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A CONFERENCE OF GOVERNORS OF THE FEDERAL

RESERVE BANKS.

m

Washington, D. C.,
Monday, lerch 22nd, 1926,

10:30 o'clock a.m,

A Conference of Governors of the Federel Reserve Banks
was convened in the Board Room of the Federal Reserve

Board, Treasury Building, Washington, D. C., on Monday,

March 22, 1926, at 10:30 o'clock a.m.

PRESENT : Benjamin Strong, Governor, Federal Re-
serve Bank of New York (Chairman).

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

George W. Norris, Governor, Federal Reserve Bank of
Philadelphia.

E. R. Fancher, Governcr, Federal Reserve Bank of
Cleveland.

George J. Seay, Governor, Federal Reserve kank of
Richmond.

M. B. Wellborn, Governor, Federal Reserve Bank of

Atlanta.

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




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

J. B, McDougal, Governor, Federal Reserve Bank of
Chi cago.

D. C. Biggs, Governor, Federal Reserve Bank of St.
Louils,

R. A. Young, Governor, Federal Reserve DBank of
Minneapolis.,

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

Lynn P, Talley, Governor, Federal Reserve Bank of
Dellas.

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

George L. Harrison, Deputy Governcr, Federal Reserve
Benk of New York, and Secretary to the Conference of

Fovernors.

ER EEDIX 5oz

The Chairman. All members are present, and the

meeting willl plesse come to order. I am advised by

Governor Crissinger that the Board will joln us later,

and we may proceed now with the progrem.

The first topic is 1.




da CREDIT TRANGACTIONS AND POLICICS.

A, Open Market Operatlonse

1 Repbrt of Open larket Investment Committee.

2e . PolALYs .

Copies of the Open Makréds Committee report are before
you, The Comuittee had & meeting on Saturdey and unanimously
adopted this report:s We then discussed it with the Board.

As it contained no recommendations for immediate transactions,
it coes not require any special comment, but does express

some viéws of the committee as to what we may find 1t
necessary to,do‘ih the near future, If you will glance
through the report possibly we may take some action on it,
Governor Young. The report requires no actlion, does
it?
The Chairman, No, We have generally submitted it and
then taken some steps to approve it or disapprove 1t and

file 1it,

Governor Young. Mr, Chsirmen, I move that the report
of the open market comm:ttee be approved and filed ,

Governor TFancher, I second the motione.

W e el e s o

The Chairman, Is there any discussion of the report?

Governor Bailey, Governor Strong, I would like to

ask whether or not this means that you may possibly have te
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take some unusual or drastic measures? Doces that grow

out of the stopping of the boom in stocks and speculative

real estate transactions in several sections of the

country? Is that a reaction from that? I notice you say

business wes not ns good last month as it was in January,
The Chairman, Vell, Governor Bailey, I think the feel-

ing in New York, in our bank, is that there has been a

change of public attitude a little bit, People are hesitat-

ing and getting a little cautious about the outlook., Under
those conditions, when the member bsnks owe us as much
money as they doc, sometimes it leads the bankers to re-
duce their line of loans and get out of debt to use That
should not happen when prices are declining and business is
good as a whole, realizing, as you do, that every dollar
of loans paid off at the reserve bank, unless there is
gold coming into the country, means = shrinking of the
loan and deposit.account of the member banks by something
like ten dollars,

Governor Seay. I notice some statement of the pros-
pect of the importtation of s consicderable of gold from
Japan, to the extent of thirty or thirty-~five million;

Is there any intimation of that?
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The Chairman, Well, they have not told us what they
propose to do beyond saying that the Government policy
now of supporting the yen would probably make:. it neces-

sary to ship gold from time to time tec the United Statese.

You have reports from business in your sectlion, do you not?

Governor Bailley. Yes,

The Cheirman., I think possibly this decline in stocks
may have had something to do with it, and some other
things,'probably.

Governor Bailey. We have on our Board a new member,
which 1s the head of the largest store in Oklahoma City.

He is a very shrewd fellow. He has been et our bank serv-
ing on the executive committee and leerning the ways of
the bank, He gets a report from his house showing that
January was a good month but that February had fallen off,

He said that this last week was a2 1little better than the

week before, but there were two or three weeks when

business was falling off, I asked him why end he said

he could not tell. He i1s an old timer at 1t. He says

that condition comes periodically without finding any

-

rea v wn wi y ; & ‘
son., Down with us, the climatie conditions are good
T

an <8 as I
d it looks as if pProspects for crops are fine, We have
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had all the molsture that we we really need at this time,
although we have got to have more to make the crop; but
there 1s no alarm or anything of that kind. When 1t gets
too dry, people begin to husband thelr resources until the
thing opens up, and if we get our seasonal rains from now
on business will pick up and the outlook will be good, I
asked him what he thought of that and he said that was his
idea; So far as prices are concerned, there is one peculiar
condition: We don!t se * a great deal of corn any more,
Wheat 1s a good price, and we have got the hogs in Kansas
and generally in the Tenth District. Nebraska may be a
little short on hogs but the rest of thiem have got plenty
of hogs, That bunch that are feeding hogs and cattle

are on the opposite side of the fence and the erowd that has

come here from ITowa are trying to put up the price of corn,

The Chailrmen. They haven!t got the hogs to feed,
Governor Bailley. They have an unmarketable corn, a

soft eorns

Governor Seay. From what region does that renort come,

Governor Bailey?

Governor Balley. I am speaking of the Tenth District,

Governor Seay, You spoke of some gentlemen who was an




unusually good judge of conditions in his locality,
Governor Balley. Oh, that was from Oklahoma City,
Governor Vellborn, The agricultural conditions are
in very good shape in Oklshoma, are they not?
Governor Bailey., Yes.,
Governor Wellborn. They raised a very large crop of
cotton,
Governor Bailey, Yes,

Governor Wellborn, Dicd they hold that cotton or sell

Governor Bailey. I think they have mostly sold it,
Some of them have gone in cooperative merketing outfits,
A lot have held the cotton, In a general way the banks
of Oklahoma are in good shape, with a few exceptions that
were busted four or five years azo and never can be any good.

They are a llability, that is all, They are struggling

along, but mostly I would say that the banks in Oklahoma

are 1n first class shape, especially the member banks,
Governor Harding. How is the State guaranty fund gettin

along?

Governor Bailey. It has blown up; they don't
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pay any attention to it. They just abandored it,

Governor Harding. Do the banks keep putting up for

Governor B;iley. No. They have been trying to enforce
it; they have got to, but the only way they will ever be
paid is by the State to make a bond issue or find some
otﬁer way to pay.them. There are ten people who haven!t
got one of those certificates in Oklshoma to every one
that has. I do not think they are going to burden them-
selves, I think it has blown up. Our guaranty loan law
in Kansas is alﬁost es bad.,  In Nebrasks they have gotten
along peetty well., It is hard sledding for the member
banks againét the State banks that have really paid, but
they have taxed the State banks until they are pretty

nearly texed to death, They have the law so fixed that

they cannot get out unless they pay up all the assessments’

made against them while they are in, They have a system
now where they take over the insolvents banks and the

State department runs them and tskes the deposits and segre-
gates the new deposits and holds them, and they are running

the insolvent banks. We have one mewmber that is a State

to ret some

S, s

bank and I went 3o 5
~niormation how to unload it,
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because we cannot get rid of 1t,
Governor Harding. That guaranty business is just like

a 1life insurance company issuing insurance on a man without

requiring any medical examinations. If the banks had put
up the money and had something to say about the operation
and charter of new banks it would Dbe better, but they haven'tt
anything to say about it.
Governor Bailey. That is the trouble. He said that
1t was insurance, and I tried to answer it by gaying that
an insurance compeny that insures either for life or fire and
takes no recognition of the condition of the risk would go
broke., It is just like teking a town of ten thousand
people and writing insurance on the life of every man in
the town ot the same rate, That company would go broke.
Yo State would grent an insurance company 1like that 4 1d= _

cense to do business in the State., That is just what

they do, They just insurenevery bank without reference

to solvency, conduct or anything of that kind, ~ It tge9 -
most uneconomical and unsound proposition. Aren'!t they
trying to get it out in Iowa now, Ir. McDougal?

Governor McDougal. Yes. The proposition has been
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demonstrated in every State that has tried it as unsound
in principle, and that it would not work out in principle.

Governor Seay, You take a lot of sick fellows
like they have in Towa and they will take any kind of
medicine once or twice, There ought to be some effort
made not to have that law passed, because it is a danger-
ous law ,

Governor Young. It has been a complete failure in
North Dekota, South Dakote, and still llontana this fall
will pass a guaranty State law,

Governor Bailey. I am in nhopes it will be repealed
in our State.

The Chairman. If there ere no further remarks, the
motion is that you approve and file the report of @bg
Committee, Do you want to sey something about the
report?

Governor Norris. ©No, Ilir, Chairman,

The Chairman, Were you satisfied with it on Satur-

day?

Governor Norris, Yes, and I am still satisfied with

it on lionday,

Governor Calkins, I would like to ask one question,
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The report says "The release of funds now employed in the
security market, a decrease in currehcy requirements,.

and some decrease in bank loans for business undertakings
would likely be partly offset by increased requirements
for funds to carry accumulating inventories ," Is it

the opinion of the Committee that there is any evidence of
accumulating inventories at this time?

The Chairman, That is & rost difficult thing to de-
tect, You cannot get a real line on the inventory position
of most businesses until they take an inventory and rublish
their figures, They only do that once or twice a year,

But I have here a statement made that sales in the retail
business are disappointing in some lines; that most mer-
chants ended the season feeling pretty optimistic about
the outlook when they mede their contracts last fall, If

that is so, you might have an inventory piling up that

did not sell. ©Now probably the only way of detecting such

a development would be through some déline in prices af
commodities generally and with reports which e get gyery

month on the let up in retail sales, Then if our banks

loans do not g down you can say almost certalinly that

inventories are increasing and goods are not being




distributed.

Governor Seay. Do they make contracts as far ahead
as that now, from fall to spring?

The Chairman, The big drygoods stores in New York
send their buyéré throughout the country, made their con-
tracts in the létter part of last year for spring and Easter
trade, on silks, and their patent goods and things that have
to be made up, For instance, the head of one of the biggest -
stores in New York told me that they had confidently expected
an increase in the neighborhood of 20 per cent in sales for
their recent business but that as a matter of fact their
figures showed an increase of only three per cent, That might
be due to a cold March.

Governor Bailey. Have you any well definedidea why

business should drop off, Governor Strong?

" The Chairman. Well, it is awfully hard to say. I
think there has developed a feeling of pessimism that might
partly have come through the progressive intrease in interest
rates, We hear a good deal of talk about easy money; but with
four per cent discount rates in the Reserve Bank, about the
easiest money in the countryvis in New York., That is on the

very highest grade of collateral loans and commercial paper,
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four and a quarter and four and a half per cent; but most
all the bants in New York are charging 5 per cent to
their customers nomw, and to their good customers. I do
not think you can say that 5 per cent is cheap money. It
is not a burdensome rate vossibly on industry, but it is
not cheap money. We do not feel that it is possible to
have a big change in the speculative temper of the country,
such as took place both in stocks and in real estate,
without it being reflected.

Governor Bailey, Te have sent a lot of money to
Florida. We have a lot of call money in New York all
the time, but whether it will affect the trade out there
I do not know,

The Chairman, I will tell you, Governor Balley, It

is because 60 ner cent of the money that went into this

speculation came from all over the United States, and

probably as much  1if not a lerger vercentage of all the
Speculation came from all over the United States, These
wire houses are doing an enormous business. That feel-
ing of conservatism does spread aiound when these fellows
find that they are stuck on their marginal accounts. Then

another thing I think is the feeling that things abroad
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are not guite as comfortable as they have been nolitically.
What seemed to start the stock market going to vieces
was this decision against the railroad merger, because ihe
next day the stoct merket had its big break. It may be
beczuse the most observant people do dstect a little change
in attitude.

Governor Bailey. I think out with us it is largely
this vropaganda of the Des iioines meeting, that farming

3i7 not way any more and that you could not make a go of

it. If you believe the story that those fellows tell

1+ Ioma, the grzatest agricultural State in the Union,
is in awful shave, and agriculture hss gone to vieces.
As a matter of fact I havppen to now & little about Iowa.
I think there are more proaperous farmers in Iowa than
there are of the other xind, but you don't hear from them,

Governor .gDougal. The State of Iowa, generally speak-

-ing, is in zood condition. There are 39 counties in the

Btate and »wrobably 85 of ther are in excellent condition,

There are three or four counties where the banking machin-

ery has broken domm and where the recovery has not been

as good as it has been in other sections of the country.

The difficulty that the majority of %he well managed banks
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in Towa are having at the present time is finding a use
for their money.

Governor Bailey. That kxind of propaganda gets out,
people commence to wonder if there isn't something in it
and they begin to retrench a little here and there. We
are doing a lot of this installment buying out there and
have been for the last couple of years and I am wondering
whether & man who has anticipated his wants for three
years, and bought on time, isn't going to slow up in the
interim.

The Chairman. There is another tovic on the pro-

gram with regard to that, Governor Bailey,

Governor Bailey. I am just ondering if that isn't

one of the things that is controlling the situation.

The Chairman. The thing that interests me most in the
present situation is the question, and this is true at
‘this time and almost any time, of how much goods are being
distributed to the consumer, That is what tells the story.

Governor Calkins. Tnat goss back to my cuestion. The
fact is thst recent chenges in business orocedure have made
it more difficult to obtain any dependable information in

regard to this inventory question, and I was therefore
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led to ast the guestion of the Committee whether it feels
that it has enough information or enough indication tec jus—
tify the conclusion that we are in for a period of payment
bepguse of accumulating inventories,

‘Governor Strong. I think the report does not indicate
thét{ It further noints out that there are indications
of é tendency, which ought to become clearer a little
latei; and I suppose within a very short time, because we
are in the spring season where you can tell pretty well
if the soring trade comes across or not. At least you can
tell that in New York.,

Governor Seay. Did we not have the same feeling of

 hesitancy both in 1924 and 1935 at about this period in the

yeai?}

. The Chairman, No, In 1924 we did, but not in 1935.
About this time in 1925 it was just the other way. Things
were going too fast,

Governor Seay, .In 1225 such a journal as "The .Anal-
yst,"which I read from time to time, week after week was
practically unable to see any activity of business that
was going on or: the prosperity. I% held that way clear

up to the end, when it transpired that the greatest business
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ever done ™as being done.

The Chairman. There wasn't any feeling of hesita-
tion that we discovered or that was reported here early
in 1925, becasuse we started to sell some of our securi-
ties in Decsmber of 1924, and by .larch of 1925 we had sold
290 million of the 500 million we then held. Then we put
up our discount rates, first in New York, and then later
in the year in the other Reserve Banks. But in 1934, in
the winter of 1923 and 1924, there was a very considerable
feeling of hesitation, We had a report on the rubber and
automobile business here and the textile husiness in New
England; the steel business had dropped a little and
there was a slight slump under way then.

Governor Seay, The borromings on the New York Bank

in March, Anril and ey of 1925, dropved from the peak in

February and ranged lo~ until August, Then they went up
very ravidly.

The Chairmen. In 1225%

Governor Seay, In 1925, Borrowings were high in
February.

The Chairman, They were not very low at any time in

1225,
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Governor S=ay, If you will take the blue line you
will see that they dropped down in May to almost nothing.

Governor Calkins. The fact is there was no such marked
hesitation in 1924 or 1925 as appears at the present time.

Governor Seay, There was in 1924. ily recollection is
that there was some doubt in 1925 during the suring and
early summer months, but then the activity began and
the volume of business was very high,

The Chairmen. Of course there is a seasonal movment
righf at the beginning and end of each year.

Governor Seay, Yes, that is customary,

The Chairman. Those are purely seasonal. The picture

is that as the result of security purchases in 1923 and
early 1924, the 1924 borrowings oretty well disavpeared in
New York. Then beginning after the seasonal movement in
1935 we started to sell our securities and sold a good
many of them. It established a mean of borrowing through
1925 of from fifty to one hundred millions zbove 1924,
S§ the high points in 1935 are pretty high.

Governor Seay, Yes. I was sneaiing about the time
of the year that we are in now, Jarch, April and Mey, It

would seem t0 me that there has been a disvosition in the
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last two or three years not to admit the nrosperity that
evidently has been here, or the tremendous volume of
business.

The Chairman, What do you think we should have as
a nolicy, if any? That do you think the outlook indi-
cates?

Governor Seay, I think it is an uncertain one; that
we are unable to Orognosticate. I will say that the
empioyment being as heavy as it is and the wages being
as much as they are, that they are the elements for very

large activity in business. Thet there will be some

decline from the rate of activity that has prevailed, I

believe is doubtful.

The Chairman. What will be the cause of the change——

Governor Seay, Sentiment, Mr. Chairman,

The Chairnan. Hasn't that change of sentiment to
some extent taken mlace? Hasn't the effect annarently
shown it has taken olace?

Governor 2iggs. I can give you an illustration.
Within the last ten days our directors have visited, with
the exception of one, the branches at Memohis, Louisville

and Lijttle Rock, Te found conditions entirely different
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in those places, ilembers at Little Rock are cotton towms.
They have hed an enormous cotton crop, the biggest I think
they have ever had in Arkansas and Mississippi; Cotton
was at a good price and they picked a little over 50 per
cent of the good cotton and then ™ent to work and contracted
and bought goods on the basis of 100 per cent of their
cotton, Then the rains came on and 50 p=r cent of the
cotton was ruined practically so that they sold it on an
average of less than 10 cents a pound. Therefore they did
not get the high price that they exnected and that sec-
tion of thes country found themselves with a lot of stuff
that they had bought and hedn't vpaid for, and which they
never did get the money to vay for. They had a lot of

stuff that they had bought when they thought they had

the cotton, They had the money snment, The cotton out there

looked fine, =ith indications of a big crop.

Then we jumped ovar to Louisville, where conditions
are unusually good. They had sold their tobacco at a high
price, their corn, and everything was prosperous. 3
There was no question but that in the Louisville district
business was good. They got a good price for the tobacco

crop of last year and the year before and they sold it in
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large quantities, and there was an entlrely/éituation.

zlgom
There wasn't a§37segfiment there, becsuse they had had no

depression in anything.

And, further, at every one of these to™ms we found.
building expansion going on. You never saw such building
in all these towns. Memphis slone has got a hotel that
you hardly have anything in New York that will compete with
it. They built that last year. It has 800 rooms. The
same is true in Little Rock, they are just laying out sub-
divisions; the building of houses and apartments has been
going on and the boom has been very high. It is going on
in Louisville. In Memvhis, Little Rock and those sections
they have just let up to a great extent. They haven't quit
alti;ely, but they are not going shead. Then you can
go north of us into Ijlinols where they have raised an
enormous corn crop and where they were fortunately able to
get hogs and cattle to feed and dispose of it in that way,
So I feel there is a little more than sentiment in the
thing when you go into these districts and sift domn the
causes of why there is a slackening in business. There is
great uneasiness in sll of these towns about this install-

ment payment pronosition. They have just gone crazy on
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the subject. Everybody is selling on installment and
selling enything on =arth.

The Chairman. That is the kind of thing that has
got to correct itself.

Governor Biggs. Just to give you an illustration, in

a little town in Xentucky theyv are selling lots at a dol-

lar a week. They will sell you a lot for $200, let you

pay $10'down and a dollar a week, A man said he had

800 lots that he had sold thst weex and got $600 every week
for a little patch laid out on the edge of towmm. That is
the smallest provosition of its kind on the installment
plan basis, but they are selling everything on the install-
ment plan,

Governor 7¥ellborn. In the Atlanta Tistrict we have
not noticed up any slsckening uv of business in a general
way. Our cities seem to be very vprosperous, New Orleans,
Nashville, Birmingham and Atlanta, Business ssems to be
pretty good. 3Building omerations are continuing on the
same.scale on which they were going last year. In Flonrida
they have had a cessation of speculation in lots, which -
had probably reached its peak last summer, but building

operations are going on at a tremendous rate, They are
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carrying on the improvements that they have started.

Governor Seay, Are any of those large building
companies in trouble that you now of?

Governor Wellborn. Building companies?

Governor Seay, Development companies?

Governor Wellborn. ¥o, I haven't heard of any. I have
heard rumors coming through New Yorik that they were, but
that is the only source from which we have heard it. They
seem to send that persistent rumor out of New York about
some of the developmnsnt companies domn in Florida, but
they are continuing with their development there.

Governor Seay, Do the peovle continue to flock in

and occupy those buildings?

Governor Wellborn. O©Oh, yes. They are 2ll full up.

The new hotels built there last winter are full this winter.
The development from Pslm Beach to siiami is just one conti-
nuous thing, all along the coast, They are spending not
only millione of dollars but hundreds of millions. They
are mating a regular vparadise.

The Chairman. I was in Palm Beach last spring, in
February of last year, and you could not get a room in

Palm Beach. A friend of mine has just come back from
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there who says that the ne™ hotel that they have built
in Palm Beachwicth something lik%e a thousand rooms, is hard-

ly half full. They cannot be mnaking money on nroperty

that heas been developed as expensively as that has been,

with labor as high as it is, with a very short season,
unless they are jammed full,

Governor Wellborn. I was in Palm Beach in January and
things were very crowded then. The hotels were full. It
was very difficult to get a room, The same conditions
Prevail at iiami, In fact they prevail all along through
Florida, I %took a trin of a mnonth, and I went to every
torn where there was a meunber bank, and the hotels were
full and the tomns cromwded.,

Governor Seay, In what month were you there?

dr, Wellborn. In January, Homever, the peak of the
speculation seems to have been reached.

The Chairman. If there are no further remarks on the
revort the motion is to apnrove and file the renort in
the record.

(The motion, having been duly seconded, was unanimous-

ly carried, and the report is as follows:)
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REPORT OF THE OPEN MARKET INVISTHMENT COMITTEE TO
THE GOVERNORS! CONFIRENCE, March 23, 1926.

Since the last Governors' Conference the changes in
the special investment account have consisted of (a) temp-
orary readjustments to offset the effects on fhe money
marxet of government financing at tax periods, (b)purchases
and sales to offset seasonal changes over the turn of the
year, and (c) a reduction in total caused by the repay-
ment of iarch 15 maturities, whilch have not yet been
wholly replaced,

At the December 15 tax veriod temoorary sales of 30
million dollars were made to New York City banks, and at

the Jarch tax period temporary sales of $38,000,000 were

made, of =hich $35,000,000 were made in Wew York and

$3,000,000 in Chicago. The result of these sales was
to exert a considerable stabilizing influence on the mar-
tet at. these veriods.

- During the latter part of Deceumber the committee
purchased 50 million of short~term government securities
to decrease the seasonal strain in the market, and those

securities were resold in the latter part of January and

early in February.




