried awfully hard to get it, but we have
been able to got in that form the figures of ths licividudal
firmg -~ we bave only got four definite commodity reports
regarding the inventory situstion and onc of them is the
one I mentioned, lumber. Hach board in the future, that
is the oxeocutive committee of each board has asked cac!
commodity committes to report regularly how the inventories
are ruming, whetier higher or. lower. That has been one
thing we mave lacked. We have not had accurato inventory
information, but we bolieve now that every three months
that information will come in from these commodity com-
mittees.

Governor Crissinger. If there is nothing further
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to be said on this subject we will take a recess of ten minute:
and then we will hear Mr, Dewoye.

(Whereupon the Conference recessed for ten minutes,
at the conclusion of which, Hon. C. S. Dewey, Assigtant
Secretary of the Treasury, ontered the Conforence room, and
the Conference proceeded as follows):

Governor Crissinger. Gentlomen, Mr. Dowey desires
to gay a fow words to you.

Mr, Dewey. Gentlemen, about a year ago I had the
pleasure of speaking to you about gsome of the problems of
the Treasury in connection with the currency. At that tims
I brought up the subject of the stanCard silver doil&r.

Somebody has started the propogition that the Treasury has

invented a new form of hard moneye I believe 1t is to

be a silver nickel with a gold center., I don't know who
invented it; we did not, but people from all over the
country have been writing in wanting to know when the new
coin is coming into circulation. In addition to that some-
one has written in offering to gell the first thousand for

a thousand dollars aplece or something like that. Let

me tell you that there is nothing in that. I think the

Treagury has come to the conclusgion that there 1s nothing
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in the hard money any more a8 any roliof in this matter of
circulation, It was a tost to se¢ what we could do with
rogard to forecing out hard money into circulation, but
after having gotton a certain amount of it into circulation
it came back very qulckly and we havo about given that up
ag a means of relief.,

I have had a few figures made up to show what the
circulation has been doing in the past ten years. I will
just mentlion one or two of them. In 1915 we asked for
and had authorized an appropriation sufficient to buy
84,000,000 sheets of distinctive paper. To give you some

idea of the increase in the amount of printing that we are

doing now at the Bureau of Engraving and Printing, in the

way of currency, in 1915 there wWwere 189,000,000 one dollar
bills in circulation. On September 30th of thisg year

ye
there were 420, noarly 421,000,000 dollar tills in ecircula-
tione. When we stgrted to make a little concerted effort
~to bring the circulatlon into a more readily handlecd opera-
tion, we formed a currency committee. This wag done about
nine or ten months ago. hat committee consists of Mr.

Bddy, Secretary of the Federal Reserve Board, Mr,

Broughton, Commis sioner of the Public Debt, and myself.
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We have agsigtants who compilc the facts received by tho
various Federal reserve banks and branches as to their supplile:
of curroncy, weekly, and they compilc those figures into a
report which is submitted to us monthly. I will Leavo
with you coplios of the type of reports that we got, if you
care to.look at them, and if you will return them to mo.
They pgive us the figurc on overy denomination and kind of
currency that they have; we know just what cvery bank hag
in tho vay of news and fits and in every denomination in
kind; we know what reserve stocks they mve; we know what
ig in process of menufacture at the Bureau of Engraving and

Printing; we know what are in the Treasury vaulis, and with

that knowledge we have been able to control the currency

gituation a little bit; we have been ablc to build up a
three monthg! supply of currency of every kind and the
denomination in a partial stato of completion, one month's
supply in partial state of complotion at the Bureau of En~-
graving and a two months' supply of completed currency in
the vaukts nf the Treasury. We haven't gottcn very far in
this program owing to the fact that the demands on us have

continually increased. We put into circulatlon in the last
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twelve months forty million additional onc dollar bills; the
demand keeps growing, and makes it very difficult for us to
put anything by as a reserve. However, sincc 1923, when

the reserve stocks in all conditions of one dollar bllls

vas only 2 ,300,000, we have increased it to 15,600,000,
despite the fact that we have had to ~lihce this enormous
increase in cir culation. We also had authorized last year,
and are at the present time completing, a reserve of 30,000,00C
uncompleted notes. I mean sheets, with four notes to the
sheet, of which 15,000,000 will have only the backs printed
and LJ,000,000 will have the backs and faces printed, This

reserve ig to be a revolving stock in the Bureau of Print-

ing and BEngraving, permitting us to slow up our process of

manufacture and lengthening, we believe, ihe 1life of the
note about twico. Then a reserve of 25,000,000 s heetls
which will be printed during the fiscal year 1927; and
twvo months of reserve supplies which we hope to keep in
the vaults of the Treasury. If we can keep these resorve
gtocks it will pormit the currency tc geason, the ink to
harden and we belleve that the currency will wear longer.
Having carried out this part of our program, on

20th the Secretary of the Treasury authorized a
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committee to be appointed 1o consider the subjoct of currency
ag a whele. In the past there have bsen a number cf such
committees formed for the purpose of considering the design
of eurrency and other angles of it. Thesc reports have been

furnished, were satisfactory, but thoy unfortunately have

been filed away becausse they did not completely meet the

ontire situation. For instance, they would prepare a new
design for certain classes of currency, but when it was
brought to the attention of the Bureau a cortain defect in
the design, that is a mechanical d efoct, made it impossible
te carry them out, So thig time we thought we would meke a
very comprehensive study of the wholc currency situation.
The Secrotary of the Treasury authorized a commlittee of
Treasury members to gerve, as well as such orperts or persons
havéng oxpert knowledge of the currency situation not con-
nected ywith the Treasury, to be drafted to serve on the
committee. An agenda was prepared covering every angle of
the research to be made and thig agenda was divided into
olght separate headings. Some twenty members were asked to
serve on the various committees. I will just give you a
list of the subcommittosg:

Item 1. New Design.

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




54

Mechaniecal aspect at the Bureau of Engraving
and Brinting.

Item Inauguration of new designsge.

Item 4. Distinctive paper.

Item Se Economies resulting from reduclng size.

Item 6. Contract clauses, legends and so forth appear-~
ing on the varlous issues.

Item 7. Examination of procedure for destruction of
unfit notes.

Item 8. Legal aspects.

These committecs have been working since Scptomber 15th
and progress has been mads. The Committee on design, the
first one to make a report, has approved the idea of reducing
the size of the currency approximately one~third. Their
recommendation and their study will be passed on by thess
various other committees. It 1s very easy 10 recommend
that the currency be reduced one-third in size, but it is

another matter to consider all the mechanical aspects and

determine what the actual savings will be, and what legisla-

tion, if any, will be necessary. Before we make any report

on thig situation all of these points will be covered and
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gtudied and the mattor will then be forwarded to the Secretary
of the Treasury for his recommendation. After that it is
our intention to submit it to the Agents, to the Governors
and to the Board to get their reaction and their c¢riticisms
a¥ our plan.

I might say that the higtory of the proposed reduction
in gize of notes discloses that thig was started first about
fifteen years ago by Secretary McVeagh, first, I believe,
just prior to the termination of his term of office, when he
made a recommondation that the scheme be carried out,

Secretary McAdoo, who followed him, decided that 1t
would be best to gtudy the matter a little further. Such a
study was started; the war came on -~ first, confirmation
by the Federal Reserve Board came, the other studles were
taken into effect, and then the war came along, and the
Bureau of Printing & Engraving was in entirely too much of
an upset condition to congider any changes in the present
methods and planse At the present time the Bureau of
Printing & Engraving is operating under the most satlsfactory

conditiong and I believe that we can now make changes doun

there looking toward the reduction in the size of cucrency

and that the work can be carried out efficiently and well.
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Now if theid are any qusstions which you would like to ask
me I would be glad to try to angwer thom.

Governor Seay . I would like to ask if your change
in design cmbraccs any changes which would further the
convenience of handling by bank tellers?

Mr. Dewey., I mMight say that we have made one test.
We had fit and unfit dollar bills cut down t0 approximately
the gido of tho proposed rcduced size note; they were
passed out to the countecrs in our zedemption division here
and counted fifteen times; wo counted them as whole notes,
we counted them cut horizontally, vertically and diagonally,
to see what the effect would be in handling and classifying
the different notes. It was found that the whole note

counts easily and handles very easily, more eagily than the

presont sizo; that 1t does not cramp thc hand so much;

they fit better into the hand; the halhf notes cut horizon-
tally -~ it was thought that they might be too thin and make
too narrow a strip to rececive tie cancellation holes in
them, and that they would tear easily. After being counted
fifteen times they showed no wear at all from tearing, but
the vertically cut cancollod note was not very satisfactory,

cut
they were hard to handle; +the diagonal was hard to handle
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and hard to stack, It was thought by the money ceunters
that the reduced size note would be more convenient to
handle in the whole noto and just as convenient in the
half note.

Governor Seay. We bhave seen designg, Mr., Secretary,
which were right side up, no matter which way you turned
them. Has anything been done in that respect?

Mr, Dewey. The Committee on design has studied the
gub ject of deslgn of note from every angle. Photography
has advanced to such an extent that our note is not really
proof against counterfitting from photography, rand we
might have to ingtlitute entirely new features in the ncte.
our committee has studied that ast the Bureau of Standards

we have & committee of two experts who are working on the

distinective paper; we are making studies of that, and I

might say we have devbloped a paper out there that is four

or five times the strength of our present paper, both

nolding strength and bursting strength. The tests show
increased strength and these paper oxperts are going 1o

make studies of water marking the distinctive paper, distinct~
ive fibre and 8o on.

Governor Harding. May I ask ulat your experience has
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been in keeping thc two dollar bills in circulatlon?

Mp., Dewey. We find that the supplies of the banks
have been cut down, that there has not been any apprcciable
demand for theme It goes back, I think, to theo public feecl~
ing that there is opportunity to mix them up with one dollar
Bilig, I do not know that there is anything can be done
about it. We are trying to push not only tho use of the
two dollar bills but the use of bills df higher denomina-
tion to help us out in the one dollar bill sltuation.

Mr, Platt. You do not think it is wholly a question
of superstition and prejudice?

My, Deweye. I do not think gso. We have been looking
around for a real practical reason for failure to use the
$2 bill and one suggestion has come from a very prac-
tical source, from a man who does a lot of change work and
has a lot of tellers. He said the average man carries
hig bills of larger denomination in a pockotbook or wallet,

the fives, tens and twenties, and so on up; that he puts

the one dollar bills in his pants pocket as the large chango,

and that the two dollar bill is neither a large bill nor a

small bill, he pute it in with the ones and pays it out by
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migtake. That is oneg of the criticlsms we have nad. We
had any number of them on that theory, that they are too
oasily mized up with the one dollar bills. That led to
all sorts of suggestions about having them of a diffcrent

color and so %n. his has been taken up with the study

already sugpested. Another suggestion has been that the

two dollar bill is not a multiple, owd the next higher

donomination, and some suggestion has been made that a
two dollar and a half bill be put out in its placc.

Governor Harding. I think that would be worthy of
congideration.

Mr, Dewoye. If wc continue a bill of that size and
1t is necessary to continue it unless we got legislation
tc the contrary, we will have to make 1t so digtinctive that
they do not want to onter into 1it.

Mr, Pcrrin. Would it not be entirely possible to
make notes of large denominations of two classes, not only
bearer notes but order motes like the ton dollar gold certi-
ficates. That would relieve embarrassment where there is a

congiderablo volume of money although in small volume in

bulk,
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Mr. Dewey. I think that might be worked eut, I think
this committee wlll study that and all of these other points.
All of the difforent points are being brought up, and the
study is going to be as comprehensive as we can make 1t.

Mp, KeClurea May I inquire whether any comnslderation
has been given to tho question of destruction at the Federal
Resorve Banks of can€elled currerncy?

Mr. Dewey. Yos. That is being glven very careful
gtudy. As a matter of fact we ave going into everything in
an effort to work out some plane OQur study does not only
pertain to currency as such, but it pertains to currency and
the handling of currencys We feel that tho facilities for
handling tho proposition in 1915 of 89,000,000 sheets of
distinctive paper may not be adcguate for handling 230,000,000
sheets ten yoars later. If there are changes neccssary
which would make toward officiconcy and oconomy we want to

know about it and we are going to cover it in our dtudy.

Governor Fancher. The feeling is that in Cloveland

there would be quito a saving if the cancelled currency
vags actually destroyed when it was rodcemod.

Mr., Dcweys. There is a feeling that ithewoulidubd be
a great saving, but of course thers are some legal aspects
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that would have to be coversd by legislation possibly.

Governor Seay. I asked a question a moment ago,
but I did not apparently makc myself clear. I have boen
a banl teller myself, and a great part of the time of a
bank tcller in sorting money received over the counter
of a bank 1s in turning 1t around. I ask if considera~
tion has been glven to the fact that atbidllcomiilcbe made
which would be right side up no matter which way you turned
it, and thereby save that opcration of turning the bill
around?

lr, Dewey. Some of those notes have been sont to
us as spccimens from the Philadclphia bani. We have them
with ouvr collection of spocimens and thoy afe under con-
sideration. I1f we make,any changos at all we arc golng to
try to makc them as comprehensive and as useful as posgsiblo
aftor considering the thing from all possible angles.

Mr. Platt. If you have portraits on the note you
cannot have both gides alike vecry well.

Mr. Dewey. Of coursc they could be arrangec so

that one poriralt could bc here and another onc hore (indi-

cating). Of course we have a groat many things to put on

the note, such a8 numbers, symbols and things of that kind,
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the 8 pacc is limited and we have to be very careful tc koep
the protective features properly coversad.

Mr. Platt. Mr. Secretary, is there a shortage of
fifty cent pieces, or do we simply not get them?

Mr. Deuey. We havo a reodundancy of fifty cent pleces;
we are loaded down with them. The mint in Philadelphia has
largo quantitics of thom. Wo are trying our best to push
them out but the banks won't take them. The demand is for
quarters.

Mr, Platt. . The banks won't put them out?

Ire Deway. There is no demand for

Mre. Platt. They will always give you bills unless
you particularly ask for small changoc.

Mr, Dewoy. Wo are miniing just as hard as we can on
dimes and quarters at the present time; the mints are
running over time. We had to stop minting gold for awhile
to get out more subsidiary sllver.

Governor Seay. That is perfectly true. The half
dollars accumulate on us and the quarters go out as fast

as we can get thom.

Mr. Platt. I have always been under the impression

that there was a shortage, because you never get them unless
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you particularly ask for them.
Mr. Dowey. We have large quantities on hand.
planning to ship out large gquantities of them to Cuba.,

I have one other matter that I would like to throw

cut for the Board to consider. On May 2nd, 1925, there

was a letter addrcssed to the Governors of the Fedsral Re~
gcrve Banks relative to the contract for registered mail
insurance and a proposed change in the ratio of the rates.
The varilous banks, I think, subscribed to it with
ception of the Bank of San Francisco. I would like to
read this letter, which is as follows:

"Way 2, 1925,
My dear Governor:

Since the present céntraot for registered mall in-
surancc has been in effcet several castern Pedsral Reserve
Banks have protostcd thnat the arrangement under which all
banks pay an equal flat rate of 4=7/8 cents per $1,000
1s not equitable, and docs not result in an equal distribu~
tion of the saving offectod under the new conhtract. In
one casge it is claimed that a Fedcral Reserve Bank 13 actually
paying a larger premium under the present contract than wasg

paid under the old contracte.
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In view of these protests, the mattor was taken up with
Marsh & McLennan, who have submitted a schodule of rates,
which it is stated would bear a reasonable relation to the
hazard of the shipments made to cach point, and which would

at the same time produce the same gross premium as the
o

4-7/8 cent ratee. Thig schedulec of rates ig as follows:
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It is understood that the revised ratcs which would be
charged to tho Federal Reserve Banks mlight bo subject to some
change, due to a variation in the proportionate amount of
shipments mads to the several banks might be subject tc some
change, due to a variation in the proportionate amount of
shipments made to the sovsral bunks, but that it is proposed
to use from month to month a rate figured to the nearest
quarter cent corresponding to the rates shown above, subject
to such adjustment as may be necessary in the premiums asscssed
for the last month in the year. This would result in the use
of rates varying from 2-3/4 cents per 1000 for Philadelphia
and Richmond to 10~X/4 cents por $1,000 for San Franclsco.
The rates .~ to be charged in the first instance would be

ags follows:

Boston 4¢ Chicago

Ne w York 3-1/4 St. Louis

lMinneapolis
Philadelphia 2-3/4
Eangas City
#éleveland 4
Dellas
Riehmond 2~3/4
San francisco
Atlanta  B-3/4

This does not mean that the insurance contract will be
changed, the underwriters still receiving 4-7/0 cents per
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$1,000, but would mean a more cquitable distribution of
the charges botween thc various Fedeoral Reserve Banks.
Will you pleascu congider the matter and advige me
if such a plan is agreeable to your bank.
Very truly yours,
(Sgd) C. S. Dewey,

Asgistant Secretary of the
Trcaesury."

That lottor was sont to each one of tho twelve banks.
Bleven of the banks agreed to the change and I believe San
Francisco did not wish to come in under a change at the pre~
gent time. As a result I think the matter has been
aropped, but 1t was brought to the attention of the Governors
at their meeting.

Governor Talloy. The DPallag Digtrict in the last 25
years has never been able to get conough one dollar bills dur-

ing the fall of the year, and I would like to ask if the

Committee has given any congsideration to the furnishing of

new ones cqual to the amount of mutilated ones shipped into
a digtricte.
Mr. Dewoy. here was a’ currsncy conference held herc

in July and we discussed the whole question relative tc the
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shipment of one dollar bills and it was decided that if they

would allocate to each Federal Regserve Bank ~~

Governor Talley. I am familiar with that,

Mr, Deweys That is the last word that we have beén
told about it.

Governor Talley. That is the last method you have been
able to work out?

Mr. Dewey. Yes.

Governor Talley. Our experience Seems to indicate that
the bagig of paying 40 per cont now and 60 per cent fit, has
regulted in that in tho other districts it seems that the
redeposit of fit bills is equal to tho amount paid out.

What we have been under the nocegsity of doing in Dallas is
to absolutely limit the amount of new bills so much per week
to oach bank and then raise the requirement on fit bills and
the result has been a receposit that is nearer 25 per cent
as against an average in the other distrioct of 53 pour cent.
At the same time we have imported therc a large number of
fit bills from the other districts, and of course ve are
paying the oxpense on that at the present time.

Governor Crissinger. Due to cotton picking?
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Governor Talley. Yose. The demand starts about
the middle of August, reaches its peak along about the lst
of October and then ig in sfnia volume up to Christmas time.
Then a large amount of them are returned, a large proportion
of those roturned bsing mutilated bills of course. It
appeared to us that there could be some plan worked out under
vhieh new bills could be shipped out to each Federal Reserve
bank equal to the amount of mutilated bills shipped in here.
Then there would not be this differencu in the volume of bills:
in other words the banks and the other districts would not
get an excess of bills and we would not get an insufficlent
amount.,

Mr., Dewey. I do not ﬁhink that any of the banks
in any of the districts are getting an excess of new bills
according to the reports we are getting.

governor Talley. I am applying it to the whole pro-

position of 1 bills, and not particularly new ones.

Mr. Devey. We are trying to work it out just as well

a8 we possibly can. We have a limited number of ones that
we could print. We are tled down by appropriation. It
ig not like Federal ResServe notes, that are reimbursible ==

we cannot turn them out ad libitum as we would like to. We

Lt
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are allowed so many sheets to cover the whole currency
gtructure, and we try to distribute it the best way we can.
O0f course there are conditions arising in certain districts
that make it seems as 1f they are not getting their fair
share, but I helieve that gradually we will work it out into
a more gratifying situation.

Governor Talley. It so happens that our additional
one doliar bills have tocorsiprincipally from New Zork, which
takes a longer time in trangit.

ir. DeveYe. Wsll the drift unfortunately seems to be
to the centers in one dollar bills. Chicago gets a fair
drift, and New York gets a large drift. The fit bills pile

situation
up there very rapidly. Of course 1t is the transient/in New
York that does it.

Governor Weilborn. . I would like to ask if you have
taken into consideration the great d emand in Florida for
new bills? We have a great difficulty in supplying the
demand of the banks for the hotels there.

Mr, Dewey. Of course there is a dcmand from different
sections of the country, and each one of those demands seems

to be equally important. It is difficult te satisfy them

all. The demands of Florlda and California come along during
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the winter; then there is a big domand in tho citles for

Christmas. In fact thore doesn't scem to be any time of the
excess

year thnt we are not having an demand for cne dollar bills.

Governor Seay. Then there was a large demand tc
take ocare of ihe races in Baltimore.

Mr. Dewey. There is never any let dovm in that con~
stant demand. We arc trying to build up a sufficient re-
gerve and trying to get enough to make them go around.

(Wheroupon Mr. Dewey retired from the Conference roOm, }

Governor Crilssinger. I was wondering whether the
rnonference wanted to takec any action on the matter that was
presented by Mr, Anderson and Mr. Conn.

Mr, Platt. It gseems to me that it i1s a very good

idea and that we ought to cooperate with them all we cale.

Porhaps if any action 1s to be taken 1t should be prepared

for tomorrow's segsion of the Conference.

Mr. Mitchell. Governor Crilssinger, I suggest that a
committee of three te appeointed to make a report on this
matter tomorrowe.

Mr. Jaye. I will second that.

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

governor Crissinger. I will appoint on that committee
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Mre Mitchell; Governor Seay and Goverror Strong.

Mr. Jay. My, Chairman, I would like to relate a
little incident in line with what My, conn has stated here.
A concern with head offices in New York, with about 200
offices gpread over the country, was constantly transfer—
ring funds between those offlces when they found out they
had sbout ten million dellars which was in the mail all the
time as unavailable funds. They discovered that there was
a wire transfer system in the PFederal Ressrve System and
they Jecided to make use of it. By transferring their
funds between tholr offices they have reduced that float
from ten millions to one million which means that they have
rine million dollars more to use all tie time. They con-
gider bhig a very groat s crvice and are very appreciative
of the facility.

Governor Strong. Governor COrigsinger, I must esk
to be relieved from service on the committee “hivh you
appointed, and I am sure that Mr. Jay will be very glad to
take my place on that committee.

Governor Crissinger. Very well then, I will appoint
Mr. Jay on the Committes. The Chair will entertalin a motion
to adjourn,until tomorrow morning.

(Whereupon at 5.25 o'clock pe.me, upon motion duly seconded

the Joint Conference adjourned until temorrow, Thursday,

November 5, 1925, at ten o'clock a. Me )
igitized for FRASER
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Thursday, November 5, 1925,

The Joint Conferorce of the Federal Reserve Board with
the Chalrmen and Federal Reservec Agents and Governors of the
Federal Resorve Bankgs reconvened pursuant to the adjournment
of yesterday at ton o'clcek a. m. in the Hearing Room of
the Federal Reserve BRBoard, Treasury Bullding, Washington,D.C.

PRESENT:

D. R. COrigsingor, Governor, Federal Reserve Board,

Edmund Platt, Vice Geovernor, Federal Reserve Board,

cherles 8. Hamlin, Member Federal Regerve Board,

A. C. Miller, Member Federal Reserve Board,
Tdward H. Cunningham, Member Federal Reserve Board,

George R. James, Member Federal Reserve Board.

PRESENT ALSO:
The Chairmen and Federal Reserve Agents and the
Governors of the Federal Reserve Banks as indicated in yester-

day's record.,

B Lo g
Governor Crissinger The meeting will kindly come
to order. I take pleasure in presenting Professor Sprague,

who will say a few words tc you this morninge.
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Professor Sprague. I will begin what I lave to say
with a certain amount of hesitation, bccausc it relates
altogether to the relations betwecn the reserve banks and
the partlicular member banks that becomo borrowers, and
particularly habitual borrowers at the Federal Reserve Banks.

Tho Federal Reserve Act, as 1t seems to me, implies
the efficacy of certain principles and influences which do
not seem to me tc bo applicable tc any except a limited
numbor of member banks. The Act is, in gubstance, based
upon Huropean cenbtral banking experionce, banks that are
operating and many other hanksg that arc organized under
the branch bank system, practically all of those banks hav~

ing a head office in the central money market of the country

with branches oxtending more or less throughout their re-

gspective countries. Under such circumstances the wholo
oredit situation is influenced by the discount rate, and it
can also bo largoly influenced by the character of the
paper which the banks, directly or indirectly, usc as a
basgis for credit at the central banks. All of those banks
have loans to their own customers and alse have a variety
of other assets of a liquid sort, liguid in the sense that

they are satisfactory assets from the point of view of
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member banks. None of thege European banks, in other words,
are tied up with the local situation, and they are all in-
fluenced by changes in the different rates, which is not
concoded to be the situation with the banks in New York

city, which have loans to their own local ocustomers and a
largo apount of assets which are well known and would be
acceptable to other banks, not only the reservc banks in

New York, but banks in othor parts of tie country and, in

8 good many instances, the banks abroad.

Now, we have in addition to such banks a largs nunber
of banksg doing a strictly local business, some of which aro
congervatively managed, and some of wilch are not. Some have
all of thoir funds tied up in the local situation, and others
have a wider range of asscts. The Foderal Reserve Acte made
a furthor and wider change of a very fundamental sort with
regard to the momber banks when it removed the limitation

uron the agmegrogate amount that any bank might borrow. After
& =) &) ()

the passago of the Federal Reserve Act any bank, under the

law, might borrow directly more than its own capltal stock.
Any member bank can noy borrow that amount from any sourco,

and an indefinite amount from the IPederal Reserve Banks,
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paper amd that word Msatisfactory" may be in part eliminated
whero the reserve banks adopt a policy of teking extra col~
lateral, when the ellgible paper itself, though technically
eligible, is not particularly gatisfactory from a credit
point of view. The bulk of those member banks are not

and never will be influenced in their borrowing to any very
definite extent by the discount rates. After they once
become borrowers they do not have the ability, or do not have
the assets, which will permit them, by the process of shift~
ing to other banks, to reliove themsclves from tne load.
That is wherc they are tied up with the local situation.

It has apparently becn the practico, at least in some
instances, to regard more unfavorably the cases of the local
basks which borrow when they have outside investments, than
the cages of the local banks which borrow when their funds are
entirely tied up in the lccal situation From the point of
view of the depositor it ig far better that a bank should
have outside investment eand berrow at the reserve banks
thap it is that that bank should have all of 1ts funds tied
up in the local situation and then borrow more from the

regserve bank in order to put those additional funds into
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the local situation. From the point nf view of the doposi-
tor it is distinctly unsatisfactory that this bank should
borrow if all of its assets are liquid in character -- and
of course that is particularly true if the community is a
one industry community, whether a single manufacturing in-
dustry, or a single crop, corn, wheat, cotton, or wha tever
it may be.

I found that on tho 3lst of August of this year there
wore 08B0 banks in the Reserve System which had becn borrewing
steadily larger or smaller amounts for more than 12 months.

Toubtless this total of 8838 banks would have been somewhat

larger but for the unfortunate fact that 259 national member

banks have failced since 1920. I think it is not an over-
estimate to assume that 80 per cent at lcast of thoge 2£9
banks had been habitual borrowers prior to thelr failuro.
A very considerable number of those banks are

berrowing as the rosult of what happened in 1918, 1919,
and 1920, but I find that there were 122 banks that wero
not permanontly in the reserve banks prior to January 1,
1924, that have besn in the reserve bank for the last 12
months without a break; 144 banks that have beorn in the

regssrve bank steadily since the boginning of January,l923.
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I supposo it is doubtloss tho caso that of thoso
60 banks that have come into the roserve bank as steady
borrowers in the last two years, that a good many of them
ape in bocause of the developments which took place prior
to 1923, which bhark back in one way or another to 1920 and
bafore. gt11l I cannot escapo the conclusion that a con-
giderable number of those banks must be in the reserve banks
as the rosult of opeoratlions which did not date back ag far
ag that.

Tho last two yoars seem to me to be yoars im which if,
at any time you might expect re.thor a small number of banks
to be getting into the situation of becoming habitual borrow-
ers, I should expect that there would bo an increasing number
in the next two years if we may assume fairly good business
on a rising scale within the next two years, in the absence
of a concerted effort to prevont the banks from becoming
habitual borrowors through a reserve bank polliey. If we
admit that eligibility and the disccunt rates are not
offective agoncies for preventing banks from becoming

over extended, tho gquestion presents itself as to whetner

it is possible, by other means, to bring down the number




of cases.
Prom thc point of view of the depositor it is clearly

the case that in borrowing on the part of his bank, the bank

uges the best asseots it has and puts him, the depositor, in

o less satisfactory position with regard to the additional
assets of the bank, boecause those rediscounts are not as of
high a quality as thc paper which the bank hypothecates.
From the point of view of the depositor it appears to ho
that it is highly important that a reserve bank, in taking
cligible paper of a member bank, should have some knowledge
of the kind of business in which the bank is sngaged, or is
about to ongage, as a result of such borrowings.

I concoive that in the casc of those membor banks doing
a distinetly local business that the problom i1s not very
difficult from that which presents itsclf in the ordinary
commercial bank whon loaning to the regular buginess customers
of that bank; that it is nocessary to analyze the condition
of dhelrparticular bank in order to determine the general
charactor of its buginess, the quality of its management,
the likelihood of its becoming overoxtended and the likellhood

of its loans, for various reasons, bocoming frozen. Stch an

b
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aralysis would cover certain important points, In the first
place a good many of these habitual borrowers are banks
with a very small amount ofi deposits as well as low capital~
ization, You have banks with deposits of less than
$100,000 and earning assets of less than 100,000, Now
the earning power of a bank of that size is so low that 1t
cannot possibly take care of losses that are likely to cccur
even if it is fairly well managed. For insgtance, with a
capital and surplus of $20,000 and deposits of $28,000, by
borrowing $24,000 from the Federal Reserve banmk in crder to
do more business, even with the {88,000 of deposits, it
geems to me to be a most unsatigfactory view from the point

of the depositors of that bank., Unless it is reasonably

i

certain that the 24,000 that it is borrowing is simply to

meet a peak raquircment of the people in that locallty, that
bank has not earning power enough to take care cf the

logses, and presumably in hypotheticating tho 824,000 of

its asgets ~- and I do not know whethor additional colla teral
was taken in the casc =~ it has transferred to the reserve
banks the best of its loans. In the second place 1t secems
to me important to ‘leémamine the general character of the

managoment of such a bank with cxtrome care. I have studiled
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the oxaminers' reports through a perird of years, prior tw
the fallure of a number of banks, and I find that in almost
every insgtance, aaslde from the few cases of steallng, that
Athere was plenty of evidence that the baunk was not satisfac~
torily managed in many cases; that there wao evidence in

an
many instanees of unduky liberal policy in loang to officers
and directors and to the interests in which they were bound
up e I am unable to see any sound reason for belleving, from
the point of view of the uepositor, that it is proper for a
reserve bank to lend to a bank when 60 per cent of its assets
are in loang to directors and officers,and other interests,
regardless of the quality cof the particular paper which that
bank may present for rediscount at a time when there is not
an emergency exlsting. If an emergency presents itself in
a case of that sort I think it is desirable to attempt to

salvage tho bank; but I do not believe it is possible to

salvage the bank under such clrcumstances by a more liberal

loaning policy on ellgible papor; 1t must be coupled with
a change in the management of an institution of that sort,
and I thirk the oxperience with a large number of the =259

national banks that have failed will bear me out with regard
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Now, agsuming that the bank is large enough to have
a fair earning powor, and is safely and well managed, the
noxt question that seems Lo me to present 1tself 1g what is
the extent of vhe borrowing of that partlcular member bank.
Now tho borrowings, from one point of view, you might say
that all deposits in a bank are borrowings from the public;
but from another point of view you might say that the de-
posits in the bank, which represent the regular balances of
peoplc in the community, whother they arc time, savings
deposits or checking balanccs, are the real and steady ro-

sources of that bank as long as it rotains the confidence
IES

of the public. When a bank in Minnesota sccures, by offer

of liberal interest, funds from individuals in Wisconsin,
it is a borrowing bank, Where again a bank sscures public
deposits by offer of interest at an unduly highcrate, that
bank is borrowilng just as much as if it were rodiscounting
for an egqulvalent amount at tho Pederal Roserve Bank, and
that is oven more evident when the bank has to pledge a

vortion of its assets as sccurity for that public deposit.

As an illustration, let us take a bank, the report
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of which I examilned, that had $600,000 of local public funds
againgt w hich surety bonds had besn taken to the extent of
over (300,000, and at the same time that bank was in the
Federal Reservebank before those deposits had been with-
drawn, and apparently 1t put all of those public depogits
and all of tnhe proceeds of thc rediscount at the reserve
bank intec the local situation. Naturally it was over-
oxtended, a nd, with any chill in the local situation, it
was under the necessity of borrowing more and more from the
recgserve bank.

Now, w hile a bank in one of thesg local communities
shows increasing deposits, whether they are public deposits
or meroly deposits arising from the growth of the community,
it appears to me that borrcwing at the reserve bank at the
gsame time, unles s that borrowing is for very short pericds
of time, 1s in itself eovidence of over expansion and evi-
dence of lack of conservatlsm on tne part of such banks.

I do not know how far it is possible to go in actually

decliningrrto rediscount paper which is in itself ontirely

satisfactory. If it is necessary, in a mechanical,

pawn~broking way, to rediscount paper, that in itself is

satisfactory; if it is admitted that the rate is ineffect~
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ive, then I should hold that 1t would be desirable to 1limit
by statute the amount that any bank might borrow from a re~
serve bank. I do not, however, belleve that it is neces~
sary to loan merely becausc the paper is good, and I do

nov understanc that that in fact is the practice. It is
apparently perfectly possible for a reserve bank to declinc
to loan to o rescrve bank that is not in a satisfactory
position, regardless of the quality of the papor which that
bank mey offor, It is no doubt the case that a great

many banks presume that they can secure the accommodation
if the papor is in itself satisfactory. I should not
suppose that it was desirable to introduce any rigid rules
of practice regarding this matter; but on the other hand
it does geem to me that it would be advantageous to press
more Strongly upon the member banks than now Seems to be
the casc, that it is tho busincss of the membor banks to
meet the peak roquirements and not the businegs of the re-
gerve banks to enable particular banks to satisfy a steadily
larger demand for acoommodation in their comrunities that
can be met by means of the resources of the local banks.

Now the damage which results from banks going into

the reserve banks and becoming habitually and permanently
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indebted, manifests itself most strikingly. Of course in
s caso of the large number of banks that have failed, they
were in the reserve bank for relatively modern amcunts Top
some yoars ovafore the failure, and within the year or more
before fallure thoir borrowings had largely incrcased 18 -
cauge during that period of time their deposits very zom~
monly were oxperienclng a sharp decline. The reserve
panks have steysd wwith those banks, guem#iodcthem additlonal
accommodationg, and very propcrly 8o, for a good many of
those banks thus agsisted have pulled themselves out. There
are banks that would have failed but for the liberal polilcy

reserve
on the part of tho/banks after the emergency had arisen.

On the other hand in the case of those 259 banks that did

fail I questlion, from the point of view of the depositor,

generally speaking, whether 1t was not less satigfactory
than it would have been had they been allowed tO fail
carlier. You have to offset against the banks that you
nave rescued the bankg whoso posiiion have become worse
from the point of view of the d epositor, as the result
of this liberal policy.

Now the figures on the liguidation of thcse 259 banks

ghow that payments to depositors are going to run between
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farty and forty~five cents and many of them below that
figure. That ig a very much lower figure for payments

to depositors than was theo case prior tc 1914, when 1t
averaged slightly under 80 cents. The ocxplanation is to

a sona.derabls extent due to this: The defarred fai.ure
possibly being due to seoucing the accommodation at the re-
gerve bank in the months just prior to the failmre. L
haven't the flgures for the 259 banks, but I have the
figures for all the banks that falled between May; 1924,

and May, 1925 ~~ 120 banks =-- and the figures show that

the deposits in those bankg were reduced in the twelve

months prior to failure by 30 per cent, in the case of de~-
mand deposits, and 10 per cent in the case of time deposits
of those banks, and thoso banks almost invariably show a
large increased borrowing at the reserve banks during that
twelve months' period. In other.words the reserve banks
made it possible for such depositors to get their mouey in
full at the expense of other depositors, in particular at
the expense of savings depositors and time depositors.

This experlence seemg to me to suggest two things: One
preventive measures designed tc keep tihe banks from getting

into this position, which involves supervision and control
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through loans by the reserve banks in the months before fail~
ure, in the case of the examined banks; and in the second
place a question of policy relating to a period of perhaps
a year prior to tho failrure, when deposits are declining
and the banks are coming in for larger amounts at the reserve
banks, in that the granting of the further accommodation
should be coupled up with an inslstence upon somc change in
policy of the threatened bonks and some change in the person-

nel of its management. I hold the samo view wilith regard to

frequent requirements of demand for additional money from

the depusitor to take care of impalred capital. It seems

to me pitiful that the scattored sharsholders of a bank
should have demand made upon them to put in money on account
of impaired capital and then have the same old outfit left
in the bank to fritter it away in the course of a fow months.
The game principle I belleve applies to rediscounts and
accommodations secured at reserve banks by a bank that 1is
obviously in & more or less pottering condition. The situa-
tion is further involved by the fact that in a good many
places it is now becoming an indication of weakness on the

part of a bank that it is a borrower at tlle reserve banlk.

Wow that attitude in the mind of the public might from one
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view bo regerded as a safeguard, but it cannot be
by tae public intelligently and would work against
the use of the reserve bank in perfectly propor ways by
member banks if the attitude becomes very general.
lieve it is now certainly not-an urncommcn atiliwude.

Now I know that you have many other matters to con-
gider. I think I have unburdened myself of all that I had
on my mind in the shortest space of time that I could,

I, thank you.

Governor Crissinger. Gentleomen, we will now proceed
with the program of the Joint Conference.

The Board will decide whether or not tue report of
the Advisory Committec should be brought before the Joint

‘Conforenoe ingtoad of being submittedto the Doard alone-
It has been suggested that it be brougat before this gonfer-
once and if thore is no objection wc will hear that report

from Governor S56dY.

Governor Seay. You are referring to the report of

the Advisory Uommittee, Governor Crissinger?
Governor Crissinger. YoSe
Governor Sea Y. That Committee can make only an in-

formal verbal report. The Chairman of the Committse will
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glve a resume of what that Committee has dome if it is desired
The proceedings of tho last meeting of the Commlites have
not yet been received from the stenographer who acted as
Secretary to the Committee. Is it desirable that a verbal
regume of matters which have been congidered by your (Com-
mittee be presented to this meeting?

Governor Crissinger. You may make such report as
you are able to make, Governor Seay.

Governor Seay., It may be, in order to give some ex~-
planation, chiefly for the benefit of the reserve agents,
of the originsof that committee.

At the Conference of Governors in April the Governor
of the Federal Reserve Board, at the opening of the Con-
ference, commented upon proposedAlegislation. He stated
that the Federal Reserve Board had been consulted very
1ittle indeed as to thisg propcsed legislatlon, and that
the Federal Reserve Board as a body had taken no part in
any action toward such legislation. He sald that he himself

felt the need of some study of the proposed legislation, and

b
he suggested that a committee beformeﬂyythe Governors for

that purposes Thig suggestion met with a good deal of

favors it was regarded as a=very important matter, but it
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was not immediatcly acted upon by the Conference of (overnors;
they discussed it for awhile a nd thon postponed Ltauntil
later in their moetings. Later In their conferencc tie
mattcr came up again, and after some discussion it was agreed

het it would be highly esscntial to form such a commitiee.
The conviction was pmpresscd, however, that this Committee
should not be a committee of Governors or the executives

of the banks; that is to say it should not be a committee
appcinted by them and should not origina te with them. The
opinion was oxprcssed that the executives of the banks ought
not tc mix in legislation or in politics, and it was be-

1ieved that if this committee were formed it had better be

appointed by the Federe egcrve Boards The Conferencs df

Governors stated, however, that 1f it was desired tc form

this committee the Conferenco would suggest to the Board

tne names of certain Governors and certain Agents to com-
pose that committes. Later there was a meeting with the
Foderal Regerve Board and the matter was again discussed.
The matter of immediate consideration of pending legislatlon
wae discussed and the future activities of this ecommittee
were discussed,. One menber of the Board expressed the

opinion that ultimately the matters considered by thls
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committee might assume gquite a broad scope, but it was felt

that tho matters which required ihmediate consicderation by

the Committce were those contained in the legislation pro-

posed, chiefly in the two licFadden bills. The Commnittee
was to be comnosed of two Governors and four Agents, vche
nemes were proposed, and the Board appointed the committee.

The Committee had its first meoting on June 8th.
fhat was about the time that the commlttee of the Federal
Reserve Agents had comploted btheir report upon reserves, and
the report of the Agents upon regerves and the two McFadden
bills were considered as the immodlate subjects requiring
attention by the Committeee.

With respect to the roport of the Agents it had not
been examined because it had jﬁst beoen completed and suffi-
ocient timec had not elapsed for examination, The Committee
therefore expressed a general approciation of the work of
the Committee, approved what it had done in prineciple, but
the members reserved the privilege of recording their ex-
ceptions with respect to the different provigions of this
report. consideration was given firsgt to the second
MeFadden Bill rather than to the First McFadden Bl

That bill was condemned both in principlc and In text.
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It was felt that a study of the offeoct of that bill ought to
be undertaken and Professor Spraguo and Dr. Stewart were
requested o make somc a nalysis of the possible effects of
that bill, hat was done, and 1t scemed to indicate that
the immediate effect upon particular banks, if it was put
into effect, would be to very geriously impair their reserves.
In one case I reocall it would have reduced the reserves of
a Pederal Reserve RBank down to 21 per cent during 1924,
in the then condition of the bank. During the five months
whiech have elapsed in the year 1925 1t would have had the
offect of roduclng the reserves of four of the rescrve banks
from 20 to 30 points. Wo made some analysis of the effect
of the bill in our banik, which seemed to indicate that if
the bill were put into effect in the then condition of tho
Pederal Reserve Banks it would have reduced the amount of
additional credit which they might have boen able to oxtend
tc one~gsoventh of the credit which they would be able te

extend under coxisting law.

It soon became apparont,after certain criticismswhich

appeared with respoect to this bill, that 1t did not meet the
public favor, and we all know that oventuwmlly it was withdrawn

by Mr, McFadden, and the conviction seemed to exist in certain
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The Committse then took up the first McFadden Bill
and congidered those proposals in the bill which wore of
a non~controversial na ture., Thoy tried, for the time belng
at least, to eliminate the branch banking subject, although
the Committee first expressed the opinlon that that subject
was of such far reaching congequence that it ought to bhe
embod ied in a separate bill, and the Committee so recorded
itgelf. Those provisions which are intended generally to
add to the privileges of national banks in order to make
the National Danking System more attractive by giving them
equal privileges with state banks, were generally approved
Ly the Committce. It was felt that Section 5300 of the
bill required amendment, and that Section 5200 required
congiderable study. Professor Spraguc was request;d to
make a study of Section 5200, and such amendments to these
amendments which had been propoged and other amencments
which, in his opinion, after many, many years of familiarity

with and study of the National Panking System, ssemcC to him

desirable. He did that and reported back to the meeting

of the Committee whieh did not take place and could not take

place until after I came here to attend this Conference, and
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v ou will therefore gee that the Comnities has not had a
great deal of time to consider these amendments which Pro-
fessor Sprggue reportcd. It did have a geccnd meeting,
and it did go over thoge amendmentis and guch a dditional
propogals which were made by Protessor Sprague, but 1* would
take more time than I believe I am expected to 5pand at this
Conference to go into the details of thdse provisions and,
a8 I have stated, the formal report of tne Committee in
that regpect has not yet been drawn up and submitted to
the Committee itself.

Governor Crisgsinger. Haven't you a memorandum that
you had over in my office the other night?

Governor Seay. With respect to the first meeting,
yes, but not with respect to the second meeting. We have

~ reoport
not received the stenographic/from the second meeting. There

were certain amendments to the National Bark Law designed to

furnish more adequate data regarding the condition of banks

through examinations which were proposed, and which were

of transcendent importence, which I think I might reviews
one of the propcsals was that all applieations of

cvery nature, both direct and indirsct, which a bank entered

into, which was not always customary for it to regord in
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is pecords should be recorded in it recnrds and showm in
jts report of condltions, and that failure tn record such
obligations would subject the bank to a fine of $500.

Another proposal was that where an offjcer or
director of a National DBanking Association is an officer
or director of another DBanking Association, and where 1t
was necossary to secure the report of the other banking
associations in order to determine the true conditions of
the bank under examination, that the bank under examination
ghotld be required to furnish a roport of that other bank-
1ng association; that upon failure tn do sc it was pro-
vided that the officer or direotor who had obtained a loan
from the bank sghould be digsqualified for his office,

Another provigion was that Section 5440 of the Revised
Statutes should be amended somewhat in this way: It shall

he unlawful for any National Banking Associatlon to make

, & .
o loan or loans of more than $500 in the aggregate, unless

gecured by readlly marketéble collateral, to any salaried
officer of such association or to any corporation in which
guch officer or any dlrector of such banking association

owns or oontrdls a majority of the stock; that violation

of this provision shall disqualify such officer to act
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Another proposal was to shorten the period allowed
for the time of asscssments in caseg of impaired capital.
The Comptroller had expressed the opinion that his experilence
geemed to indicate that thig period should be ghortened.

It is now 90 days, and the proposal was that it be shortened
to 60 days, to the extentced in the discretion of the Comp~
troller. This is onc of the provisionsg which is Intended
to give the Comptroller's Office greater powers of supervi~
gion and to add to hig authority in that direction.

There were Some provisions in tho proposed amendments
to Section 5200 which were consgidered. Pcrhaps the most

important was that which decreases the limit whach an in-

dividusl firm or corporation may borrow upon notes secured

by shipping document, billg of lading and so fortia. The

Committee proposed that the limit should be 15 per cent

for a period of six months. But that for a period ol three
months in order to aide &m orderly marketing, lhere might
be an additioral oxtension of the limit of 15 per cent,
making the total amount which might be extended on obliga~-
tions of that charactor 40 per cent, 15 of which should be

for a period of three months in any consecutive 12 months,
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15 additional might be for six montas upon identical commndi~
ties for any period of six months in a consegubive 12 months,
thus making the limit for any one person, firm or corpora-
tlon 40 per cent. I might say the Comptroller oxpressed

the opinion that hc was digsposed to go much further than

that. As . understood him he was even disposed to go SO

fur &8 to permit the lending of 100 por cent of capital and
surplus under such condition. I think that while that pro-
posal did not come formally beforse the Committee, the gensral
feeling was that it wonldndmsévitably drive the menber bank
into the reserve bauks as borrewers upon a large scale, it
‘would not be sv easy to get them out and that it would have

a tendency towards expansion if not towards inflation. The
committee was therefore of the opinion that 40 per cent, under
the olrcumstances which have been enumerated, would be the
extent to which it was pdvidable to go.