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

26
On serch 15 there matured 65 million dollars of se-
curities held in th= special account, and in addition
$38,500,000 held for foreign account. These amounts have
been fully replaced for the foreign accounts but only
partially replaced as yet by the purchase of $34,355,600

of securities for the System account. This leaves a

balance of $31,411,100 to be purchased for the special

account in order to restore it to 210 million dollars;
the $38,180,000 of Treasury notes which matured December
15, 1935, were replaced by purchase of othermaturities,
thus causing no change in the account.

In the vast few meeks, there has been some change in
credit conditiong, but more varticularly in business and
financial veychology. The stock mertet boom has lost its

impetus and the amount of funds employed by the market

: has-diminished by about 300 miilion dollars from the date

when vublic reports were comaenced. Real estate specula—
tion has calmed do™n somewhat, There are also reports of
businese hesitation, evidence of which may be found in a

weakness in commodity prices, a decline of unfilled orders

of the oteel Corporation, some recession in retail trade

and some decrease in the amount of building permits taken
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out, although the actual volume of current business trans-
actions continues very large. But some business hesitation
anpnears t0 be a not unusual accompaniment of a rather sharp
arrest of stock speculation following a long extended
period of activity. |

Thus far it would appear that the diminution of
speculative activity is wholesome. The movements which
have taken place have been orderly and ther2 has beennno in-
dication so far of uﬂtmward consequences. It is not yet
clear how far liquidation will be continued and it is, of
course, still possible that there might be a revival of
speculation with the dangers it involves. It appears more
probable, however, that the peak of this speculative and
businéss expansion has béen passed. It therefore seems
approbriate in view of the above to discuss at this time
what our open market policy should be in the event a
business-recession calls for a revision of policy before
we meet in another governors! conferance.

Experience in the vast has indicated that member banks

when in debt at the Federal Reserve Bank of New York, and

in less degree at other money centers, constantly endeavor

to free themselves from that indebtedness, and as a conse-
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quence such pressure as arises im in the direction of
curtailing loans. This is now accentuated over a year

ago as the discount rate at New York is a full one per
cent higher, and one half of one ver ¢snt higher at four
other banks. As the accompanying table of the earning
assets of the System shows, the amount of credit furnished
by Reserve Banks on meunber banks direct borrowing, just
prior to the sarch 15th operations, was larger this year
thah on any corresponding date since 1323,

TARNING ASSETS — FEIDTRAL REISERVE SYSTEM
(In millions of dollars)

222 1923 1924 1925 1926
Mer. 8- Mar.,7- Mar.l2-ifar,ll-iar.1lO0.

Discounts
New Yorkx (City) 14

Chicago (City) 3

Other
Total.

Bankers Accept-
ances

U. 8. 8ecurities~
Committee

U. 8. Securities-
Other

Other Earning -
Assets

Total 1077
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The total amount.of borrowing undoubtedly exerts

some pressure upon the business commnity, Should we

go into a business recession while the member banks were
continuing to borrow directly 500 or 600 million dollars,
(if bills are includdd nearly 800 million dollars,) we
should considsr tazing steéps to relieve some of the pres-
sure mwhich this borrowing induces by purchasing govern-
ment securities and thus enabling member banks to reduce

thei? indebtednéss.

It is not vossible to predict to what extent member

banks will continue their borrowing on the preéent scale
in the event of a business recess. The relegse of funds
now employed in the security markets, a decrease in cur-
rency r2quirements, and some decrease in bank loans for
business undertakings, would likely be partly offset by
inecreased requiremnsents for funds to carry accumulating in-
ventories., Perhaps the major determining factor will be
the movement of gold. During the first half of iarch we
received 30 million dollars of gold from Canada and this
movement resulted in easy money rates in New York in the
second weex of the month, It seems possible thet this

gold movenent may be continued somewhat further, and, if




80, 1t would correspondingly liquidate the borrowings

of member banks in New York, The usual movement of gold,
however, if seasonal causesg onerate, would lead us to anti-
¢cipate gold exports rather than imoorte during the summer
monthe, with perheps further imports in the fall, With
these conflicting tendencies future changes in our loan

account are especially significent as a guide and we

should see that the tothl does not become or continue

too burdensome,

FUTURE POLICY. As a guide %o the timing and extent

of any purchases which might appear desirable, one of our
best guides will be the amount of borrowing by member

bant® in principal centers, and particularly in New York

and Chicago. Cur experience has shown that when New York
City banks are borrowing in the neighborhood of 100 million
dollars or more, there is then some real pressure for re-
ducing loans, and money rates tend to be markedly higher
than the discount rate, On the other hand, when borrowings
of these banks are negligible, as in 1924, the money situa-
tion tends to be less elastic and if gold imworts take

place, there is liable to be some credit inflation, with

money rates dropping below our discount rate. When member

hitized for FRASER
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banks are owing us about 50 million dollars or less the
situation appears to be comfortable, with no marked pree-
sure for liguidation and with the requisite elasticity.
Under those circumstances no single bani tends to be in
debt for any extsznded wmeriod and borrowings are passed
around among the different banks., Call and time money
rates tend to be but slightly above our discount rate.
With this situation existing in ¥New York, there is less
tendency for funds to be attracted to New York (particul-
arly since commercial rates at such times are apt to be
higher than stock exchange rates for call money) and the
situatioj has a considsrable degree of stability,

The accomoanying ‘chart shows the amount of borrowing of
New York City banks by weeks during the past four years.
It shows borrowings to be lerge during 1923, when, as we
all know, there was some pressure for liquidation. Allom
ing for the seasonal increase and decrease in Decsmber,

1923, and January, 1924, borrowings were Very small during

1924 and we recall that during the balance of that year

while there was considerable instability in money condi-

tions, it was accompanied by a gradual revival of business
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over 1933. In 139235 borrowings were sufficiently high
during parts of the year to place some pressure on the
New York City banks. It was in this stage that rate ad-
vences were made. In the event of business liquidation
now appearing it would seem advisable to keen the New York
City banks out of debt beyond something in the neighborhood
of 50 million dollars. It wopuld Probably be well if some
similar rule could be avplied to the Chicago banks, al-
though the amount rould, of course, be smaller and the
difficulties greater because of the influence of the New
York money market,

In general it would appear that we should not increase
or diminish the special account immediately beyond gradual--
ly replacing the issues which natured on ugrch 15 as mar-
kxet conditions warrant, but that we should wrepare our—
selves now for the »nromot purchase of some further amount

of securities if and ~hen there should be further evidence

of = recession in business activity, especially if there

is no further liguidation in the amount of Federal Reserve

credit employed.
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STATEMENT SHOWING PARTICIPATION BY FEDERAL RESERVE BANKS IN SYSTEM SPECIAL INVESTMENT

- Exhibit A

ACCOUNT AND CLASSIFICATION OF ISSUES HELD IN THE® ACCOUNT BY MATURITIES

Boston

New York
Philadelphia
7leveland
Ricmond

Atl=znta

Holdings

Helding
Rgt io

1, 688,000
43,733,900
3,331,000
9, 908, 500
3,488, 500

10, 289, 600

1.0%
24.5%

7%
5. 5%
1.9%

5.8

Holdings by Maturities

June 1 5.1

June 1%,
September 15,
December 15,

March

December 15,

15,

1926
1926
1926
1926
1927

1927

3% c/1
31/4% c/1
4 1/8d /0
3 3/4% c/1
a 3/at T/

4 1/24 TN

¢ 1,800,000

28, 900, 000
17,901, 000
47,260,000
44,856,600

35,371,300

chicape 18,718,600 10,57 September 15, 1928 4 1/47 3rd L/L 2,500,000

St. Louis 16,049, 500 9,09

Minneapolis 4.37

7,671,000

Kansas City 17,726,000  9,9%

Dallas 18,831,500 10.6%

16, 3%

8178, 588,900 100,0% 4178, 588,900
b — e
-

San Francisco _ 29,154,000

This statement includes future purchases ¢o be delivered on or before March 20,1926,
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Exhibit B

PURCHASES OF BANKERS ACCEPTANCES FROM JANUARY 4 TO MARCH 10, 1926 AND ANMOUNT
EACH BANK HAS RECEIVED IN EXCESS OR SHORT OF ITS PRO R4TA SHARE

UNDER APPORTIONMENT PLAN PUT INTO EFFECT JANUARY 4, 1926

Ratios of
Participation

Bills
Acyuired
{Nct)

Boston 7%
New York 247
Fhiladelphia 8/
Cleveland

Richmond

Atlanta

Chicage

St. Louis

Minneapolis

Kansas City

Dallas

San Francisco

pitized for FRASER

Totals

ps://fraser.stlouisfed.org

$ 19,830, 000
62, 659, 000
25, 752, 000
217, 395, 000
13, 792, 000
11, 390, 000
38, 012, 000
13, 262, 000
10, 691, 000
15,908, 000
10, 732, 000

25, 543, 000

Bills Entitled

to Acquire

Bills Over
Pro rata
Share

Bills Shor-
Fro ra%a
Shiore

3 19,247,000
65, 992, 000
21,597, 000
27, 497, 000
13, 748, 000
10,999, 000
38, 495, 000
13, 748, 000
10, 999, 000
16, 498, 000
10, 999, 000

24, 747, 000

w 583,000

0
3, 755, 000

0
44, 000
391, 000

0

0

0

0

0

79 6, Q00

0
3,333,000

0
102, 000

0

0
483, 000
486, 000
308, 000
590, 000
267, 000

0

5274, 966, 000

4274, 966, 000

95, 569, 000

e

P

e ——.

35, 569, 000

f e =




Exhibit Cq

STATEMENT SHOWING EFFECT OF DISTRIBUTION OF SYSTEM OrEN MARKET FURCHASES DUKING 1925 TO MEET EXFENSE
"KEQUIRELENTS OF FEDEnAL KESERVE BANKS, WHICH DISTRISUTION (1) DURING FinsT NINE wONTHS
WAS ON BASIS OF CURRENT EXFENSES AND DIVIDENDS AND (2) LDURING BALANCE
OF YEAK TO FROVIDE FOr CHAKGE-OFF3 A3 COMPLETELY AS FOSSISLE

Current Exw
Gross penses and Current Net
Earnings Dividends Earnings

Charge-offs, Net After
Depreciation all Cherges
Charges, etes and Dividends

Boston 2 3,288,546

‘i921528)503 ") 760'043 v 122»110 P 6370933

New Yoark 10,217,174 8,213,398 2,003,776 788,674 1,215,102

Philad eiphia
Lleveland

Ri chmon;i

atl ant a
Chicago

5t. Louis
kinneapolis
Kansas City

Dallas

3,135,549
4,013,456
2,182, 460
2,072,378
5;424,663
2,055,637
1,438,341
2,369,986
1,613,626

2,709,480
3,378,441
1,609,776
1,502,220
4,686, 253
1,696,853
1,291,388
1,985.870
1,478,583

3,171,553

v34,452,320
E e

Sen Francisco 848 £90
Totals +41, 800, 706
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426,069
635,015
372,684
570,158
738,410
358,784
146,953
324,116
335,043

M

T g A
e e et i RRNS

21,162
203,250
154,736
820,455
551,153
759,078
105, 558
299,621
312,147

611,332
¥4,815,279

I A P BT
P e e

404,907
431,765
217,948
250,297
187,257
400,294
41,395
24,495
22,896

-
R A e A T

42,533,107 Net

B e ot naid
P e s I




Exhibit "p%

STATEMENT SHOWING EARNING ASSET HOLDINGS OF ALL FEDERAL RESERVE BANKS MARCH 10, 1929 COMPARED WITH PREVIOUS WEEK AND MARCH 11, 1925; ALSO WEEKLY AVERAGCE
OF EARNING ASSETS FROM DECEMBER 31, 1925 TO MARCH 10, 1926 AS COMPARED WITH CORRESPONDING PERIOD AND ENTIRE YEAR 1925
Omitted)

Boston New York Philadelphia clo'volund Richmond Atlenta Chicago St. Louis Minneapolis Kansas City Dallas San Franci fco Total

Bills discounted March 3 §36,089 §172,576  $53,887 $48,620 $43,417  $33,055 988,667  $25,607  $10,518 $22, 558 $ 6,644 $41,576 583,214
" " " 10 22,311 156,018 51,117 52,007 43,650 30,336 64,501 20,214 3,876 14,145 6,705 37,545 502,425

Net Change 13,778= 16,558 2,770- 3,387+ 233+ 2,719=  24,166= 5,393 6,642= 8,413~ 61+ 4,031~ 80, 769~

Bills purchased 43,375 67,263 19,299 19,124 22,312 31,092 13,797 7,047 14,739 24,991 286,607
2 » 40,555 69,140 19,717 21,009 18,499 30,234 14,300 7,974 113,896 24,592 284,520

Net Change 2,780 1,877+ 418+ 1,885+ ‘ 3,813~ 858 503+ 927+ 843 399=- 2,087-

Government securities 8,267 54,349 19,063 31,559 15,208 44,021 23,907 16,578 43,945 325,758
. " 7,718 61,297 21,309 33,496 17,219 46,816 27,044 18,078 49,643 359,666

Net Change 489« 6,948+ 2,246+ 1,937+ 2,011+ 2,795+ 3,137+ 1,500+ 5,698+ 33,908+

Total earning assets 88,392 296,572 96,126 100,234 70,923 164,972 63,685 34,421 111,112 1,207,429
" " " 71,353 288,866 96,029 107, 453 66,406 142,757 61,936 30,209 112,387 1,158,559

Net Change 17,039~ 7,706 97 7,219+ 4,517-  22,215- 1,749~ 422 1,275+ 48,870~

Woekly Average of Earning Assetes

Dec. 31, 1925 to March 1o,A1926 109,703 269,672 93,283 100,275 52,909 82,023 153,667 63,756 67,702 56,654 103,448 1,185,032
Corresponding period 1925 92,788 323,935 76,011 122,724 34,709 24,422 129,311 38,568 ; 45,023 41,791 103,775 1,060,590

Net Change 16,915+ 54,263= . 17,272+ 22,449= 18,2004- 57,601+ 23,356+ 25,088+ 22,679+ 14,863+ 327= 124,342+

December 31, 1925 to Mar,10,1926 109,703 269,672 93,283 100,275 52,309 82,023 153,567 63,756 67,172 56,654 103, 448 1,185,032
Entire year 1925 93,459 287,133 85,078 113,904 54,734 56,548 138,045 55,936 57,293 49,024 109,866 1,138,291

Net Change 16,244+  17,461- 8,205+ 13,629~ 1,825- 25,475+ 15,622+ 7,320+ 10, 409+ 7,630+ 6,418- 46,741+

Comparison of Earninz Assets

March 10, 1926 288,866 96,029 107,453 61,082 66,406 142,757 61,936 54,123 112,387 1,158,559
March 11, 1925 384,709 87,649 125,294 44,466 29,501 121,914 31,195 32,469 91,062 1,114,060

Net Change 95,843~ 8,380+ 17,841- 16,616+ 36,905+ 20,343+ 30,741+ 21,654+ 21,325+ 44,459+

_SUMMARY FOR SYSTEM

Bills discounted for week $ 80,789=
Bills purchased for week 2,087=
Government securities for week 33,908+
Total earning assets for week 48,870
Weekly average of earning assets Dec,31, 1925 to Mar,10/26

against corresponding perioed 1925 124,342+
Weekly average of earning assets Dec.31, 1925 to Mar,10/26

against entire year 1925 46,741+
Comparison of earning assets March 10, 1926

' with March 11, 1925 44,499+

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




, _M.. : ; M
|
- |
Heu el
o H
o
- A o
W O ®
L )
Ut 2
o e |
L
o 4
1 .m t
N =5 H,,‘M
L /
=
o = =m :
~~— ) t
e
. 5
: 4
= &
: i
> 3 , 1
el - 2
< 2o m
i o =
=i
& 4
~ -
R
L ' &
Lo o
1 o
) = k-
N A \
25 S =
= <) > @] )
. 0 Q Lo Lo
SRRl Tl e

S, T &
A S ety i T oY -
Lz, PR Leait AR JRER Y 7 e R

LI A Y&%ﬁg{wﬂf?&& g



‘The Chairman. We do not want to discuss discount
rates bsfore our meeting with the Board.

Governor Seay, I thinkt we might crystallize the
opinion here, iir. Chairman,

The Chairman. I suggest we postpone discussion of
that until we meet with the Board, unless you want to
take a poll to see if there are any strong opinions here
about what ought to be done. If there is no call for
discusgion we will ﬁass that and take up Topic 1-.C.

1., (REDIT TRANSACTIONS AND POLICIZS.

C. Discount or Loan Policy in respect to:

l. Continuous BOIrTrowers.
2. Larpe Lines,

The Cheirman (continuing:) I suggested putting
this on the nrogram because we had had a great deal of
discuseion of our policy in New York recently and I think
we have made nrogress in the handling of some cases
that have been a little difficult.

Governor Calitins. Does this topic refer to conti- -

nuous borrowings by banks or from banks?

The Chairman, Continuyous borrowing at the Reserve

Banks by members. We made up some figures recently, OT

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




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

the Board did, T forget which, from which it appeared
there were nearly 900 menber batks which had been conti-
nuous borrowers for over a year in their Reserve Banks,
for the whole system, The nunber in New York rums
from eight %o nine,'twelve and fifteen. I doubt if there
are any more than that, I would like to take Back some
report of what the exverience of the other banks has been
and what they do to these menbers that come in for a cer-
tain amount of credit and just stay as steady boarders.
I mean banks that are in good condition and can take care
of their obligations.

Governor Seay, Do you mean large banks, Mr,Chairman?

.The Chairman. Oh, the country banks, moderate sized

‘banke and the small benks.

Governor Norris. iy recollection is that those fig-
ures that you have just alluded to were gotten up when the
Reserve Board asked each Reserve Bank to supply them. I
do not recall whether they have all been supplied or whe-
ther the banks have been advised of the results of the
complete tabulation.

The Chairman. We have the figuree in New York but

°8V€ 1ot semany renort on the subject. -
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Governor MNorris. I have no recollection of having
received one from the Board and I thin¥ if I had received
one it would have interested me and I would have remembered
% A

Governor Calkins. As a matter of fact a compila-
tion of figures showing the number of banks that borrow
for more than one year continuously, without some discrim-
ination, would not be informative. The mere fact that 900
banks of the country have been borrowing for more than one
year does not wnrovide information of value, The only
information that we can use in considering the subject
or acting upon the subject is discriminating information.
Roughly speaking there are about three different kinds

of continuous borrowing banke. This does not apply to those

happy, untroubled svots lite some of the eastern districts,

buf réfers to the 1arger nart of the country. First there
is the bank that has been continuously in since it got in
over its head and has not yet gotten out, and which cannot
get out., We have got some of those in all parts of the
country except in the eastern districts, 8Second, there is
the bank that is buying business by using the Federal Re-

serve Bank funds and doing it persistently. Third, there
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is occasionally, and I think only occasionally, the bank
that sees a profit in using the Federal Reserve Bank and
does it for no other purpose except ths small profit in-
volved,

Governor Norris. I di3 not catch your second classi-
fication. I thought the last ons you stated wae your se-
cond one.

Governor Calkxins. The bank buying business with the
use of Federal Ressrve Bank funds.

Governor Norris., Fhat is the distinction between
your second and third classes?

Governor Calkins. The second class 1is not necessar-
ily operating through the Federal Reserve Bank or in a
Federal Reserve Bank%t exclusively for the amount of profit
but in order to get business which it could not otherwise
carry. -It is generally a new or a very enterprising bank. -
There are some of those in all districts, and I think
there is a distinction between the two classes.

Governor Young.We have had a little experience with

that in the Northwest, and if I recall correctly the fig-

ures made were asked for on September 1° or October 1 of

last year, That was not the best time to secure those fig-
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ures. For instence, I think we renorted some 75 vanks
that had been in our debt for a year or more, and just
before I went away I checked that up. At the present
moment we have twenty banks that have been in our debt
for five years, two for three years and one for two years
and one for one year, I presume the same thing is true

of Dallas, Xansas 0ity, Chicago and elsewhere, but we

found in the start that a great number of baniks attempted

to use the Federal Reserve System solely for profit.
That perhaps had a great deal to do with conditions that
developed and which I presume are the same all over the
United States, We got those directors in and talked
with them, It required a great deal of patience, but I
think so far as our District is concerned now that there
isn't a single solitary bank that will borrow for profit;
there isn't one that would not vay up if it could not pay
up. I find all over the District that they will send
United States bonds or disnose of prime commercial vaper
or anything else to avoid borrowing,

Governor ucDougal, I have a memorandum here prepared
by sr. Blair, who is directly in charge of this matter in

our institution. He states there are three classes of
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cont inuous borrowers: First, those ban%s that have accum-
ulated such a line of slow loans that they have not been
able to reduce their discount to the proper relation to
their deposits, and for that reason have been continuous

borrowers., We have a large number of this class of bor.

rowers in our district, especially in Iowa, growing out

of the situation in Wisconsin. We have followed the policy
of urging the State banks to make collections as rapidly
as possible but have continued to let them borrow gs far
as necessary to keep the banks open, taking especial care
that we have a proper margin of collateral on paper dis-
counted and that the character of our securities is fully
maintained. Secondly, there are continuous borrowers for
the purpose of making profit on the rediscount. I think
that should be modified to the effect that there are tend-
encies on the part of certain banks to borrow continuously
for profit. It is our policy to watch those cases and to
correct them. Then there is a third class of country
banks, located in places where the demand continuously
exceeds the supply of local cavital, Those banks should
also be restrained and the borrowing bani urged to in-

crease its capital, although this class of banks is probably
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entitled to more consideration thah the bank borrowing
continuously for profit. Governor Calkins made reference

I think to contoauous borrowings being confined largely
t0 banks that are not in good condition, if I understood
him correctly, and that is true in our case,

Governor Calkins. ur, Blairié first class is exactly
the same as mine. I have no case in mind in our district
where long continuous borrowing exists in connection with
any banzs that are in real good condition,

Governor Wellborn. I do not notice that any of our
banks, hardly, are borrowing for nrofit. There are some
banks that have not gotten over their 19230 troubles, are
unable to pay out, and they are just merely working them-
selves out. Apvarently some are borrowing for profit, but
not really so. In our section they cannot afford to in-
crease their capital stock. They have to borrow pretty
heavily every year, but that is not done for profit. It

is done merely to accommodate their customers in the com-

munity.