There was one provision which had been proposed as an

amondment to Section 24 of tho Federal ResServe Act, referring

to the extent to which banks might invest any of their funds
in investment securities and so forth, which it was thought
bettor to place in Section 5200 as an extension of tho

limitation, and that was done accordingly. It ws therefore
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voted that the limit to which any bank might invest ifs fuunds
in any one seourity sghould be 15 per cent in oddltlon te the
existing 10 per weent and it was also voted that this should
be done under such restrictions as to the character and
volune which sny bank might engage in, as imposed by the
Somptroller of the Curroncy.

I think, Mr. Chairman, that that covers the principal
points which the Committee considered. It should be under~
stood that these are opinions which will be recordad and
transmitted to the Board for such use as the Board may desire
to make use of them.lf the Board is called upon, as the Com-~
mittee understands, to take any position toward the legisla-
vion which is now proposed, You may interrogate any other
members of the committee as to any pcints of importance
which the Chairman has overlooked.

Governor Crissinger. Have you any suggestions,
Professor Sprague?

Governor Seayes If you will pardon me just a moment,

there was one proposal suggested by Professor Sprague 1n

hig study of these questiong which I had for the moment
overlooked, Profegsor Sprague proposed the appointment

of what might be termed a superboard, consisting of the
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a governor of the Federal Reserve Board, the Comptroller of
the Currency and the Under-Secrctary of the Treasury, before
vhich might be brought those officers of banks which continued
to violate tae law. A pehalty was provided which would

vacate their offico upon declaration of the Comptroller that

they wore in continuous viclation of the lawe. The Committec

considered that proposal. Tho Committee had in mind that
the general purpose of the legiglation now proposed was to
increase the attractiveness of tho National Banking System
and to put it Wpon an equallty with theo state bankg, cand
in the minds of gome members of the Committce, at least,
the opinion was that this prcvision, although it might have
s counterpart perhaps in the New York Banking Law imposing
a penalty, has no counterpart in the laws of various states,
and the foar was exprcssed that it might bo rogorded as an
antosratic provision which might have some tewrifying influence
upon & bank, and the vote of the Committee was that it was
inexpedient to cstablish such a suporboard.

Professor Sprague. You might say a ward about
the vote on the proposals of the Agents' Committee on Re~
serves.

Governor Seay. With respect to the Agents' Committee
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nn Reserves, seven of the nine points proposed by the report

of the Committee were taken under consideration.

The first and most important recommenda tion of the
committee was with respect to deductions from deposits.
The Committee proposes that exchanges for the clearing houses,
checks on other banks in the same city, and checks in pro~
cess of collection (whether with Pederal Rescrve Banks or
correspondent banks) according to Pederal. Reserve Schedule
of time required for collection of checkg, should be deducted
from demand depoéits.

Tne vote of the committee seemed to center upon the
point as to whether there ghould be permitted a deduction
of checks in process of collcction, and a vote of the com~
mittee was taken upon that point. There were three in favor
of allowing deduction and three opposed to allowing deductlon.
I might say that subgequently the matter came Up in the
Governors! Conference, and, vhilc not desiring to anticipate
the report of that Conference, I might say that the whole
matter was concldeored, and those members who had vcoted in
favor of it on the committee took into consideration the
ontirc scope of the recommendation, which as they all know,

permit now the city banks to deduct from due from and due to




thoir checks for the clearing houses and banks in the same
place, and they congider that the city banks had that pri-
vilege, but that the country banks, due 0 the conditlons
whieh gurrounded their operations in carrying accountg of
their member banks, did not have that privilege, and cer-
tain members of the Committee which had voted in favor of
the amendment in the scssion of the committee voted against
the smendment in to to, and it seems to me at this point
there ig some explanation of the attitude of the members of
the Committee which is noeded.

Governor Strong. You have not oxplained the rsason
why the Conference of Governors took the position it 4id in
regard to the deduction. Ve have today pending a suit against
thetodsral Reserve System which, among other claims contains
the claim that the member bank can assert the right to count
uncollected checks as reserve deposits, and it Seems tc some

of us rather inconsistent ahdtwecshould say that that provi-

gion is an unsound development in banking in the United

States that a cneck in process of collection ghould form any
part of a reserve, and then at the same time Lde approaching
Qengress with a recommendation to permit all such checks

in process of collection to be deducted from gross deposits
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on which the reserve calculation 1is made.

Governor Crissinger. There is a difference betiween
the Pascagoula case and this proposal.

Governor Strong. I beg your pardon?

Governor Crissingor. I say there is a difference
botween the Pascagouts cas~ and this proposal.

Governor Seayes The same principle is invelved I
thiuk. Thoy are contending for the immediate credit of all
checks. Thig proposal is related to it in that it proposes
to pormit deduction of such checks.

Governor Crissinger. Deductlion from gross deposits

computing reserves?

Governor Seay. Yes. That is one stepr toward

adopting the contention of the complainant in the Pasca-
goula case. There were two poiuts, Mr., Chairman, which

the Committee felt must be rcserved for further study.

One wag the reserve on time and savings deposits, and the

other was 8 egregation of savings deposits. Professor
Sprague, in his travels over the country and in his interro~
gations of the banks with which he camc in contact, came to
the conclusion that it would be wholly impracticable, if

not imposgsible, at the present time, tc do anything which
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would tend to permit tho segregation of savings deposits end
he therefore, having been a strong advocate of that proposal.

decidod that &t was incxpodient to entertain the idea at the

present time. The Committee went on record as favoring

the segregation of savings depsolts in principle, but Gthe
mattor was reservec for sore further s tudy, and the question
of reserve against time and s aving deposits being somewhat
analagous to it, that was also roserved for future con-
gideration. It might be mentioned that it was felt that
the one burning question with regerd to the kcFadden DBill,
the branch banking system, was regarded by the Committee to
bo in a very unsatisfactory stago, but no further position
than
by the Committee was teken which I have announced was takon
toward that provisgsion of the Act.

Governor Crissiﬁggwi I think it would bo well if this
question of deduction of chiecks Irom gross deposits should he
taken up nowe. The Federal Resorve Agents reported ia favor
of it and Mr., Martin will please present their position.

My, Martine. At the timoc this question came before
the Federal Peserve Agents for consideration we knew of no

opinion having been rendorsd in regarcd to it. We voted

that such deductions were dagirable. The duty of preparing
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the red mmendation to the Board was assigned to me, and I per~

haps might preface my report by this statement: In the
0ld days the due to and due from banks seomed to be aﬁ effort
to equalize what we might call the paper depésits. Since
the establishment of the Federal Reserve banks, through
their doferzed time scheduie, the paper dsposits have really
developed into actual deposits. %With that purpose I beg
leave to submit the following report:

It is believed by the Conferonce of Fedcral ReServe
Agents that it is desirable, and that the Federal Rescrve
Board can by regulation put in force the first recommenda-
tion put in the report of its committee on reserves, namely:

'Permit the deduction from demand deposits of (a)
exchanges for clearing houges, (b) checks on other banks in
the same place, and (c) checks in procesgs of collection
(whether with FeCeral Reserve Banks or correspondent banks)
according to Federal Reserveo Schedule of time required for
coilection of checks.'

"All such items are accepted by banks for collection
and credit, aand all banks retain the right to charge back any
such items not paid. Bven though called 'deposits! they

are entirely different from a deposit of ecash. Such a cash

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




103
deposit immediately creates the relationghip of debtor and
creditor, while the receipts of any of the abovo-mentioned
itemg is in the nature of an agency until the actual col-
lection is made, and if the bank advances funds before the
collection is completed and the collection is never completed,
then Ihccharges back the arnount, which is another way of say~
ing that the bank makes its customer pay the loan of the
money advanced.

"Thig theory of collection of credit is confirmed by
the charge commonly made by clearing housc rules in regard
to s vch items. Clearing houses do not charge exchange,
but where it takos time to collect an item, when a depositor
wishes immediately draw against such an item, the bank charges
interest on the amount for the time 1t takes o collect in
accordance with the Foderal Reserve Schedule, and in the
evont the 1tem is dishonored, then by charging back, the
bank in effect causes its loaa to he paid,

"Such being the case by deducting the above mentioned
items the cffect is to omit them in computing the bank's

demand deposits, and there would seem to be every reason why

they should be omitted, and no conflict with law in doing so.

Such a ruling by the Board would correct the present
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inoquality existing in favor of the large clty banks in
computing reserves, and it 1s belleved would have an Ox-
cellent effect, with but a ermparetively small actual de-

crease in the System's aggrcgate reserves (approximately
GEYTCE \

$4.2,000,000) .

tpuprther it ig a regulation to which no one will
otject. It corrects an injustice without creating a hard~
ghip for any one.

It is suggested, however, that as such a ruling
might have some bearing on tho Pascagoula case now pending,
it might be well for the Doard to consult with counsel in
that case, and 1f in his judgment desirable, defer such
muling, should it decide to make 1%, until that case is
finally disposed of."

Mr. Jay. It i1s interesting to rote that this is
the third successive yoar that the Agents have recommended
this vnanimousgly and the Governmors have unanimously recom-
mended against 1t.

My, James. Nob% unanimously.

Governor Stronge. It Beems to me there is a little
incongistency in the rosoluticn presented; in fact that

the resolution seems to be predicated upon the theory
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that a membor bank collecting a check is acting in the capa~
city of an agent with the relation of debtor and creditor not
ariging until the colloction is completed; that then it
recognizes the fact that the proceeds of the check when
collictel aro immediately drpdiisddite tho depositer's account,
and the bank does in fact create the reclationship of debtor
and creditor which it is claimed in this resolution. Another
curioug incongistency arises in the fact that the charge of
intercst which is imposed against tho dcpositor for tho
collection of thig item which is immadiatoly credited to
his account, we know cannot be sustained by the practice
of banks, becausge they object to 1t and do not permit,
except in exceptional cases, a depositor to draw against
uncollocted funds. The resoiution appears tc me to e in~
consigtent from beginning to end. I fecl that it is also
ingonsistont with our position in the Pascagoula case. In
the Pascagoula Case == I do not want to argue the law with

Mr. Wyatt, who is more competent to do it than am I -~ but

in the Pascagoula case we set up exactly thc same conten~-

tion, that if the Federal reserve bankg should act as agents
in collecting these checks tihe relation of dsbtor and

creditor does not arise until the process of collsction
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ig comploted. The Pascagoula Bank contends in effect that
they buy the checks, that 18 if they are entitled to immed-
iate oredit or advance upon that, and that puts the check
in the position of being cashatthen it is placed in the posiose-
sion of the reserve bankw- in other words collected funds.
To contend that deduction shall be made from gross deposits_
of checks in process of collection seems 10 me 1s a recognisb
tion of the principle that credit is immediate on the hooks
of the reserve bank, which tends to crcate the relationship
of deb@ov and creditor in consgidering that these checks are
items ~- not items due from banks, but a balance due from a
bank, and they are not a balanoce dus from a bank until they
are paid.

Mr., James. May I ask Governor Strong, on the basis

of the explanation he has just made, what relation the time

gchedule of tihe reserve bank would have in a case of that

kind? It ig just a matter of theory that the collection

has been made and not a fact, when the credit is really put
to the account of the bank for whom the Federal Reserve
Bank is acting, is it not?

Governor Strong. Well, I think the facts are that

it would be impractical for the Federal Reserve Banks tc
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davise a time schedule which would operate exzactly with

N

every paying bank with regard to these checks, w hen you con-

gider delays in the mailg, and so on, and which would insuro
that every check has actually been convorted into a cash
balance at the end of the time schedule,

Mr. James. Wouldn't it be necessary for it to have
been converted into an actual cash balance in ordor to fully
and technically comply with the legal side of the argument?

Covernor Strong. It would, except you have got to
recognize that these mathematical proposgitions are not capa-
ble of being perpetuated in such a matter, I believe this
sould come under the rule of law that the law does not take
any account of trifles. It is a trifling inconsistency
ahich does not impair the principlc applied to the time
gcnedule.

Mr, JamcsS. The Pedcral Rescrve Agents may have
given a reasonable amount of considsration to that idea
too, Governor Strong.

Governor Strong. Mb. James, the Conference on
yegterday considered the question of time gchedules very
fully. Many inconglstencies in the schedulewere pointed

out. We rocognize that it is not mathematically accurate
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and a rosolution was passed to refer the whole subjeet of
time échadules to the standing committee on collections.
They are tc make a furtner, and I hope, gcientific study of
them, to see if the time allowed for collection of checks
cannot bs so perfected that float is practically eliminatod

entirely. The prescnt tine schedules are fairly accurato,

or the float would be very much greater than it is in propor-

tion to the total. \ Mr. Rounds pointed out, in connection

with this proposal, a Vvery simple fact, which illustrates
how the time schedule could be made to work, and that is 1if
overy member bank would set up bookkkeeping of its own
deposits and ccllection items, that is cash items, exactly
as the rescrve banks do, they would thoreby carry them on
their books as an assot, the amount on their books of uncol-
1edted checks at any one time being those which are determined
by the time schedule, and then among their liabilitles they
would set up, exactly as we do, a contingent liability which
will become an actual one to thair depositors when those
chocks arco collected. But the bankg are not willing to do
that bocauge they want to ghow thig itom as a deposite

Mr, Walsghe Governor Strong, do I understand you to
gay that the member banks should keep an account of that kind

of the itemg wnich they send in, and not take credit for them
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Governor Strong. The practice now pretty generally
established, I am informed, is for a bank 10 enter all checks
deposited by its decpositors as deposit liability, and to putb
in front of the pass book a notice to the offect that they

are acting as agent in collecting those checks. Now when a

depositor who hasn't the very best credit, attompts to draw

out that balance whieh has not been collected, they promptly
gend the check back gtamped "uncollected funds', solthad
noy

bookkeeping is centirely in accord, ascording to my notion,
with the legal position of the bank that docs the collecting
nor is it in accord with the common practice of refusing
10 allow depositors in banks to draw out uncollccted funds.

Mp. Walsh. A vory large numbor of the member banks
in the 1lth District carry those items in a sustained account
and do not take credit for thom until the time limit expires.
I notice that becausc when I was in a momber bank we always
had a sustained account in which-we carried the items that
Waye

¥p. Curtiss. I would like to ask Mr. Walsh if b

carried that account against each individual account on

the books?
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Mre. Walsh. No we did note. We cerried it in a
general sustalned account.

Governor Seay. You refer to the account with the
Federal Reserve Bank. You do not mean an account with re-
gpect to its depositors?

Mr, Walsh. DNo, we do not do that, but we do keep it
with the PFederal Reserve Bank and kesp Tally on 1it.

Governor Crissinger. That action do you wisgh, gentle-

Mr. Miller. Are we to understand that the report as
cutlined by Governor Seay is approximately the report which

is going to be submitted in wriiting?

i
Governor Crilssinger. To8.
My, Miller. And that covers, in the judgment of the
Committee, all that is neocesgary to do in order to liber-
alize the National Bt 3 Law?
GoveIrnor Seaye So far as the Committee could encompass
those matters in its short time, yes, and so far as the
studies of Professor Sprague went in that direction and

proposals.

Mr, killer. Do I understand that the recommendations

of the Committee are predicated entlirely upon what the
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Professor has recommended?

Governor Seaye Not entirely, but vsry largely.

Mpr. Miller. Can we not hear from Professor Sprague?
I would like to ask, just as a matter of information, whether
this represents all that, in your judgment, it is necessary
to do in order to liberalize the National Banking Law to a
point where we oan regard the statute as up to datc so far
as it covers the rights and powers that it gives to National

Ranks?

Professor Sprague. I gshould think there are really

two problems. One the possibility of immediate leglsla~
tion, and as to that it would seem to me that we can hardly
go very mueh further than the Committce has gone,although
they did throw out perhaps the most significant proposal
whioh both the Gomptroller and I had in mind, and that is

the one about the Board of superviéion. We do not think it
is advisable.to take up matters that are decidedly novel as a
part of the proposed legiglation in the next session of Con~
gress. There are s number of other provigions that it
seemed rbghbobkedesirable to have in the law but which, on in-
vestigation, we docided wsre not worth while., For example

in the matter of chartering the banks, one of the evilg of
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the sSituation unquestionably is the excessive number of
panks which have been chartered in a great many parts of
the country. Cortain state laws, such as those of New York
and Migsouri have provisions regarding tne establishment of
viey banks, such as a showing of advantago to the community in
having an additionel bank and that sort of thing, butl thore
ig nothing of that sort in the National Bank Law. I do
find in the practice of the Comptroller's office all of
these considerations are taken inteo account, but it was feared
that if a proposal, similar to that in the New York Law, was
brought before Congress it might not get through, and might

the prectico in the office, and it wasg thought on the

wholo that it was bettor to let sleeping dogs lie, thad you

wouldn'!t accomplish very much more if you had all &f the

existing practice in the statute, certainly nothing more than
is accomplished under the present control, and that 1f you
hed a different sort of Comptroller, , ready to grant charters
wuenever they were asked for, that you probably wouldn't
find it prevented by anything in the statute.

In studying the provisions that were considered
lating to the capital of banks, it was felt thatl there

too many small banks, and that the mortality among the
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banks with small capital ig very great. Investigation of
that subject convinced me that the proportion of fallurses of
ranlks with small capital, in states wheore therc had been a
large namber of failures, was nolt excesslve when account is
takor of the rumber of such bankg relative to the total
number of banks. It did not, therofors, scem to bo worth
while tc urge an inqrease in capitalization say to the former
minimum of $50,000. I do not think the evidence supports
the view that it .would be a striking improvement in the situa-

tion.

The matter of secgregation is I bellieve one which should

be glivan detalled study and e mattor that should be brought

forward in connection with the licFadden Bill, and perhaps
rather informally at bankers' conventlons and so forth, andd
that there should be an educational campaign on the subject
in tho hope that something, whethcor optional or general,
should be definitely brought forward perhaps a year or two
hence. That covers about all that it seems to me to be de~
girable to attempt to propose at the present time. I fecl
that in these matters one has to go step by step, to sec
what the result of specific proposals will be upon the whole

gsituation; that thére may be desirable steps to be taken
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after certaln initial stops have bsen taken; that it is rot
possible to arrive at an ideal banking system all at once,
that one hag to move in a more or less plece_meal fashion,
if you ploase, and that perhaps is an vplanation of the
absence o>f anything very strikingly revolutionary in the
proposals which wore brought before your advisory committee.

Governor Harding. In attending the meeting of tais
committes I have been impressed with the sentiments that have
been oxpressed and by the arount of attention that has beeon
paid by the committee tonthe question as to whether or not 1%

would be advisable to get legiglation on certain points that

geomed desirables Now we all know that legislation originates

in the committees of Congress. The committes to which a

ma ttor is reforred sometimes has o hearing, the committces
wants suggestions, and the Committee iuvself 1s certainly in
much better position to judge of the practicability of get-
ting legislation then are any outsiders. I cannot oscape

the conclusion that if any carofully considored recommenda-

&

tions are going to be made to a committee of Congress that
those recommendations be entirely frank and based upon what,
in the opinion of any advisory body, is really desirable,

without any reference as to the practicability of getting it
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through Congresss. They simply will lay their views befcre
which ) :
the Gommittee/will reject some ard adopt others. I do not
see how any outside becdy can form any accurate conclusion in

advance a8 to wW83dcr it is possible to get through Congress.

One of the Members of the Board has been Chairman of the

Banking & Currency Committee of the House and has had the

experience in these matters, I think he will bear me out
whern I say that what the Committec really desires is a can-
did expression of opinion, and that when they have gotten
all of those opinions that they are in a better position
than anybody else to judge a8 to what can be put through
elther the House or the Senatg.

Mr. Platt. I think that is true exzcept the Banking
& Currency Committse generally like to have their bills a#d
leagt partly written by some one outgide.

Mp, Miller. Did I understand from Professor Sprague
and Governor Seay that the Compticoliler and kr., Sprague had
agreed that it would be advisable to set up what is called
a super~advigory board tc rerort certain disciplinary action
against esrtain bank offlicers?

Frofessor Sprague. That proposal I think originated

with the Comptroller. He wags strongly of the opinion that
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there are a large number of cases where hanks are probably
going to fail, and wWnere you can SeC that coming one or
two years before the fallure cages where it is not 80
muen violation of the law as it is the question of unsound
practices within the law, which you cannot rule out hy
statute without naming all banks in general; he felt 1t
desirable that somehow he should be allowed to do something
witl those banks in addition to putting them on a Special
list for frequent examination, waich 1is the only way he can
do at presont, short of fori£siiure of charter. As T under-
atand ibathat action has only been taken once in the history
¢f the System. He did not believe that guch power snould

bs granted to him as an individual, but felt that it might

properly be lodged in a Board. The Committee was umanimously

opposed to the proposal. If I may add to what I have al~
roady sald, I think that because of the absence of any such
control in the Comptrollier's office it becomes more and

moro inecumbent upon the management of the soveral Federal
Reserve Ranks to Soce to it that they do not loan over freely
to banks that are mismanaged and that have excessive loans
to their directors and all that kind of thing. That is the
only existing modte of controlling the banks et the present

time -- the lending power of the reserve banks.
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Mr., James. I would like to ask whether the Committee
has glven any consideration at all tc what seems to me to be

; . \ . Log
a growing practice, that of having holding companies own ock
in National Danks?

HFrofessor Sprague. That is covered in a sense by the
provision which vas agreed to by the Committee regarding

chain banks, that ig, the provision requiring simuldaneous

examination of banks where directors hold positionsin re-

lated institutions. It is a sort of analogy tc the Clayton
Hele We felt that it was desirable for the reserve bank

to have complete information regarding these related institu-
tions, sc that a trust company that owns 90 per cent cf the
stoek of a national bank could be examined at the same time
the national bank is examined. The proposals of the Jom-
mittee do not go beyond securing full information regarding
tho institutions that are so rolated, if the status or con-
dition of one cannot be determined in the abscnce of data
gimultaneougly securcd relating to other institutions. It
may be desirable to introduce additional leghslation with
regard to that matter, and that would be a matter for the
future. That is one of the cases where it seems to me

it 1s necesgsary to go step by step; to do the obvious thing
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first, and then see what it might be desirable to do subse~
guentlye.

Br. Jamos. I did not understand Governor Seay to mem~
tion in his report anything relative to chaln banking, or
tc the particular subject that we had in mind, namely, the
case wherc a holding company owns the capital stocek

national bank other than the qualifying shares held

directors, we wilill say, thus limiting the liability

gtockholders in case of required assessment. I can con-
celve of a case arising where a bank whieh found itself in
difficulties might be owned by people of large means, that
those owners, realizing that their investment is gone, and
hat, under the law, they might be called upon to put up

an amount equal to 100 per cent of their hoidings, might
organize a holding company and let that holding company

bty the stock in the bank, they, in tumm, owning the hold~
ing ccmpany. Then when the bank is apparently in a help~
less condition they can simpl¥ let nature take its course,
let a receiver be appcinted, the assets of the helding com-
pany would consist of merely its holding of capital stock
in the bank, and a wealthy family would be able to get off
witaout paying anything.,
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Governor Sedye. Do you belicve it possible to pass
a law, or that such a law would be constitutional, that nolders
nf shares in any natlonal banking institution should not
hold skares in any other banking institution?

Mvr, James. I have not given that any thovgat from
that standpoint. ne logal side of 1t would be a perfect
blank tc me. What I was interosted in knowing was whether

the Committer had given this matter any consideration?

Governor Seay . They gave it consideration to the

oxtent to which BProfessor Sprague has just described, the
committee recommending legislation to the cffect that whero,
in the examination of one bank, it was found that those con-
nected wita that banking institution were in control in
another banking instituilon, fellowed by tiae interchange

of investment, bills recelvable and sc forth, and that

the condition of the bank under exanmination could not be
gatisfactorily determined without a report on the barking
institution with which it was affiliated, that there then
should be roquired a statement of the affiliated banking
institution in order that the real condition of the bank
under examination mweah bo deteimined.

My, James., BEven if you had a simultaneous examination

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




Lo

of the holding company and of thc banking institution and
any other affiliations that they might have, aftcr you get
thig report of the examination do you stop there? It secms
t0 mo that merely developing the iaformation would not be
very much protection to either the stockholders or the de-
positors, It looks to me like you would have to have gome
gupervision of a corrective nature 1f the examinations
developed the desirability of taking corrective gteps.

Governor S6aY. If it were disclosed that there
exigted any conditions whieh violated the existing law,
then 1t is presumed that those having the vested authority
to administer the law would takc action. hat would devolve
largely upon the Comptroller's office, or ciiefly upon tihe
Comptroller's office, so far as I know, and a condition

is set up which 18 exXtremely involved and complicated.

Mr, James, Lt eeprtainly iSe.

Governor Seay. It can be evaded by various processcs
which are regarded as leogal, and it.is doubtful that they
could be reached under any condition. hereccomes in one
conglderation with referencc te the subject of branch banking,
which 1s recognized by chain banks and which may be even more

pernicious than branch banking bocausc it cannot be reached ~-
O
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that 18 that in the case of the branch banking the parent
bank is known and tho relations may be followed, and they
arec all subject to ozamination, but in the case of chaim
banking they arc entirely within the text of existing law,
so fir a8 is knowm, and I believe it is generally congidered
that thero is nothing to prevent and can be nothingto pro-
vernt the holders eof stock in one institution holdingz stock
in another ingtitution. It may be that a law cculd Dbe
passed forbidding the holding of a preponderate influence
o r a majority of the stoeck of another institution, pbut that
is a matter which will require very careful study from a
legal standpoint.,

Mr. Jamess. And that is a study that I want mads.

Governor Seaye It must be taken into consideration

that this Committee is in 1ts inception; it 1is a very

young committee; that as far as the prosent goes it has had

for congideration only thosc subjects which are being
{mmediately proposed for legiglation, and it has chisefly
confined its consideration to those topics. I-believe that
the Committee will function along lines upon which 1t is
degsired to function by the Board, and also along lines which

it may itsolf develop in the consgideration of the subject.
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Mr. Curtiss. I think it is a very important subject.
We have had a development in thae New England District of in-
vestment trust comparias. We have one company doing nothing
but buying bank stocks and in its advertisement 1t points
out +hat any onc participating in that trust igs not gsubject
to double liability. They are simply pointing out toc our
memb3r banks that they are loging a part of the protection
that they ought to have, and I think it ig a very important
matter.

My, James. So dc L.

Covernor 36ay. Do you know of any law in your stato
which prevents thoge investment companies from functioning in
that way?

Governor Seay.s I-do not.

Governor Seay. That is the pount which 1s brought up
for congideration by Mr. James.

Governor Harding. The point raised 1s a very im-
portant question, because there 1is go;ng 1o be mores and more

8

chain banking. Corporationg will bo organized for the
purposc of taking stock in national banks. I do not know

whether it is at all feagibkle as a matter of law, counsel

can advise on that, but I think this whole thing could be
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very eagily cured by Congress enaoting a law that wherever
a corporation holds stock in a national bank and it becomes

necessary to levy an assessment on the stockholders, and the

: not g
corporation 1s capable of meeting the assegsment, that the

agsessment shall be traced on down to the stocknolders of
the corporation.

Mr. Jamese. That meets my idea exactly.

Governor Hardlng. I do not know whether that is
possible, but if it is, it will cure the situation.

Governor Crissinger. Mr. Martin, it seems that we
are going to have two reports on this one subject. Would
you mind statling whether your report was unanimously sdopted
by the Federal Reserve Agents?

Mr, Martin. It was my understanding that the report
a8 rendered was unanimously adopted. llovever the Agents
are present, and they can state whether or not that was a fact.

Governor Crissinger. Just for the benefit oi th
Board, how do the Governors stand on it? It was three to
three in the Committee.

Mr, Platt. You are talking about the proposition
of the checks in process of cocllection being deducted from

gross deposits?
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Governor Crissingers Yes.

Governor Strong. We were unanimously opposed to it.

Governor Young. No, Mr. Chairman.

Governor Harding. I would like to gqualify that
3ta tement. There were two votes takes at the Governor's
congerence. The first vote was unanimous, that deductions
might be made in the case of city banks, exchanges for
clearing housse and checks on other banks in the same
place, but when it came tc %“he quostion of allowing that
deduction for the country banks I think the vote was ten
to two against it.

Governor Strong. That is correct.

Governor Harding. T think the point was raised

about allowing a deduction for the city banks and not

extonding it to the country banks, and then the Conference
voted to strike the whole thing from the record. That is
my recollection of 1t.

Governor Crissinger. Then you really had no vote?

Governor Stronge. A thing which largely influenced
the d iscussion was the ineconsistency of this recommenda-
tion and the position taken in the Pascagoula case.

Governor Crissingere Is there a ything further on
this? If no action 18 necessary it will be referred to

the Board for such action as the Board sees it to take.

Ig the Committee appointed last evening on this Amer-
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Mr. Mitehell I would like to speak to Governor Seay

about omr report.

governor Crissinger. With reference to Mr., McFadden's

lettor to me in reference to permitting banks O berrow for
a period beyond the 1L5-day period, say to 90 days, I would
1ike to know what action the Governor's Conference has taken
on that and we would like to hear now what the Governors
have to say about 1t.

Governor Strong. We voted, I think unanimously,
Governor COrissinger, that we sgaw no particular harm in in-
creasing the perlod to 60 days, but that it should only cover
eliéible paper and not Government bonds.

governor Crissinger. What action did the Federal
Reserve Agents take?

Mr, Perrin. our vote on that was six to three in
favor of establishing a period of 90 days for paper gsecured
by eligible paper. Three voted against it because of thelr
conviction that sueh action would result in the rather speedy
digeontinuance of rediscounting and reliance upon borrowing
by pledging a mass of paper, fesulting in a gradual diminisgh-
ing of the vigllance in serutinizing the paper aecepted,
on the ground that, having 120,000 of collateral perhaps
tor a 100,000 note it would not be deemed necessary, with

this gradual diminishing of vigilance, to determine whether
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each plece of paper wasg of an acceptable character. That
opinlion ig based upon obgervation of what is actually happen-
ing where such paper ig pledged as collateral for member bank
notes. Governor Crissinger. Is it tihe recommendation of the
Governors that these direct loans shall not be secured by
governments at any bime?

Governor Strong. No, but at the time just be in-
creased from 15 to 60 days.

Governor Orissinger. Wouldn't it be a good thing 1f
they would just eliminate it ontirely?

Mr, Perrin. May I make a slight addition?

Governor Crissinger. Certainly.

Mp, Porrin. Nr, Curtiss reminds me that the 15~day

note was to be continued as 1t is now, gubject to being se-~

cured by eligible paper or government securitlies.

Governor Crissinger. Auybody else? That leaves it
up in the ailr. There ought to be an agreement on e P
some way in order that we may know what to do with 1it.

Governor Seays Was that the unanimous report of the
Agents! Conference, Mr. Perrin?

Mr. Perrin. No, the vote was 8ix o three.

Mr, Hoxton. The report of the Agents and the report
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of the Covernors Lscidentical, with the exceptlon that the
tovernors voted for 60 days and we voted for 90 days. It is
just a question of harmonlzing those two suggestions.

Governor Origsinger. Do the Governors oObject to
making it 90 days?

Governor Norris. I would object to it personally.

Governor Crissinger. 1 am asking Govermor Strong
whether the Governors would object to 90 days? How did the
Governors vote with regard to 1it. Governor Norris is ob-
jecting to it.

(overnor Strong. I think it is going a little far,
myself.

Governor McDougal. I gshould like to report that

Governor Strong was mistaken in stating that the vote was

unanimous. I regis tered my vote as being opposed to any

change in the law.

Governor Strong. That is correct, There was a vote
against it

Governor Crissinger. Does the Board want any further
information about 1t2

covernor Seay. With reference to the comment of Mr.

Perrin as to laxity of administration in the Federal Reserve
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banks and lack of gerutiny of paper which ig submitted when
there 1s excess collateral, I cannot bring myself to believe
that that practice can grow up in the Fedsral Reserve banks
when i+ is the law that they shall receive only such paper
as 1s eligible and acceptible. I cannot believe that there
ig any danger of laxity growlng up in any of the reserve
banks in that respect.

Governor Crissinger. Is that excess collateral eli~
gible?

Governor Seay. I mean when they should offer for a
loan of 100,000 120,000 in paper. I think Mr. Perrin
oxpressed the opinion that hig obsgervation 1S to the effect
that the scrutiny of the paper offered is not as great as it
would be if the paper Wés offered by itself. I would like

to gsay that tiiere is at the Hresent time gome criticism among

the member banks, and I believe among non-member banks, that

that provigion subjects them to very groat inconveniencse.

One of the congiderations which I think governed some of thosge
@nvernors wno voted for it, was that this provision was in
accordance with an American practice which bad been in ex-
istence for many, many years, that it would remove that

criticism and that the proposal at the time might be extenddd
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te 60 days would vliolate no congideration of economics and
that it was entirely sound; that it would meet what has been
advanced a8 guite a serious objection by the banks in the
System, that is inconvenlence to those banks and would re-
move an objection on the part of those banks which hawennot
entered the 8ystem. That objeotibn ig advanced by those
banks and it was thought advigable to do this.

Mr. Martin. Ag a matter of practice I take it that
there is no man in this room who will not say that a 96-day
note instead of a 15~day note would decrease the work on the
part of the member bank and decrease the work on the part of

the Federal Reserve Bank. As a matter of just mechanical

practice it is desirable. But it ssems to me that this

conference has a matter of much broader import befors it
than the convenlence either of the Federal Reserve Bank or
of the member bank. Where would such a relaxation, if we
may call it that, tend to lead us? I thought of this thing
quite a good deal after we met at the Conference last night.
I know that the practice prior to the establishment of the
Federal Reserve Bank was to have a bank make its note, take
all the collateral necessary out of the bill case, attach it
to the note and gend it to its correspondent. That was the
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regular process of borrowing. The correspondent, in large
measure, depended upon what it new about the member bank
and not about the collateral that was sent to it. That
wag tho hmethod that was in use, and then the Federal Re-
gerve System came ine. It purports to establish a system
based upon actual commercial credit, and so the rediscount
factor was introduced. lLater on, as Governor Harding will
remember, the 1l5-day note was introduced. Now there is an
idea on the part of bankg throughout the country ~-~ and I
rather suspect if you will read Mp. McFadden's letvter that
the gentleman who prpposes that matter had in mind that
banks could borrow on things other than eligible paper or
Government bonds, or in other words could borrow on any
kind of bonds and stocks, The banks have a curlous idea
sbout the law, if that is not his idea. It 18 a thing
that the member banks are taking up every now and then.

Tt comes in from the Bank Relations Department occadionalEye

i 1f we make any change in this law, as degirable as

it may be from a practical standpoint, I am afrald that it

will open the door to making all the bank notes secured by
first Government, and then eligible, and then the next

amendment in the law will be in the line of stocks and bonds,
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“Then, unless I-am migtaken, end you -gentlemen .are-all prac—

tical men, every one of you, you have all had experience

in seeing the correspondent bank deal with its member bank,
and unless I am greatly mistaken you are going to find that
your member bank ig going to send in its note gecured by
collateral of the borrower rather than to rediscount, and
that brings us to the question raised by Professor Sprague.
The service of the gystem, in its ultimate analysis, is
pound to depend upon the supervision that we give the manage-
ment of the banks. In a City like New York they have an
absolutely different proposition from those cities out in
the country. In New York they must deal with the effect
upon the open market, the gold fund, the possibility of re~-~
lation between their rate and the foreign rate; they have
to do that and ghould do it; but when you get down to our
gection of the country it is another proposition, and it

ig the end of the thing thap does not appeal to the imagina-
tion, I am free to confess tonight that I can have more
fun personally looking at a lot of figures about the payments
tn the gold fund, international exchange, and all that sort
of thing, because that is painting the picture with a large
prush; but our job down in our end of the country =-
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Minnespolis, Richmond, Dallas, St. Louis, Kansas City and

Chiecago, to a large extent, and  San Francisco -- our job

is to watch the management of these little {25,000 banks,

to wateh the type of paper they offer for rediscount and

the oredit conditions surrounding it, and although the note
ig only for $10.60 -~ and Governor Biggs knows that we have
nad them for that size —~~ our job is not the broad, glorious
job of world affairs, but it is to take care of the member
banks handling that $L10.00 note in such a way that that
bank may be compelled to deal with 1ts depositors and cus-
tomers on a sound basig. T submit to you that the judgment
with regard to the small note has got to be as sound as the
judgment with regard to world affairs. A mistake 1n world
affairs may break the big city man, but the man who owns
four acres of ground and a mule can have his heart broken
just as quickly as the man who owns a million dollars. The
principle of judgment are there, but I think as this System
develops we have got to appreciate that down in our section
of the country the redigcount rate, the open market rate
and the world condition is not effective. Other means are
necessary, waich means an everlasting, daily, hourly .and

minute contact with our member banks.
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Now, all of that leads to this: That if this System
gets to a place where, lnstead of redigcounting the actual
paper with 3tatements attached, the majority of its loans
are going to be on 90~day notes of the bank, secured by
eligible paper with additional collateral, it is entively
human, in my judgment, to think that for awhile these banks
will closely scrutinlze the bills receivable with thelr
statements and then gradually -~ and this 1s just a humen
tendency =~- gradually it will reach a point where some day
the note ig coming in from a little bank -~ and I am speaking
particularly about the little bank -~ for say $10,000, secured
by eligible paper to the extent of 20,000, and you will note
that some statements are not attached; they have been in
too big a hurry to get it to you; you have additional col-
lateral of $10,000, and the reasonable thing for the banker
to do is to take that note and what it means ig that therse

ig a relaxation in the scrutiny of the individual paper

bohind the loan. I dislike tc take so much time, but it

just seems to me that that is a tendency which we should
considsr.

Governor Wellborn. From a practical standpoint it
geems tn me it is a good idea for the banksg in our sectlon
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to take these notes. There i1s no contention or desire tn
eliminate oligible paper; I would not contend ror that at
all, but the theory upon which these rediscounts of indivi-
dual nctes was bagsed Was that they were self-liquidating
paper. I think we have all found out that that i1s a myth,

that we have no gself-liquidating paper outglde of open market

transactions. I find in the practical management of the

bank that it is safer for us to take the notes of the member
banks because in the case of the falluwe of the member bank

we can file our claim for the whole amount, whereas with the
individval paper, each piece of paper hasg to stand on its own
feet. Therefore I think it would be a very good thing to mak:
it 60~day paper.

Mr. Newton. I approach thig matter from a little
different angle from the way in which Governor Wellborn has
approached 1t. He viewed it with regard to the advantages
it would give to the Federal Reserve Baulk, I viewea 1t,
in my vote, for this Committee report, with regard to the
advantages it would give to the oouﬁtry banker. I have not
been very far removed from that situation and I know that
there are a good many country bankers who believe in taking

Security. Mr, Martin spokse of the fact that we might even
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£ind ourselves taking notes other than commercial paper. I

do not gsee where there would be any objection to that pro-

vided the purpoge ifor which that note was gilven made it

eligibls. If a farmer would come into the bank that I
operated I would take the best security that he had; 1if he
had some liberty bonds I would find it out and get them; Iif
he had some municilpal 5onds I would find that out if I could
and get those bounds. If ne did not have them and I thought
he was entitled to the loan I would take a deed of trust on
hig livestock and hig crops and on his land -~ not for the
purpose of making a real estate loan, but to insure the
fact that he would bring me that crop. As cne of my old
friends said to me that when I made & loan to a man and
took Socurity on a crop that the man might die before the
crop was made, or something of that kind might happen, but
T said if I had a mortgage on his land I would have some-
body looking me up dndan affort to pay the note off. A
member bLank that proceeds along thaic lines takes a good
deal of agricultural paper maturing in from six to nine
monbhs.

Mr. Miller. How aboul a member bank that does not

proceed along that line?
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Mr, Newton, 0f course I am assuming that the major-

our country baniig are properly managed.

My, Miller, Do you think that is a fair assumption?

Mr, Newton. I do, because I think the number of
failures we have had would indicate that the majority of
the banks of this country, and a majorlty of the country
banlzs of this country, have good managers.

Mr., Miller. Would you gsay that there 18 a respectable
minority that is not?

Mr. Newlton. I am gorry to say past history has shown
that there are too many; but I do maintain that the vast
majorivy of country bankers are good maragers of their in-

gtitutionsg, and I think the records will sustain me in that

gtatement, Now, if the country bank has notes in its port-

folio, a large majority of which notes run for six to nine

monthg, we will say, for advances for agricultural purposes,
that country banker does not need to send in those notes to
the Federal Regerve Bank and have them discounted for six

or nine months and have them charged up against his discounts
for that time, provided that country banker is sure that he
can pay that money say in sixty or ninety days. T believe

in a great many cages that the extension of time wlll be very
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helpful to the country banker, who represents a large major-
ity in the System, I feel that the amendment would be help-
ful to a large majority of the member banks, and for that
reagon I vobed for 1t.

governor Crissinger. Just before we go'further with
the digecugsion of this question I would like to read a para-
graph from a letter that was received by me from Nr. McIFaddon.,
He refers to this subject and says:

jow any group of experienced bankerg ghould limit by
law the borrowing power of member banks to fifteen days,
I am nwnable tc conceive but this is the law. 0f course
he redigcount privilegé: is available if the member bank
has commerzial paper that in every way conforms to the rules
of the Pederal Reserve Act, but few, very few country banks
heve enough of thig kind of papec to be of any great service.
Tt is, of course, an open secret that loans have been renewed

and carried upon government c¢r other collaterals, 1ln very

large amounts for months andol presume for years. Now it

geems to me that an amendment gilving the member banks the
privilege of borrowing from the Federal Reserve for ninety
duys would be ghort enough time tcv meet the average business
requirements, but fifteen days is no good at all. Before the

organization of the Federal Reserve System, we were accustomed
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to take a list of paper which we had discounted in good
faith without special regard to the maturity or the char-
acter of the loans and borrow from our New York correspond~
ent a lump sum of say eighty per cent of the face value of
those notes. Thig seems to be more satisfadtory than to
notegs
rediscount the several pleces of paper and the/pledged form
a semi~liquid collateral."

Tt is common practice, if this banker is correct, that
these 15~day loans are being constantly renewed with col-
lateral or Government.

Govennmcﬁéay. And algo oligible paper.

Governor Crissinger., And eligible paper, and if so
what objection is there to making 1t sixty days or ninety
days? What is the different? If you remew them congtantly
what is the reason why you should not try to discriminate
againgt this kind of papor if it is made for ninety days.

T ot afe congtantly renewing it what is the difference?

Governor Seay. We all know that that is correct.

It gseems to me that Mp. Martin's comments convey & Vvery

gorious imputation against the management of the Federal

Regerve Banks which 1s far too serious and which I belisve
1s unjustified, What is to prevent some country bank, w

which Mr. Martin refers, frem gending a Federal Reserve bank
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a list of paper, we will say $10,000, and ask the bank to
oxamine the paper and take all that it coukd which conformed
to its requirements. It can do that just as well as it can
send in a note for 510,000 gecured by $15,000 worth of paper.
Tt must not be overlooked that the Federal Reserve Banks re-
the

quire, with respect to the paper eligible for seouring note,
the same detailed information which they require when they
digscount a single pleve of paper by itself. They also re-
gquire statements where they are called for. All of that
information has to be furnished to the Reserve Bank. There
ig one limitation whieh will be imposged upon the Federal
Reserve Bank in teking that class of paper, and that is
this: That when it is lending very liberally it cannot use
that clags of paper in rediscount with other reserve banks;
it cannot use notes of its member banks to rediscount with
otuer Federal Reserve banks, and that in its elf will impose
a limitatlon upon any Federal Reserve Bank in taking that
papere.

Mr, Miller. Way not include that?

Governor Seay. Yos, and I think that would come

naturally.

Mr. Miller. I thirk it would too, I think everybod:
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at the Conference knows thig, but it ig just as well to
state it again, that in the Federal Regerve Act a8 original-
1y passed there is no provision for discounting bills pay-
ablo of mempcr banks. That was introduced later and the
restriction as to time limit wag very carefully ccnsldered.
It wag finally fixed at 15 dayse I think it would be worth
whils, eupeclally in view of both the sta tement and the im-
plication that the period should be lengthened, because the
provision is not in force, to hear from Governor Harding and
Governmor Strong, who are famlllar with the circumstances
surronnding 1t, as fc just why the 15~day limit was coriginal~-
ly impoged. I myself am not particularly attracted to an
amendment bto the law that is predicated upon the failure of
gome of the Federal Reserve Banks to succesgfully and effect~
ually administer the law as it is. If the thing is geod

in and of itself, well and good; if it is to be done only
becauge of failure to onforce the law ard regulation as it
i1g, that does not sgeem to me to be a very compelling reasgon.
I would like to hear from Governor Harding, who is probably
ag familiar with that as anybody, just what his recollection
15 a8 to why this amendment was orlginally approved by the

Board and why the time limit for these bills payable was
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fixed at 15 days.

governor Harding. My recolloction is that that re-
commendation was suggested by Mr. Warburg. Probably he had
nad some congultation with the New York Bank, but I do not
know exactly what his reagon was for limiting it to 18 days.
0f course it came in before the war and it was very ureful
whern the Government was doing its financing. My recollect~
jon is that one of the large banks in New York contended
tha*t it never rediscounted except for temporary emergencies,
such as covering bask balances in the clearing house, or
somethinngf that gort, and that sometimes in order to do
any rediscounting they would have to rediscount paper that
ran for as long as sixty or ninety days in order to take care
of these temporary borrowings; that they should be permitted
to make their note and secure it by paper which was in itselXl
eligible. I tLink the New York bank agreed to it because
it would save them a good deal of WOrk . You will remembor

when we at firsi discounted items of sixty or ninety day

paper that paper would be paid in a few days and then they

gould come in for a rebate. The whole idea of it vas that
it was a temporary proposition.
Then when the war came on and the Treasury's operationsg

expanded 80 greatly, these 15~day notes were used for

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




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

18 143

Government financing. I remember when we had a revenue
pill up with all sorts of taxes, stamp taxes and so forth,
that I was up before the Ways & Means Committee of the
Houge and I suggested that in the case of notes which were
gecured by Government obligations that no revenue stamp be
required, and pointed out that that would facilitate and be
persuasive in making the distributlon of Government securltles
The Committee agreed to that.