The Chairmen, Your banks are pretty steady borrowers,
probably more than any other Reserve Banks in the System,

are they nott Your discount account has been about as
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steady as any.,

Governor Wellborn, Ours hag been very low last year,
e had to appeal to the Committee in New York 10 give us
some open market vpaver in order to vrovide for our €earnings,
because our discounts were very low. But their recent
offerings have been quite heavy, and they are increasing
now very rapidly, Our »nolicy with the continuous bor-
rower 1s to inesist upon the member banks, which borrow
from us seasonally, to pay up their indebtedness once a
year., That of course is sometimes prevented by crop fail~
ures and other emergencies. But our experience with the
banks that horrow continucusly is that sooner or later
they find themselves in serious difficulties, and it is
therefore our practice either to call them to the office
for a conference or send one of our officers to talk with
the directors of the mémbertank and endeavor to bring them
in line with our policy,

The Chairman. Are there any further remarks?

Governor Seay. We are familiar with the three classes
of banks described by Governor Calkins. I think you stated

that your consideration of the matter had been orofitable

and you hed arrived at a nolicy in dealing with those banks.




Is that correct?

The Chairman. Well, we are shaving something up that
seems to be worting by classifying all the banks in the
District, that is those that borro~ from us and that we
are watching, 1 suppose the clasgification will get dom
ultimately to & consideration of the circunstances of each
individual bank, as it should; but in the meantime it is
pretty difficult, until your men are thoroughly experienc-
ed in the condition of each bant and its history of bor—
rowings, to pick up an individusl bankt unless you have
some rule of thumb to go by. If you are interested in it,
Governor Seay, I can tell you the way in which we are
approaching it,

dovernor Seay. I would like to hear it, ur. Chairman,

becsuse I an interested,

The Chairman. There are five classes of banks in

thé District that —e watch especially in connection with
their borrowings, First of course are those that are

on the special list, when the examiners of the Comptroller
indicate that they are not in tip top condition;second, are
those which show a tendency to borrow an unduly large

amount; third, those that show a tendency to = continue
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borrowing for too lomg a period; fourth, a special group
of bans in the uptow section of New York in the cutting
up trade, the needlertrade, the fur business, and so om,
where they borrow seasonally very heavy amounts, beginning
at this season of the y=ar and vpaying off in the fall,
Those fellows are all inclined to over-borrow. Since FATSh
the Wall Street banks which lend money on the Exchange and
are in and out with very large amounts, and whom we do not
want to ride us to death when the Stock Exchange rates

g0 up,

Now, in zoing over this little analysis of the

types of borrowers with Professor Sprague, he says that

me should have a sixth class, and then he thinks it will
be pretty well covered. That class contains those

banks which bacome borrowers and which give the excuse for
borrowing the fact *hat they have lost devnosits and where
the loss of devnosits becomes rather a permenent or conti-
nuous thing, indicating some decline in confidence in the
bank, and some reason for a need of change of management
or change of policy of the bank. I am satisfied myself,
and have so stated to our officers, that the management

of the borrowing account of any member bank has got to be
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judged individually as to each bank on its o™ merite in
each instance. Unless thet is done you might do an injus-
tice in driving those fellows to vay of f when they should

~not, or in some cases the banks may be borrowing quite in
accordance with what we regard as the orthodox princivle,
and nevzartheless be borrowing a great deal,

Governor Qalkins. 0f course thies discussion mith re-
gard to the classification of bants is guestionable, be-
cause roughly theres are only two classes — good and bad
bants, slthough I will say that there probably isn't any
nrobability or woseibility of classifying them in that
way. However, I am particularly interested in the second
classificiation, that 1s ban's that are borrowing unduly
large amounts., Ho™ do you det~rmine whether a bank is
borrowing a larger amount than it should? What is your

standard, and what is the definition of over-borrowing?

The Chairmen. That type of borrowing has got to be

dealt with by consideration of the circumstances of each

bank »

Governor (Clazins, In other words, you cennot classify

over-borrowing.,

The Chailrman., There are very few banks in our District
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which, if we anplied a rigid rule, - very few banks out-
side of ﬁew Yort which would not have securities or bought
pacer, or something of that sort, which they could sell
so that they wnuld not need to borrow a cent from us,
There are soms that need more money, and the situation is
'-about like this: When the country bank apolies for a dis-
count =e look over their affairs and we find that they have
got some Government bonds and some good bonds or securities
that they can dispose of, We let them have a loan and
write to'them at once and say "This makes your reserve
good, but we want you to liguidate some of that stuff and
pay us off, " That situation would arise with almost
ev>ry bank in the District and the result would be that
these country banks, which borrow anywhere from eight %0
ten to twenty or twenty five millions, at different times,
would say "All right, we will borrow fron our NWew York City
banks, our old correspondents’; we would not lend any money
to our country members; thsy would all borrow in the City

of New York snd then —e mould simoly have to lend so much

more to the New York City banks. You cannot carry those

rules too far or have them rigid or bureaucratic. I regard

one of the functions of the bank as being that of supplying
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the amount of credit that is required to make good the re-
serves of the member banks, and not to run each bank in-
dividually and say that it should be the one to borrow, or
that some other bank is to be the one, Today the Reserve
Bystem has got to furnish eleven hundred million dollars in
credit or there will be a big deficiency in the .reserves
of the memnber bants and we will have a period of sharp liqu-
idation, 80 it is a question of which amnong the menber
benks, assuming theat they are in zood condition, are really
entitled reasonably to borrow from you, even if they have
got securities that they could sell, It is just a ques-—
tion of not letting them ride you to death. But we could
not call the loans from all the banks which are borrowing
from ue which heve other resources to which they could
turn, becazuse if —e did we would have a very difficult time
in this country.

Governor Caltins, If you seid to a bent thet came

to you to borrow "You heve Government oonds and commercial

paper and things that you can sell, and you don't need to

borrow"  the obvious retort would be "It is evidently to

be your policy to loan money only to such banks that can-

not take care of the provosition in any other way; in other
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words you are discriminating against your well mnaged
ban: in favor of your badly managed bank,"and that would
be perfectly sound criticism,

The Chairman. On the other hand, if a bank in first
rate condition has made some Stock Exchange loans and comes
to you to borrow two or three times their capital, and
with the nroceeds of that loan they apvear to bz buying
more securities and commercial paver, and are riding you
to death, then there is something to be said to them, ob-
viously, and it is a question of judgment in each individ-
ual case, is it not?

Governor Seay, dovernor Caltins asked what would be
the measure of a bant's borrowing. I would like to ask if
he does not think thset the bank's canital funds, with some
consideration as to the size of its deposits, is not a

measure of what ths bank should borrow, or be permitted %o

borrow, either occasionally or with some degree of contin-

uity?

Governor Calkins. It ought to be some indication, but
it could not be used to determine a policy.

Governor Seay, Kouldn't'you think it could be if it

was disnosed to borrow continuously? If it was out of pro-
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portion to those funds, then there ought to be a check-up.

Governor Calkxins. But we are not now talking about
continuous borrowers, but borrowers of large amounts.

Governor Seay. That would covsr both.

The Chairman. e are talting sbout borrcwers of large
amounts. I can give a very good illustration of the diffi-
culties of determining that gquestion. You xnow towards the
end of the year in New York there is a Very heavy draft
made by the interior bants, which carry balances in New
York, and which wigh to pay off at their own reserve bénk
and clean up their statement or statement day., It happens
that this last year the drafts on New York and other cir-
cunstances, doubtless owing to the fact that the New York
banks wepealready borrowing quite heavily from us towards

the ond of the year, as they always are, and the fact also

that we had been talxing to soms of our banks about the

amount they were borrowing from us when they had a consider-
able amount of money on call on the §tock Exchange, all led
to a sort of jam at the end of the year, The New York City

banks were losing devosits to the interior over the wire

transfers; that rather checked them up in borrowing to00

heavily from us a little bit, and towards the very last two,
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or three days of Lhe year the Stock Exchange was in need
of a hundred or a hundred and fifty millicn dollars more
than was there, because everybody wanted to call loans at
the same time, and somebody had to put the money up. We
bought, as you know, 50 million in securities. Then at
the last minute the deadlock was broken and one of our
large banks borrowed a large sum of money from us and
put the money out. There 1s an illustration of the
difficulties thet applies to the System as & whole.

Who is going to borrow this money from us to make gcod
the reserves of the banking system as a whole? Some -
body has got to do 1it. Tf we took our loan and acceptance

sccount out of the market today, of say eight or ten mil-

lion dollars, we would have a contraction of bank loans

and deposits in the United States of seven or eight Ril-
lion dollars, which the country could not stand, So there
i1s another guestion, as to whether the borrowing bank
ought to be censured, per sSe, just because it 1is borrowing,
Somebody has got to borrow the money.

Governor Wellborn. We have had a situation in our

District of the country banks coming to us early in -the
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year and wanting to ‘tnow how much credit they could get,
they anticipate a certain amount of business from their
customers, and they almost force us to establish a line,
just like the New Yort bants did when the Federal Reserve
System started, e gave s good deal of thought to the
situation, we discussed it in our board, and decided we
would give then up to canital and surplus, that ie the in-
vested canital in the bank. That is our rule, but it is
not a rigid rule and it is altered quite frequently when
an individual case comes up, if a ban% happens to lose
devosits and needs additional accommodation, or where they
have State funds or county funds or bond issues and need
additional credit from us. In cases of that kind we relax
that rule, But at the beginning o the year when they ask

us how much they can borrow, we tell them uo to their

capital and surnlus. We find out that that works out very

well and keeps them down to rzeasonable borrowings.
Governor Talley, Do you tate into consideration other
‘borrowings that they contemplate?

Governor Wellborn. It includes all borrowings with

us, and outside borrowings. We advise the banks that we
do not think it is safe for them to be borrowing more than
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their capital and surplus from all sources. However we
relax our rule in snecial cases.

Governor Young, That request has coms to iinneapolis
a great many times and we have nevar made a vromise as to
what —e =mould lend, ®¥e tell those banks that me will lend
them what is necessary, depending éentirely on what they do
during the interim, We find thet is a pretty good check
to keep on the country banks. We do not want to say to
them that we will not lend them $25’OOO or that =e will not
lend another one $50,000. e prefer not to put any limit
on it, but we will tell them that at the time they want
the money they will take the gquestion up; that if they
have been conducting their institution in the way that it

should be conducted that they will find liberal credit at

our bank; othermise not. We find that that has had a good

effect, and we have never made any definite commitments

for the future.

Governor Seay, Have vou ever established a 1imit in
their borrowings beyond which you "ould not permit them to
go?

Governor Young. No, never. Weloaned a bank in our

District $575,000 that had a cepital of $25, 6000, and any
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man around this table mould have made the same losn under
the same conditions.

Governor .igDougal. 0f course you do not extend any
further credit when they .have gone the limit with you?

Governor Young. Oh, no. When they are through, they
are through.

Governor ..cDougal. You are contemplating a volicy,
Governor 3trong, if I understood it correctly, under which
you would gauge the borrowings or det2rmines the propriety
of the borrowings on the part of the country banks to some
extent on what they had in the way of merketable stuff
in the way of bills or other good securities?

The Chairman. No, Thet is simply one of the factors

to taite into consideration.

Governor ilcDougal. If you di? that w—ith the country

bangs it mould only be proper, I think, to apnly the same
rule to the city banks, would it not?

The Chairman. We have generally said to the New York
Uity banks that have gotten do™n in reserves and have come
to borrow from us, and who have got a lot of money out on
call, to readjust their reserves and not %0 borrow conti-

nuously from us when they have call loans. But there is no
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mathematical rule that you can apply to it.

Governor sicDougal, None at all,

The Chairman, When a bank is borrowing too much or
too continuously, an’ there is ground of complaint about
the way thet they run their borrowing account, and you
find that they have other resources, you have an argument
to use with them that you would not have if they had no in-
vestment they could call in and were just borrowing from
you in order to take care of the local demands of the com-
munity. That ie rather the case in our District, though,

Governor Young. We have no cases at the present time

of long and continuous borrowing on the vart of banks loc-

ated in any of our Reserve cities. We had one that

smacked of that and it was given the kind of treatment

that you refer to, being one where they were carrying a
very large and unjustifiable amount of Government securi-
ties. 1In that case we approached the officers of the bank
and told them that it had been clearly demonstrated that
they were carrying more of their securities than they could
carry conveniently without steady borrowing; ™e asked them
to dienose of them, and that was done.

The Chairman, With a four per cent discount rate
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and the present level of return on governments, there is
very little inducen=nt to do that, They were losing money
evary day.

Governor Young. It was a case where the Government
securities were bought some time ago and they have carried
them continuously.

The Chairman. Buat they are losing money,

Governor Young. They hsven't lost money on these trans—
actions because of the increase in value of the Government
securities,

The Chairman. I znow, but if they can sell the bonds
on a 3.70 basis and they are borrowing to carry them at the
4 per cent discount, they are certainly losing money every
day.

Governor Young. They were not borrowing for profit.
They were borrowing because they di< not want to dispose
of their govsrnaent bonde, and they were carrying too many
of them,

Governor Calkins, They were borrowing in anticipation

of an increase in the value of the bonds which they were

carrying which would make up» more than the differential

in rates,
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Governor Wellborn. I want to add %o my previous
statement, that in making this rule of vermitting them to
borrow up to the xtent of the capital and surplus, we ex-
ceoted from that offerings of government bonds and comnodi-~
ties, because they are self-liquidating paper.

Governor Seay. As to continuous borrowing, there can
be very little, if any, difference of opinion. Tt ought
not to be vermitted.

Governor Bailey. We have some cases where we would
like to prohibit it if we could.

But

Governor Seay,/ 4s to the size of the borrowings I am
in quite in agreement that it depends upon the circumstano--
es of each case.

The Chairman. We have discussed this topic pretty
fully. As to Topic 1-D, we will postoons discussion of
that until .ir., Bexer is here tomorromw,

The next topic is 1-E.

1. OREDIT TRANSACTIONS AND POLICIES.

Ze Snould a Federal reserwe ’ban: make advances to

member banks on bills payable secured by United States Gov-

ernment securities held in safeteeping without taking steps

to ascertain that such securities are the property of the
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offering member banks.

Governor Bailey, I asked that this be out on the pro-
gram simply bscause I wanted to find out from the other
Governors just what they do in the case of banis that leave
securities with the Reserve Banks for safekeeping. There
is so much of thie in our Bank, the leaving of other
peoples' bonds for safeteeping, that we aie up against
this oroposition: Te have put out an open letter saying
that =we will only take from unember banks and receipt to
the bani for the bonds. They send in a letter saying that
they are transmitting certein bonds, telling us who they
belong to, and we will write back and say that ™ cannot
take those bonds under those conditions, but that we can
only take them as the bonds of the menber ban¥ and that
we will receipt to the memnber bank for the bonds. They
have told us that they telong to their customers, and

three fourths of the bonds in our bvant nom ~“hich we have

gotten from country baniks are those of firms and business

men who live in their communities, who have left theilr
securities —ith the little country banz, where they are
just as unsafe as they can be, I think it is one of the

best services that me are rendering out in that section of
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the country in taking those securities and keeping them
in our vaults with all the protection that we have. As
a matter of fact they write and tell us that they enclose
bonds belonging to so and s0 and me always write back and
say that me cannot receive the bonds except bonds of the
member banks. And then this question comes up: Suppose
that a bank to whom we have sent such a letter comes in
and wants to borrow a hundred thousand dollars, and we will
say that they have $300,000 on deposit for safekeeping with
us, 3100,000 of which is their own. They come in and want
to borrow a hundred thousand and mwe loan them a hundred
thousand. Those bonds are not segregated, but are just

allowed to stay in safekeeping. Now in case the bank

should fail, and we have that balance of bonds that we could

take, but sunvose it develops that the hundred thousand dol-
lare that =me have taken as security belong to the customers
of the denositing bank and were not the proverty of the

bank? FThere would —e be?

The Chairman. It would denend on whether you had notice
or not.
Governor Bailey, 1Is that notice?

The Chairman, Surely.
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Gogernor Young. There are two means of checking that

Governor Bailey., Just a moment. 7hen me make a loan
of that tind we make them certify that they are his bonds.
We always make them do that.

The Chairman. Yes, but he certifies that they are
his bonds sometimee when they are not. His certificate
isn't any good.

Governor Bailey. The point is how are you going to
get around that? They may not have been his bonds when he
sent them to you, He may have bought them afterwards. How
are we going to tell? If the member bank comes in and says
they are his bonds, when he has told us a year before that
they were not, would that constitute notice?

The Chairman, I do not tnow. That is a nice guestion

" to be decided by a jury, It is a legal question. I will

tell you this: If you make loans to your member banks
where there is doubt in your own mind as to the title to
the collateral, if you have records in your omn bank that

puts you on notice of that fact, you want to be very care-

ful that you don't lose that collateral, because the chances

are that the Court will take it away from you.
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Governor Bailey. I hadn't run against anything of
that kind but I %now we have them in there. Take the
First National Banz of Xansas City, than which there is no
better banik that I know of. I presume they have 25 millions
on deposit with our bank for safe keeping and we have
receipted for them, Their ststement will show that they
own about ten million dollars. WNow, the First National
Bank comes over to borrow, which they do every once in a
while, five or six million dollars for two or three days
to keep up their reserve, and we have got *heir $35,000,000
there, have we got to sevmarate out the gsecurities to cover
the five or six million dollars and make a new record of
that in order to make a loan for five days? I do not

think we would ever have any chance o losing anything with

the First Netional Bank, but that is a point I went %o hear

discussed here, the experience of you other gentlemen,

The Chairman, AsXk iir. Herrison. He is 8 good law-
yer and a good practical man. Did you follow the state-
ment, s«ir. Herrison?

Jr. Harrison. I followed vpart of it. The same ques-
tion came up some time ago, Governor Calkins had a case

out in Seattle in which there was some ground for doubt
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as to who were the owners of the bonds, and I think there
was discussion as to whether or not a bank should adopt a
policy of requiring every member bank to certify that the
bonds belong to it. The general feeling, as I remember it
at that time, and certainly it is my feeling now, was that
it would be impolitic for the Reserve bank to require such
a certificate, it being a very much better vosition for
the Reserve bank to ssumethat the bonds presented to it
by its member banks were the meaber banks! own bonds, un-
less, as a matter of actual fact, the Reserve bank was on
notice to the contrary, - or on notice to question the fact.
I myself have thought that we would be in a better posi-
tion to assume that the bonds are the bonds of the member
bank unless you havs <nowledge that they are not. If you
do have such <nowledge, then we should not taxe them.,

Governor Calkins. ™Wouldn't you go a step further and
say that in the sbsence of tno—ledge to the contrary you
are safe in assuming thst the bonds are the property of the
pledging bank?

Mr. Harrison, Yes.,

Governor Calkins. In the absence of tnomledge to the

contrary, Governor RBailey indicated that they had records
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showing that ths bonds belonged to somebody else. If those
records are in the bank then I think you are in an extreme-
ly precarious condition. If he has mde s sufficient
analysis to find that the banx thst borrows ten million
dollars does not own the ten million dollars in securities,
then he is on notice, and that is the mnost dangerous thing
that we meet in litigation.

Governor Young. I think you have four very safe checks.
The first is that ™hen the bant offers the bonds as collat—
eral for their government denosits or bills payable, you
have a statement from the institution showing that they
Ovn 80 many bonds. In addition to that you have the Exam-
iner's report showing that those bonds are pledged for
public funds, and it is very easily to determine whether
the bank has sufficient bonds left so that they can put
them up,

The Chairmen. We ordinarily have a lbst of all the

bonds that they do own.

Governor Young. Yes. In addition to that, that

bank: never inows when it is going to be visited by a
National Banx Examiner or a State bant examiner. Then the

fourth proposition is that I never in my experience saw a
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National vank or a State bank that had any United States
Govarnment Donds unless they were pledged =ith the Secre-
tary of the Treasury or pledged with a county official, so
that you are very well protected. Ve chesck up every loan
that goes through.

Governor Bailey, Of course you may have a statement
from the ban%, but it is nrobably six monthe old, and
since that last statement they may have bought those bonds,
and they are their bonds as a2 matter of fact.

Governor Young. In that case you can ask them whe-
ther they are pledging the right borxds or not. We can
tell those bants to describe the bonds by number and issue.

Governor 3Bailey. That is the point. If they tell
us when they come there that the bonds belong to them,

For instance, here is a letter that we have received, "We
are sending you today by express U.3.coupon bonds to the
amount of 311,300 as per enclosed descriptions of said

coupons. We understand you will tate care of this, clip

the couvons as they become due snd notify us of the amount

due each customer.” Te received that letter and me answer-
ed it by saying that we di1d not clip counons, that we would

not take the bonds on that basis, but would only take them
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and receipt for them as bonds of the member bank. Then
in our gen-ral c¢ircular or letter we say that this is a
service rendered to member banks only and insofar as the
Federal Ressrve ban% is concerned the securities deposited
for safe-keeping will be considered the property of the
depositing bank and a custody receipt will be issued ac-
cordingly. We write them and say unless they leave them
there and taeke a receipt for them we cannot handle them,
and of course they always leave them. Six months after
that that man may have sold his bonde. Now the question is
when a memnber bank comes there, or sends in a hundred thous-
and or ten thousand or five thousand dollars in Government

bonds as collateral for his note, it is falr to assume

that they are his bohds. We are innocent purchasers. If

they have been left t@; the customer or he has stolen them

and hypothecitated them with us we do not know the differ-

ence. There wouldn't be any difference from a man going

over to a broker and selling them and using the money.
Governor Tellborn, I sh@ﬁld think that would put

you on inquiry and you should get a personal letter from

the bank saying that they had bought the bonds in the mean-

time,
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Mr. Harrison. I think you were on notice that the

bonds actually did belong to the customer —-

Mr. Bailey, They did belong to the customer when he
put them in there, but the customer sold the bonds to the
bank, and the bank bought them.

Governor Norris. If the bank wrote us a letter like
that we mould decline to accept the bonds at all.

fiov, Bailey. Wouldn't you accept them if they would
take a custody receipt?

Governor Norris. No. We mouldn't accept any bonds
except those that belonged to the bank.

Governor Bailey. That is the cuestion. Should we
takxe any bonds that e ‘tnow are not the voroperty of the
bank?

Governor .icDougal. ®Me would not take them,

Governor Harding. We would not accept custody of any
securities except the property of the bank.

The Chairman. That is our »nosition,

Governor Seay. We had occasion rsecently to investi-
Pate the ownership of bonds that wereheld in custody and
we found a very confused situation among our member Danis.

There is no doubt in my mind, or in the mind of our counsel,
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that we will be charged with knowledge with whatever in--
formation was in our possession as to ownership of those
bonds and it is our responsibility to make a search of our
records and find out. We recently nropounded eight in-
guiries to the several Federal Reserve banks as to what
course they pursued with respect to securities in their
possession and we found quite a variety of courses fol-
lowmed by the various Reserve ban%s., There has grom up,
among the country banke in our District, a practice of
permitting those bonds to be sent to them to be held for
their customers, and they have a rule in the receipt which

they give for those bonds, sometimes, that although they

hold them merely for safe-keeping for their ocustomers,

but that nevertheless they have the right to borrow on
thogse bonds. That is a vary renrehensible practice en-
gazed in by some of the country banks; it is rather spread-
ing, and I have arrived at the opinion that there is no
safe course, when we are mating loans upon securities in
our possesgion, other than to escersain ourselves that they
are the property of our member banks maiing the borrowings,
and we should nursue that course.