S0 far as the Bogton Digtrlct is concerned, and Mr.
curtiss will correct me if I am in orror, L do not knew of
any instances whore we have any bankers' notes discounted
gecured by customers' notes., Our transactions are on lbd-day
paper secured almost exclusively by Government obligations.

My, curtiss. That ig correct.

Mp., Jay. Isn't it a fact, in order tc avold putting

revenue gstamps on notes of banlks secured by commercial paper,
the Board mado a ruling whercby the Federal Reserve Bank could
discount a lot of ninety day paper for temn or fifteen daya,
or whatever it might bo?

Governor Hardinge. I do not think so, because the
provigion with regard to revenue gtamps provided only for
notes geoured by Government obligations.

Governor Seaye You are thinking of the re~purchage




agreement, Mr, Jay.

Governor Strong. Governor Harding's memory of the
oceagion for the amendment is perfeatly accurate. DIuring
the pericd of very heavy financing by the Treasury, the trans-
forg in and out of New York became so heavy that the member
parks had to Borrow for a day or two large amounts of money,
which they were able to pay off after a few days. It was
s fact that they did not have available in their pertfolilos
an adequate amount of oligible paper maturing in a few days
onabling thom to make that turn-around in thelr reserve

accournt, ard they were very urgent that some facility be given

them. Their practice was to discount paper bearing matur-

ities up to sixty days and over and then within a few days
they would take that out by rebating it. The amount of work
involved in that was tremendous and one of our largest borrow-
ers had sheets of application blanks printed with the game
paper on it. They would bring it in, and at the end of the
weok, when the readjustment took ‘place, they would rebate

it, take it out, and then come back with the same printed
sheets again. If I remember correctly, in one case we had
thirty sheets from one bank, thirty printed sheets, giving

a list of the eligible paper that they wanted tc discount
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for nnly a few days. It was found to be necesgary then, and
it is necegsary nov, because there are weeks -~ quarter days,
for instance -— when our advances tc member baszks are very
large, up to & hundred or a hundred and fifty million dol~
lars, just temporarily.

Now a8 to tine merits of this question I would liks tae
pay a few words if I may, Governmor Crissingers

I personally cannot see why you should not externt the
time for collateral loans for sixty or ninety days, but it
geems tn me that in the course of the discussion there were
gome faclg in connection with it that had not been brought
out. Firgt of all I do not share Mr., Martin's apprehension
that it would result in a reolaxation of care in the reservo
banks. If this is a good thing to do I do not think we
should hesitate to do it.because we do not trust ourselves
to do it right. Without desiring to recommend a slavish
copylng of practises in othor countries, I think we have got
to recognize that the Federal Reserve Act has got to be made

to apply to the conditions in this country, nevertholess seek-

ing to benefit by the oxperilence of foreign banks of issue.

Now, the desire to have a plece of paper discounted

up to its normal maturity, rather than to make a collateral
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loan, I balleve, in the minds of mogt of the men here,
rests upon the theory that it is self-liquidating paper
which will be paid at maturity, and will relieve the Federal
Regerve Banks of a very common request from member banks
and from country banks that are borrowing frcm city banks
to gecure an oxtension of the ocollateral loanse. But this
is not self=liquidating paper in s higtorical sense at all.
Self-liquidating paper is taat which is now on the New York
Market very largely, which comes into the possession of the
reserve bank through the holder and owner, that is a brokor
or member bank, whohas absolutely no relation whatever with
the payer, the primary obligor, the bank which has accepted
1% That 1s an accepted draft which comes into our hands,
whieh is sold to us, if you please, by a member bank and

which has got to be pald by some other bank, There is no

relationship oxistlng that justifiesg the bank which sold

nat paper to us in coming to us and asking for an oxten-

gion., TWhen it matures 1t will be paid, or there will be
a default by the obligor. In the technical gense that
is gelf liquidating papor.

When we take the customersg! paper of a member bank

we take it from a bank which has a customer relationship
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with the maker of that papor and obviously the member bank

is under some influence by its custeomer to secure an ex~

ten#ion Lf they cannot pay it. We may thereby bave the

gsame paper coming back to us over and over again, which

would never occur in the caso of this self~liguidating paper.
Now 1t is a fact that the banks of lssue of Eurcpe

have two types of rates almogt universally. One is the dig~

sount rate of the bank whieh applies 1o gelf~liguidating

papor coming to it from third papties who have no interest

in the digscount and nc customer relationghip to it; and

that self-=liquidating paper is the ingtrrment through which

a bank of issue,by 1ts discount rate, exorciseg somo in-

fluence upon the money market and the eredit situation. But

wher. it comes to the extension of credit generally to com~

mercs and industry they have another rate which operates very

largely through their branches, and that is the rate on
Lombard loans. If you take a bank like the Reichsgbank, for
instance, it has 450 branches, and practically the entire
portfolio of the Reiclhsbank, which comes to it through its
branches, consiists of Lombard loans, collateral loansgs 1
think slmost the entire portfolio of the Bank of England,

coming through its 12 branches, congists of Lombard loans on
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which they charge a higher rate. That is true today of

the Bank of France, that 1lts effective portfolio, outside
of the ccllection items consists of five times as many
Lombard Loans as it does of true pills, bills of exchange
with accoptance.

My theory about the Federal Reserve System is that
it has been doveloped partly as a stabilizor of credit con-
ditions and operates in that respect particularly in tne
monsey centers, and partly to oxtend needed credit to the
country at times. We have got to usc the instrument of
the bill or exchange in our money market as 1t gradually
develops in mass and volume, as a means of advanclng the
discount rate, that is the rate at which we buy the bills,
in order to have an effect upon money and credit conditions.
But when it comes to the Interlor banks, like St, Louis
and Atlanta, their operatlons with thelr members are large~
1y those of extending seasonal credit, and it seems to me

that operation ghould be conducted by the instruments and

means that are necessary and customary under the way that

our banking System has developed, That is the reagon
why I have rather favored having an oxtension of this time

to sixty days or ninety days ~- I do not think the time is
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very material ~~ to meet what I belleve is a need under-
conditions that oxist in the country, rather than to en~
deavor and insist upon the introduction into the System of
a fletien that does aot exist in banking in this country
in the interior Federal Reserve banks.

Governor Crigsinger. You may the extension is to
be granted on eligible collateral paper?

Governar Strongs. Always, yes.

Governor Crissinger. Under the present method, as I

understand it, 1t is renewed, even when it is seoured Dby

Government obligatlons, for sometimes as long as a year or

maybe two years, with regard to some of the loans, and what
1s the difference between making it 90 days and renewing 1t
all the time? What 1s the difference?

governor Strong. I listened to the discussion of
that matter by Professor Sprague with a good deal of In-
terest, I did not say anything becauge he hag had oppor-
tunity to make a statistlcal study of the circumstances of
the banks that bave been borrowers for a year or more and
T have not had opportunity to make gsuch a study. Any
comments that I would make on it would be largely the result

of discussions at these meetlngs. But my belief is that
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in most of these cages -~ what the percentage is I cannot
gay =~ but in most of thege cageg of persistent borrowlng
bankg, the occaglon for the persistence really arocse in the
logs of deposits and has continued so ever gince; that it
did not arise principally through an unjustified exteaslon
of credit, such as Professor Sprague rather implied but did
not definitely state. The reason I say that is this: That
during the period when the Federal Reservo System, acting

ag the agent of the Treasury, was golling short cbligatlons
of this Government, we plastered every bank in the country
with them right up to the limit, we loaned them the money
and created the credit which regsulted in the sale;  nou, when

o time of advergity came to many communitieg in the country,

many of them were reduced to poverty -- the swing of the

ecycle was such that the people in those communities wereo re~
duced really to poverty —-- 1t vas a debt paying perilod, and
bank doposits shrunk and left those banks hung up with
pgsets which had boen created in that period which they could
not liguidate and we had to carry them. On the whole I
think it was a good thing for the country.

Governor Crissinger. But I think you have not yev

angwered my guestion.  You make a loan for 15 days on
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Government collateral, and it is not pald. hey come in

and renew it for fifteen days and keep renewing it with
ths same collateral for a year, and I want to know what
narm there is in making the loan for gixty cr ninety days
with the same collateral? What is the differemnce?

Governor Strong, There ig no difference. It 1s
just a question of the intelligence and care which the Re~
gerve bank is managed.

Mr, Mitcholl. Do I understand that Governor Strong
favors the extension?

Governor Crissinger. Yes. He says it must be on
eligible collateral, Do you mean secured by Government
obligation also?

Governor Strong. 'No. "Mat should be left at 15
daysge

Governod Crigsinger. DBut those goosured by Govornment
gecurities have been offered for renewal of the 1lb~day loans
and have run for a year, a nd I understand in some places
twWo yearss

Governor Harding. 1 think I can explain the object-
ion to extending the lb~day period on payments secured

by Government obligations. The necessity of using that
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epedit to carry Government obligations has long since passed.
Tt is in the hands more and more of the investors. There are
a few banks, we have about twenty in our district, who seem
to want tc hang onto theilr Gevernment obligations and to be
permanently borrowing agalnst them. It regults in inconven~
jence to them to renew these notes every 15 days, but I
think they would rather have that invonvenience exlst, I
have asked them why they did not sell oif some of those things,
get rid of those securities and keep in a more liquid condl-
tion and not be borrowing all the time. If you extend
the limit you wlll encourage them to keepr on borrowing,
although having to renew the paper every 15 days deters
a good many of them from coming in, don't you think, Mr.
Curtlss?

My, curtiss. Yes.

Governot.Seay. It gives the reserve banks more

control over its reserves. I1 the paper is short time
and of frequent maturiity the reserve bank has opportunity
to determine whether 1t will extend the loan, but ir it
maksg 1t for ninety days tc begin with 1t can say nothing

about 1t until the ninety days has expired.

Governor Harding. You have not the same argument
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tc make in the case of eliglble paper.

Governor Strong. I think there is ona real cbject~
son to thisg ninety day provision, which made me belleve that
sixty uays would be a trifle better than nirety days, and
that is tho fact that in some parts of the country there is
s big spread between the amount that the member bank can
got for its money and what it pays at the resgerve bank. If
there 18 o demand for monsey ln scme districts where money 1is
worth 10 per cent, the member bank oan make a ninety day or
gix months Lloan at 10 per cent, and immediately borrow money
for that same perlod from the Fedoral Reserve bank and make
that svpread, The.t will increase the temptatlon to do that.
If on tho other hand the bank is only able tc borrow on col~
lateral in this way for fifteen days or thirty days, or a

legs period of time, he will feel that the reserve Lank 1is

in position to make him pay at any time bhefore he expects

to have his loans repaid to him, and it will operate to some
oxtent ag a restraint upon misuse of the Federal Regerve
Bank credlit.

Mr, Heatll. I have a great deal of sympathy with the
comment that Mr. Martin made at the opening of thig discusgsior

I econfess that it was with great hesitation that I recorded
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ny vote iun the affirmative in the Agents! discussion. I
have given a great deal of thought to it, and I am wonder-
ing whether, after all, the baglc principle of the Act 1s
violated in this proposltion of a ninety day ncte against
rapers

Governor Crissinger. Isn't it violated repeatedly
by these renewalg for fifteen days?

Mr, Heath. I am basing my proposition on the ©0day
paper. My concoption of the Lct is that the paper in the
portfolio should be sghort time business paper. The questlon
is how far ocan we go without making the system actually un~
workable or practicaXly unworkable for the vast majority
of country banks of the country, because I think the disg~
counting of these five, ten, fifty nnd one hundred dollar
notes is in 1tself one of the great drawbacks to the funct~
loning of thig System in the minds of the public.

Mr. Miller. Would you gsay, in the light of the evi-

dence in 1920 and 1921, that the banks of the country found

it a good deal of trouble to get credit from the Federal

Reserve System?
Mr. Heath. Hew is that?

Mr. Miller. I addressed the question to you because
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you were Lthe lagt speaker. I say in the light of the evidene«
in 1920 and 1321 would you say it was difficult for momber
banks to get credit from the Federal Reserve System? Would
you say we need to loogen things up a bit?

Goverucr Seays If I may ansgwer that, I would say by
no meansg, I should gay that the oage with which they could
obta’n eredit led tHem to go much further than they should
have gore. I do not think, Dr, Miller; it 1s in the
mind of anybody that this proposal is mede because of the
present practive of the Federal Reserve Banks tc renew
the 15~day pasper from time to time. he bagle reason ig
must deeper thar that, It lles in the commercial practice
which has exlsted for a long time and which will still ex~

ist and which we cannct undertake tec alter and cannot alter

if we did undertake to do s0.

Mr., Miller. Why have the loan restricted to eligible
rPaper? Why not loave 1t A4s it i1s now and include Govern~-
ment bonis? Why not widenit so as to include other col-
lateral of the kind that will glve rise to the type of loan
that has been called the Lombard loan? Why restrict it
if the security is good?

Governor Seay. I believe that would be a very severe
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vlow to the resources of the Federal Reserve banks.

Mr, Miller. Why so%

Governor Seay. Although it has been stated that in
commercial practice in the country banks there is no such
thing as really gsolf~liquidating paper, nevertheless I be~
lieve we should very jealously guard tho standard of paper
which tho Federal reserve banks take. I thirk that defini~
tions of and rulings wilth respect to oligible paper ought
tv be kept at the very highest standard.,

Mp. Miller. Touldn't you say it was when your member
bank's nots is accompanied by Government bonds as collateral?

Governor Seaye Perfectly SO«

Mr. Miller. Then what ig the objection to 112

Governor Seaye The objection to it I think was pretty
woll stated by Governor Harding, and he expresged just about
what ig in the minds of the members present. We belleve,

I think, that any member bank which finds it necessary to
sontinuougly borrow against Government bonds, should sell
thoge bonds. What ig the reason for holding them? Recently
we recelved a visit at our bank from a country banker from

the mastern Shore.who had had a bad year in potatoes. His

bank held $125,000 in Government bonds which they had been

holding for geveral years. He had had a bad seasgon and
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he wanted to borrow $25C,000 from us. I naturally asked
him why he did not sell his Government bonds. He saild,
"mhig is, we think, a temporary matter. We may have
occagion to borrow from you this year, but next year we
believe our deposits will come back to what they were,

and we will then be looking around for investment and we
will probably have to go into the market and buy bonds,
they might be higher than they are now, and I would like
to hold thoge bonds.'! We do not think the banks should be
- encouraged te continuously borrow against Gove rnment ge~
curlties.

Mr. Millor. What would you say about their con~
tinuously borrowing against their ninety day notes gecured
by eligible collateral?

Goevernor Seay. It 1ig' not, I would say, continuous
borrowing, except in certain cases as cited by Professor
Sprague. We kaow in country banks, in dealing with their

customers for geasonal purposes thet they take paper for

sixty or ninety days knowing perfectly well that they will

have to remew it perhaps thirty to ninety days longsr. We
might say it is the character c¢f the paper.

Mpr. Hamlin. If you were to make a loan and had the

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




32
option of taking a ninety day note or rediscounting the paper,
sgsuming that the law was changed, which would you prefer?
Governor Seay., I would prefer the note ocutrighte.
My, Hamline Ig nmot that the point, that every reserve
vank will insist on the ninety day noto rather than the dis-
count oporation becauge that will be a direct claim against

the bank, and a better claim, whereas the pther is merely

o contingent liability? Won't that tend to wipe out the

rediscounts and havs the notes of member banks put in place
thereof?

Governor Seay. Ve do not think that. I am speaking
now from the viewpoint of possible aifficulty with the bank
and an eventual roceivership, that ti.ere are gome points on
which it is advantageous %o hold tho collateral and the
notes of the bank algo. That igs not the point of view
fpom which we approached it

Mr, Miller. From what Governor Wellhorn said I
guspected that he would always want the notes rathar than
the discount collateral.

covernor Wellborn. We frequently suggest that to
the bank when we see the bank in difficulty, and we usually

get a note to cover all of their transactionge
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Mr, Miller. Tould it not be changing the whole
gpirit of the Federal Reserve System to lend it to banks
on. their notes bather than to discount their paper?

Governcr Seay. Posgibly it might invade the theory
upon which we started our operations. I am sure our bank
would prefer the clean discounted bill., However the facts
nave besen sufficisently described end there is no use of my
describing them agallis It ig a condition and not a theory.

Mr, Miller. You say when you advance the rate the
member banks suffer from inebility to get credlt when they
want 1t from the Federal Reserve Banks?

Governor Sea Y, Not from inability to get credit,

Dr. Miller, in the aggregate, but thevy do complain of the

method by which we grant that eredite.

Mr. Miller. But they would probably complain when
you made these aotes sixty to niety days, secured by
eligible collateral, with Government boudsg discriminated
againgt.

Governor Seay. I doubt very much indeed if there
would be any complaint because of the difference.

Mpr. Miller, I think vou will have a surprise oo~

A

ing to you then, 1f the amendment proposed here goes
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through.

Governor Seay. I feel that there would be no in-
superablc éhjection to making it both.

Governor Crissinger. T did not undergtand thet.

Mr. Miller. I am referrling to Governor Seay's ¢
rema.rks that he would see no objection to gixty or ninety
day notes secured by Governmenb's.

Governmgﬁ%egy;- Na inguperable objection.

Mr. Miller. Why should we object, once that stage
has been reached, to permitting the rediscount at a Federal
Reserve Bgnk of notes of a bank gecured by stocks and
bonds of unquestionable value a8 collateral? I think we
are all more or legs in a fog -~ I will admit I am -~ as
to just why the Federal Act in its original form. tried to
tie aown the investments of Fedsral Reserve Banks to what
we call gelf=liguidating paper. I fancy that Professor

Sprague would be in as gocd a pogition as any one to give

us & really informativo angwer on that gquestion, that is

to say, wohether or not in his judgment the regtriction

in the Act was or was not a wisge one. Tho question has
often crogsed my mind as to just why the Federal Resgerve
banks were restricted in the original Act to a very limited

clags of bank investments?




Mr. Sprague. I nave angwered that in the beginalng

of my remarks this morning, that is tc say, that 1t was a

.

more 01 legs glavish imltation of the buginegs of the

Furopean central bangs‘ In the second place it had a cer-
+oin soecial resgon i1 that it would relate the business of
the Reserve banks to the kind of tusinesg that all the banks
were presumably doing, whereas if they had opened 1t up io
gtooks and bonds much more woeuld have beon heard about

Wall Street in 1913, whern the Act was passed through
Jongrase .

Now as regards the effect of opening up the discount
buginess of the reserve banks to stocks and bonds gatisfac~
torily secured, ny answer would be thig: That the limita-
tion on eligible paper does have some infliience on the
aggregate amount of demands Lhat milght be made upon the re-
gerve bank for oredit; not very much, because there are
pillions in eligible paper scattered through the banks, and
since the Faderal Reserve Act waes passed we have created
billlong of Government gecurities which are now eligible.
Wnen it comes to making specific loansg, in my judgment the
paper that Mr. Martin describes, the ten dollar ¥otes, and

g0 on, represent a pogitive defect in the Bystem. We do not
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krnow whether the bankeis putting up woo many of those per=~
fectly good ten decllar notes and other notes of that kind.

If the bank is putting up a moderate amount ln trade ex—
change, well aad geood; but 1f it is putting up all of its
good eligible paper, it may become over extended. o6 L am
inclined to think thet tnis proposition is a good one because
it would lead to more attention being given to the situation
in the borrowlng banig, and perhaps a little logs attontion
to the particular paper that is offered. It 18 the aggre~
gate amount that ig loaned by the Federal Regerve Banks as

a whole bthat affectg the situation; it is the aggregate
amount that you loan in a particular bank that affects that
bank with reference to its depositors. Paying exclusive
attentlion to paper to my mind is llke a man pawning hig over~
coat to buy whigkey. You do not got anywhers. I would
rather, from the point of view of the soundnegs of the

Sysvem, have you take $10,000 from some bank based on al~

most anything than to take 320,000 from a banl based wholly

and absolutely on good cligiblé paper. If you had stocks
and bonds some banks would perhaps borrow mors, but on the
cther hand it might have the effect, in some cases, of

leading banks that borrocw to have outsgide investment.
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I can conceive that the borrowing banks ought,; if possible,
to have gome outside stuff because if they haven't any out~
aide stuff they are in grave danger of becoming over—extended
unlegs their borrowlngs are very clearly confined within
gafe, seagonal limlts. Those things I do nct think you

neve in mind when yo1 are paying exclusive attention to

the particular pleceSof paper tha* are put up.

Governor Crissinger. Isn't 1t a fact that there are
communities which do not uge the facilities of the Federal
Reserve Rank for the very reason that they take all of these
bonds up tu some oity bank, do their borrowing through the
city bank, they become the basis of the credit, and the
Federal Reserve System gets no benefit from tho rediscount-
ing of the loan direct. Is not that a fact? I knoweol a

community wheore I suppose there is not a banlr ~~ and they

are all good baunks ~-~ thet rediscount with the Federal Re-

serve bank; but they do borrow; they take theilr bonds,

b wut instead of taking them to the Federal Reserve Bank

they take them up to some blg bank in ons of the cities in
thoy have their corregpondents and leave them as

collateral for the loans, and they ultimately get intc the

Federal Resgerve gank through the medium of the borrowing

benlk. hat ig a fact, is it not?
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Governor Seaye It is a fact to some extent, and it

1g also a fach that we accommodate one-third of our member

panks every year and the balance of them are not accustem-

ed to borrowinge
Gorvernor Talley. In the interest of progressg, if 1
may be permitted to do so. I will make a motion.

I first

want to refer to the parliamentary phase of this subject.

T think the discugsion has been very illuminating, particu-

ilarly so in view of the fact that 1t has given the Members
of the Board opportunity to hear those who voted agalnst
thig proposal. T+ geems tc me that wec are debating a pro=
posal that has veen acted upon before by both the Conference
of Governors and the Conference of Agents, and the real ques~
tion that the Joint Conference is now addressing itself 1o
ig whether the oxtension shall be slxty days or ninety

dayss. T voted in the Governors! Conference to sgixty days,
although personally, 8O far as my district is concerned, I
would prefer the ninety day extension. Now let me say to
thoge who may b3 opposed to the oxtenslon of the authority
for application DY & member bank to borrow on a ninety day

note, that it is not necessary to cut two holes in the door,

one for the big cat and one for the little cat. You can
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mehie it ninety days and then any bank that does not wish
to maks advances to member banks for as long as nlnety
days carn make them for any time within ninety dayse. In
cur section of the country, as Governor Strong brought
out, it is e question of extending seasonal c¢redit, and 1%
would require as long as ninety days, in my judgment, if
thig propogition has any merlt in it.
Now, Mr. Chairman, I woald move, therefore, that it
1s the genge of the Joint Conference, that the Act be amended
to permit Federal Reserve Banks to make advaances to their
member banks against bills payable of the member banks, when
gsecured by olilgible paper equal to the faco and maount of
the bills payeble for a maxlmum period of ninety days.
GoVernor Sely. I offer a substitute motion that a

vote be taken in this Conference as to whether they prefer

gixty days to ninety days. T offerthat as a substitute

motlon.

Governor Crissinger. We will take up the substitute
motion first. I will ask all of those in favor of the
gixty day limitation to atand up.

( Four members of the Cunference stood up)

Governor Crlssingar. All of those in favor of the

ninety day limitation will please stand up.
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(Fifteen members of the Conference stood up.)

Governor Crissinger. Apparsntly the ninety days

it by e big majority.

Mr, Mitchell, Do I understand that Government bonds

only be accepted for fifteen days?

Governor Crigsinger. Fifteen dys, according to

report.