Mr. Hdarrison. Do you mean affirmatively taxe the
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steps to that effect?

Governor Seay. Yes, affirmstively.

Governor Norris. - We feel that if we have to do that
that we would go out of the custody business altogether.

Governor Seay, We have the statement from the bank
that it owns them.

Governor Harding. We get that statement in advance.

Governor Seay, We found that the practice in the
various Federal Reserve banks varies and that Cleveland
was perhaps the only bank that required a certificate of
ownership at the time of deposit.

The Chairman, Governor 3ailey, you have suggested

another topic, 4-A, "Should a Federal reserve dank accent

for safe-keening securities which are not the property of
the depositing bank?" That appears as another topic on
the program.

Governor Bailey., It is the same thing and should not
have been sevarated. I do not tnow ~hy it was done.

ir. Harrison. That was done in error.

The Chairman. That is your oronosal with regard to

the tovic we are now discussin Governor Bailey?
X €

Governor Bailey. I just wanted to zet an expression
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as to what thes rest of the banks were doing, I know that
we are taiing from our country benks bonds that belong
to their customers in the country, that they are pretty
well scattered through the farmers and one thing and
another. They leave them with their country bank. They
are not safe there. They elect to send them to us or %o
one of the banks in Xansas City, which will deposit them
with us. Personally I think it is one of the best servic-
es that we are rendering,

Governor Young. You can checkz it up all right.

Governor 3ailey. I don't —orry so much about that.
There are very few of our country banks borrowing on Gos-
ernment bonds, Several of the big bants have bonds with
us, but they own their bonds. The point I am trying %o
get at is when a bank comes and says the bonds belong to
them and axs us to losn money on them whether it 1is neces-

for us to go back and dig uo information that we may

had previous to that of a different 'tind? Te only

ve the information from the Ddang depositing them. They
come over and say that they are their bonds and sign a

certificate to that effect., It seems to me that that re-

lieves us of liability,
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uMr. Harrison. Not if you are on notice to the con-
trary.

Governor Young, ¥r. Chairman we have had a good
deal of experience of that in the Ninth District, As Gow-
ernor Balley says, lots of these small country banks have
nothing but cracker boxes for safes, and they send those
bonds to us., Ve check them up and call attention to the
fact that the bonds cannot possibly belong to them, e
got in bad with everybody in the Worthwest some four or
five months ago by doing that and my directors told me
to accept the ponds of the customers of the bank, realizing
that there was a slight liability, but figuring that there
were two ways of losing money, one by tating that position
and the other by verhaps losing something on the bonds.

So we are taxing anything sent into us by our member banks.

The Chairman, It is awfully difficult to »nrotect
yourself when you have a large business of that kind. A
letter may come in accompanying a shivment of bonds; you
have not besn advised of any different ownership and yet

a letter may come in with a memorandum attached to it say-

ing that the bonds are the property of so and so, some clerk

will overlook it, it mill be left with the bonds, the bank
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will borrow on them and then later somebody will come in
and claim ths bonds and the first thing you xnow they have
got proof in the trial of a suit that there was a notice
attached, and then you have lost entirely. Notice of that
sort is almost -invariably likely to be construed against
you.

Governor Young. That is true, but there is very little
chance of that.

Governor Calgins. I think .4r. Harrison has epitomigzed
the proposition in saying that in the absence of notice to
the contrary the assumptioy that the bonds are the pro-
perty of the bompowingbank is the best security or Proteo-
tion that you can have.

Governor Seay. What is notice to the contrary?

Governor Caltins. Anything that is notice to the con-
trary.

Governor Seay, Do you sgree that we are oroperly
charged with whatever information we have in our nossession
as to the omership of those bonds?

Mr. Harrison. Yes, I think that is true,

Governor Seay, SuppOse upon a search of the records

of the bant it is determined that we have among those Te-
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cords some notation fhat those bonde are not the »roperty
of the meanber bank? Don't you Dbelieve the courts will
hold us responsible for that fact?

siri. Harrison. Yes, I think that is very true.

Governor Norris. And going one step further: Suppose
a bank deposits 235,000 of Government bonds with you and you
see a contemmoraneous statement of theirs showing that they

have only 10,000 in governnents, is thet notice that 15,000

‘'of those bonds do not belong to them?

Mr. Harrison. I should think not, because very often
these member banks do legitimately borrow bonds, just for
the purpose of hynothecating them, In that case they would

have full authority to do it and your title would be entire-

ly valid. I do not think that a contemoraneous statement

showing omershin of bonds mould nut you on notice of the

eqguities of the third person.
Governor Calitins. It would not unless it was actually

a contemporaneous statement, and that you mould never have,

probably.

Governor Norris. Tould they be under any liability
to investigate and analyze the statemnent of every member

banx under that situation?
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Mr. Harrison. No, I should think not, That is a posi-
tion I think the Federal Reserve Bank should avoid.

Governor uicDougal. I think that is where the danger
lies.

#4r, Harrison, If you are going to establish a vpolicy
of thet kind you would nlace the burden not only of asking
the menber bant to inform you about title to the bonds
but also the burden of analyzing their statements and of
getting contemmoraneous statements. I think the whole
thing would be immossible of omeration.

Governor Norris. It seems to me the safest plan is
to take the certificate thét the bonds belong to them and
mgxe no further investigations.

dr. Harrison. And in the absence of the certificate
assume that they belong to the mamber bank unless you have
in your bank records showing that they do not.

Governor Seay. It may be incumbent upon the banx to

search the records to satisfy itself on that point or

otherwise if they trancfer that amnount of bonde, without

gknowledge, then someone might go to our records and find

that they did not belong to the benx and hold us for them.

fir. Harrison. I thint that is true. It is important
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to mate an int-rnal search in the Reserve bank if that
does not involve gzoing to the banik that sends them.

Governor Seay. e have found alsb in quite a number
of cases that banks have borrowed bonds and have not shown
them as a liability in their statement, 1In fact we found
a very mixed up condition and I believe that any of the
other reserve banke that deal with country banks very
largely would find the same thing.

sir. Harrison. The liability of the menber bank for

bonds which it has borrowed is nothing but what the Comp-

d
troller calls a mamo:an&mliability, which for a long time

vwias not °  shown, but which is shomm now.

The Chairman. That I don't like about Governor
Bailey's case is that his circular is anbiguous and sug-
gests possibly that the language has been used in order
to get around the situation, He says, as I remember the
language, that these securities will only be received
as the property of the menber bank, and yet he admits
that he recsived notice in many cases that they were not
the property of the menber bank. Now if he said in his
circular that.unless he is notified to the contrary it

is understood that they are the proverty of the member
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bank it wmould not app=ar to be dressing up the situation.
Then when he gets notice to the contrary he will be
governad accordingly in case the bonds are used as COl-
lateral.

) < ! : . den%_ =

Mr. Harrison. I am afreid he trys . tigfhe equity of
the third merson oy mersly saying that he will not recog-
nize it.

The Chairmen, He guotad a lstter in vhich the bank
said they were offering to deposit the bonds, stating
they understood he was to receive them for safekeeoing,
clip the counons, and sdvised him of the customers that
ormed the bonds, Now no circular in the world would »Iro-
tect you against notice like that, Now, =e decline to
receive any szcurities except those which are the proverty
of the mexber bank. Te will receive none from the banks
in New Yortc City excent those which come in incident to
our deposits and borrowings.

Governor Seay. You have not issued a circular to that

effect. You renlied in the negative to *that inguiry from

our bvank.
The Chairmsn, Then we have not done 80.

Mr. Harrison. We assuie that thsy are the oroparty
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of the menber bank unless we have some notice in our omwn
bank, some meunorandum sttached to the bonde, or some other

data.

The Chairman_

In #hich event they go back.

Governor 3eay, You just assume that they %now that

is your gen=zral »olicy?

WT.

Herrison. That is correct.

Governor Norris. We zive then g receint stating that

are their prowmerty.

~,

Govarnor Segy. Do you do that, «r. Harrison?

mr. Harrison. Yes, do thst,

Governor JfcDougal. It scems to me ™e are

beyond the text of
whether or not the
against sescurities
steps to escertain

of the offering me

the inguiry I msde.

Reserve banks should
held for safekeening
securities

that such

10er Yaniks.

The guestion is
fagxe sdvances
mithout taking

are the property

T
]

The Chairman. No, Goversor .chougal. szinped that

toric and tookx up toomic 4-A on the next page.
I would like to dise-

Gov=rnor .ichougal. All right.

cuss it from this standnoint anyhow, We require securities

sent to us for safereening to be accommanied by a statement
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in which there is incorporated a declaration of ownershin.
We would not hestitste under those circuastances to make
advances of the tind referred to in this Tonic 1-EB. I
think ss a matter of fact that a bank is endangering its
own position 1f, by corresoondence, it questions the ommer-
ship in the way that has been mentioned. I think we can
safely proceed along the lines of commercial banking nrac-
tice and accept these securities ag the property of the
menber bank unless we do have notice to the contrary.

Govarnor Norris. Before the discussion on this sub-
ject is concluded, and I sunpose it is gbout at an end now,
I mant to offer a suggestion which msy not be of any value,
but I want to give it to you in case it is. We have had
the imvression that there might be a minor distinction
made betwesen the dezree of caution and care required of
ug if the word "safekeeping! were not used and the word
"custody" was used. 7We never use the word "safekeeping."
We accept securities for custody, not for safekeening.

The Chairman. I think thet is & very good point,

Governor Bailey’ do you wish this subject to be discussed

further?

Governor Beiley. UNo, iir, Chairman,
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The Chairman. I have nut on the »rogram Topic 1-F,

1. CRIDIT TRANSACTIONS AND POLICIES.

F. 8Stock Ixchange Loan Account. — Its relation to the
New York money market and the cre’it situation in gen=ral.

I put that on more to offer oovvwortunity for eny ques-
tions that you might wish to ssk me then bscause I had
any particular statement to meke about reporting loans and
80 on. You may all of yvou be interested in the mere fact
of the revort from the loan account, the history of it, its
significance, and so on. I do not want to bother you with
a long talk about the matter, but if it is a matter of in-
terest I will be glad to answer any guestions.

Governor Calzins. It seems to ne it is a matter of
vital interest to all of ue and that any information you
can give will be of very grsat value, ir, Chairman,

Governor Seay. I mould lite to ask if you think the
information finally arrived at is micleading or if 1t

gives the information that it was desired to obtain.

The Chairman. It is still somewhat misleading, I am

sorry to say. It will in due time correct itself when we

have the basis for comparison with previous periods. The

history of mating the report, so far as I Xnow it, is this:
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Doctor Stemart had long had a feeling that the publica-
tion of the stock exchange loan account was a desirable
thing; that it would inform the »ublic about a very im-
vortant item of credit conditions on which no information
which was den=ndable was being published, and that the in-
formation that they did get from the Tall Street publica-
tietns, and so forth, was knom to be decidedly aisleading.
We took the wosition in the New York bank that we would
not oppose the nublication of ths figures but we were in
great doubt of ths wisdom of having the Federal Reserve
System collect the fizurss and ba responcsible for the pub-
lication, and assume some responsibility for the Stock Ex-
change Loan account which they could not nosegibly dischsrge.
That we would much prefer to use our best efforts and ver-
suasion on the nanagement of the Stock Exchange to have

them compile the information and nublish the figures., The

Board considered all this carefully, =rote us a letter say-

ing that they had decided %o collect the data and publish
with

it. Thereunonwe got in touch the President of the Stock

Exchange, explained the situation; he too¢ it up with the

management of the ITxchsnge and they agreed to collect this

information and publish it. We worked out a plan by which
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the figures would all come out togather, and that is the
fizures collected y ths Board and the figures collected
by the 3tock Zxchenge and from the operators, That proposi-
tion fell domn. The Board notifiad us thet they would not
publish their figures g8 was originally intended when the
8tock Exchangz figures were to be onublished, but would de-
fer publication. S0 the Stock Exchange figure of $3,513,000,-
000 was nublished first. That included all the borrowings
by the members made in New York from N¥ew York banze, being
loans for account of New York banks, for account of their
out-of-tomn bank corresnmondents and for account of other
customers who were not banks; it included also many nTi-
vate concerns lite agendies of foreign banks, and so forth,

which do not report to us at all. herefore the Stock EZx-

change figure of $3,513,000,000 provgd .. to be a good deal

larger figure than the one we subsequently nublished, in-
asmuch as it took in all loans to bhorrowers and our revorts
did not covsr all the l=ndings of the lenders.

Governor Seay. That is a revort of the borrowings
of the members of the =ntire Exchange?

The Chairman. Yes.

Govarnor Norris. You used thes exoression just now
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that it included all of the borrowings in New York.
The Chairman, I was just going to answer that..

ge of Naw York made an announcement that their
figuree did not include borrowings from out of town because
many firms in New Yort have branches in different cities
and their branches borrow money locally, ae in Buston, Phil-
adelphia, Chicago and elsewhere., Those figures have not yet
been compiled and if they.were it would maeke the accounts
still larger. That is the situation today. 8Since the
first figure was reported thz size of the account avpears
to have decreased, so far as the reports, still rather in-
complete, indicate, by nearly 3$400,000,000, due of course
to the decline in the 'values of stock treded in, which re-
quires more margine to be naid in. That has the effect of
reducing the devosit and loan account, and that, together
with sales of stock that have taxen nlece by r=al cash buy-
ers in this vneriod of decline, has brought the account

domn. Now —e have a feeling in New Yorx that there is

Quite a little danger in ta:iing vert in getting reports,

especially from individual banks, which would apoear to be
a voluntary assumption of responsibility for controlling the

management or limiting the amount of loans that banks may
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on ths ¢ & xchan; You see how the danger might
arise, Let us suppose, as wss nroposed and discussed at
one time, that ev:ry Federal Reserve banik reqguired its

memnber bank, when submitting an application for discount

or lOan, to nut on the anolication a statement of the amount

of money that it was loaning on the Ixchange. Now there
are three nossibls coursse of action by the Reserve Bank
vhen it gets that tnowlsdge. First is to ignore it. If
it ignores the information which it gets and the getting
of the information imwlies admission of resvonsibility,

then indeed the Reserve Bank anpears to be avoiding the

‘discharge of that responsibility. If on the other hand

whenever we get an application for a discount from a mem-
ber bank which showed tle amoun*t of money loaned on the
otock Exchange, and all the other Reserve banks and all
branches should declins to meke loans to those banks which
had Stock Exchange loans, you cen see what a calamity it
would bring about, All those loans would have to Dbe
called or something done. It would ~rive the loans on

the Stock Exchange by those banks which did borrow from us
into our hends. The third course and the one that really

the
I would consider/less dangerous of the three would be
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recognition of the responsibility on the one hand and an
attamot to meet it on the other hand by an effort to
ration the Exchange and sey how much credit they should
have. When we start on the Stock Exchange then we have
got to go into other things, and there is no limit to the
extent to which a bureaucratic view of that sort rould go.

That is the position the matter is in at the present moment.

Governor Young. Mr, Chairman, I move you we adjourn

at this time until 2:15 this afternoon.
(Whereupon, upon motion duly seconded, the Conference
rTecessed from 13:40 ofclock ».m., until 3:15 ofclock p.m.

of the same day.)

C 38 8
The Conference reassenbled mursuasnt to recess at

2130 olelace v, m,

Governor Norris. I will call the meeting to order,
and I move that Governor .leDougel take the Chair until

Governor otrong arrives.

(The motion, having been duly seconded, was unani-

mously carried.)




Governor :cDougal (Presiding.) Topic 1-G it is
understood we will nass untll tomorrow. Topic 2-A we
will pass because it is understood that Mr. Strater will
be here tomorrow norning, The next topic is 2-B - Tith-
drawls from the Par List,

II. COLLICTIONS AND CLZARINGS.

b. TFithdrawals from the Par List.

Governor Biggs. That topic is submitted here for dis-
cussion rather than any sction. We have found that in
Misslssippni varticulsrly ¢ have had a large number of
withdra=ls in the last year. 1In other words, we had 159
banks thet wsre not on the par list in our District a
year ago and now "¢ have 40l. I wanted to know whether
that same thing wase occurring in the other districts or
not. It hes »nractically all ta%en place in .ississippi.
We have hed three danks vithdraw from the 3ystem and 250-
odd that have withdra™n from the par lisi.

Governor ichougal (Presiding.)  Would you like to
canvass the situation?

Govarnor Biggs. Just in a gensral way, yeés.

Governor scDougal (Presiding.) Mr. Harrison can

speak for New York. The question is whether or not there
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have been any withdrawels from the par list.
Jr. Hgrrison. In the New Yorkt District there have

been no withdrawals from the par list, We have had a com-

nlete var list in the District for some years. There has

been no indication on the nart of any of our meabers that
thay contemplated withdrawing,

Governor 3ailey. 7You mean non-nembers?

slr. Harrison. Wone of the banks in our district, mem-

Or non-memnbers.

Governor Harding, 7¥e have had no withdramwals.

Governor Norris. None at all,

Governor Biggs. These banks give the samne reason
practically. If one bank in a locality does i%t, then all
the banks around there say that they are forced into it,

Governor Seay. We only have an occasional withdrav.
Sometimes there is some involuntary withdrawals of banks
which do not remit to our entire satisfaction.

Governor dcDougal (presiding.) But no gensral tend-
ency?

Governor Seay., No. 7¥e rarely have a withdrawal,

Governor Fancher. Ve have had a few withdrawals on

the part of our non-menber banks in Zentucky, but the
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nunber is inconsequential, In a few cases we have sug-—
gested that they discontinue relations when they were nct
remitting satisfactorily.

Governor Wellborn. We have had no withdrawals that
have amounted to anything.,

Governor sicDougal {presiding:) In Chicago e have
260 banks not on the par list. We have 339 on the par
list, Of those 280, 36 have been renoved because we preferred
not to handle checks on them on account of their unsatis-
factory condition, and ~. the remaining 234 would not remit
at par,

Governor Fancher. That is of the banks originally on
your par list your list has shruni that number of banks?

Governor ileDougal (presiding.) Yes.

Governor Biggs. Ours has come from practically two
States, ilississiopi and Tennessee, particularly Mississippi,
They are just like a lot of shesp, 7Then one fellow starte
the rest follow him. I was wondering if other Districts
had had the same eXxperience.

Governor icDougal (presiding.) You have had some-

thing over 400 withdrawals in a comparatively short time?
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Governor 3izgs. No. Te have had 401 at the present
time as against 159 a year ago, so that ™e have had prac-

tically 240 withdrawals.

Govarnor Young. fe have 1070 banks off our var

list. Soms have been taten off but many have withdramn.

Governor ificDougal. How many have you on the var
list?

Governor Young. 3106 banks, There are 1070 off
eand 2036 on, which is just 355 too many. When I get that
265 more off I an going to be nhappy.

Governor Talley. We have had no withdrawals. Those
that do not remit nroperly we just drop off. In a little
while they come around and want to get bacx on again. We
have had no ithdrawals. In Nebraska there are 179 on
the 1ist. At one time Oklahoms had the entire list, Kan-
sas the entire list, Colorado the entire list. All of
them that were off were over in Nebraska, and SOme of them
have come on. As far as that is concerned ™e haven'!t loat
any unless we have aske’ them t0 withdraw where they diad
not properly remit. About six months ago W€ had a little
epidemic of withdrawals among the non-member bants of

Texae, but in the last two or three monthe there has been
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a tendency for them to want to get back, I think that
is due to the fact that it is the »olicy of our larger
banks to draw too heavily on checks drawn oxa banks that
are not on the par list, which is objectionable to their
customers, who object to having the check discriminated
against, although they nev=r give us their reasons. A%
nresent we have 780 on the list out of 943, or 183 off
the par list. Recently we have dropped more banke from
the par list than we have had withdrawals.

Governor Calkins. Je lost three banks in the last
year and now have 64 on the non-par list, 31 in Oregon
and 35 in Washington. It was »ractically as a consequence
of a little disturbance we had in Oregon.

Governor scDougal. (presiding) Is there enything
further on this subject, Governor Bigzgs?

Governor ®iggs. Nothing at all, I just wanted to

get the gensral idea of the situation,

Governor .cDougal (presiding.) The next is 2-C,

Desirability of final settlement of controversy regarding
non—cash collzctions. I think Governor dtrong ought to

be here when we discuss that so we will go to No. 3, Coin,

currency and circulation. A. under that, Gold holdings
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and payments, will be held over until Governor Strong
gets here, but we will takxe up B., absorption of shipping
charges on silver dollars.
III. GOIN, CURRENCY AND CIRCULATION.
B, Absorption of shipning charges on silver dollars.

e

Governor Balley. We are paying it outgoing and the

have to vay it coming in. We feel that we ought to either
cut it all off or wmay it coming in, because it works a
hardship on commercial centers like Tulsa, Wichita and
Hudson, and other places, where we send the free silver

out, load them down with it, and they have %0 ship it back

and pay for it. As I remember it, =e diA it at the re-

quest of the Treasury Departmat to 3Ty to force these sil-

ver dollars into ciréulatione It did not work.

Governor Young. The menber banks in Tulsa can ship
those silver dollars free from charge if they want to. Tou
haven't any option in the matter. They can ship them in
in payment of transit items, so you might just as well pay
it both ways.

Governor Bailey. They don't teke advantage of it, but
I guess they could do that,

We have figured that our member
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banks vaid $1800 last year in shipping silver into us,
Governor icDovgal (presiding.) That is entirely
in agreement with the policy agreed upon by the System,
that the charges would be paid both ways on silver dollars
and all other classes of currency.
Governor 3Sailey. Both ways?
Governor scDougal (presiding.) S.

Governor Young. It was left optional on silver dollars.

y Governor uscDougal (presiding.) Gavernor 3alley, what

would you like to do about this? Yau have the privilege
of doing as you please.

Govzrnor Young. We pey both ways.,

Governor (alkins. MNot only can he do as he pleases
about it, but all the banks are doing exactly as they please.
There isn't any iniformity about it.

Governor Bailey. TWell, if it is the consensus of
opinion thet we have the authority to do 1%, why it is
perfectly satisfactory to us.

Mr. Harrison  That was voted upon in Ay of 1922 and

i+ was decided that we mould pay all costs both incoming

and outgoing on all tinds of currency and coin with the

exception of silver dollars, with regard %o which it was

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




left discretionary with each Reserve Bank.,

(Governor wednvgal retired from the Chair,)

Governor lMcDougal. ur. Chairman, I suggest that e
return to Topic 2-¢, placed on the program by New York.

p & G COLLECTION: AND CLZTARINGS.

C» Desirability of final settlement of controversy
regarding non-cash collections.

The Chairman, There seems to be an impression still
in the minds of some members of the Federal Reserve Board
that this matter is up to the Governors. It has been in

the lap of the Roard, as I recall, for a good while, and

unfortunately hesg the sppearance now of being held up

because of this last questionnaire sent out by the Barton
Committee. That cuestionnaire nroduced such results, which
did

were sent to m2 in confidence by ifr. Wells. And/he also
senéd in to you, Governor Harding?

Governor Farding. No.

The Chairman. When you come to consider that that
guestionnaire was prmempared and sent out with the argument
of the Barton Committee without any reference to the brief

which we had °~ . prepared and which had been furnished to

them by the Federszl Reserve Board, it struck Mr. Harrison
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and me as leaving matters in such shape that we mere not
justified in asring for anmy further consideraticn by the
Board, except a final decision. If the Board still con-
siders that this is unfinished business, I do not see why
we would not again urge them to put a final end to this

thing and decide what should be done about it.

Governor Seay, ‘That has the 3arton Committee done
in reference to it% Have they reported the results of
the questionneire?

Governor Young, Yes, they have reported it to the
Board.

The Chairman. Yes.

Governor 3ailey, I have a copy of it here. In favor
of continuing the service as at present 779; in favor of
discontinuing, 2,804; in fevor of continuing with the charge
covering cost, 831; in favor of discontinuing entirely un-
less the service 1is charged for, 208. 4,420 banks
answered out of a possible 3, 000.

Governor Harding, The figures shoved 380-odd banks

in Boston that wanted to discontinue it. That rather as-

tonished me, in view of the fact that at a stockholders!

meeting they were unanimously in faver of it. So I
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canvassed evary member bank in the District and only got

three of then to say that they answered the questionnaire

in favor of abolishing it, end that they did not really

understand the questionnaire and were really not in favor
Gf 1%,

Governor Seay. Have you the figures for each dis-
trict, Governor Bailey?

Governor Bailey. Yes.

Governor Harding. Only three admitted that they had
voted that way, and they said they dicdn!'t understand the
proposition, and meant that they were in favor of continu-
ing the service.

Governor Fancher., I think the manner in which the
questionnaire was nut out was very misleading.

The Chairman, Very misleading and very unfair.

Governor Szay. Have you the Fifth District there?

Governor 3giley, 48 in favor, 149 in favor of discon-
tinuance, 52 in favor of continuing —ith a charge to cover
cost of service, and six favoring discontinuing entirely
unless there is a charge.

Governor Tellborn. 7hat are the figures for my Dis-

trict?
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Govarnor Bailey. 233 in favor, 180 in favor of dis-
continuing, 24 in fevor of continuing with a charge to
cover cost, and three in favor of discontinuing entirely
unless a charge is made.
Governor #ellborn, 181 in favor of discontinuing?
Governor 3ailey. Yes.
[ think undoubtedly thet this method
of 2 questionnaire is sn unfair end migleading may to do
it, because the banks themseélves are divided in their per-
sonal interest in the matter. Some benefit by it;some lose
by it, and many do not understand what 1t is all about
anyway. Here is s case whers a certain class of banis get
a service which they mant and claim they need and in per-—
forming thst service for the banks that want it and claim
to need it we apnear to be injuring other banks as a result.
The Federal Reserve Act specifically provides that this is
a service that we should offer to our me abers and for us

to decline to offer it or to discoptinue it is simply to

veto that vrovision of the Act.

Governor Calkins. That is more, the service is se%

up at the reguest of the Federal Reserve Board in order to

meet needs of member banks who are entitled to the service.
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Governor Fancher. Not at the request, but at the
direction of the Federal Reserve Board.
Governor QCalkins. That is true.
The Chairman. I do not see why the Board does not
settle it one way or the other.
Govarnor Harding. In view of that statement I would

like to offer a motion that it is the sense of this Con-
ference that the service should be continued and that the
Board is resvectfully requested to take steps to end the
agitation against it,

Governor iicDougal, I will second that.

The Chairman. Is there any discussion of the motion?

Governor Young. Mr. Chairman, I think this had better
be handled with a good deal of care. I have beén Oné who
hes been onnosed to the non-cash collections. The others
have been in favor of it and for that reason I have conti-
nued it. Our directors have gons so far es to pass a
resolution discontinuing non-cash collections, with the
approval of the Federal Reserve Board.

Governor Bailey. So has our Board.

Governor Young. It is best to go back a little on

this. I originally brought the guestion before this Con-
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ference because the bankers conventions in .innesota,
North Dakota and South Dekota and, if I remember correct-
ly, in sontana, vpassed resolutions discontinuing non-cash
collectiong, or requesting that they be discontinued, I
came before this Confsrence with that information; present-
ed it, and it wae argued that these people did not know
vhat they were voting for, that they thought it wes par
collections mhich they thought they were getting rid of,
and I accented that view of it. This Comfieténce appointed
a comnittez to investigate and see what the sentiment was
with some of the member bants., I am not going to criticiese
the way in which that was done. I think it was done in
e fair way, Certain results were shomn, that the non-cash
collections were desired by the bvaniks. In the face of
thaZ??llinois Bankers! Convention passed a resolution dis-

continuing non-cesh collections. The American Bankers!

Association is not satisfied =ith the vote that the System

got; they do not believe it was a fair vote and they sent

out a circular, which they attempted to make a falr - -~
circular, I read the thing. It seemed to be a falr pre-
sentation of the entire case, and they got these results.

The astounding nart of it is that half of the member banks
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in the United States have replied to this, and the other
astounding »art is that the great majority of them are not
in favor of non-cash collections. I do not think you can
let that report go unnoticed. I think you have got to
give some consideration to it. We want a few friends in
the American RBankers! Assocliation, mhether as representa-
tives of the Association or as individuals.

The Chairman, Governor Young, suppose a vote of the
American Bankers! Associstion or of the member vanks, on
the guestion of whether we should buy and sell government
obligations, or whether the Reserve bank should do so,
was two to one in favor of our discontinuing the buying
and selling of Government wcurities? Would you be guided
by that vote?

Governor Young. No, sir.

The Chairman. They would vote against it, many of them-
I think possibly a majority of them, because they think 1%

affects their earnings to heve us do it. (Congress gave
these nowers to the Reserve banks for purposes, SOIC of
which appear to be hostile to the memnbership of the System,

If the majority of the banks voted to discontinue the col-

lection of checks in the country you wouldn't for aminute
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expect to discontinue the collecting of checks?

Governc: Young. T could give my opinion in a minute.
I mwouldnit waste any time on it. If you wanted an erpres-
sion from m as to whether we should taxe the par collection
of checke out of the Federal Reserve System I would give it
to you in a hurry, so far as my vote is concerned.

The Chairmen. Congress has said that those banks ..

- 11 3
that want to send you these matun7gitans and items payable

on presentation, are entitled to collect them,

Governor Young. Well, there is a guestion as to the
interpretation of that,

Governor 3ailey. If you read ths act you will see it
is not a mendatory thing.

The Chairman  No, but nothing in the act is mandatory,
practically. This is a privilegs which is extended to
those banke who want to enjoy it, and those who do not want
to use the system do not have to. They are objecting
because they think vou are taking business amay from them,

Governor Young. Doeés the act say that you should do
it gratuitously?

The Chairman, Xo, It may be desirable to make a

charge, and that question is oven to discussion.
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Governor Young. If you charge you will gzt rid of it
in that way,

The Chairman. As I understand the position taken
in this meeting it is the same as it has been before, nine
banks thinzing this is a service that should be continued
and three thinting that it is not. Te cannot expect all
the banks to azree always as to what is wise and what is
not wise. Conditions differ in the Jifferent districts.
Take the question of holding securities for safekeening.
The Federal Reserve Bank of New York encountered tremen-
dous opposition in New York to having any securities from
our members carried in custody, because it took business
away from the banks, Conditions in jour District and Gov-
ernor Bailey's District are very different, If it came
to a vote where we were controlled by the votes of our

menbers me would have to vote agesinst that thing right

along becauss of the opposition in New York; buj that does

not juetify me in voting against it because I think it is
a service that I think ths System as a whole believes ought
to be extended to the menbers.

Governor Harding. I have understood the Board has

felt that this was up to the Governors. Now I now the
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Board iteelf is not always unanimous and I don't expect
this resolution would be carried unanimously, if carried at
all; but it cdoes eecem to me that the Board ie entitled to
cpow just how this body stands on the nroposition. When
you take a vote those who want to be recorded as against
it can be so recorded.

The Cheirman, ™hat is troubling me about the situa-
tion, Governor Harding, is this: I do not see any means
by which the Federal HReserve Bank of New York can say to
a member bank in the country, or in the city, as the case
may be, that sends us an item for collection in Governor
Bailey's District, which the Act says that we may collect
for our members, that we shall decline to receive it, just
because we may vote not to do so or because the memnber

banks may vote that we should not, If we are to take a

poeition as to non-cash collections which is consistent,

if we believe it is a detriment to the System, then we
ought to go to Congress and get the Act amended, Every time
v+ it comes up we find that there are nine benks who be-
lieve in the thing and three who 4o not. It hes dragged
along nov for tmwo years, it is in the hands of the Federal

Reserve Board. 7We have voted on it repeatedly here.
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Governor Harding. Possibly we might get somewhere
if we pass one rssolution expressing the sentiment of
this body on the question and then offer as a senarate
resolution the request that the Board take final action
on it one way or another,

The Chalrman. We have never committed ourselves as to
chargee and the question of whether or not we shall ner-
form the service and charge for it is still overx.

Governor Seay. We have, however, adonted the renort
of the standing coummittee on collections which is against
cherging, as I remenber it.

ylr. Harrison. That was qualified to this extent,

there should be no cherge - imposed unless we decider

the investment policy of the Reserve System should be-
affected by it one way or another.

Governor Seay. Thers is no subject within my recolleo-

tion vhich hae been considered more carefully than this

subject, no subject which has been handled by an abler

committee. I understand how there may be differences of
opinion in our body, but I do share the oninion that it
is desirable that there should be a final settlement of

this controversy., It is disturbing to have it continually
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before us and I an throughly in symosthy —ith Governor
Harding'!s resolution, as first offered. We can do no more
than express & majority opinion upon it. Te are clearly
divided,

Governor Harding. I think the motion should be sep-
arated. .y first motion is that it ies the consensus of
opinion of this body that the collection system should
be continued as at present, the non-cash collections,
and secondly, that in view of the fact that this question
has been thropoughly discussed and has been before the
Board for two years, that we respectfully request that
they take final action upon it.

Governor Wellborn. It seems to me that we ought to
pay a little more attention to the committee of the Ameri-

can Bankers' Association. I thin% this mhole question is

very different from anything else in the Federal Reserve

System because it is doing business with the nublic, and,

so far as my observation goes, it is very unpoouler with the
public. They do not 1like i%, There is » great deal of dis-
satisfaction in our District, in all the cities where we
make these collections; we have a great deal of trouble

with the veovle upon whom the drafts are dram, and there-
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fore I would have to vote against Governor Harding'!s motion
The Chairman. Do you think we are doing business
with the pudlic, Governor Calkins, when we collect a draft

ofi a member bank?
Governor Wellborn. Yes.

The Chairman. That is not payable at a bank?

Governor Wellborn. Yes. I think also that it is not
fair to the mexber banks in that it discriminates against
them. It doesn't apply to banks in other »nlaces, but only
where there are Federal Reserve Banks or branches.

Governor Calkins. I would like to as’t Governor Hard-
ing if h= minds expressing an oninion on whether the Board
hes authority to order discontinuance of this service in
view of the language of the Act?

Governor Harding, I do not think 80.

Governor Bailey. It irritates our veople more than
any one thing. I have a letter here with regard to a case
that havpensd day before yesterday,

(Governor Bailey thereupon read two letters which
were not handed to the Reporter.)

The Chairman. It is a very curious thing, but do

you tnow that there isn't anything in the rules or regula-
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tions with regard to non-cash collections that prohibits
the imposition of these charges upon the banks; not a
thing?

Governor Bailey. But we have got to send a man out
in the city of Omaha to collect them. We cannot charge
them.

Governor Young. Uy directors have gone on record as
to hov they feel about this. The member banks in my terri-
tory have sxpressed themeselves, not only once but twice,
and thoroughly understand this subject. I have my oOwn
views about it. Our banks heve voted no on this every

time it hes comz up and will vote no on it, and then we

will attempt to continue the mork., I was simply expressing

the sentiment in my District and trying to correct any
erroneous opinion that there might behere or any erroneéous
view as to how our banks felt sbout it, I znow how they
feel gbout it. There isn't any question about that, I do
not thinz it is right for this 3ystem to hold that a bank
ie not ~ntitled to pay for sending an item out on the
street and collecting it. I had a rather peculiar exper-
jence with one of your member banks. A short while ago we

had a couple of hundred bond men in yinneapolis and St.Paul
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selling securities out through the cbuntry. They collected
those seourities by draming drafts, with szcurities at-
tached, and deporiting then in one of vour unember baniks,
which would then go through you and be vresented to our
ban'z,

The Chairman, They did not come through us,

Governor Young. Then they ceme to us direct. I do not
fnow how they zot to ueg, but thay got to us, That necessi-
tates a collector and handling something thet we did not
now.r , anything to0o much about. We asked for acertified
check, which irritates them, and they throw all the ob-
stacles they can in our mey to delay giving the certified
check, and finally tells our men that if he wante a certi-
fied check to go on domstairs and get it cortified. Now
the nan has zot to stay thers =ith the securities, but
finally he goes dommetairs and tries to geot i% certified,
Meenwhile the dealer has made arrancem:nts with the bank
and they fuss and fool around for two or three hours and
finally we get the certified check. Therefore a few months
ago me told the collection devartanent to simnly call up

these dealers and tell them that the draft —with security

attached mas there and that they could bring a certified
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check over there and get it. One of the renresentatives
of the New Yor: ban: came to me and told e thet I was in
bad ™ith everybody in the community and I explained to
him why we had to do it.

Governor 3ziley. We have  exactly the same eX-
perience,

r. HYarrison. That —ould the comacrcisl banks do?

Governor Young, Thet do you mean?

Mr. Parrison. Sunnose these drafts were routed through
s member bang in .inneapolis, than ~hat —ould hevpen?

yMir. Young. They ™ould chsrge oneé tenth of one per cent.

Governor Fancher. They would have a certified check,

Governor Young. Certainly they mould, but let them do

Governor Seay, I have very great raspect for the ad-

verse ovninion, werticularly for the owninion of those GOV
ernors who hold that adverse o»oinion. 3ut I thing we have
ev:ry Treason to believe thet the good accomplighed by thils
far outweighs the disadvantages and objections that are
urged ageinst it, and I think —ill continue to far outweigh
tha disadvantages and objections. I believe after while
that it will become a recognized function of the Reserve
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and I also believs: that if it were discontinued that
would mate a vary mch greater fuss than is now being
against 1it.

Governor Harding. Tould not the sveraze country bank
feel that it wes discrimineted azeinst in having to may
the Federal Raserve Rant one-tenth of one per céent to get
the service, and being called on at the sane time to remit
for checkes dram on him at par?

Gpvernor Seay. 1 helieve s0. I believes we could do
no more here than o tate the mejority and minority ovinion
on this subiect. #Je have discussed it time and time again
and we always come right back to where we start. In the
beginning of this thing I thint T recall correctly that e

mere not in favor of undertaging the busineses of collecting

oy Taee inge e e undartazen it my omwn
against individusls. 3ince w2 have uncd2Tta )

opinion hse undsrgone amodificetion. Te nave :xanined as
3 o . 1. i

carefully as ws could ths reworts and the reasons ™hich

have been before ths comaittee on non—cs sh collections,

and e believ: that they are anod..

e -he beniers of the
Gov-ornor 3siley, But a mejority of tae banzer

United 3tstes smmarently are areinst 1it.
Governor Harding. This matter came uv at one of our
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stockholders! meetings two or three years ago. Before it
came up we had several protests from the city banks in
Boston about untertacing to maxe these collections. They
paid we were tatirg duciness amay from than, Then 1t came
up at the stockholders! meeting and the curious part was
that there was a chorus of country banks in favor of it,
the motion was nut, and everyone of the 3oston hanks voted
in favor of it. They did not want to go contrary to the
wishes of these country banke that hadreserve accounts
with them.

Governor Wellborn. I haven't heard mentioned the
foundation for this vractice that we are engaged in. My
recollection is that that amendment was put into the Act,
that the Board requested that it be put into effect on
the ground that there would be z good many member banks
that did not have correspondents, that they would discon-

tinue their correcspondents and do business entirely with

the Federal Reserve Syétem; that therefore they ought to

have some means of transacting their business through the
Federal Reserve gystem. But that is not the case. Every
menber bank has its correspondente in the cities.

The Cheairman. Tould you be in favor of discontinuiug
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it entirely, Governor Wellborn, srbitrarily?

Governor Wellborn. Yes, entirely; cut it out entirely.

The Chairman, Irrespective of what the Aot says?

Governor Wellboran. I think the Act just mekes it op-
tional. I think it is a bad practice and is useless on
the ground that I have stated, that every bank has its
correspondents.

The Chairman. Do you %now that more than & majority
of our banks are using the service?

Governor Bailey. I do not believe so, iir. Chairman.

The Chairman. I believe so and I think the committee's
revort showved that,

Governor Bailey, 'Not ten per cent of them in the Tenth
District,

Governor Calkins. This matter has been voretly thorough-
ly discussed over a considérable length of time. In regard
to Governor Wellborn's recollection, the fact is, as I
recall it, that this function was undertaxen at the direc-
tion of the Federal Reserve Board and one of the reasons

advanced was that inasmuch as all member banks were compelled

to carry their entire reserve in the Federal Reserve Bank

they would not be apt to carry as many correspondents!
4
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accounts as they had theretofore. I do not know whether
Governor Weliborn iutsnded %o say that the memberbanks do
maintain as many correspondent accounts as they did before
the inauguration of the Federal Reserve System, but I am

quite sure, myself, that they do not; they have not the

?
same facilities for collection that they had before and
therefore they are entitled to this service as a matter

of law and as & matter of equity.

The Chairman. Tould vou decline to accept items
from banks that tendered them to you for collection?

Governor Young. We are doing it now.

The Chairman. If we passed 2 resolution now to dis-
continue this service, would you be willing to say to these
member banks you would not handle them?

Governor Young. Yes, eir.

Governor Bailey. Yes, sir,

Governor Harding. The statement was rade a moment
agd that this Act was not mendatory but left it to the
option of the Reserve Bank, I want %O read & part of sec-
tion 13 of the Act:

3

"Any Federal Reserve Ran% may receive from eny of iis

member bante, and from the United States, deposits of cur-
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rent funds iz lawful money, National Bank notes, Federal
Reserve notes, or checks, and drafts, payable unon pre-
sentation, and also, for collection, maturing notes and

bills. " Now if there is any ovtion in receiving notes

andbills for collection, that same option mist necessarily

go to receiving deponsits and current funds or lawful money
or checks and drafts payable on presentation. It seems
to me this is meant to be mandatory, because clearly we
have got to receive those other things.

Governor Wellborn. I would be willing to do this:
If counsel decide that it is mandatory I will have noth.
ing more to say about it.

Governor Harding. That M"nay" anplies to both, and
the "may" is sqguivalent to "shall'.

Govarnor Norris. They are all of the same parity,
with the word "may" anplying agually to both.

Govarnor Wellborn, But thet word "may" cen be used
in a diffasrent sense under different circumstances.

Governor Norris. Yes, but it is used only in the
one circumnstance there.

Governor Young, If that is true I am breaking the

law right now,
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Governor Wellborn. 1 will keep quiet if it 1s de-
cicded thet it ies nandatory.

The Chairman, I think it is mandatory to this ex-
tent, if there is any meaning in the ~ords at all; that
is when you say ™"may recsive on deposit", and so forth,
National bank notes and items Ppayable on demand, that 1t
at any rats gives those banks that want to meke those de-
vosits the right to do so.

Governor %ellborn. Why should not the Federal Re-

s erve Board undertake to zive us special instructions on
this?

The Chairman. Well, we —ere declining to resceive any-
thing of this sort and then they eaid you have got to
receive them from those banks that want to deposit them.

Gov:rnor Harding, I thint eny menber bank that
wmanted you to tate them could force you to do it.

Governor Young. We feel that a very dangerous situa-
tion would develop, Tate the ban:is of Minneanolis and 5%,
Paul and they will lend & great deal of money to the country

banks on the bills payable basis, Those notes are not due

when they come to you, and if the menber bants in the large

centers of the United States learn that they can send in
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those notes for collection and that you have got to take

them, why then you are zoing to get them, and that is the
easiest may I inow of of getting them paid. I remember
mating incuiry of this Conference at one time as to what
you mould do in a case of that %ind and you were all
unanimous in saying that you would not take the notes of
a member bank, a matured note, payable at a bank out in
the country, If you have got to take these others you
have got to take them, and you would be flooded in 24
hours. We had one bank down in Illinois that was pretty
smart. They had some $72,000 worth of notes drawn on Sid-
ney, «ontana. They sent them to Chicago; Chicaego sent
them out to Helena, Helena sent them down to Sidney, and,
to make a long story short, e were put to the sxpense of
$170 to $175 to go dom and get those notes, and I simply
told Chicago if any more of that stuff came in that they
could keep them; that —e did not want them.

The Chairmsn, Let ug see about that vpractically.
A bank in Connecticut, we will say, sends to its New York
correspondent a bundle of receivables and say they want
tn» borrow $50,000 on them?

Governor Young. Yes,
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The Chairman, Those things have all sorts of maturi-
ties. ©Some fall due before the collateral note falls due
and in that case they substitute other collateral, and
those that fall due subsequently are held until the loan
is paid off.

Governor Young. Yes, sir.

The Chairman, When a note which forms z part of that
collateral for that loan becomes due the bank that holds
the notes, that made the loan to the country bank, is not
going to bring that note over to us for collection,

Govarnor Young. But suvpose they do?

The Chairman.  They could not nossibly do that.

Governor Fancher. You wouldn't tate wast due paver.

Governor Young. No, but we would take paper that is
not due,

The Chairman, The note goess out, is presented, not

paid, and comes back again into your hands, and that ends

it

Governor Young. But sunpose that bank closes during
the interim?

Governor Strong. TIsn't that one of those awful

calamaties that are constantly held up before us as
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reason for notv doing things which 4o not materalize?

Governor Ycung. Well, it matersislized out in San
Francisco t¢ the extent of $32, 00

Govarnor (alkins. That has not the remotest relation
to the voint under discussion,

Governor Young, I thought it had.