Wiov Mitchell, Does that mean that you are going
discriminate against the very best collateral that tasere
in the world? If so I certainly am oppesed
think it oaght to include Government bonds as well as eli-
gible papor.

Mr. Austin. I would second that motlon.

Mr. MeClure. The reason our Caaference decided
against Government securities was because there is a cer—
tein clags of sclentists who belleve that the issue of
curroncy should be stopped against Government securities,
and in view of that criticism we thought it best to leave

L 0 = 4 R e s = 5

Goveraor Origsinger. That igs the best reason that

has been given yetb.

Governor Younge. I voted for that recomwendation, but
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I have my own views in regard to Government bondse. Would
it be fair to put before the Confersrce the guestion of
whether the minety day limit should be extended to Govern~
ment bonds alsgd?

Governor Crigsinger. Ag well as eligible paper?

Governor Ycung. = Yes.

Governor Crissinger. Wo will put that before the
Gonference, whother the Conference would be willing to go
on record in favor of grahting the extentlon to ninety days
with reference to Government bonds as well as eligible paper.

Governor Strong. If that is done, I want to say that
it will be regarded by the world of onlightened people who
understand central banking as the worst blow to the sound-
ness of the Federal Reserve System that it has yet received.

Mr, Hoxton. If what is done?

Governor Strong.’ To include Government bonds a8
collateral to be placed bohind the currency of this country.
It is unthinlable.

Governor Orissinger. I will:ask all of those in favor

of that motion to stand up.

Governor McDougal. I would 1like to have it restated.

Governor Crissinger. The motion is all of those in




favor of using both eligible paper and Gove rnment bondg

a3 collateral for ninety day notes.
( Four members of the Conference gtood up.)
Governor Crissinger. The motion is lost.

( Thereupon, the Confersnce adjourned at 1.10 o'clock

until 2.30 o'clock of the same day.)

As I understand it Mr.Mitchell
is ready to make the report of the committee appointed on
the American Reilway Asscclation matter submitted by Mr.
Anderson and lir. Conne

Mr., Chairman ard gentlemcn, the re-
port of the Comunittee is as follows:

Committee appointed to prepare a resolution in
connection with the request of Hon. Sldney Andorson, Progis-
dent of the Millers National Federation and Mr, Donald D.
Conn, Manager of the American Rallway Assgoclation Car
Service Division, that a cloger cooperation between the
Federal Reserve banks and member banks and the Regional
Advigory Roards acting in connection witn the Amserican

Railway Associat.on be maintained; your committoe begs
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to suggest the following resolution:

"RE IT RESOLVED THAT: It is the sense of the Con-
feronce that it would be of mutual bonefit and distinctly
in the public intsrest if the Federal reserve banks co=~
operatc in such manner as may be appropr.a te in the
efforts of the Regloral Advisory Boards in bringing together
the representatives of shippers, the railrocads and other
economic and industrial agencilcs wich a view of creating
a olnser relationship and ceoperation, thereby benefitting
the transportation facilities of the country and giving

azriculture, imdustry and commorce the benofit of having

the quickost possible system of distribution of agricultur-

al products, manufactures, etc., 1o the consumers.
(Sgd) J. R. Mitchell, Chairman,
Plerre Jay,
Geos 0. Bea¥e T
T move the adoption of the report.
Govornor Young. I will sccond it
{ The motion haﬁing bsen duly & econded, was carried.)
Governor Crigssinger, I have sent for Mr. Moran,

Chief of the United 8tates Secrot Service because I think

we had better take up the question of protectlon at this
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momente I think everybody will be interested in 1t.

Governor Strongs. It was put on the program at the
suggestion of tho Feceral Resserve Board, but we werc not
quito sure Jjust what was indicated by the suggostion, whether
thepo was soms Special thing in the minds of the oard.

Governor Crissinger. Mr. Moran is here, and I take
pleagure in introducing him to you gontlomen »

Governor Strong. e had a discussion of the general
theory and practice in each Federal Reserve Dank in the
matter of protection, but all the rescrvc banks apparently
were very alert dnd alive to tho need for doing whatever 1s
nocessary, and that quite largely they were following about
the same plans in thelr operations, I think the genoral
conclusion to be drawn from the discugsion was that the
banks were pretty adequately protected by their prctection
force. OFf course wo recognize that t 8 certain
ingido protcctions required besides tnose which were dis-

cugsed.

Moran to

Governor Crissingers I have asked Hr.

talk a few moments a®out the warious pogsibilities of the

question and Mr, Moran will s*ate his proposition to you.

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




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

g

Mr. Morane. Gentlemen, I do not know that there 1s
anything I can say to you that will contribute to better
protection. certainly therc isn't anything in a general
way that I could say to you that gould fit your individual
needsS. mvervy man has his own preblem, but certainly there
ig great neecd for the cxercisoc of every precaution possible
today. In all my experiencc with criminal activities I have
noever known & situation to oxist as does exlist today. You
have only to plck up the papors every day practically teo
read of some most daring noldup. Who, for instance, would
forecast such a thing as happened in Buffalo thc other day-~-
an armored car attacked right out whore hundreds of people

were, or/n caso last night about which I read, just outside

of Pittgburgh. Cf course I blame the bank for that, but it

ig an ingtances Here was a man walking along with a grip,
an automobile drives up, two men jump out and grab him,
knoek him over the head and take the gripe. It contained
473,000 or thereabouts of the bank's money which he was

o

taking to Pittsburgh. Thoge are only a couple of insStances
cf what is cceurring eovery day.

I think those having charge of institution housing

large amounts of money, wwhere money is being transferred




g

from thoge institutions to other places or being brought

from other places to them, cannot use too much care in
We can~-

surrounding that money with protective measures.

not to save our lives determino what is in the mind of the

ig a guggestion:

eriminal, but here
for the moment teok the place of the

8uppnse you

vou would

man who contemplates doing one of these acts in an instli-
J

tution or on the outside; filgure out just wha t
use eveory argument,

do to rob that place or toc hold it up;
) g0

about adopiing such measures as will prevent

the thing which you have thought out. Let the
your varlous departments do the same thing; 1let them come
how they could rob their owm d epartmsont

to you and tell you
or bureau, and then adopt measures to prevent the doing of
that very thing. There is always one element that, bo
enters more strongly as a protective measure than

my mind,
the unknown to the crimimale.

aQ

else, and that is

anything
if you have occaslon to trangsfer monerys in large

That 18,
amounts, it makes no dirfference, the fewer people

or small
hat that ig in contomplation, and the fow poeople

who know

1

that know when iv is going tn be accomplisghed, the bo tier
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protoetion you surround yourscll with. Of ecourse you cannot
guard antirely ogainsgt inside information. You exercise
the greatast care, I am sure, in the selection of the people
you trust to do certain things in your institutiong; but
we all know that men go wrong, and there are or hawre been a
number of tuese holdups that I am sure were the result of
ingide information, because they could not guess at just

wha t moment you were 1o make a certain move. Take the

Denver Mint robbery, for ingtance, I am just as well satis-

fied in my own mind that that was ingide information, through
’ &

the very nature of the holdup, which influenced those men

to come there, as I can be of anything. Of course here
you have insgtitutions to which are belng brought valuable
securitieg every day. ' Is it not posgsible to vary the time
and the method of handling them rather than to have a routlne
method of handling, a stated time? That is one way of pré—
tecting yourself. Theso people will take a week, or ten
days or a month, if necessary, to advise themselves as to
what goeg on dally in an inctitution in regard to the
*ransfer of valuables, in order that they may stage a
holdup. If they find that yoa regularly handle these

gecuritisg then ihey know just what to do to hold you up.
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If it is done irregularly that necessitates a man sticking
around and the chances of being detected
the neighborhood are groater tnan - <
time that the transfer is going to be made, I do not know
just when it was, but sometime ago we made a survey of the

daTfereont Faderal Recerve Banks and different institutions

for the housing of government funds, in order to gugzest

protective measurses and make a report on tne matter. Tacse

raports were mad: and there were a numbor Of recommendations
submitted by the ngzgontse I know that some of

mendlationg have been adopted; but I do not know

of thom have. I think it fight be well to get a ¢

thoge recports to each of you, or if you would care to have
us do it, we can make another survey at this time. Our
agents are avallable at all times for you gentlomen for ad-
vice, guggestion or assistance; I shall be very glad to
direct any one of them to go to your bank and make a survey
of it and suggest to you what might occur toc him as better
p rotection for your properiy and your personnel, I do not
think for a moment that you should overlook the fact

there ig danger at all times of gomcthing being attempted

in these times.
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Governor Crissingor. If there are any questions that

you would like to ask Mr. Moran he would be glad to angwer

any of them. If not we are very much obliged to you, Mr.

Moran .
(Mr. Moran thnereupcn retired from the Conference

room)
1 1 2 :
The Agents program suggests a dig-

The Chairman.
I do

cussion of the report of the Committee on reserves.
We have

not know whether you want to take that up or not.
Is there anything fupther

talked about reserves a good deal.

to be saild about it?
I would like 1o ask if we have finisgh~

My, Mitchell,
ed the subject that we were discussing before lunch?
Governor Crissinger. Yes, I think we have.
I thought there was a motion that

Mr. Mitchell.

was not acted on?
Tha t motion was carried.

Governor Crissingor.
That motion was carried extending

Mr., Mitchell.

the time to 90 days?
Yes, gecured by olligible

Governor Crissingers.
gecured

paper but leaving 1t as it is, 15 days on notes
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by government securities.

The next subject is the report of the Committee on
Public Relationse That was suggested for the Joint Con-
ference., Wha t have you on that?

Mr, Perrin. Mr., Jay will make the report of Shat
Committes.

Mr. Jay. Mr., Chairman and gentlemen, I have the re-
port of that Committee, which the Agenis sugee sted
should be presented before the Joint Conference rather than
before our Caforence only becamnse it wasg thought that the
Governors Were as much interested, posgsibly, as we were,
in the subject, and also becauss, wlth rospect to the hand-
ling of baak relation work in four or five of the banks it
ig under the Governors and nnt undsr the Agents. I have
written down whet I have to say as Chairman of this Committee
rathcor than making a presentation orally, because the report
gontains a good many tables and figures. I would like to
ask if copics of these reports may not be distributed to

each Member of the Conference so that each one may follow

along and look at these tables when I refer to tiuem, because

ctherwlse it is almost impossible to grasp the figures con-

tained in the tables.
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In the next place I woula like to oxplain that this
report covers two topics which, whilc they are allied, are,
however, quite separate. One is "rclations with bankg"
and the other is "relatlons with the publict,

The Iirst part of the report has to do with relations
with banks snd bankers vlisiting reserve banks.

The particular development of 1925 in bank relations
work has been growth in the tondency of regserve hanks.
The Bogton bank has just heid its third gtockholderg' meoct~
ing, attended by about 202 out of its 419 member banks.
last spring tho Richmond bank inaugurated tine same plan, and
had present 160 members out of a total of 606, Ab the
opening of the St, Louig Bank on June 17 tae St. Loulg
Bankers ¢lub invited the officers of all the district
member banks toc come td St. Loulg and vigit the Reserve
Bank. About 400 attended the reception. During the
winter and spring of 1923 the New York Bank invited small
groups of officers of member and non-member banks toc the

bank for lunch, for imspcctlon of the building and for a

digscussion of Fedaral Reserve coperations and problems of

mutual interest; 973 officers of member and non~member

banks attendsd these meetings. The total number of
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hhol digtpion L8 886 Following the meetings
an individual invitation to visit the reserve bank whon in
New York was gent to each director of the banks which were
reprosented at these meetings, together with a small

pamphlot about the system. It is reportsd that relatively

few directors have visited the bank thus far, but that

generally speaking the directors have greatly appreciated

the invitation.

The Committee understands that those banks which
have thus entertained thelr members fecl that seeing the
bank in opcration is a most valuable contribution towards
a botter understanding of its functioning and services.,

Visiting banks through bank relations men. Since
January, 1922, the resorve banks have reported each month
tn the Cleveland Bank ths number of visits mads, and these
reports have besn compiled and sent to the Board and to each
Federal Reserve Agent. The total visits made bave been;

In 1928,

In

In 1924

In 1928, 304 (threc months estimated)

In most districts the traveling men call on non-member banks
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in places re is a member. But in other districts
vigits to non~membe ¢ not made. ¢ following table
cshows the estimated visits made in 1925 by traveling men
and branch managers and the rclation whieh such visits bear

to the total number of banks in the digtricts

ZSTIMATED NUKMBIR OF VISITS BY BANK RILATIONS
3N IN 19258,
foe. Of Vigits jto total No. of Banks

Beston 875
New York 150
Slevelandc
Philadelphia
Chlecago
St. Louls
Dallag
San Francisco
Richmond
Kansag City
Atlanta
Minneapolis . 0
The above table gives the number of visits
quite apparent from the percentage column that in

of tho Boston Bank they visited every bank in tine district
J
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one and one~third times. I w York, nomber and non~memeer
once, end Cleveland vigited ever Wk once, and so on down
the line.

novernor Norris. That means visited the to tal number
nf pankzs in the dis trict, member and non~momber?

Mr. JayVa. Tho total number of banks in tho district.

Two things are obvious from the figuress

1. That in recent yeaps the work of bank relations
departments has been expending.

24 That 1t iz wveny unegually carricd on in the
different digtricis.

vour Committee bellieves that the value of the work
1g sufficiontly proved to justify its_feeling that it should
now be undertaken in all of the districts and on a more
uniform basils. Two of the reszcve banks represented on
your Jommittee have had long experlence in ank relations
work and bellove it to be OF the greatest importance in
maintaining human and friendly relations with the banks in

the district.

The fecling of many vanks toward the system 1is that

it is bureaucratic, full of red tape, and lacking in human

relationg. o candid reserve bank officer will deny that
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these tendencios against whichhis organization constant-
ly has to struggzle. But, provided the roserve bank,
1tself, is carnestly endeavoring te sliminate theso shor t-
comings, no agency has proved SO effective in eliminating

nom from tho minds of its members as the vigits of the
hank relations mon. Not only are human contacts main-
tained through these viglts they bring about an under-
standing of our services and how to use them, they dis-
sover and straighten out als kinds of migunderstandings
that arise through our daily transactions with member
banks, and they bring to our credit filesa kind of infor-

mation regarding member bank personrel, loocal conditions,

and when desired, local crodits, whica we can obtain in no

district differences. As the Committec has indicated
the organization of bank relations work varles greatly in
he different digtricts. In some, it is dirscted by the
chairman, in others -~ at least four -- it is directed by
the Governors. In some it is the primary work of the juanior
officor supcrvising it, in othcrs it is merely a socondary
congiderations, In some, non~member banks are visited, in

othors non~member banks are not vigited. In some, the visits
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aro of a purely friendly and constructive nature, in others
are sometimes of a disciplinary nature. The Committee
comment briefly and express its views wita regard to
of these variations.
If the work is well done, it does not make muci differ-

i (o

enco whether it is under the Chairman or the Governor. The

nrecutlve Committees! of the GOV nors! and the Chalrmen's
Congerences in 1915 however, definitely allocatsd the tof
tpelationg with Banks" and "Relations with the Public! to
the Chailrman. There are also two reagons why bank relas
vions work might well be undertaken by the Chairman;
1., He is not so busy with bank operations as the

Governor;

One of the primary purposes of the vigits is to

-

nscertaln if all is golng well bstween the member banks and
the regerve hank.

The misunderstandings whi ise often come from

difficulties with the operating staff of the bank. S an

orgenization ma tter, the e it ssems as thoucht the

(S

visits might be likenecd to a periedical audit of the rela-
tions o~isting between the Reserve Bank and 1ts member hanks.
(o)

The Committee believes it is mogt important that the
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baniz relations work should be under the supervision of

officer, preforably one not engaged in bank opcrations, who

can give the work hig primary attention. The work of the

traveling men, if conscientiously donc, is arduous, To main-
spirit and enthuslasm requires intelligent super-
constent attention. Thig cannot be given by

an officer engrossed in cperating details who regards bank

relations work as hig gecondary interest.

The Committee belicves it very important to visit

non-member banks whemevsr practicable. We have daily

relations with most & them. Wo send them checks and they
send us drafts or curroncy in paymont. This rolatlonship
many of them do not relist ' have opinions about the
Reserve System which thoy expreys fresly They are
congiderably moro ignorant about it than tho nemberg., We
ghould vigit them as an oxpression of our appreciation of
their cooperation in collection matters, as an evidence of
our desire to maintain friondly relations with thom, and as
an opportunity to inform them about the System. The Com~
mittee suggests that thesge visits should not be te urgo

mombership or even to digcuss 1t, Nevertheloss, an inclim

nation towards mcmbership may often be discovered in vigit-
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ing non~member banks, Just as inelination to withdraw

may often be discovered in visiting member benks, In most
of the digtricts the »racticec is for the traveling man to
0all on non-member banks at least in places wherc there

are member banks.

The Committee feels that ban: relationg men should

not be used to convey disciplinary messages 1o member banks.

If a bank officer is not sure, when tho traveling man enters.
hig bank, whethor he is there for friendly or for disci-
plinary purposes, tae Committee believes his usefulness
ig groatly diminished. There should be no deubt as to
the welcome of the travelingman whenevor he calls. The
committee bolieves disciplinary admonition or action should
bo takon through some other medium.

The Committes also desires to speak of two other
aspeets of this work:

vigiting by officors. Firg}p, in some districts an
operating officer occasionally travels for a fow days or
s week with one of the banx felations men, visiting member
and non-member banks. The Committec believes that if
every oporating officer of a Leserve Bank, as well as souo

of the heads of departments dealing directly with member
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bankg, could thus spend a fow days overy Jcar or two
vigiting out of town banks, great advantages would acoruc.
Many reserve bank officers have not had previous bank ex~
perience, and do not understand country bank conditions
and psychology. IS they could thus obtain first hand in-
formation and appreciation of the point of view and the
operating conditionsg of member banks, the Committee feels
sure a more sympathetic relationship and understanding
would result. Incidentally, member banks greatly appre~

ciate recelving such visits.

1

Frequoncy and costs. The second point which the

committeeo wishes to discuss is thg frequoncy of vigits.

Tt is bbvious from the foregoing figures that the frequency
of visits varics greatly. The Committec feels that at
leagt onoe vigit a year should be made to every member bank
and to as many non-member banks as practicable. In rogards
one visit as the minimum and two visits as the goal to be
aimed at in order to keep satisfactory continuity of contact.
I% a ssumes that gsome discretion will be used ag to these
banks which should bo visited more often than others. Ob~
viously, such a program involvss luncreaged eosts. he Uom~-
mittee, accordingly, prescnts as a starting point a condensed

analysis of the present staff and expense of bank relatlons




work taken from the Board's reports. The figures for the first half
of 1925 have been miltiplied by two as an estimate for the current year:
b

COST OF BANK RELATION DEPARTMENTS FOR 1925

(Iast 6 months estimated)
No.of Number of
Total Administration Road Men & rvisits
Expense & Office Exrense Travel Ex-ense iade Non-
of Ex- Offi- Employ-~ BEx- Burloy- (Esti- Member Member
Function penge cors aes penge 8838 mated) banks Banks

Boston 7,188 168 *- - 7,020 895 y21 2u5

New York 40,104 14852** .90 25,252 1,450 269
Philadelphia 13,680 U344 - 9,336 852 751
Cleveland 32,482 8124 24,358 2,072 g4
Ricrmond 28,926 13962 14,964 692 606
Atlanta 8,854 5,764 o -

Caizuge T, A & 1 Uit 5,5C0

St. Louia  31,5¢4 24,420 1,275 527
Minnsapclis  §,4<4 43 40 - 353
Kunsas City 7,150 49 23 5,898 1.8 3 1},040
Dallas 27,616 14,550 1,015 54

San Francisco  40. 40 . 749

o e A — e

TOTAL 248,576 75586 7.35 9.80 172,990 9,540

* First quarter only.
** New York also expended $12,429.19 for the srecial series of bank conferences.
heretofore refarred to.
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Tne above table shows the total oxpense of the Federal
Reserve Banks at the present time and its distribution among
different bankis and also the number of visits estimated for
the year and the total number of member and noa~-member
banks in each district.

These figures show how unevenly the cost 1is now
distributed among the banks. The minimum costs now are
in the four districts of Atlanta, Minneapolis, Kansas
¢ity and San Francisco =~ districts of immense area. The
committoe 18 not prepared to submit any accurate estimate
of the additional costs of making one visly a year to every
member bank and a visit to as many non-members as may be

practicable, but it belicves this would certainly involve

an increase of from $100,000 to $150,000 per annum. The

added cost does nob in any way make the Committee hesitate
in its recommencation, as 1t believes that the System 1sg
migsing & valuable element in those districts where the
work 1s not fully organized at present. The Committee
feels that in districts which are now fully crganized
gtudy may well be given to methods of reducing traveling

and other expenges, but that nc attempt should be made

to lower the grade of men doing either the supervising
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the travelling. These men represent the bank in an important
capacity and should be men of experilence, character and
personality.

Membersihip changes. The Committee feels that at
this point it may be interesting to present the following
analygis of year to year changes in our membersihip, taken

from the Board's figures. The purpose of this analysis

ig to ghow:

L. Active increases in membership due to orgzganiza-

tion of new national banks, conversion of non-member banks to
national banks and admlssion of state banls.
(»)

S Active decreases in memborship, due to with~

drawael of state banks and absorption of members by non-

3o What might be termed passive decreases in
membership, dus to suspension or liquidation of membor

banks or the combination of one member bank with another.
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CHANGES IN FEDERAL RESERVE MEMBERSHIP

(Tamiary 1, 1919. to Juns 30, 1925)

1919 1920 1921 1922 1923

Total membership begirming :
of ysar . 8,692 9)066 9»606 9,779 9,859

ACTIVE
Increases
National Banks Organized 171 236 76
Conversion of normember banks 62 103 110
Admigsion of state banks 280 334
513 673

Bocreases
Absorption of member banks
by normember institutions 62 4o
Withdrawal of state banks 9 12
Total decreases 71 Rl

Total active incrsases L2 619

PASSIVE
Docreases
Member barks suspended,
liquidated or ombined
with other members

Net final increase
or descrease
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vou will rotico the above table covers six years.

The figures for 1925 are not estimated for the year, but
present only the first six months.

It is guggested by the Committee that it would be
woll if some such distinction as this could be made 1in
glving figures tuv the public, bacause at present it is

1, after the figures have been isgsuec, for news=

papers to commont on tine shrinkage cceurring in the System

hrough the withdrawal of statie ingtitutions. Wheroas 1t
ig quite evident that 1f 1t were not for the passive de-

srcase we should show a steady growth in membership, oven

though at & decreasing rate.

Attitude of banks togards the System. Over a pericd
of years there can be nn doubt that the attitude of banks
has grown more understanding and friendly. 854111, it
must be said that there is considerable variation, both
gectionally and individually. The Committes asked each
Chairman last spring to summarize the attitude of bankers
in his district. Gonerally speaking, the reports were
favorable. The sarlier criticisms growing out of par col-
lectiong and the 1920 price decline have become less active.

The east has recently besn thne center of criticism rathor
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than the West and South, the complaint belng with the low
interest rates of the last half of 19&24. Questionaires
sent out by the A.B.A. to state banks in 1924 and to trust
companies in 1925 indicate in general & recopnitionof the
necegsity of the System and a friendly attitude towards it.
Vet a substantial number of replles say that country banks
do not get the same advantages as clty banks, that there
ig too much red tape in doing busiress with the Reserve
Rank e They complain of arbitrary methodg, an autocratic
attitude; of lack of personal service due to oporating
undor uniform rules instead of making requiroments to
fit individual cases. "when we writc the Federal Reserve
we got a lotter back filled in by some clerk or automaton"
gays one banker.

One frequently hears the remark "The membor banks

are still far from sold on the Ststem." Mr, Merghon,

Secretary of the Trust Jompany Section of the A. B. A.,
who has traveled extensively ir. 192B..covering every dig~
tpiect but Atlanta and Dallas, finds the attitude of trust
companies not a very happy one individually, however co-
operative their collective ettitude may be. Mr. T. T

Gregory, a British economist, who spent geveral months
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thig year visiting banks in tas United States, writes, -

"put the predoninant impressions with which the
student of banking returns from a visit to the U. S. A,
are two in number. Ihe first is a feeling of profoundg
gratitude fur the help and assigtance which are cxtended tO
nim by bankers in every part of that vast country; the
gecond 1s the feeling that the prestige of tiiz Reserve System
ig mueh greater abroad than it is at home. The present
writer hasg heard the Federa. ResServe System discussed many
times; rarely, if ever, with approbation, often with ex-
treme bitterness. That does not prove anything beyond
the fact that tie task of educating America to appreciate
the benefits of a Central Banking System has hardly commenced.

How can this attitude be improved? Ws cannot pay
interest on deposits, we should continue par collecvcions,

and car dividends are not likeliy to go above 6 per cente.

The Committee, however, believes that something can be done

in improving our attitude, our rules and our methods. It is
the small things like these, rather than the large, which

often create human relations. The Commitiee algo believes
nat when these have besen improved, wherever they are now

found to be unsatigfactory, the moremembers use the System
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in their daily transactions, theymore satisfied they are apt
to be with their membership.

The Committee, having learned from informal discus-
giong that the use or our sorvice by member banks varies
considerably in the different districts, has recently
asked cach Chairman to furnish figures showing tho number of
banks in hig district which the various services with a
reasonable degree of regularity. These flgures have been
tabulated separately for each service, and in presenting
them the Committee wishes to call attention to the possi-

bility of likelihood of some divergencies between the dis-

tricts due tc varying interpretations of the expression

"poasonable degree of regularitym. The figures, there-

fore, cannot be exact, hut are bollieved to be fair

approximationsgs

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




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

Boston

New York
Philadelphia
gleveland
Richmond
Atlanta
Chicago

St. Louls
Minneapolils
Kansas City
Dallas

San Franclseco

A11 districts

GURRE

n
) LD .L\T WV

a'a
A

Per cent of
Member Banks using

Members in F. R. City

gervice.

Members Elsewhere

87

S

Tt is obvioug from these figures that the Member

Banks, both cily and country, are fully availing thom-

galves of our coin and currency facilities.




SAFEREEP ING

Per cent of
Memwber Banksg using service.

Mpmbers in ', Re. City Members elsewhere

Bogton - 57
New York 70
Philadelphia 30 70
Gleveland d 47
Richuond 64
Atlanta 33
Chicago

St. Louis

Minneapolls

Kansas City

Dallas

gan Francilsco 9

A1l Distrlcts 33

The foregoing figures do not discriminate between
socurities held regularly for gafelteeping and Government
securities pledged as collateral but held 1in safekeeping

temporarily, because the banks owning them may not now
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be borrowing. The Committee is inclined to think that
thig 1s particularly the case with banks in the PFedszral
Regerve Clty, for reserve banksg usually do not offer their
gafekeeping facilitles to the large city banks. In New

York, Governmont securities held under conditions referred

to above have not bean reported as in safekeeping. The

country banks seem generally to undsrstand and avall of

this service:

WIRF, TRANSFERS
Per cent of Member baniks using service

Members IN F, R. City lembergs Elsewhere

O LT

Boston 9 41

-

New York 16

Cleveland

Richmond
tlanta

Chicago

st., Louls

Minneapolis

Kansas City

Dallasgs

San PFrancisco

ALl Dfstricis
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As might be expected, the banks in the Federal Roserve
ity use this sorvice very freely in transferring for them~
gelves and thelr correspondentse Ranks in the country
districts have less usge for 1t, although in some of the
agricultural districts there is obviously a considerable

cemand for it.

COLLECTION OF NON CASH ITEMS

[Redhd o

Por cent of Hamber banks using the service

Members in F. R. City Members Elgewhere

RBoston 100
Wew York 84
Philadelphia 39
Cleveland

Richmond

Atlanta

Chicago

St. Louis

Minneapolls

tansag C1ty

Dallas

San Francilsco

All Disgtricts

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




197

Here again the city banks, some of whom are protest-
ing against the service, are uging it quite generally. With
the country bank 1t may be that the use of the service depends
upon wrether i1t has been called to their attention. The Com~

varying interpretatlons of dhe Txpression

NReagonable dogree of regularity" may have particularly
affected the figures reported under this service.

CHECE COLLECTIONS

Porcent nf Member banks using scrvice
but excluding %“hose who only send to

rederal Reserve Bank checks on banks

in Federal Reserve Bank Cily.

Members in F. R. City Members Elsewhere

Boston 10
New York

Philadelphia

Cleveland

Richmond

Atlanta

Minneapodiis

Kansas ity
Dallas

San Franclsco
ALl Districts

g P g W
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AS in most of the other gervices the city banks are
using our check collection system freely. With respect to
the country banks, the different districts vary greatly. The
committee hag excluded from these figures the number of banks
which only cend to the Reserve Bank checks on the city in
which the Reserve Bank is located, bocauge such checks, pre-
sented through the cloaring house, may hardly be said to pass
through our collection sysiom.

Rocommenda tion. ™o Committeo, through 1ts consilder-
ation of the subject of rolations with member and othgr banks,
covering a period of seversl years, has reachel certaln very
definite conclusions which i% nog wishos to present to the

conference for its consideratione.

Lo That every roserve bank should have a proporly

organized bank relations department, under supervision of
an officer, asdhis primary interest, and with cnough travel~
ing men to visit every memoor bank and 2 large proportion of
the non~-member panks at least once in every year; the Com-
mittee's preferenve, at least for the present, being
approximately two vigits ocach year.

Thet every reserve bank should promptly undertake

a survey of the policies, rules and regulations under which

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




it does business with its member banks, of the attitude of
the officors and employees at its head office and branches
towavrds member banks, of its correspondence with member banis,
and of the complaints it has received from member banks, with

7

a view to making its relalions ancd correspondence with member
banks nelther bureaucratic nor impersonal, to eliminate as
much rigidity and red tape as the circumstances will permit,
and to maks the relationship as nearly as practicable that

of a city bank towards 1ts sut-of-town correspondente.

B'a That the more the country banks learn tc use

the facilities of the System, the better ig thelr under-

standing of the system and the fewer their complaints over

membership, and that, therefors, tihe Conference ghould dis-
ouss ways and means of increasing the u

ities by country member buaks, but only with careful con-—
gideration of and due regard for the city banks und their
complaints of Federal Reserve Bank competition.

Governor Norrls. thig is one of the most
importent subjects before tnis Conferenccs Of courge 1
have only just scen this report, and I thini it 28 a very
valuable ones, end I l.ope thore will be very full discussion

gf-1lba I want to ask whether discussion would be proper at
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this poirt where Mr. Jay has given a recommendation, or
whether 1t had better be postponed untll the entire report
has been completed?

Governor Crissinger. I think we had better complete
the report and then take the nattergs upe.

Mre Jaye We then come to the second provision of
the report, Public relations work

Work for 1925, At the last Conference the Committee
exprogsed the view that during 1925 conditions would be favor-
able for the extension of the work of informing the publilc

about the System, particularly the buginessmen; and stated

that if the Board agreed with this view, the Committee would

like to make some suggestions for e program. The Board
replied that it would be glad 1o receive our suggestions,
whereupon the Committee met twice, in New York, February 13,
and in Washington April 20th. At the latter meeting 1t
propoged a number of methods of facilitating the dlssemina-
tion of information, to which “he Board interpoced no ob-
jectlon. The minutes of this meeting were senv 10 every
Pedesral Reserve Agent.

The Committee subsequently held a meeting in Chicago,

June 29 and 30, at which Mr. McClure, of Kangas City, Nr.
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Stewart, of Sts Louls, and various officers of the Chiocago
Bank wsre also present; and a meeting at Atlantic City
September 29 and 30, attended by several Chairmen, in addl~
tion to Memvers of the Committee. At these meetings the
committee crystallized upon this general principle, tnat the

mogt satisfactory medium for informing the American people

concerning the Reserve System is not through officials of

the System, but through the users of the System, that is
the Member banks.

Our most offective public relations work ig in first
informing the member banks and gatigfying them with the Sys~
tom and then making it easy for them to explain the system
to their customers and communities. Incidentally, such
activity on the part of member banks is excellent adver-
tiging for them.

Tho Committee believes that in all of our contacts
with the momber ba nks we should do well tc bear in mind
that the public attltude towards the Reserve System in
pach community largely reflects the attitude of the local
banks.

Tf the bankers understand the functions of the

System and givs 1t their support, the way to a better public
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understanding and support is greatly facilitated, The
commitiee believes that more gtatements by nmember banks of
their attitude towards the Syastem would be nelpful. It also
points out that we have in our Class B Directors men of wide
influence in business circles who may perform valuable
gservice for the System by publlcly expressing thelr views
regarding it.

Largely as an ald *c member baunks and others, the
Committce has during the rast year considered preparing var-
jous types of material with regard to the System which might
thus be usod. The followlng are the more important pro-
jects considered with the conclusiong thus far reached with

regard to each:

g 2 Some informative articles written by persons

outside of the System, to “e - publishod in magazines of
‘national circulation.

Assistance has been glven in geveral such cases,
but the progress has no% been as satisfactory as
the Committee hoped for.

5. Brief and timely informative articlos on the
Systom for use in our monthly reviews.

An article Was prepared and used by several
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monthly reviews at the time England returned to
gold payments. A second article was prepared
but not used.

Be A manual for the use of speakersg and writers
explaining briefly the different functions and operations
of the Reserve System.
The Committee after an earnest offort to prepare

a manual believes the project impracticable and

that the purpose may best be gerved by giving to

any speaker coples of speeches already made Dby
Board Members, Reserve Bank officers, or friends
of the System. The available supply of good
material of this sort has been largely increased
during the year.

Short talks for radlo use.

The Committee has collected a number of good
radio talks whish have been given successfully in
different districts. It has algo been in touch
with a country-wide program for radio talks under
augpices of the American Institute of Banking,
whiech will inelnde at least ons talk on the Re-
gerve System.

5. Advertising copy, embodying the advantages of

membership, which member banks might use.
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The Committee has accumulated a considerable
amount of advertising copy, but is not yet pre-
parod to make recommendations on the subject.

6o A new motion picture, as 1t seemed possible from
the usge of the present film by the Iowa State Agricultural
State Colloge that a good film would be widely used.

No progress has been made in the prepa.ation
of a new motion picture. The Reserve System 1s
a very difficul’ subject for a motion ploture.

e A traveling exhitit of informative charts and
photographs which could be loaned temporarily to member banks
for use in their lobbiles-

The Cocmmittee has devoted some thought and exporimenta-
tlon to the development of a mechanical d evice to facilitate
the use of such an exhibhit. A tentative exhibit has been
prepared and will be showu to the Conference if desired.

The Committee also discussed a better and more regu-
lar contact with financial reporters in Pederal Reserve

cities; the desirability of cooperating with the publiec

relations committees which state bankers! agsociationg in

the middle west are showing a tendency to establish; and

the superiority, from the point of view of our contacts, of
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county bankers groups over the larger groups prevailing
in mogt states.

Attitude of tho publics The Committee believes that
the atiitude of the public towards the System and its opera~

tiong has become distinctly more favorables In Sections

where heavy declines in farm products have brought many

individusl and benking disasters the 1925 pse in prices
brought much relief, and the effect of hig was noticeable
iy, reduced criticism of the system'and in the local attitude
towards ite. A good deal has been said and printed about
the S¥stem in 1925, and with the exception of certain psmph~-
lots publighed in the Northwest and the criticismsg of cer—
tain New York financial publications it has been generally
friendly.

The Committee feelg it may properly comment upon
the freedom the System has enjoyed thug far from the
criticism of the indiviaual conduct of its personnel, whe-
ther Directors, officers or clerks. In an organization
which has grown so fast this freedom from criticism Iindi-
cates a lively gense of the proprietles on the part of ocur
porsonnel., Nevertheless, the Board has during the year

requested us to make a new survay to see if any of our
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personnel were engaged in political activities just as last

+ 1

year it asked us to inquiro into our outslde business acti~

vitiss. The Committee feels that in discussing this gener-

gl question of our relations witih the public Wwe might well
congidsr whether any other practices prevall among our
persounel which might subject an individual regerve bank
or the System as a whole to criticism or attack.

Charter reneswal. the outstanding event of the year
in our relations with the public has been the raisging of
the re-~charier guestinn,

First, the dirsctors of the Chamber of Commerce of
the U. 8. in February authorized a survey of the Act and
of the System's operations by several committees to be
appointed by its Finance Section. The purpose was to put
the Chamber in a position to express definilte views about
the Syatem not later than 192 7 when it anticipated charter
digcussion migh

Second, Secretary Mellon wrote an article for he
May number of the Nation's Business which 1s the ocrgan of
the Chamber of Commerce of the United States, discussing
re-~charter, and suggesting eerly consideration.

Third, the National Association of Credit men in June




asked Congress to re~charter the System.

Fourth, the American Bankers' Association asked for

prompt settlement of the re-charter question, for 99~year
or indeterminate charter and for consideration of the charter
question entirely apart from amendmenis.

This succcssive raising of the re~-charter question by
the Secretary of the Treasury, and by three important organ-
izations during a period cf gix or seven months definitely
brings the subject before the public where it 1s likely to
remain until it is definitely acted upon. Your Committee
feels that it should propouse for discussion by thig Conference
(1) the relation of the Ststem to the re~charter question and
(2) the effect which the ralsing of he gquegtion may have
upon our work of trying to c¢stablish among the banks and
the public a better understanding of the System. With re~
gard to the first, the Board has already expressed the view
that the System should not be active in seeking charter
renewal.

The Committee believes that a very potent elocment
in the abandonment of the Second Bank of the United States
wag the anxziety of its officials to have 1t rechartered and

the vigorous propaganda they engagedcin through newspapers
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and otherwiso to secure a recharters We are protected in
our structure and operatlons from meny of the pitfells whiech
caused dissatigfaction with the Second Bank, yot we might
caglly create an antagoaistic public opinion if we were
actively to geek recharter.

The question of recharter is 80 important that the
Committee feelg that the Conference should discuss the
matter in all its aspects with a view 1o reaching an agree~

ment as to what shall be the position of the System with re-

gard to recharter, and particularly how the Direclors and

officers of the Reserve Banks should conduct themselvesg with
regard to 1te

The gecond point which the Committee asks the Confer~
ence to discuss is whether in view of the raiging of the
charter guestion we should continue or should stop the work
we are now engaged in of endeavoring to obtain a better
understanding of the functions and operstions of the System
among banks and the public generally. The Committee recom-
mends that we should continue the work, but should see to
it in oach district that it is free from any involvement
with the question of charter removal.

In cloging this report the Committee wishes to
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emphasize the limitations under which the public relations
work of the System must be carried one. The Committee has
no gtaff of ite own; but must rely upon the staffs of the
rariou,s reserve banks, Thelr staffs, both official and
non~official, arec all busily working on other duties.
nybliz relationg work is mnot the primary interest of any
officer or clerk in the Federal Reserve gystem. The Com-
mittee is not dispoged to zecommend that it should be other-
WLIO e It ig opposed to the organization of a publicity

department and gtaff anywhore in the System. It belleves

nat oach part of the Systam should continuc to make such

contributionsg ag fall within its opportunities and abilities,
snc that much of our best work is in assisting people cut~
gide the System to discuss 1t intelligently. The Committee
does agk for greater intersst in solving this problem on

the part of the Board and the principal officers of sach of
the reserve banksge The Committee, in addition to under-
taking as best 1t may, prepargLior of material of the kind
already discussed, will be glad, if requested, 1o meet, as

{1t has already done, in various distriots and discuss the
sulyject with the officers of the local reserve banke.

In the pest few months a number of reserve banks
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nave been sending to the Chalrman of the Committee clippings
and extracts from newspaper and magacine discussions of the
System, ogpeclally those whieh follow the action of the
American Bankers' Aesoclation Convention. These have been
gathered together in scrap books which are submitted with
this report for the inspection of those who may be interestod.

Respectfully submitted,
John Perrin
W. A. Heath
Pierre Jay
Commilttee.

The Committee has suggested certaln topics for discus-

which are as follows:

TOPICS FOR DISCUSSION

Rank Relations
value of bank relations departmentse
rRecommendation of Committee regarding extengion of
work to all reserve banks.
cost of bank relationg worke.
Recommendation of Committee regarding elimination
of friction with member banks.
Usc of services by membor banisS.
ghould the use of services be extended?

Recommendations of Committee.
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PUBLIC RELATIONS

Attitude of System towards question of charter
renewal.
In view of raising of charter question should

public relations work be continued?

governor Crigsinger. The report of the Committee 1s
before the Conference. A8 stated by Mr. Jay the Committee
nas submitted a 1list of topics for discussion. The first
one is "value of bank relations departments®. Is there
anything on that subject?

Governor Norris. Mr. Chairman, 1t appears that two
of the reserve bankg made no visits at all during the year
tc member banks and one bank only vigited one in five of the

banksg. I presume that those bankg do not regard this work

as valuable, but I would be very much interssted in hearing
2 S

their point of view.

Gove rnow Young; I cennct just understand the report.
T called personally this year or 20 or 25 banks I know that
the manager of our Helens branch did the same thing, or some
officer in that branch called on fully 50 per cent of the

member banks in the Stats of Montana. I know that the mecn




2l2

3

that we bhave out in the closed bhanks come in constant touch

with the momber banks and are compelled to do it daily.
There isn't any guestion about the value of bank relations
work. It is & questiun of how it is done. I suppose Mr.
Mitehell and the other gentleman, including liy, Moore know
every membor bank in the 9th districte. One of those men
will know the managing officer of every bank. Mr. Moore
1ives in North Dakota and perhaps calls them all by thelr
fipgt names. Mr. Mitchell lives in Minnesota and operated
in South Lakota for a great meny years. I have been thers
for eight vears and somctime or other all of thesoc bankers
have been into our ingtitution. That i1s not an indicatlon
that we do not believe in the bank relatlons work, because We
doe It ig our offioersywho come in contect with the member
banke rather than the man regularly hired to do it. Do you
not think that is a falr statement of the gituation, WMr.

Mitchell?

e

Mp., Mitchell. Yes, and I would say that the 9th
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Digtrict Aaas
Mre. Jaye We ask ¢
any vigits they make through theilr officers or traveling
MEN. » The Mil olis district reported none. I am glad
know that that is not the facte
Governor foung. There LS some mistake somewhere.
governor Wellborm. Governor Norris sald he would
Jilze to hear from two of the banikge. Minneapolis has already
gpoken. T think it is all in tho manner in which the work
4.8 ~ That is the case with us. VWe bhave done & great

deal of public relations vork and member bank relations work

also. We huve got four branches and One agency. Those

men visit the banks whon there is any trouble or anything
to etraighten out, and our officers visit them; we attend
the bankers' conventions in the digtrict and see aLl the
pankerg; We sven attend the group mesetings. I my3eLf went
around the entire state last. year attending group meetings,
and I think the work done in that way is very effectivse

and very inexpensivoe. T+ does not show a heavy cost be-
cause it is charged 1in officers! traveling oxpenses. Tear

before last we employed a man to go out and do tnis work
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at pretty heavy expense. isited each banik and made out
a repotle The report simply meant this, that they said
they were glad tc ses him, asked him to have a seat, they
would begin talking abcut the Federal Reserve System and

hey would want to know why we did not pay interest oa de~
posits, which was one thing they objected to. Some of them
wanted exchange on checkse. The result was thosSe men didn't
know how to talk to the bankers ati all, and they would ccme
back to us and they would write to ug about it and we began
to get into & tangle and we really reached the conclusion
that it was doing nore harm than good. Mr. Newton can go

more into the detalls, because he is chairman of that com-

mittee in our bank, but I think we are conducting those

functions of the bank in a manner entirely satisfactory to
our Boarc of directors.

governor Crissinger. Mr., Newton?

Mr., Newton. I would like to say that in the ocarly
part of the year we began to reduce our expense just as
much as we could, because we were running very heavily in
the rear. We had determined to effect every cconomy we
could in the banks. We decided at that time that we would

not send out the two men who had been traveling regularly,
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but that we would send a representative of the bank to cach
of these group meetings and meebtings of the bankers' associa~
tions. Tt go happens that in our district some of the states
have tleir group meetings in the spring of the year, and in
other states the group meetings are in the fall and we have
not failed to have a representative of the bank attend them
gso far as I know, and also the state conventions. We always
send & man who ig thoroughly conversant with the affalrs of
the bank. I might say that we sent as our ahbassador toc one
of the state conventions Mr. Wellborn, and I attended one of

he others. Mr. Wellborn has attended several of the group
mee tings. I had intended to attend another convention, but
I was 311 at the time and could not go. We sent another
officer of the bank. We have kept in closs touch with our
members and I think that there is a good

district in *the main between tlhe member banks and the Federal
Reserve Bank of Atlanta. I do not believe there are any
cages, or at least very few cases, where there are any com-

plaints presented. However, there were two cases presented

recently to which I would like to call attention, In Knox-

4.

ville a matter came up which looked like it might result

in some considerable feeling. We sent one of our men up
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immediately, a man that we thought was besgt fitted to treat

with the situation. Te hatorecelved letters from gach

bapks in the eity to the effect that they were en—

o
|

gatisfied with tne wvigit and with

Thet has been our policy iln bhe Atlanta bank.

gBT e The second topic recommended

(o]

Governor Crigsin

. . . - - 3 s g S
by the Coummittee for digeugagdon L8 "Rgcommendatlion of Lom~

i

oA > 1 S N . ‘,1...1‘!‘
mittee regarding extensilon of work to all regarve banide.
That 1s apparently coverad in the other toplc.

Mro, daye e haven't heard anything from the Reserve

Board on tue sudject.

v

]

My, Martin. Just as a matter of information, I think
it might be of interest to know about the men who were gent

out oan the road. It ig absolutely wrong to send a man oub

unless he is a highly trained mane. In 8t. Louls we found

that it was wise, before sending a man out on the road on
work of thisg kind, that ithe man worked in practically all
departments of the bank, that he not only know the language
of transits, ard be able to talk to the country banker about
arranging his items, bub that he know the processes inside

the bank and can talk with that banker sbout all of the

operations of his bank and is able to help him with regard
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to the operations of the banke. A man who can go intc his
bill case if desired and be able to tell whether his notes
are ellgible for rediscount or notj; who ig able to tell
nim that a certain bateh of potes can be made sligible

by doing so and 80e In other words we find it desirable
train him in the bank before he goes on the road. We have
also found it desirable not to let him go alone, until he
has traveled for about three months with an older man; also

he is never set out in an jnquisitorial way. 5o ZOeS there

as a friend of the banker and not as an examiner, not in a
18Xy

gpirit of critlcism. In time he cstablishes a relation-
ghip with that banker or bankers, and they are glad to see
him and glad to talk to him about their affairs. Therefore
we think it highly desirable and very nscessary, in order
to get the full effeots of the bank relatlons department,
that the men be highly trainede

Governor Younge T think I would like to have & little
time on this matter in order to fully take it up with our
Board of Directars.

governor Crissinger. If there is nothing further on
thig the next 18 Moot of bank relations work",

governor Stronge. I notice several curiousities in

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




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

2x8

the report of expenses; For instance San Francisco roports
en average cost of 57 cents for disciplining the membor banks
and Dellas an averago cost of $20. Minneapolis shows $400
which woes not involve any disciplinee I wonder 1f ths
question of expense could not be roviewed so that we will
xncw what we are doing?