Governor Cal:iins. Not the slightest,

Governor Young,K I% doesn't make any difference whe-
ther you send a “transit~ item or a non-cash item to a
bank that is in bad condition. Those are the only &ind of
notes you gets, You don't get them on the good banks,

Governor (alctins. We did not send anything to the

bankx, We tookx in something from the benz, unfortunately.

The Chairman, It strites me that there are a variety

of ways of dealing vwith this. We have voted on 1t so often
that the little black box in which the ballots are de-
posited has a hole worn in the bottom of it., But it does
seem to me that it can be handled in this may: First we
can g0 to Govarnor Harcding's first motion, which again
makes a record of approval of continuing the service; then
vote on a second motion asting the Federal Reeerve Board to

end the discussion by submitting & final ruling on it;
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third, we can tage up the question of whether or nbt we

should impose a charge for the service; fourth, we could
discuss and vote on the proposition of asking Congress
to rep=al this part of the Act; fifth, we could vote on
a motion ascing Congress to qualify it, by saying that
as to those items we might take those which we want and
not take those which we didnot want.

We have two motions before the meeting. One is to
reconfirm our nosition that this service should be conti--
nued. Has that motion been seconded?

Governor Fancher. I will second it.

Governor Riggs. It has been discussed a great many
times, ir. Chairman, and if you will go back over the re-
cord you will find that the same argunents have been pre-
sented.

Governor Norris. And I bveliev= they were for the
same vote of nine to three.

Governor 3iggs. It is not doing the System any good,
and the matter ought to be settled.

Governor Fancher. Did you have a communication from
the president of the American Bankers'! Association in con-

nection with the matter?
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The Chairman. Yes,

(After informal discussion:) The question before
the meeting is upon Governor Harding's motion.

( The motion, having been duly seconded, was carried,
nine voting in favor of the motion and three against it
Governors Young, Bailey and %ellborn voting no.)

The Chairman, The second motion was to request the
Federal Reserve Board to takz steps to bring the discus-
sion to a2 conclusion and settle the matter.

Governor iicDougal. $Seconded.

The Chairman, Is there any discussion of that motion?

Governor Calcins. I think the Board might well be

questioned if they are disposed to consider the matter as

to whether they have authority to order the discontinuing

of a function which is, in my own opinion, made mandatory
by the Federal Reserve Act.

The Chairman. Is there any further discussion?

(The motion, having been duly seconded, was carried,
there being 11 votes in favor of it, and one against it,

Governor Wellborn voting no.)
Governor TWellborn. I vote no becsuse I do not think

the Federal Reserve has the right to ma%e it mandatory.




The Chairman, That disposes of that topic.

Governor Norris. ad you finished your statement
in reference to 1-F, Stock Txchange loan accounts, Mr.
Chairman?

The Chairman, No, I was interrupted. I just concluded
a statement of what position we would bs in witn the informo-
tion of the cheracter that I have described furnished by
the menber banits on their spplication blanzs, Now I would
like to explain to you how entirely ineffective it would
be anyway. Let us sunpose that the iiellon National Bank
of Pittsburgh has an account with a very rich concern or
man who accunulates a balance of a million dollars, that
the sellon National Bant of Pittsburgh is lending no money
on the Stock Exchange at all; that the customer draws a
check for a million dollars on his belance in favor of
the Union Trust Comwany to may for a loan that he has
there, a real esta*te mortgsze, vossibly; the Mellon National
Bank has not sufficient funds immediately available on
that day and sends somes commarcial vpaner over to the Pitts-
burgh branch of the Federal Reserve Bank and borrows a

million dollars to make good its reserve? The Upion Trust
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Company, however, which has borrowed nothing from the Re-
serve Bank, has a large amount of money and is lending
money on the Stock Exchange, it has the mortgage paid off
and 1t sends the money to its New York correspondent and
increases its loans on the Stock Exchange a million dol-
lars. Now if there is to be a minute and accurate con-
trol of the type of loans of the member banks, it has got
t0 be by some other method than that of having the member
bank report, because the money will go into the Stock Ex-
change anyway. In other words, anything to affect the
control of the 3tock Exchange loan account has got to
deal ith the borrowers and not with the lenders. That is

the fact of the matter. I thint we have had enough ex-

perience in New York to know that that is so, because dur-

ing the war we actually did deal with both the borrowers
and the lenders and the borrowers were placed under re-
straint by the Stock Exchangemanagement limiting the amount
that each house could borrow of the total borrowing. We
had to deal with the bank and the management of the loan

account simply meant that we arranged how much of the

total loan account each of our banks should carry. There

is a good deal of rather loose thought, I think, about the
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whole question of control of Federal Reserve Bank credit,
We cannot control it once it leaves our doors. It is un-
fortunate that the discussion so frequently is in the
direction of indicsting that the Federal Reserve System
in some way, in oublished figures and so on, has assumed
gsome responsibility to control the account itself. I do
not want to see that and I do not wget it done. I think it
would be daugerous and ineffective.

Governor Norris. 1Is the rule on the New York Stock
Exchange still in force limiting members!' total borrowings
to a certain vronortion?

The Cheirman., The rule to which I referred was the
rule thet limited the borrowing of sny house to an amount
not in excess of the amount which they were borrowing on
a certain date, after e got into the war,

Governor Norris. I thouzht they had 2 rule that lim-
ited the amount of borrowing by memnbers in nroportion to
their capital.

Governor Young. At ten times their cepnital, so I am
told.

The Chairman. The business conduct committee of the

Exchange now requires regular reworts from all members in
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which cer%ain information is given. I have seen thé form
and it is quite slahorate. On the basis of the informa-
tion revorted, "hich is examined by experts in the Stock
Exchange managcement, wiacre a house appears to be borrowing
an amount which is greater in proportion to their cavital
than the Stock Exchange believes justified, then they call
them in, maxe inquiry about it, and, if necessary, correct
i%. That is where the effective control of this borrowing
account really lies with the Stock Exchange.

Guvernor Seay. iylembership in the Stock Exchange is

individual. Does {the report of the member cover only the

borrowings of the member or the borrowings of the invest-

ment house to which he belongs? If they are members they
are members merely through one of the menbers of the firm.

The Chairman_ They report just the same.

Governor Seay., Does thet report cover the borrowings
of the firm?

The Chairman_  Always, The member is simly a
representative of the firm.

Governor Seay, Then the revort to the Stock Txchange

does include the borrowings of the investment house?

The Chairman. Where they have members on the Exchange,
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Governor Norris. Do those figures that have been
published inulude borrowings of the investment houses who
do not have membership on the Ixchange?

The Chairman. ¥o.

if

Governor WNorris. So, for example,/Kuhn, Loeb &
Company had a member of their firm who is a member of the
Stoct &rxchange their borrowings would be included; if they
had not a member on the Stock Exchange they would not be
included?

The Chairman., They would not be included. I put
this on th= toonic not to me%e any apologies about what
mas done, but I wanted to explain it and give you 0oPHOT t—
unity to asz any questions.

Governor Faucher, I wasn'i here during some
discussions this morning, ir, Chairmsn. That has

the effect of the puodlishing of those figures?

The Chairman, I think the first effect was to

startle people a bit as to the size of the account, which
had been variously estimated, but the highest figure of
which had not been over two to two and & half million,

when it developed that it was a billion drllars above the
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highest figure.
Governor Seay. Does the opinion prevail that we
are on debsicble grocund in asking for this information?
The Chairman. I don't know that it orevails. I can-
not answer that question. I thin%t it was very well re-
ceived generally that the figures should be published.
The next tooic is 3-A.

III. COIN, CURRTNCY AND CIRCULATION.

A. Gold holdings and payments.

Mz, Harrison, Thie topnic was put on largely because
of the fact that we have had it on the program for the
last three or four meetings snd with a view of discussing
two features of the guestion. The first is the total amount
of gold held in relstion to the total amount of monetary
gold in the Goumtpy,. which is controllable by us through

our policy of gold paynents. Second, to consider again

the percentage of payable gold to the total amount of gold

held by the Federal Reserve banks, I do not know how deeply
the Conference would care to go into that, but ourdirectors

have sho™n considerable interest in it lately from both

aspects.

You will remember, tatking uo the last feature first,

’
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that three or four years ago we were all very much sur—
prised to find out the small percentage of payable gold
the System held in »nroportion to the total amount of gold
held, - A that time the average for the System was only
11 per c2nt of their total liabilities, that is, their
note and deposit liabilities, Through some arrangement
with the Treasury, which began a fairly substantial coin-
8ge program, we have gradually increased the vercentage
up to 18 per cent, but even now, in the case of some Re-
serve Banks, the nercentage is fairly low. It occurred to
us that perhaps those Reserve Banks might care to review
the situation a little bit and study their own condition
with regzard to the amount of payable gold held in relation
to the total gold held.

The othar guestion, that is the gold paymnent policy
of the System, you will remember in May of 1922 we adopt-

ed a paynent orogram which placed gold at th=s bottom of

. tg .
the list; in other words, we were not nay’ . out gold

certificates until after we had sxhausted all other forms
of currency available, which was equivalent to an agree-
ment that you would not may out gold certificates at all.

At that time Governor Strong made a reservation with regard
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to New York, because he anticipated that on account of

large incrogees in the gold imports it might be advisable

for us in New York to pay out enough in certificates to
offset imports. As a result, in August of 1933, we com-
menced 2 gold nayunent policy,whichfor a period of two
yearse and a half we followed, -~ -.- At the end of 1924
we had vaid out net a little over 700 millions in certi-
fioates. At the end of that period the gold held by the
System was, to a dollar, the same amount that was held in
August, 1923, in spite of the gold immorts. In other
words, we started out in August of 1932 with three billionm,
71 million 6 gold in the System and, in spite of the im-
ports, during that two and a half year period we ended

up in December of 1924 with exactly the same amount,
$3,071,000,000. It aight be explained that during 1934
the efforts of lew York were helned by Chicago, who com-
menced paynent of gold some time in February of 19234. Dur-
ing the year Chicago »aid out ovar $300,000,000 net, None
of the other Reserve Banks at that time were naying out
any gold. At the end of 1924 we ended all square. Then
came the question, with the shift in the flow of gold from

the import to the export trend, what our policy should then
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be. We discussed it at one meeting here. We had long
talks with the Treasury about it. The Treasury program
coincided with ours, and I think was agreed to by some
of the other Governors, and that was that we should pay
out just enough tertificates in 1925 to maintain the gold

certificate circulation at about the level it was then,

or a billion dollars, During 1925, owing to the fact .

that some of the other Reserve Banks, particularly Boston,
commenced gold payments, the gold certificate circula-
tion went up to pretty nearly $1,100,000,000. It is down
now t0 a billion, fifty million, and still it is our feel-
ing that we should continue that program, which is pay-
ments by the System in amounts sufficient to keep the
gold certificates in circulation at a billion dollars.

It might be well worth while for the conference now to
review it. If we proceed under that nolicy then any gold
flow, whether it is in or out, will manifest itself immed-
iately in the total gold holdings of the System. 1In
other words, if we just keep .our present csrtificate cir-
culation at about a billion dollars, and do not try to
offset either the imports by further payments or the ex—

ports by further contraction, then any change in the
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international flow of gold will necessarily reflect
itself in the 8 ystem's holdings. I think I am cor-

rect in saying that, so far as we have reviewed it, we
feel that we should continue our present policy and main-

tain that certificate circulation at about a billion dol-
lars.

In that connection, and reviewing a little bit, when
the System was first orgenized the total monetary gold in
the country as estimated by the Treasury was a billion,
eight hundred million. 1In 1917, when the 16503ty 1o
serve took nlace, the total amount of gold was about
three billion. 1In 1922, when we commenced our gold pay-
ment policy, it was.three billion, eight hundred million,
and at the present time it is estimated to be about four
billion, four. e have four billion, four, and the Bys-
tem as a whole holds a little under three billlion — I
think it is about two billion, =ight hundred million, and
of that two billion, eight hundred million, we have only

about seven to eight hundred million in payable gold,:.r .

The rest is in bullion in the gold settlement fund.

Governor Harding. It would be helpful to us in the

gold program if you would let us %now when you get a
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gold movement in New Yort, either incoming or outgoing.
It may be several days before we are affected in Boston.
So far in our gold Payments we have just had to be a
little arbitrary, but if == could get from you, just os
we get our allotment of acceptances bought, Jjust as we
get a statemsnt about the probadle amount of Federal Re-
serve notes that we will have outstanding during the coming
months, it wmould be a pretty good guide to us in our pay-
ments. We do not mant to overdo it or underdc it. If
the Treasury wants to keep a billion dollars in gold in
circulation it would be very helnful to us if you Wogld
figure what our proportion would be, let us know, and we
could work on that during the month.

sr. Harrison, I think it would be most helpful,
certainly to our program in New Yorx, ijf we could have a

1ittle closer cooperation between Chicago and Boston.

Governor Harding. If you would give us those figures

we would be very zlad *o cooverate with you. We would
like to have sonething to guide us, because as it is now
we are going it blind and do not xnow,

Governor Fancher. We would like to have that too,

Jr, Harrison. In the latter part of 1924, in the last
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two or three months, the Cleveland Bank paid out between
forty and fifty million dollacrs.

Mr. Harrison. I thin%t your net figures for 1924 were
in the form of receipts rathar than in the form of pay-
ments. I may be mistaken.

Governor Fancher. MNo, Mr. Harrison. We lost on the
1924 but gained in 1935, We naid out liberally in the
last three or four months of 1924.

ir. Harrison. Then I must ﬁodify my statement to
the extent that it was a fairly insignificant amount in
comparison with the total net nayments by the System,

Governcr Harding. If we are going to have a System
gold oolicy it seems to me it is important to have the
sevaral banks infofmed as to what theay shall do.

Governor Fancher., I think that is a very good sug-
gestion, Governor Harding. We could operate our gold
paymnents possibly more intelligently,

iir. Harrison. The difficulty in the past has been
that when we took the matter up in the Conference here —-

I remember ir. Winston appeared before the Conference ——

there wass not - - very much sympathy expressed by the

other Governors towards any gold payment program. In




fact I think we ran contrary to the general thought of132
expressed

the Conference, but there was no/objection on the part

of the others to our continuing the payments.

Governor Young. Te have tried to pay out gnld out
there and issued certificates, but it is extremely hard
in our District. The banks out there want the five dollar
pills and we cannot vay them in gold. We nmay it out when-
ever we can., We ware in sympathy —with the program, we
tried to do it, but caald not do it.

The Chairman, Here is the real situation that pre-
sents itself, as we figure it out in New York. Before the
War gold-paying countries like England had but two kinds
of currency, gold coin and national bank notes. Now the
vind of currency that almways reached the saturation point
was the gold @in. They always had all the gold coin that

they could use because they would go to the bank and get

the gold coin whenever they wanted it. Consequently the

circulation in Ingland was very stable and a fairly definite

amount, with gold coin circulation always at the satura-
tion point. Over here, in contrast, we have all kinds of
paper money in circulation, and the kxind that fluctuates

is the Federal Reserve notes. But inasmuch as our gold cir--
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culation is simply a different colored niece of paper,

they cannot distinguish between a miece of paper which
ig gold and a niece of nmaper which is a Federal Reserve
note, so there is no such thing as a saturation vpoint in
this country of gold coin circulation. Then another thing,
in the Federal Ressrve System we pay out Federal Reserve
notes and take in gold certificates and pay out gold cer-
tificates and tate in Federal Reserve notes and, according
as we do one or the other, our reserve goes up OT domm.
Qur reserve narcentage will increase quite ra»idly as
we take in zold certificates and pay out Federal Reserve
notes. Te get dollar for dollar, which increaseés our ver-
centage. 80 we have got the choice of having the fluctu-
ation take vlace in the amount of gold currency in circul-
ation or in our reserve. It is a question of nolicy whe-
ther it is wiser to have the reserve fluctuate, especial-
ly when the z0ld movement bscomes glac: ro some extent,
or whethar it is better to0 have a lot of gold certificates
circulation fluctuating.

Governor Seay, Then did you begin the »olicy of nay-

ing out gold notes?

The Chairmen. In 1R 2. We felt that during this
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heavy gold importation it was bettsr not to have it piled
up in the Reserve Banks, just to be a show piece all
through this couatry and the.rest of the world and have

them think that there was unlimited credit available here,

and we paid out, as ir. Harrison said, some $70C,000,000,

Now we have got to the voint where the gold movement is in

both directions, instead of just coming in all the time,
and we feel that the time has come to have the amount of
gold in circulation constant and to have the changes
brought about by gold imports shown in our reserve. 8o
~e are trying to teep the amount of gold certificates in
circulation at a billion dollars. If we have a big loss
of gold by export our reserveswill come down. If we get
a lot in our reserves will go uv. It probably is a more
illuminating situation for the nmudlic than if we handle
it in a haphazard manner without any volicy, or if we had
the amount in circuvlation the fluctuating item, because
no one will xnow about thaf.

Governor Fancher. Have you eny fizures to indicate
how this Treasury »olicy is working out of kteevning up the
amount of gold certificates? The banzs are all paying

gold, are they not, and have you any figures to show?
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Governor Seay, If you have the Bulletin before you,
on page 215 you will see the variation in gzold certifi-~
cates.

Jdr. Barrison. I have here a chart which we follow
pretty closely in New York. It gives the additional amount
of money in circulation in relation firstd, t0 the gencral
price level, and second, in rsletion to the gold imports.
It also shows the gold certificate circulation in con-—
trast with the Federal Reserve notes circulation, It
illuetrates what Governor Strong has just referred to,
that when we pay out gold certificetes the Federal Re-
serve notes come in, and vice versa. If you are interest-
ed in it I will be glad to send you one of them.

Governor Norris. I would likts to have a CODY of that,
I would also like to tnow on vhat basis the Treasury

reaches the one bhillion dollars as the esmount of gold cer-

tificates desirable to havé in circulation.

Jdr. Harrison. That hanpen=d to be the figure at which
the circulation stood at the end of 1924, when the flow
in gold changed from an imnort flow ffo an export flow.
In order to show the immorts in our reserve and to give’

up paymnents in order to offset immorts we thought we
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would teep the cartificate circulation at its then figure

of one billion dollars.

Governor Seay, In Deceamber, 1924, it was $333,000,—

Governor Caltins, I would lit= to have & copy of that
chart. The Chairmen's view at the present time is that
it is probably unnecsssary %0 conceal the gold that is com-
ing into the country. That me should only %eep concealed
that which is glready concealed in the billion dollars in
circuletion and let the balance of the flow, which ever
way it wmay be, anpear in the statements of the banks.

The Chairman, Yes.

Governor Calkins, In other words, ™we can probably
continue to do avpproxinately what we have been doing, vay
out as much as we tate in, unless there is some consider-
able movement, and that would then be adjusted in New York.

The Chairman. Yes; we would then take uo the new
policy,

Governor Calkins. If there was a considerable move-

ment it could be taken care of by the bank in New York and

the others could continue the same practice?

The Chairman. We could compensate for it, yes.
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Governor Seay. The important thing to me seems to
be t0 continve the nolicy that hes prevailed since it
would bring about coafusion in thz situation if you changed
it.
The Chairman, Yes. One or the other figure has

got to be constant in order that the other one, which is

not constant, shall nean anything,

Governor Seay, It hes to be. If you change the
policy in that respect the result will be a change in
the reserve and there will be some inguiry as to the rea-
son for the change which does not show on its face, which
wuld not perhavs be as good a thing as might be.

The Chairman, We are not figuring on any chenge in

New Yorkx just now. We will just rock along as we have

been and to suoply the other Reserve banks with these
figures, if you want tham.

Governor Calktins., It sppears to as if the other
banxs continus %o carry out the vpolicy they have been
carrying out approximately, that is, of vaying out as
much gold as they recsive, that all the adjustment neces-
sary will be made in Wew York and will ap»sar in the New

Yorz reserve figures.
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The Chairman  That is so.

governor Calzins. If a very great change should come
it might be necessary to change the policy of the nther
banks, but not otherwise.

Jr. Farrison. There was one practical thing that

would have helped us in 1925, and that wes if we had <nomn

a little bit in advance that Boston was going tO comnence
a substantial nayment policy we would have checked up
s little in New York so that the total circulation would
not have bounced un a nundred million dollars, ss it did,
without our b=inw able to check it until it was too late.
Governor Harding. You could have told it from our
weetly statement, could you not?
sir. Harrison. The circulation had gone up before
we realized it. Your gold vmeyunent molicy would not be
reflected in vour weexly statement, Governor.
Governor Norris. Thars =ould you find out in your
statemant how many gold certificates yonu were we ying out?
Governor Harding. He conld aave found out what our

outctanding note issue wes the weez before.

Governor Horris, Yee, but that may hev:
through the gold settlement fund. Tou couldn't tell
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whether or not it was going into circulation.

Governor Fancher. I would li%e to ssk ¥r. Harrison
a question as to the amount of minted gold and as to the
holdings of the bantwein the mnatter of coin. What is the
prasenting winting prorram? Have they got a surplus of
0ld, 40 you znow?

dr., Harrison. At the present time the Treasury has
a surplus of about 350,000,000 in coin over and above the
base required for certificates, that is all,

Governor Faacher. That is quite an imoroveaent.

J4r. Harrison. That has been reduced by $20,000,000
in the last two deys on account of & withdrawal that New
York has .lade, so that there is really only about $30,000,-
0CO now.

Governor Norris. Are they ninting gold this year?

Jr. Herrison. I believs they have minted this year
on the sem= program +that thsy have frllowed in the last

two vears, Govarnor Norris.

The Chairman Now zen®tlemen, if there is nothing

further on this e will nass to Tonic 3-C.
ITI. CCIN, CURRINCY AYD CIRCULATION.