Governor Crissingers. Will Governor Talley tell us
why it costs $20 in hig dlstrict and only 57 cents somewhere

elge?

Governor Talley. I was just noticing the same thing.

covernor Galking 1as a total cxpense of $408 . I presume
that might be Cue to the branches, which are located fairly
equi~distant over the district and they can be vigited in a
day or an overnight vigiv anywey. Thers is one item that
might bear as close scrutiny as any other item, and that is,
for instance, with 24 of our member bank relationg men
Wigiting overy bank in the digtrict, every member bank,and
qulite a large numboer of the non~member banks, they did it
at less expense than for 1023. That igs due to better dis-
tricting of their territsries. Our expense Shows propor-
tionately high compaved %o gome of the other banksg, and it

looks excessive, but of course our district extends from
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Natchez, Mississippi east to Arizona, whiech 18 quite an ex-
panse of territory, anc talres a good deal of time to get
over those long distancess Hownver, every item of expenso
sonnecved with the member bank relations work is charged
into that. No officers' traveling expenses or anything of
that kind absorbs any part of it. while I am speaking I
might add that wo somotimes call our member bank relations
men attorneys focr the membder banks. We expect them to

vigit the member banks, gelt the viewpoint of the member bank

and bring it into us. fte find it of great value, the filing

of copies of their reports with the credit department, becausc
they are expected to make an exonomic survey of the trade
in the territory, and in the member banks that they visit,
and it gives us quite a good deal of information with-.respect
to the businegs conditions that exlst in the werritery,
although they are not expected to make any oxamination of
he banks, and are instructed not to do S0
Mr. Hoxton. They could not do that under the law.
Governor Talley. ' We worked out last year a coordina-
tion between the examination department and the member bank
rolations department that has proved very effective. Those

reports come across the same desk from the different groups
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of men. In one direction we get the Federal Reservo Bank

viewpoint and the attitude toward the Member banks and
through the other source we get the member banks' viewpoint,
and we can come to very intelligent conclusions when we have
all that information before US.

gGovermor Crissinger. Governor Calking, will you ex-
plain how you operate on such a amall amount?

Governor Calkins. In view of the amount shown as
expended by our bank I was of the idea I would not be called
upon for any apolagye. I understand that My, James has in-
timated that, owing %t the smnllness of our district, our
men mu3t walk when they make their visite. That is not the
faot however. The fact ls we have five wvery active branches
and an additional head nffice, and the member bank relatlions
work hag been done by officers of our bank and by che
managers of the branches in their respective locatlouns.

T think the charging of oxpense to their traveling ex-—
penses is propcr, becauge they frequently travel on otheh
business than that of a nere visit to the banks. Tho figures
in this report show that approximately each membar bank in
the district has been viglted once in a year, but that of

course does not include the city hember banks that are not
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sn that lists T believe myself that the contact
branch managers with the baniks in the district 1s
wind of contact that the Federal Ressrve banlt can

covernor Norris. I just wnt to devslop one point
that ig not covered in the report of the committee. I think
that these visits of the traveling reprosentatives of the

1

regerve banks to the member banks and non-member banksg arc

srmengely valuable in themnselves; vut if these trameling

B

men report that they have visited a bank and that the offil-

J

cers of the bank have said that yes, they were membors, butb
they were not using our service, we were nut any good to them,
they were only members because they had to be, or Bhat they
thought thers was a great dgsal of red tape about the system,

or that we were bureaucratic, cr anyibing

of that sort, and

N

the matter stops there, tnere isn't a great deal of good

done. To get the real benefit of those visits ths reports

of these men who come into the chairman, the governor or
the officer who has charge of that work, gshould be carefully
songidered by bim and relieved of complaint of that sort
such as failure to use the gervice of the reserws bank, and

it ought to then be taken up with the bank that has »xpressed

the criticism. We invariably follow that practice. All
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these reports come ovor my desk, and I never fail in any case,
where there ig critlcism or unfavorable comment, to write a
letter to the officer who made that report as a result of
the visit of one of our men, asxing him if possible to come
into the bank and go over those matisrs with me. We find
in every case where we can get the officer of a member bank
to come in that we convert a critic into a Wwarm friend and
often into a boogter for the Systom.

governor Ballevy. That ig true in our cage. Every
genlor officer in the bank gets a copy of the report of the
traveling men.

Governor Crissingor. The next topic ig "Recommenda-—
tion of committee regarding elimination of friction with

member banks."

Mp, Jay. The Agents' Commitiee, during the Agents’

Conference, spent en afternoon discussing this subject amongst
themselves, and while naturally no definite conclusion

could be recched, rules suggested or anything of that kind,

1t being an individual matter in cach case, I think in

general the digcusgsion was very helpful. It is largsely an

operating matter. It ig operating conditions that create

friction as a rule.
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Governor Crissinger. next topic is "Use of ser-
vice by member banks".

Mr, Jaye Thig ig the first time any attempt has been
wade tc make an analvgls of the extenl to which i;gervices
are being uged in the different digstricts and I thoughtpossib~

1y, ther 1gonference might wish to disouss that,

Governor Crissinger. Is thers anything on that? If
not the next is "Should the use of services be extended,"

Governor Seay. If we had no so-called bank relations
department we should nevertholess omploy every man who hasg
a place in that organizatione I think if acwonderfully
good report and should be recommended to the diligent con-
gideration of every Pederal Reserve Bank.

Governor Crissinger. We will have a motion to that
affect when we get through.

Governor Seaye Tf thig is the end of the discussion

of that part of it I will make 1% rignt now.

Governor Crissinger. Is there anything further on

rank relations? If not we will take up the next subject
which is pubiic relationg,"Attitude of Systom toward guestion
of charter renewal.

Mr. Jaye May we have a statement of the Board's
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attitude on that subject?
My, Hamlin.

I agree entirely with
has geid,

what the Committee
that we ought to be very careful

Whatever work that can be done
Rl g e

not to be put in
the position of putting out propaganda for renewal of the
charters.

along that line,
the belief that the charter should be renewed,

should be done.by people other tham officialg »f the
gysteme

T thirk it ig a case whers grave danger might

result if the Board or the egctive officers of the re-

gerve bank should actively engage in piopaganda for that
puUrpose .

Ggcvernor Railey. But suppose a Member of Congress,
for instance, in your district,

somes into the bank and
starts to talk to yousbout it, you would not c¢lose up entiro~
Ly?

support the System all I

I would certainly give him my opinlon about it and
could.,

Mr, Hamline

Where a person comesg directly to you,

of coursc you should give him such information ags you can.
Governor Bailey.

My idea i1s that we reprogent the
System and when people ccme into the banlk we shovrld not be in
a pogition of not railding our volce 1n de:

gfencs 0of the System.
T want to say that I have a very warm hearted interegt in it




and would certainly ezpress my opinion under the proper cir-
cumstances. What do you think about that, Governor Strong.
T follow your flag most of the time.

Governor Strong. I havo a very warm hearted interest
in it too, Just as you have. I think there ig quite a

differeunce between a man eXpressing a purely personal view

on o matter of that sort and having a gystem policy which
rogults followirg s coursc that cannot be congtrued as put-
ting forth propaganda. If the impression were to0 get abroad
that this great organization with its immenge power were en-

gaged in seeking to force upon an unwilling public a renewal

of their charters, and if they were not renewed they would

wreck the country -- of course that is the extreme view -- it

would be a dangerous thing for the Systum, After all 1t is
a question for the political govornment 1o take up. If anybo:,
ssks my views about 1t I think I would have no difficulty
in expressing them without creating thatv lmpression and L
am perfoctly sure that a natural borm orator like you,
Governor Ralley, could do 1t perfectlye.
Governor Crissinger. e would like to hear from
any onec on this subjecte Have you anything to say, Mr.

James?
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Mr, James. I do not think I can contribute anything
ts what has been saide
Governor Crissingers Dr. Millew
Mr, Millex. T think Governor Strong has exhauv gted
the subjecte. I agree with him.

Governor Strong. While we havo all agreed to wark
o .

to promote this quegtion of bank relations in order that

there may be a lotter understanding by the publle, a8 &b

not a sort of specialty Jjob delega ted to certain wen in the
reserve banks? I would 1like tn give to those men, SO far

as our bank ig concermed, the freedom that that respongibillity
justifies.

Mr., Jay. Again I would like to say tha t these two
taings, while they are intcr-related, the relation wilth
banks, public spsaking, information and so on, they are
really guite different. Tho Gommittee as a Committee does
not do anything with regard to the work of relationg with
banks. It gimply collects statistics from reserve banks
oa.ch month as Lo how many visits they make and all tha t
gort of thing. It does not actempt to do anything ozmcept
to preseont the matter for discussion once a year at these

conferencosa. With regard to the public relatlons, the
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committee as a committee has sought to prepare certain
projects to assist in varlous ways and is doing a little
something in that dirsction; but it ig not doing anything
at all in any digtrict in regard to bank relations, excep?
to discusas the matter once a year at this confersncee.

Mr., James. Would it be in order to move that we
recelve this report of the Standing Committee with thanks

from the Conference for the efforts that they mve made, and
then continue the committee un its work? T will make that
sort of a motlon.

Mr. Perrin. Before that motion is put I believe the
representatives of the different banks would be glad to
know the attitude of the Board in regard tc undertaking
orgenized bank relations work in each of the districts.

Some of the banks may not wish to do it; others may wish

1.0 do dbe T think there is doubt as to vhether the Federal

Reserve Board wculd approve of all the banks going inte ite

Mr, Millers Theso gentlemen are interested in the
attitude of the Board, and not in our indlividual opinionsg.
My recollection 1ls on one ar two cecasions the Board has
officially expressed itgelf about that. Pergonally I have

the gravest doubts as to the utility of the work and always
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have had. I am not very friendly to 1it.

Mpr. Jamese inoe broad gengo we are in favor of con~
Tinuing the work. On thoe other hand I recognlzo the dif-
ference that exists in the difforent districts. I have
folt all the time that the officers of the reserve banks
are perbaps in a better position tc judge of the werk and
to dipect the scope of it than the Board would be in trying
to direct 1t as a Systom matter from Washington. I should
gay that thoy should be glver very broad latitude in each
of the hanks in this matter.

governor Strong. Before putting that motion I would
1ike tu gtate that I believe that the subject of recharter

is actively being discussed by various organizationg. I

just learned today that anothor organization has passed

a regolution on the subjevt at its convention. Iv seems

to me that there ig a pogsibility now of gome one officer of
a reserve bank, say, making some incautious public utterance
which would cause congiderable embarrassment to the System.
Thego reports of the Public relations men are carefully

read in the reserve bankse. here is a little matter of
administrative detail thav I would like to see undertaken by

overy reserve bank, and that is that a carefully prepared
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written statement be made of the attitude of the member
bank welations department,and that the officers, in making
addresses and in discussing the matter should have a copy

gte tement, that a copy should bo handed to every
one of thoge men so tuat they are underspecific written
instpuctions that they are not to vinlate. Someone might
go out to a bankers' convention and make an incautioug speech
which the newspapors might take up. which might get into
Congress and cause a great deal of harm on this rechartoer
ma ttor.

Govarnor Crissinger. There is some danger of that.
Are there any further remarkgs?

My, Perrin. This should be considered from two
anglesge One bank relations which refer to >fficers and
representa tives of the banks, and the other is public re-~
lationg which relates to speeches made and g0 forthe.

Governor Strong. I am covering both of them. I

mean private conversation and public utterances.

Mr. Perrine. There is obviougly much more danger in

the public utterancc than in the other.
Governor Strong. Ohviougly.

Governor McDougal. We heve passed on this report now,
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but I think we are gulng to leave it in a very unsatisfactory
condition, particularly so unless we get from the Board an
oxpregsion of itg views as to whet the attitude should
bo on whe question of the charter renewal,
Governor Crissinger. I do not think the Board
hagupassed upon the guestion.

governor McDougal. I would like to know from the

Board what their attitude is and what our attitude should be.

Governor Cilssingor. I cannot speak for the entire
Board,

Mp, Miller. I think it is stated in the report that
they advige against any activitye

Governor Crissinger. Yes, we would be against that.
T think Mr., Jay knows my persoral opinion about it. I am
very much of the opinion vhat the banks and the Board should
gtey out of the discussion as much as pogsible until called
apon by Congress to express an opinione That is my notion
about it.

covernor Seaye. It eppears that as the Reserve Sygtem
itself digplays reticence in phat regard that ons public or~

ganization after another s coming forward and showiiug a

1ittle anxiety. Therefore the work that ought to be dones
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in that direction may be done and is boing done bY public
organizations and perhaps will be dcne with more effact.

Porhaps the more roticence we show tihe more anxiety they

gill sl.ow.

My, Jay. There is Jjust ome other thing, Y fore a

motion is mads and the dlscussion cluged. The Committes
wisles to have the view of the Board and tho Conference

or. this: Whether in view of the raiging of the charter
guegtbion our work which is purely of an informative naturc,
.should not go on? The opinion of the committee is that
the raising of the ocharter gquestion should have no effect
on its work, provided they keep out of snything that savors
of propaganda with respect to tie chartale.

Governor Crissing what does the conference
sbout thet suggesulon?

Governor Seady. I move it is the sense of *he gon—:
forence tnat the questlon of rouvkarter should have no bear-
ing upon the work of this tvommittee.

Govornol Crissinges. We will have to dispcse of
My, James! motlon filrste If there is nothing further on

the motion of Mr, Janes I will put the guestione.

( The motion having been duly seconded,was carried.)
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Governor Crissingeras Now, Governor Seay you may put

vour motlon.

Governor Seay. I think Mr, James'® motion cevers
the wholo thing, and my motion is not nocessarye.

Governor Norrils. The Board suggested a topic which

I think is closely allied to this, s closely allied that

perhaps it would be well to take it up nowe. The Board sub~

mitted to the conference the guestlon of the advisability of
discontinuing exhibits, that 1s PFederal Reserve exhibits at
such gatherings as that of the American Bankers Asgsociation.
My impression 1s that the Governors are prepared to ansgwer
the question, and I presume the Agents are. Would it be
proper to take that up now?

governor Crissinger. What was the conclusion of the
Governors on that subject?

Governor Strong. I think we approved the continj
uance of them.

Governor Crissinger. And what did the Agents dof

Mr, Jaye The committee turned in a wrivtch report
to the Secretary, the subsgtance of which Wwas that inasmuch
as these oxhibits have now been made for four years, ance

in New York, uwice in Atiantic City and once in Chicago,and
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that they covered practically every phase of Pederal Reserve
activity, that it bhas pretty well exhaugted the gubject,
+ha* wa think that it is not wor’h the time or the money that
1% cogu to prepare them and continue them. But we &N&81
gugges ted that inasmuch a8 the noxt convention was to be
neld in Los Angeles, in a section of the country where there
has been no such exhibits , and that thersfore many people
attending the convention might never have seen one, that
the exhibits to be placed a%t the disposal of the San Francisco
RBank, and is the bank wishes to make such an exhibit it could
be made with very little labor and expense at the Ldsg Angeles
convention, if it was the desire of the San Francisco Bank
to do it.

Governor Orissinger. Is there aunything further? We
have the report firom the Governorsg' Conference approving
the continuance of it while the Agents submit an ontidmedl
report.

a
gGovernor Stronge. My memory is *that at seeond meetlng

we referred the subject back to the Public Relatlons Committee.

Mr. Herrison. Mr understanding of the action was
O
that it was the sense of the Confsrence who Were prosont

at the Atlantic City Convention and gaw the exhibits
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that it made a favorable impression and that it was a gond
thing for the System to continue it.

Governor Crissinger. Was any action taken by the
Roard®

Mr. Eddye. Nobthing further than to report it and to
place it on the program.

Mr., JamesSe I would like to hear from Governor Calkins
or Mpn, Porrin on this, as the nexi Convention is to be held
in Los Angeles.

Governor Calkins. Inasmuch as I did not attend the
convention and did not gee the exhibit, I do not feel confi-~
dent to express any opinion at this time.

Mr. Perrin. I do not think a number of us have seen
the exhibit and we have had no discussion together about it.

Governor Crissinger. I would suggest that if the
california RBark secs fit to make the exhivit that they make
application to the Board and we will pass upon it.

Mr. Austine. T think all of the material is avallable
for the exhibit if they wish to have 1t,.

Governor Crissinger. As I rocall the procedure with

regard to the exhibit, the matter has been submitted to the

Board and the Board has approved it heretofore.
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Governor Strong. I move that the matter beire~
ferred to the San Francigcu Bank, as they are the next Conven-
tion City, or rather Los Angeles.

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

Governor Crigsingers The next subject presented by
the Agents Tfor discussion was the discount policy. The
Agentg discugsed that topic with the Board and the Board had
the Committee of Governors on Open Market Opera tions before
theme Does any one desire to continue the discusgion of
thig matter?

Governor Strong. We had a very full discussion of
it at our meeting, Governor, and so far as the Governorg of
the Reserve Banks are concerned, I think we have exhaugted
the subject.

Governor Crissinger. Do the Agents desire any fur—

ther discugsion of it?

Mr, Austin. I think we algso cxhausted 1t.

Governor Crigsingers Do any members of the Bcard
wish to say anything further about it?

Mr. Hamlin. I think not, Governor.

Governor Crissinger. Then we will pass the subject.

The next is OJpen llarket Policy. That was algo pretty
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thoroughly discugsed by the Ageits and the Committee of

Governors. If no one desires any further digcugsion of

that we will pass it likewilse.

The next is the policy of paying out gold. TS
is a new subject. Who will take the subject up for discug-
sion?

Governor Strong. T think that was intended simply

s report to be made, as we always do, on payments of gold.

I understood Mr. Dewoy hed something to say on that subject.
I happonod to be out when he made his statement.

Govarnor Crissinger. He made a stotement here. Did
he also make one at your meeting?

Governcor Strong. I did not know whether it was in~
tended to be discussed at this joint meeting or not.

Mr, Harrison. Mr. Dewey made no separate statement
at our meetinge.

Governor Crissinger. What is the view of the Con-
ference on the matter. Has anybody anything to say?

Governor Strong. We did not put it on the Joint
Program.

Mry Jay. I think some of the Agents felt it would

be interesting to discuss the general policy of the System




257
with regard to it. Some banks do it and other banks do not
do it. TWe undorstood it was on the Governor's progream. Wo
thought it might be interesting, 1f there was any discussion
of it, to bave that discussion at the Joint Conference rather
than at the separate counforences. Whether any Agent presont
wirhes to bring it up for discussion now I do not knowe

Governor Crissinger. If not we wlll pass it.
Yo will take up the Governors' program. We have disposed
of Topic 1-B, recommendations contained in the reoport of the
Agents Commtittee on member bank reserveg. I think we have

dispoged of all topics on page L. On page 3, is the topic

”Shbuld not the Treasury Department absorb the cost of trang-

Torring dollar BWills from one Federal Reserve Bank to
another?
Governor Balley. The Treasury has expressed itself
ag being in favor cf that but they have no appropriation;
that as soon as they are able to got an appropriation they
will do 1it.

Governor Strong. And they are making an effort to
do ite

Governor Crissinger. That disposes of that. Thon

Topic B. mffectiveness of budget control of the oxpense
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of operating the Fedeial Reserve banks and so forth. At
ihe prasent time the Federal Reserve Danks of New York,
Philadelphia, Cleveland, Richmonc, Chicago, Minneapolig
¢end Sar. Franclsco aré operating under budgetis

along the lines suggested by the Board's Budget Commlttee.

I+ ig expected that the digcussion of this subject in the

contTerence Will be led by the Goverrors of ihose banks for
tre benefit of the Governors of the other banks which have
not yet adopted a budget sy<tem.

Goveinor Strong. Governor Crissinger, the 1list of
banks whica have adopted the budget system 1s not complete
in the toplc as submitted by the Board. There are nine
banks instead of seven. Only three banks are not operating
along that line and those three banls, in the course of our
discussion, maintain that the system which they have had in
operation was substantially as effective as the Budget
System and stated that they had very savisfactory results
from their system.

Governor Crigsingcr. Do the banks care to bte heard
who have not adoptced it?

Governor Talley. I would say with respect to the

Iallas Bank that we have simply been undsr a misapprehension
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of what was intended by the word "budget". We find that
the Board desires to have the control of the expenditures
desaribed as a budget system, and since coming to thig Con~
ference I have gotten a good deal of light on the subject
as to what the Board really inhtends. In other words I
think we have the baby down there all right, but we Just
never have nemed it, That is all there is to 1t.

ir, JameS. Tt geems to me that as Governor Talley

has repented and come into the fold that the other two ought

to get in line and make 1%t unanimous.

Governor Bailley. T am one of the cther two. It 18
oa.sy onough to name 1t.

Governor Crissinger. If there is nothing further on
the Rudget question we will go to page 4, Toplc G, "Pormanent
employmont by the Board &t a fixed retainer of special coun-
sel of outgtanding abdllty to agsist in litigation, such as
the so~called Pascagoula and Brookings par clearance cases,
and sc forth."

Thig has been before both Conferences, and as I remem-
por the Agents voted against 1%,

Mre. Perrin. Ye&Se

Governor Stronge. I think we voted unanimougly to
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sencur in . vote of tho Confercnce of counsel of
regorve banksg, that 1t was inadvisable.

Governor Talley. Not unsnimously Govermnor Stronge.
mllas voted no.

Governor Crissingere There is another topic at the

hottom of the page, M, report of Chairmen of Committeo on

Leglislative Matters. Ve have had that. The report has

poen madee Trat cleans up the prograkl. Ig there anything
further?

My, Miller. What disposition was made of the tepile
with regard to coordinating under the Board!s control all
of the examining work of the Federal Reserve Syatom?

Governor Crissinger. Vhat did the Agents do about

Mp, Perrin. That wag on the Agents' program. We had
a long discussion of the whole examination question on
Thursday moming, and as a result of that a commititee was
appointed to study into the whole question.

Mr. Jays The Public Relations Commilttee has develop-
od & mechanical device for sheowing some pilotures of the
Reserve System, which device is used in the small country
banks. It ig set up in Mr, Platt's room and we would

1ike to have members of the Conference look at e
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Governor Crissinger. The Conforence will take note
of that.

Mr. Hamliz. Govermor ( ror, I move you that
the Corference adjourn.

Mr, Austin. Governor Crissinger, the Federal Re-
gerve Agents have completed thelr program, end awalt any
furiher instructions from the Brard as to any further
brslness.

Governor Strong. I would like to call a short mee t~
ing of the Governors at the conclugion of this Counference
as there is one toplc ou oir progran that we ghould dispose
of,

Governor Grissinger; Mr., Hamlin hag moved that we
adjourne.

{ The motion being auly ssconded, the {onforence

adjourned at 4.30 o'clock p.m., subject to the call of
. 3 o

tho Federal Reserve Board.)
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