C. Currency counting machines. Volume of ™ork »nar-
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formed and estimated savings.

wr. Harrisou. These curreancy counting machines have
been discusced at a previous mectii A nuinber ol the
Reserve Ban<s have seni representetives to New Yorx to

see them in operation, Since then we have sent trial

mechines to five of the Reserve Banks. We have had in

operation for a year now 40 machines in the New York
Bank. e have had a wnretty feir test to detsrmine how
much thesse mechineg have increased our outout, and we
have estimnated that on five dollar bills, for instance,
the counters have increased thes outout by 64 per cent,
So that whereas a girl wad . counting, svreading, bundling
and sealing eleven packes or 11,000 notes a2 day before
we had the machine, we have increased that to 18,000
notes on the average. There are some girls who have
been on mechines longer than others who are averaging
betmeen 22 and 24 thousand notes a day, Te figure that

is a little hich and that after the rirls have had ade-

quzte expsrience that they will »nrobably average about

20,000 notes a day. That is almost double what the
counters mwere able to do before the advent of these ma-

chines.
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The only nurpose in bringing the question up again
is to refor to th: contract which e have with the in-
ventor. At the time we negotlated for these machines we
provided nct only for a possible 100 machines for New
York but also, at @ speciel orice, we drovided for the
other Reserve banie in the esvent that they would give én
aggregate order for the entire System for 200 wachines,
including the 100 that Yew Yorz mnight order. Qur oro-
graﬁ has been a little bit delayed owing to the fact that
the inventor, having almost a unique onroduct, twt is al-
most exclusively for use in the Reserve Banks, has not

been willine to build up his unanufacturing »lant to a

voint where he can produce as quickly or economically

age he might otherwise have done if he had secured the
order for the other Ressrve Banks. Whille we anpreciate
the desire of ths other banks t0 try the machine out and
see how it worts in their o™ shop, nevertheless if all
of you could, in somne way or another, satisfy yourselves
as to the effectiveness of the mmchine it would be very
heloful to us in zetting our own 100 maechines and very
heloful to the inventor if, within the reasonably near

future, we could give an order for the System,
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The Cheirmen. i Tarrison e™mrsssas these things
in auch gentler ~hraseology thsn I do, The fact is this:
If we send test machines to all the reserve banze it
is poing to materially increase th> cost of the thing agnd
delay the progran Aaterially and throw us out of line in

New York  Now e have had the 1echins going for a year,

40 machines, and we are absolutely satisfied with the demon-

stration that —= have had. Te have nulled a mchine to
pieces to see hor it stands up, and it stands up beauti-
fully, I thin< the other Reserve Ranis cnuld settle the
question quiczer by sending someone to New Yorc to test

it out, because I do not believe a test in the other banks
would be anywheres near as satisfactory as the one that we
have made in Vew Yorx.

Mr., Harrison. Te brouzht the metter un because most
of you have not realized thet this delay is being ex-
pensive to all of us. I do not think we have rsceived
an order other than for a trial mechine from any Reserve
Ban'c.

Governor Harding. Qur »neople have been turning out
twenty to twenty-onz thousand bills a day on it as against

about 14,000 before. Te found there was a little prejudice
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againsgt it at firet, The girle had an idea thet it was
a labor saving machine and would throw a lot of them out
of jobs. 1 told them they nesed nol be uneasy about that,

because we have s prstty considerable turnover up there,

of meople getting married and taking other positions, and

so forth, and that this ™ould undoubtedly require less

operators in the long run, I would see to it fthat the
use of these mechines would not throw anybody out of a
job.

The Chairman. I thin: the mchines have pretiy
nearly neid for themselves this year.

sir., Harrisun. We figure we are saving $830 a year
per counter,

Governor 3ailey, ' How much does the machine cost, uir,
Harrison?

Jr. Hgrrison. $1500.

Governor .iclDougal, That saving is based on what
hand count ver individual?

ir. Herrison. 13,000.

Govarnor licDougal. Ours is zbout 13,500. We have

figured & saving of sbout 25 per cent, and then there are

other advantages, doing a=ay with the drudgery, and things
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of that sort. I do not think —e are ready to give any
substantiel order for those machines but I think we will
be in a position oretty soon to give an order for ma-
chines if you desire an answer on it.

The Cheirman, The vpoint is we have made a contract
with this man which is to a certain extent @epasndent uvon
his being able to make a manufacturing program and dbuild
either a hundred mnachines, two hundred, or some definite
number. We vrobably will need a hundred machines anyway.

Mr., Harrison. We have a total of fifty now. We have
40 in our omn vplace and five in the other =Reserve Banks.
We have ordered forty more, or 2 total of 90 mechines for
our own use,

Govarnor Caltins. Then does the contract expire?

Mr. Harrison. It was a three-~year contract and we

made it sbout a y=ar and a half ago, as I remember.

Governor Fencher. How spoon could we get delivery on
machines?

Governor Seay, We have been waiting for one for
eight months or more.

JMir., Harrison. But the reason you have had to wait
is the fact that he has had to »ut on some sort of a spe-
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cial adjustment’ ou account o¢f the fact that you have an
alternating currcut,

Governor Seay. He wag not able to sunply a univer-
gsal motor and hes had to devise a spscial motor for the
alternating current. 1 thought in most cas=s that the
tendency hud been to change to the alternating current
and I was surprised waen he could not do it. The main
guestion is to detsrmine how many machines e need in
the bank and we can hardly determine that until our ma~—
chine has been »ut in =orting condition.

#r. Harrison. Even if you only estimated a conser-

vetive number that you might be sure to nesed, if you are

~oing to take any at all, which would give him an order

which would be a minimum order and which would enable him
to build uo his organization. He was just &an ianventor.
He had no orgenization at all ~hen he first started. He
has been Toriing along from hend to mouth on the funds we
advenced him, He has not been willing —— and I do not
blame him — to build wn an organizetion for the »urnose
of building quickly and economically three oI four hund-
red mschines,

Governor Seay, The vpoint of uncsrtainty with us 1s
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whether this motor will op=srate with our mechine.
sir. Harrieon. I thint thesre is good reason for Rich-

mond to hesitate becauss it 18 necessary to have this

new adjustment, which has not been tried out.

Governor Seay, That is the point =ith us, ur. Harri-

Governor Tellborn. Have you been able to det:-rmine
the reduction that has besen made in the unit cost of this
woTk Y

Mr. ¥arrison. I do not tnow quite what you mean by
unit cost.

Governor T2llborn. The cost per niecs handled. e
express it in our bank es the unit cost.

#r. Harrison. I thint for your »nurvoses you could
tell better by letting me t211 you what has been the in-
crease ner employe rather than trying to estimate the unit
cost.

Governor fTellborn. Thet all enters into the unit
cost, of course.

Governor 3Zigge. ¥e have hed one of the mochines for
three months but only one operator, who has gro™n to be

very efficient. 1In that three months we have mde a
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saving of 50 per cent, It sorts unfit money according

to my judgment better, or just es good, es the till mnoney.
The man in charss of tha currency reconmends it very high-
ly. He has had no mechsnicalatroubl- ~hatev=r with it,
It wor%s every day. I de not <now ho™ nany more we want,
but I will find out and let you wnow later. Te are Vvery
much vleased vith it.

The Chairnan, You have a basis for mazing & caloula-
tion, Wecause you tnow how many coun'tsrs you have, how
much currency thay handle and then —hat the mechine does.

Govarnor 2igvs. Te havs saved 5C ver cent in a ner-

iod of threse monthse.

Jdir. Harrison. Fe have shown & 64 vwer cent increase.

Governor Fancher. Te have shovn an increase of
5% ner cent. It is 20,300 by mechine and 12,930 by hend.

Governor 3eay, As soon as it is det-rained whether
the adjustanent nscessary in th2 mnotor is successful, I
believ: we can give a =retty quick reoly. Of course it
has got to be tried out first.

Governor Norris. Has the electric commany given
you the alt=2rnating current?

Governor Seay. T¥e have that, and that necessitated

a change in the motor.




Governor Talley, Mr. Herrison, what will b= the
marcet for this machins after the Federal Reserve Banks
and the Treasury have been supplied?

ir. Harrison. He estimetes that he is not going to
have any market other than the FederalBenks and the Treas-
ury, that is any substantial masret, For that reason he
is not »nrepared to build uo an organization to supoly us
with these nachines as rapidly as we would like to have
them in New VYork,

Governor Talley. That is what I gathered. ‘What
provision is there for maintenance and replacemnent?

dr. Harrison. We have found in our one year's exper-
jence there is vary little wear on the machine. ¥e toox

one machine dowm entirely and the vear on thes varts was

hardly notic=able at all. The inventor himself estimates

thet the 1lifa of the mechine —ill be sbout 15 years, and
I thinz that is feirly. conssrvative.

Governor Talley, After the original output, what
will Xeep him going?

Mir. Harrison. He figures that there will be enough
of demand for the outnut, even after we are suoplied, to
keep him going.
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Governor Nerris., Until tle time comes that we will
want new ones.

Mr. Harricon. 7There ars cervcin businesses, such
as large department stores, that have considered takxing
them up, and he might get a market there, Then he fig-
ures that there will always be a sufficient market with
the Reserve Benks to justify him in maintaining oarts.
At the present time he sends these parts around and has
the machine manufactured. He hasn't any organization of

his owm at all.

The Cpairmen  ifr. Harrison, have you consulted ir,

Dewey as to whan he wishes to avpear?

Mr, Harrison., He sxvpects to come tomorrow, but will
be willing to come -today, #r, Chairman.

The Chairmen, The next topic is 4-B.

IVe OPZRATION A¥D ADLINISTRATION.

B. Should not the Fedsrul reserve banks be reim-
bursed by Federal Land Benks for expense involved in vpay-
ing Federal Farm Loan counons?

Governor wcDougal, The Federal Farm Lead coupons
have been naid to the Federal Reserve Banks. Under existi-

ing arrangements Reserve banks sent the coupons, cancel
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them and return then directly to the issuing bank, maxing
a charge for the snount thereof against the Federal Reserve
Banx in N¥ew Yorx, wnere the fuunds are carried to cover the
various issues of farm loan bonds that have been called for
redemotion, ma'zing it necessary for the clertvwio handles

the counons to check carefully the serial numbers,:

in order that the conupons detached from the called bonds

may not e paid. At the nresent time the Lend Banks are
not Mmating any reimbursement for th= time of the clerks

in handling the coupons. The expenese with us is estimat-
ed to be from sevenity-five to a hundred dollars a month,
and it seems to us that me might reasonably ask for reim-
bursement of this item, The amount with us would only be
$1200 a year perhavs, but it mekes eight to ten to twelve
thouscand dollars for the system, It is simply submitted
for consideration.

The Chairmen. We vnay about 600,000 counons a year,
to the vslue of 418,000,000, and == estimate the cost to
us to be s2bout 42350.

Governor Seay, Are you reimbursed for that?

The Chairmen, Wo,

Govarnor idcDougal, The 3ystem muld save orobably ten
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or twelve thousand Jollare a yeer, and it seems to me
that it would be »nzrfectly propsr that we should ask for
reimbursement. I simwply submit this for consideration.
Governor Norris. The situation has changed in two re-
spects from what it was in the beginning. In the beginning
of course thers were no call bonds so that there was no oo-
casion for that handling of couvons to which Governor Mc-
Dougal has refarrec. At that time also the Federal land
banks were young and coumparatively poor. Now they are
rich, They have taken all the expenses over that the Gow

ernment formerly naid voluntarily and I do not imagine

that they would have any objection to making reasonable com-

pensation to the Ressrve Banks for this extra service that
they are now rendering. T suggesi, bzfore we nase a reso-
lution on the subject, that we take it up with the Gover—
nor of the Federal Farm Loan 3caxd,

The Chairman. Do I ﬁnderstand you make that in the
nature of s motion?

Govarnor Xorris. Yes.

The Chairman, The moticn is %that the circumstances
justify the unusual orocedore of appointing & commitiee of

one to handle this matter, namely, Governor Norris; that
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the whole subject be referred to Governor Norris, with
PoOwWer.

Govarnor Fancher. I sscond that,

Governor Seay, I amn agreeable to that, I would like
to say that it occurs to mes that as a matter of principle
these various orgenizationscnght to bear all the expenses
vhich are incident to their operation,

Governor Norris. I am frank to say that this arrange-
ment was made in the beginning not with a view of imposing
anything on the Wederal Reserve Banks or to get their ser-—
vices free, but it was simply one of the additional advant-
ages that it was sought to get for the bonds to assist in
their sale, the statement that coupons coulc be cashed at

any Federal Res=rve Bank,

The Chairman There ie one other point, Governor Norris.,

.

In order to avoid the multiplicity of accounts, and 80 On,

this gcheme has been set up by which all ths coupons come

to us, we check un on it, and send them in. Do you send

any Girect?
Governor Norris. That I do not xinow.
he Chairmen,Z I thint you all send your coupons to us.

Governor Seay, I think —e do, and settle with you
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through thes gold settlenent fuad,

The Chairmen. All these coupon accounts, which of
course are separaste accounts for each coupon Ppayment, so
far as the Farm lLoan System is concsrned, sggregate now
gonething like 32,000,000, and my sttention is called by
this memorandum to the fact that if we impose the charge
these fellows might say that they cen go into any bank
and get them to pay these coupons without a balance. I%
mouldn't break my heart to have another bank pay the
coupons and take the balance, but that is probably the
answer that you would get.

Governor Norris. I do not thint so, becsuse of the

fact that they can be cashed at any Federal Reserve Bank.

That is of advertising value. In the beginuing they want.

ed to establish & connection with the Fed:aral Reserve System,
and because of that advertising value I thint they would
want to continus it. Of course I was going to sugzest
to you that it gave you a nice Jeposit, twice a year, but
a very temmorary devosit.

The Chairman. Yes.

Governor Jorrie. I suopose they only put it in a few

daye before counon day,
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Mr., Harrison. No’ that is their average balance,
Governor Telley, It night immose a small loss on
us, Mr. Chairmen; it will nrobsbly cost us mores to get
reimbursenient than it will to handle the coupons.

The Chairmen, You heve heard the motion, which has

been duly seconded.

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

The Chairmen. The next is 4-C.

¢. Progress in budget control of Federal Reserve
Bank Exvenses:

Are thers any remerks from whose banks which have
recently undertaten budget control of exnenses, as to
their exn=riences in doing so?

Govarnor Tellborn. Te adopted it several years ago,
iir., Chairman, end had it omerating om a quarterly basis.
Now —e are opsrating it this vzar on 2 monthly besis and
it has onerated very well- in our banz. Ve are very well
satjsfied with it and I am sure it will help us to xeep
d@wn expenses.

Governor Calcgins. We operated the pudget system in

the San Francisco Bank in 13935, 1t wes satisfactory, and
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think I might say successgful, T he variation in expense
between the actual exvense and the budget was $14,000, all

due possgibly to fluctuations in the cost of currency.

The Chairman Are your people trying to keep within

the budget?

Governor Caltins. Yes.

The Chairman. Did the budget figure represent a sav-
ing over the onrevious year?

Governor (Cal'zins. The budget figure for 1925 was
$205,000 less than th~ cost of 1924.

The Cnhailrman. Any further remarks? If not, the next
topic is 4-D.,

D. Further exchange of views relative to the steps
ta'ten at each Federal reserve bank to mate sure that the
bant and the -ystem are not nromerly subject to criticism
because of the practices o the ban% or its personnel.

This was discussed at the laut meeting, that discus-
sion being followed up by our cending a memorandum to the
other Aeserva Banks as to a cartain field of inguiry cov-
ered by the Nsw Yorz Ban, I would 1ik=s to &now whether
you got any definite reactions where the matter was takén

up with the of ficers and clerks of the banke.
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Governor Talley. I > & report here which I would

like to quote.

"Governor Talle
action of the Conlersnc £ CGove rn > i Pe a
serve Banks lest fell upon ths bje f the ethdcal

conduct of directors, officers ocnd employeess of Federal

Reserve Benks, The verious polints reaised were fully

discussed ond, upon motica of Director Patrick, seconded

by enothsr dir-ctor, 1t wses votzd thet the me tter be re~
ferred to the Chzirmen of the Boerd for such lnvsstige-
tlon and survey from tlwe to times 28 might be de-

sirsbls,”

That is taken from a mesting of our Board of our Bosa:.

Of course there was a great deal more discussion
of this mstter than is refl=cted in these minutes.

The Chairmen, ¥ow was the suggestion received in
general, Governor Tallsey?

Govaernor Talley, It was right cordielly received.

-

Ths chairmen of tn2 board, h=ving it brought *o his
attention, stated that worting through the executive

comuittee we could watch for such violations of certain

ethical principles that not only might be laid down in
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the schedule, but srrived otherwise, and bring them
bact to th= board immediatzly as soon as noticed.
Governor Young, sir., Chsirmen, I would like to
report that I did not refer this to the directors at
@ meeting but I have talted with ths vari » directors
about it. They thousht your rulee were a little bit
too savere. T askxed the offic=zrs of the bank to match
the situation, but *hsy thought it wae impossible to
lay don any fixed rulss, that each individuel case had
to be handled on its merits. Thet is all that I have
don= with it. I assume from that thet thas reaction was
not entirely favorable.,.

Governor (Calixi: Imight say that we are entirely

in accord with the outlins of the ¥ew York 3Ban% in »rin-

ciple. As I indiceted at the time me discussed the

matter bsfore, we aight find casas in which it —ould not
be expedient %o be quite as rigid as you heve been in
New York in soaxe caseas,

The Chairmsn, I thinx i% i¢ a fect, Gov:irnor Cel-
ring, that where you sre right next to a great big, active

S8tock Exchenge, to an atmosphers of speculestion, when

stocts are going up and money seems easy, that there are
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tenytations presented to the enoloyss of ban%s that may
not be the cass vhere'ﬁhey eare Zurthar away from that
stmosphere.

Givernor Fenchez, LTter the discussion of this
magtter at the other conference ve have been Daying spe—
ciel attention to the losas of our =mployes,
examiners when they —ent into %the banks give us a list,

That has been going on for sone time. This memorendum
was submitted to our menaginz coumittee on receipt of
Mr. Harrison!s letter enclosing it. They cave it consid-
eration and our feeling wae that perhans you go a little
further in New Yort than conditions would —arrant in
Cleveland. Fe do, however, watch very csrefully the
outside opsrations of our ennloyes and eslso try to keep
close tab on their borrowings for msmber banks,

The Cheirmzn, If thers i3 no further discussion
this topic re will

4%, Fedzral

3 Characta

3. Segragetion of building exwnensitures and re-

ceipts from other expense and income accounte,

S Chargeoffs on account of depreciation in
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machinery.
ife have been ested the guestion in New York a nunber
of times about tznente in th=s Federal Res=rve RBank 3Build-
ing, @s to whether or not they were suitable tenants,
and it is difficult to answer the guestion. We have had
one Or t70 cases 1like that of Govarnor .icDougsel's, but
we have adonted a »nlan in New York of having no finencial
houses in the bullcding at all. If we get inquiries of
that sort from the other Reserve Banks, I just want to
make clear that it is not »rijudice on our nart at all.
It is a principle under =hich we do not think we can
heve financial houses,  Te had an offer to rent an en-
tire floor in our building the other day from the Trust
Company of New York for somz of their clerxe but we do
not think we can afford to heve our building occupied by
institutions of thét tind.
Governor Cal-ins. Te have the Gsnoral .otors Ac-
ceptance Corporatioun, .ir. Chairmsi.
The Chairmsn, I do not think we would take then,
Govarnor Wellborn, Ve have tried to rent some of

our vacant space but are unabls to do so, bescause WS

have been so critical in getting the right ¢ind of ten-
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Ve have tried to r=nt it t9 gen 'rel agents for
urance coawanies or for the zenc<ral offices of a
railroad commany, or sodethiug of that %ind, but we
havs not succzedsd i 2tting enybody to taze the swace.
Governor Cal:ine. I "muld liks 0 nursue th= sub-

ject a little further, sr. Cheirmen, since you have &x-

pressed your disopproval, It wee difficult for us to

find any reeson for objiecting to *the Gen=ral .dotors

Acceptence Cornoration or to find any more desirable
tenants than that cornoretion, e have a freight tariff
bureau, which is just a fe~ steps further removed from
a financs corwnoration, Towould lize %
cate why you would not loox =ith favor uvnon the General
motors Accantance Corporation,
might be zeained by tasa or by a similsr cormoration by
reason of their occumancy of tas Fedsrael R
building?

The Chairmsn. That is rath:.r 8 borderline case.
Concerns engegrzed in selliné gecuriti=s

Governor Calzins. Thich they ars not —

The Chairman, They are not, but those that are, or

dealing in mergin sccounts, represent to my mind nreity
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fairly the type of tensnt that we should not have.
Governor .cDougal. This question T think vperhaps
arose in Chicago bdefore it ¢id ia sny of the other dis-
tricts. Te adonied a nolicy there uader which we de-
clined to accept for tenants —- e are now running five
floors or tharzabouts —- those who were s~ngazed in the
investment businese, vrivate bvan'ting or anything of that
sort. V¢ heve aduhered *to that up to the »nresent time.
Six months or more ago we decided to rent, if nossible,
the first floor of our building, vhich was set aside
for our fiscal agency activities, and which is not now
used to any great extent. 7We reversed our volicy and <e-
cided that there would be no objection to accepting some
investment conoern.as a tenent nrovided they had been
long enough established and thet the character of their

business was satisfactory. I think oossibly this has

happensd since you and I discussged the matter in Chicago,

Mr, Chairmen.

The Chairman, Did you texe tha firm about which you
made inguiry of me?

Mr., MsMcDougal, 7 LA ke them As
ter of fact they were not willing to come in on
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mhich we offsred.

5

The Chairnan, Thay do a very heavy speculative
businessg, of

AT, wecDougal. Je have thought of tha railrosds, but
they will not pay any rent. The quarters wme have are
rizht in ths financial district and are better adapted -
to something of thet sort than anything else, except cigar
stores and littlz shoos. Ve haven't had any success in
g=tting eny tenants.

The Chairman, Coulda't you occupy that flonr with
some demartaent of your bank and zet the tenants for up—
stairs?

Governor wchougal. T2 could do that, but as a mat_
ter of fact —s are mretiy well »laced there now and ver-
mansntly fizxed,

The Cheirmsn,. You brought un this Ua. 2, segregation:
of building exven”itufas and receinte from other sxpense
and income accounts, Governor .lchougal,

Gov-ranor .schougal, That wag mut on the nrogram DY

reason of the fact thet at ths vresen +ime all expense

incurred in the oneration of the vank building is charged

to the general exwsanse account of the bank and the income
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received from space leased to tenants is credited to
income from bant building, —hich is grouped with other
earnings and results in an incorrect showing K We have
given sone consideration to +his and believe that those
banks, such as ours, that are renting largs amounts of
space, that thzir accounting acthod ould be imoroved if
they would treat the building as though it were a sevar-
ate corporation, crediting that account with all reczints
for rent, crediting it also nerhans for amount of rent
of that part of the bank which ths bang usss itself, and
char.ing it with the 2xpense, including alteration,

changes, and so forth, settling the account possibly

once a month or once in ev-ry six months. Under the

present forms it is not vracticel to do that and I would
suggest that duilding operating exvenss and income Dbe
segregated fron other current exmnense and income and

the Board be regucsted to adiust their accounts according-
ly, I an subaitting thet for th=2 conzideration of the
gonfersnce. If we wers to set u» a building account and
credit it —ith income from tsnante and would agree uUdON

a fair rental charge for the svace occupied by the bank
itself and credit it —ith that, then chargze the account
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with the exoense involved, I think it would wresent even

a bettsr accounting method than a more correct statement

of the real condition. I think this guestion has been

bzfore the Conference at lecast once before but I do not

saneaber whether any action was ever taczgen.

Govarnor Bailey, i tried to heve the board segre-

ate it, but they wouldn't do it.

Governor .icDougal. I understand that,

Governor =2ailey, I am in eympathy with what you

say., We do a lot of leasing, 7We lease nine floors,

Governor sichougal, You are the largest landlord in

the system.

Governor Seay. Under that view of the nroposition

you would have to charge to expense of nperation the rent-

al of your omn guarters, muld you not?

governor ..cDougsl, Apsolutely.

Governor Bailey, Itiwould all come out in the wash,

Governor sicDougal. You vould credit it with a fair
rental and the account would then reflsct at any time

the accurate results from opsrating the building.

The Chairman. It would show a much heavier exnense

account than you show now.
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Governor Seay: It would swell the gross expense
of the Chicago Zan% and of the System.

The Chairnan. that is your rent roll now, Governor
McDougalt

Governor .fcDougal, Apout 3240,000C.

The Chairman, You are getting $240,000 for five
floors?

Govsrnor . chougal. Y28,

The Chairman Tnat would you cherge yourself as

rent if you made & charge against your own occunancy?

Governor .icDougal. e haven't made a calculation
of that,

The Chairmen, It would be four or five hundred
thousand dollars.

N

Governor scdougal, If we cherged ourselves with
two dollars and a half a foot -~
The Chairmen, that would it emount %o?
Governor ichDougal, It mould amount to enough to give
litsle profit in that overation,
The Chairman. That would the total figure be?

Govsrnor .icDougal, I do not =now.

The Chairman, How many feet do you ocoupy?
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Govz=rnor pcDougsl, I do not xnow that,

ihe Chalrman, It vould be something around four or
hundred thouscnd dollers, say 400,0007%

Governor uicDougal, It would be more than that,

The Chairmean, $ix hundred thousand?

Govarnor sicDougal, I would guess that we would

charge ourselves six or sevsn hundred thousand or more,

I would estimate 600, 000.

The Chairman, If you collected 240,000 from your
tenants and charged yourself with 600,000 rent you would
increase your expense by ovar 3400,000 a year?

Governor .icDougal, No, we would not, lr. Chairmean.

The Chairman, I think you =ould.

Governor :fcDougal, It is only e book-teening matter.

It keeps a more accureate account of the building.

The Chairman. It would change your book—ieevning
method and the result would be to show & hesavier expense
account.

Governor ..cDougal, No, I think we a heavier
expense account asz it is now.

The Chairman, No, Governor.

Governor Young, You are not cherging youreelf now
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with any investment that you have there. Under your
other schems you would.

Governor .cDovgal, In the interest of keeving an
aocurate record of the receipts and income of the building
I think it would be an improvement if we set the building
out and kept it just as though it was a separate corpora-
tion, settling the account werhaps once a month or maybe
once every six mnonths.

The Chairman, That is the cost of the building set
up on your books today?

Govarnor .icDougal. About nine million,

The Chasirmen. If you charges yourself five per cent

interest it would amount to %450, 000.

Governor .icDougal. Te are not going to do that.

The Chairmnan. I cannot see but what the nlan would
make your account lookx much worse than it does now,

Governor .cDougal, I do not think it would,

The Chairmsn, There is a wlan that could be adopnted
that would improve it, which would be to segregate all
expense of opsrating the duilding in an account and credit

it with rent collected, charging yourself with the neti

amnount 2s cost of space.
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Governor Norris. That is what he wants to do.

The Chairman. Is that what you resally mean to 4do?

Governor McDougel. That is one plan. We could
charge ourselves with a rent agreed upon &nd then teke
credit, or teke a penalty, if the net result showed thet
1t wes a loss rather then profit.

Governor Norrls If you charge yourselves with
falr rentel it would increase your expense, because in
determining that fair rental you waild have to take your
plant and investment 1lnto account.,

Governor Se€ay. And would have to credit yourself
with interest on the Ilnvestment.

Governor lMcDougal., Oh, no. We are not going to pay
any attention to the amount invested, of course, None
of the Reaerve Banks are doing thet. They cannot do that

and figure a profit.

Governor Seay. If you charge yourself with the ex-

pense you have UO credit yourself with the interest on
the investment.
SJovernor McDougal. You charge ezpense of mainten-
and expense of alterations and rep

Governor Se&Y. No, I mean occupancy.
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Govarnor .clhougal, I thinz there should bs an ac-
books of the bank which will

on the
the building.

count
e d

01 cppers
is not the best way to do it to

The Chairmnen, ih3

show the results
segregate the expense of the building, that wortion of

xpense wiich anplies to the tenants; charge that to

the

the s
your real sstate and tenant account and credit rents to
exnense

That would have the =2ffect of reducing
the rents,

it.
of operating {the Building by the amounte of
or thereaboute, and adjust the balance at the end of

the year to nrofit and loss,
That is what we are doing now,

Gov:arnor .icDnugal,
rents as in-—

<

all of us.
The Chairman, , Yo, carrying our

come and charging a1l sxpense to zensral expense.
In iinvneawolis we have three

Governor Young,
»1ilding and —e have no

million dollars iavested in the
of thas building is all

izpense of operation

tenants.
Let us assune that —e arrive at a conclu-

that we have.
sion as to what our own rent should be, and it would just

increase our expense five per cent on three million dol-

four per cemt, or whatever it night be, and that

lars, or
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is ail there is to it,

Governor McDougal, Thsre is no intention here of
charging expensge asccunt with five per cent or any other
per cent.

Governor Young. If you vay yourself any rental you
are obound to do it and cannot get away from it.

Governor Norris. You cannot fix the rent without
tazing thet into account, An accounting system can be

set up that will show more clearly the results of operat—

ing the dbuilding, and it should be maintained separately,

The Chaiiman. Let me illustrate’'it in this way,
Governor hcDougal. Te have got 60 million dollars in-
vegsted in real estate and building. Suopvpose we saild,
rouhgly, that we would vay 5 per cent interest on that
ag our rent. Ve mould add three million dollars expense
to the gross expense account of the Fedaeral Reserve Sys—
tem next year. Then you would show in your income
interest on the amount‘invested in this property, at five
per cent, and you will increase the income of the Fedarel
Reserve System by three million dollars a year. ALl
you would do would be to pad both =ides of the account-

Then the critics would say "That is a bad systen, Look
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at what the buildings are costing. Their rents are going
up three millicn dollars a yeer.! They would not analyze
the proposition at 211. I thinz we had much better leave
it alone,

Govarnor .ichougal. There is no intention to make a
charge of five per cent or of any other per cent.

The Chairmen, RBut the net amount shows ae an expense.

Governor .lcDougal. No. The cost of operating the
building in our case =xceeds of course the amount that

we get from e “enants Part of that is cost by the

requirement tenant and the other part is cost of
our occupancy of our mart of the building, It seems to
me that if we would set up a duilding account and credit
that account with the income that we get, and =ith a
reasonable charge for rental —- —e are not considering
investment at all —— that —e =ould then have a more accur-
ate account of the cost of operating our bdbuilding. As

it.is now at times our exvense account is Very auch padded

because of meintensnce, slterations and renalrs.

The Chairmen, I do not get thet point. Let
to the accounting vart of it. You say you credit

building account —ith the rent collected?
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Governor icDougal. Such reats as we receive, yes.

The Chairman, And you would inclucde what you »ay?

Governor wcDougal, They g£o to bullding income ao-
count ——

The Chairman. right, ‘“there would you charge
your rental?

Governor .icDougel. fe would cherge our rental to
EXnENSE.

The Chairman. Then your exmense ould go u»n by the
difference between what you credited and what you collect.
ed fromyour tenants, which would be 400-o0dd thousesnd dol—
lars, assuming your rental to be $850,000.

Governor icDougal., It wouldn't zo un, because it
goes up as it ie now.

The Chairman, Byt you are zoing to nay your om rent
for the building in addition,

Governor .icDougal. That is only a bonk—-cteeping matter

which is washed out when the books are balanced either

once a month or once in every six months.
Governor Calzins. But at the end of the ysa
penses of your %anik would be much greater then they are

at the oresent time. It doesn't maks any differsnce
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whether it is ou & narcentege basie or what basis.

Govarnor .dcDouzal, I do not think they would be.
The way I thint it would =crk out would be this: What;
evsr amount e set up for rent for the bank would be
charged where it belongs, in the general expense account,
and once a month thes cxoense of operating the building
mould be credited to that.

Governor $say. But you ™ould have to pudblish both
sides of the account.

The Cheirmsn, The result —ould be that you would be
simly increasing the account ithout accomplishing any.

thing.

Governor .ucDougzal. I think =2 are doing that as 1%

The Chairmen, If there is nothing further on this
perhane we had betta>r take up 4-%, 3, chargeoffs on ac-
count of d:nrecietion in mechin-Ty.

Our directore e tazing the position —ith us that
two per cent depreciation on hulldings and five ner cent
on machin=Ty and office equivment is not enough. ve

have asked th=2n not to disturb the two »ver cent arrange-

ment because it is uniform, has apparently been accepted
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by the Treasury and ¢oes not reise any difficult question,
Govzrnor Feancher. Two p=r cent on the buildings?

The Chairman, Yes. Dzopreciation on machinery and

, is not to exceed

equipment, under the Board!s ruling
ten per cent per annum., We only charge off five per cent,
because we had the whole subject reviewed by the contract-
or and builder and the engineers and they said that five
per cent was ample on our building, becaﬁse go much of

the equipment in the building is really not subject to

very great deterioration. The engines and boilers and

elavators have an estimated expectancy of 35 years, w™ith

a salvage value after that. But we are willing to go
shead and increase this to 10 ner cent if our directors
want to do it, if it does not throw some of the other
Reserve RBanks out of step and causes some discussion.
Governor Fancher. Do you mean depreciate at a higher

percentage?

Chairman. Depréoiate equinment at a higher rate.

arnor Fancher. Te are dznreciating certaln
10 and certain parts at b.

The Chairman. Take the =ngines and boilers in our

building. Of course you have got to nut in new tubes in
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the boilers, but that ie chorged to operating expense,

The enzires nut in our tuilding are the same type as

were out in the Bunkers! Trust Comvany in 1911. Those

engines were examined tud it was discovered that the ex-
veénse on them had only bsen $45 in repairs, which might
be called cawital revairs, or due to defects, and those
engines are just as good now as they were when they were
put in. Those orc the Provideance engines, the best in
the country. ey xecp nutting in new tubes and keep
them in goed condition, the water is tept clean, and
those boilers will las% for yesrs and years. We think
ten per cent desreciation on our engines is too much t0
set aside and we do not want to do it unless there is
some object to be gained, I do not see any object to
at aay greater rate,

e gained in cherging the »uildings off/ Te have all got
large survluses and the building would nrobably go to the
Government in the case of liguidation anyway.

Governor iichougel. Te are charging 6~2/3 per cent
to equinpment, .ir, Chairmen.

Governor

Governor Harding.

Governor Seay, Five and ten,
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Governor wellborn. Ten.

Governor Calzins. I think we charge off ten.,

Governor Fancuefr. V naxge five and ten.

Governor Talley. Ve have a schedule based on an
estimate made by the equivmeni people that put the equipment
in and we charge two and ten. A good cdeal of it we
charge crf at ten,

The Chairman, Have you started yours yet, Governor
Biggs?

Governor 3BizZgs. Yo.

Governor Ralley, e charge ten off for machinery.

The Chairman, AnDarently ten per cent is the vpretty
well settled figure of the banks.

Governor Seay. I thin% thet figure was arrived at
simply because it was approved and has been taken ad-
vantage of becsuse it is psrmitted.

The Chairman, I have goiten all the information I
want on this matter.

Governor icDougal. As I uaderstand it, you
charging five ner cent, wsr, Chailr:

The Chairman, Yes.

F = ; 7 11
Governor :icDougal. Te are charging 6-2/3, and all
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the other bvanis anpear to be charging ten.

The Chairman, There are two banks that charge five
and ten, five on vart and ten on part,

Perhans we should go ahead with our program gnd Te-—
view it. We have left for discussion the subject of
discount rates, which I think you are all in favor of
leaving until we meet with the Board. We have two tovics
that we can consolidate and discuss with ifr. Baker tomor-
row. We have the renort of the committee on collectionms,
uir. Stratér: will be here tomorrow and we have the dis-
cussion of the Treasury currency program with ir. Dewey,
Then e have the connittee revorts.

Governor Calxins. dr. Cnairman, I aove that me ad-

journ until tomorrow morning.

(Whereunon, upon motion duly seconded, the

Conference adjourned at 5:40 o'clock p.m., until

Tuesday, sarch 23rd, 1926, at 10 olfclock a.m. )




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

ST COWD DAY,

Conference of Govarnorgs of thz Federal Reserve

Washington, D. C.,
Tuesday, usarch 25, 19286,
10 Bl eclock B.0,
The Conference of Governors met nursuant to adjournment
in the Hearing Room, Federal Res=rve Board, Treasury

Building, 7ashington, D.C., at 10 o'clock a.m.

APPTARAICES: (As indicated in yesterday's record.)

The Chairmnan., The meeting will please come to order.
straticr is here and me will teke up Topic 2-A,

IT. COLLECOTIONT ATD CLTARINGS.

A, Renort of ©tanding Comnittee on Collections.

The Chairman, The first section of the report is
the revision of time schedulee with a view to reducing
float and avoiding existing inegualities. iir. Strader,
we will be very glad to hear from you.

ir. Birater. Mr. Chairman and gentlemen, this is

merely a revort of progress. The Committee has not
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able to get togethsr enough data yet to subait a complete

report. We are going about it very carefully because

we feel that the Governors want something that will cover
the whole subject, if possible, and we would like to be
in a position to give it to them.

Governor Young, I move that the report be approved
and filed.

The Chairmen, That is the first part of it?

Governor Young. Could we not act on the whole report?
It has been read by everyone.

The Chairman. I do not think the motion is in order
now. Governor Fancher, you are chairman of this commit-
tee,

Governor Fancher. No, ir. Strater is chairman of
the committee, lir. Chairman.

Mr. Stgrater. It would not take very long to go over
the report. There may be some points that the Governors
would like to guestion the committee on, particulerly in
the report of progress,

Governor Wellborn, I will second Govsrnor Young!s
mot ion.
Governor Young. It is verfectly all right with me.
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thought ev-:ryonz had read it and that the quickest way
to dispose of it =ould bz *o dispose of the whole report
at once,

Governor Fancher. Ther> are only four or five mejor
matters and I thought perhaps it would be bettar for ..r.
Strater to touch on them,

Governor Young, I will =~ithdraw my motion at this
time.

Governor Fellborn. I will —ithdrew my second
temporarily,

4r. 3+ratar. The Committes zave a lot of study to
the facts that would be necessary to arrive at to form
a foundation on which to build. Thsy have asked each
Fedsral Reserve Bant to furnish the comnittee with the
tabulation showing th= exact time reguired to collsct
States in their districts,

It wae not a% all the idea of the comnnittze to ex-

ceed 1te authori*y and sttemmt to revise the time g ch 8C—

ulee of each Fed=ral Reserve 2ank as it ennlied to theilr

owmn districte, but there are so many split States and so
much difficulty in workzing u» an intra-district %time

schedule that the Comnittes felt it mizht be materially
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aided by having all of the datz at ite disposal so that
we could nronoss guch changes here sand there in intra-
district schadules that would nerhans tate up a little
float and at least mate it a littls more intellizible

to the mexdbsr banks.

The Cheirman, In connection with this time schedule

I have often mondered whether it night not be nossible, by
a very painstacing canvass of the bankts of the countryy
with th2 aid of the American Banters' Association, to

have symbols on checks to facilitate accurate sorting

and routing of all checks. In Znzlend the checks bear

one of three symbols, Practically all of the checks go
through the London Clearing House, They have three sym-
bols. One is a square, another is a circle, and the third
is @ triangle. 1Inside are the letters ¢, M and P, That
renresents city, .ietrovwolitan and provincial, the nrovin-
cial being the seme zs our country banis. They have

three clearings and ths symbol is in the samne place on

all checks. 3Zvesry check has & symdol on it and when they

get to the cleagring house it is the simolest thing in the

world to handle them,ys 4 customar of a banit in Huddles-

field sgends a check it »ears the P symbol; if he xeevs
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an account in & bank in the city of London it is a C,
and if it ie out at Xeysbridge it is an . It would be
very advantageous if we could get our banks %0 adont a
symbol plun,

Governor Herding. sevaral ysars ago the Federal
Reserve Doard worked up a scheme which did not seem 10
create much interest. The idea was to have a symbol on
each checz, or have each chec% bear the district number,
as a good many of them do now, and also a symbol showing
vhich branch it was to bz sent to; then there was a fur-
ther symbol showing the nunber of days' time allowance.

A good deal time was soent on that back in 1918 and 1918.

The Chairmen, I Tremnsmber something sbout that, It

took & long time to get the banks in Ingland to cooperate
on it. The main difficulty is that the banks are not
interested in the clearings, and it has got to come from
the banks themselves, I think.

Mir. Strater. Mr. Chairman, if I may be nmermitted,
the committee has had a comnunication from lir. Ambross Of
SenFrancisco on that subject, and the American Bankers?

Association Bullstin Yo. 43 tekes up the question of stanc..

ard sizes for checks. There is also a paragraph in 1t
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which it mizht be well for m2 %o refer to. "Transit
nuaber should arwear in Gothic or Roman tyne and not in
script and should »rovarly include, in addition to the
transit numbsr of the anz on which the check is dramm,
the nuuber of th: Reserve District and the branch
Federal Reserve symbol in —hich such Federal Reserve 3Bank
is located, ‘3yuch Federal Reserve Tistrict nunber and
symbol should awpz2ar immediately Densath the transit num-
ber of the bank on which the chsck is dramn," For eXamnle,
63-12 in line, —ith 5 below that, showing the Federal
Reserve District.

sir. Ambrose in'his letter to the committee says 1n
part, "We will in 211 orobability have a numbsr of in-
quiries from baniks who are about to renumber their chacks
and who should be in s vwosition to give some definite

e

Amprose thinks that

taren on the subject in ordcr to
get somsthing accomplished —aile it is nossible to do it.

He sugzests that the standing comaitiee subuit the mat..

ter to the Conference. sg el hig letter to0 late TO

nut it before the last meeting of our comnittee and 1T

wae therefore not possible to get it into our repord.
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The Chairman. #ight it not be possible %o pass a
resolution relating to this first part of the report and
refer the subject of symbols gensrally to this committee
with power Lo take it up with the American Bankers! Asso-
ciation?

Governor Young. I will meke such a motion.

Governor Talley, I will second it.

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

The Chairmen. Is that whet you wanted, Mr. Strater?

ir. Strater. What I had in mind wes 1f the Confer-
ence wanted to do anything to help along the Amerioanv
Banters' Assuciation scheme, which we believe to ke agood
one, that now would be the time to do it.

The Chairman. And the resolution passed would en—
able you to do it.

{dr. Strater. Yes. Our committee can go ahead, if

that meets with the deegire of the Conference.

The Chairmen, The seconc tonic in the repnort is —

Governor Young, Mr. Cheirmen, I did not know e

had commleted the first towvic,
The Chairmen, We have not if you have something

to say sbout it, Governor Young,




Governor Young. I note from the report of the
standing commitiee on collections, from the time sched-
ule printed for the Federal Recerve RBank of WMinneapolis,
that in the case of items on the State of New York which
ars sent to the Fedsral Reserve Baenk of New York, that
they show that our time schedule calls for an availabil-
ity on such items in four days, while the actual time re-
guired %o collect, as they show it, is five days. That
comes up because we have added two days to our New York
schedule — the NYew York schedule ie three days — for
the simple reason that we cennot get the mail in there
in time to collsct, so that so far as New York City is
concerned they could be collected in four days. That
also applies to several other noints., In other words,
the schedule should be corrzscted.

Mr. Strater. I might explain the tremoendous work
in connection with compiling that schedule. Of course

we had to use what —e could find in the way of data to

meke it up, e used to begin with the latest time sched~

ule of each Federal Reserve 3ank, I do not tnow whether

s

we were able to get the very latest or not. This wa

prepared first in our pant and then checked over at a

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




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

meeting of the coumittee late 1t was then taken to
Richmond and rechocked. Te sbi lieve there are a
nunber of inescouracies in it becsuse we did not have
absolutely accurate information with which to build it up.

Goveraor Scay. There were about 4,000 items to be
checked,

Mr. Strater. Yee. It was a tremendous job, Ilow
what the commitiee would like to have done next would be
to have zach Federal Reserve 3an’z chsck this over very
carefully and revort all insccuracies so that we can cor-
rect them if wnosgible and recnnciles them as between dis-
tricts. 1t is going to be vary cifficult. These split
States are going to nresent »Hrobably the greatest diffi-
culty. I do not xnorr how e are going to be able to
work them out on 2 sound basis. There is not a District

that does not have at least ons s»olit 3tate, I do not be-

lieve. In woriking up an intra-cdistrict time schedule the

simplest thing to do, and the thing that would aopeal to
the menber banks, would be t o have an 2ntire State on
one basis, if it can be done; but it is really essential
that each Reserve Benk and bresnch check thes2 s

over carefully and report inaccuracies back to us s0
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we can correct them, I wanted to take this opportunity
to mention it to the Governors so that it would not be

overlookad,

Governor Talley., I nresume the committee has given

consideration to the fact that the further away a State

is from the District the volume of items decrease in oro-

portion,

Mr. Strater, That is true, but we expect to get
volume, or at least some idea of the volume, from
figures thot you are now compiling in your District.

The Dallas District is going to be the most difficult

one to work in in an intra—~district tije schedule because
you have so many different divisions for your own States.
If we cannot work out an average time for the State, we
might handle it somerhat efter the fashion of San Francis—
cO ——

Govzarnor Talley. s ere not very much concerned

about thz time schedule for the State of Washington,
far away, I do not

think Boston, Nfew York or Cleveland are,

but Xansas City, Minneapolis and St. Louils mizht os.
Governor Forris. I notice the report states file
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committee is preparing to obtain cartain data from each
bank which will =nable it to continue the study, looking
to the completion of the final renort." As I understand
the Chalrmsn of the committee, that data is now being
collected?

dr. Dtratsr. Yes.
Worris, And that mill eneble the Commit-
thelr final revort, or at least a supplemental
report, well in sdvancs of the next Conference, I suppose?
ifir. Btrater, Jell, I would not undertake to say
that it would be well in advance of the next Conference,
because it will reguire a aeeting or two of the committee
to assemnble —hat we get.,
Governor N¥orrie. I mean a sufficient length of time
in sdvance of ths next Conference *o enable vou to place

that report in the hends of the meabers of the Conference

before it assembles.

uir. S+rater., Fe hope to be able to do that, Govarnor,

Governor Qalkins. I voild li%s tp s Mr. Strater
whether it would be worth while, or helpful %o them %o
have a conference of thosge of figcers of the Fede Reserve

Bank who operate the var collection system before ths
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comnittee makxes its "final report,  In other words, they
could get these men together and reconcile eany differ—
ences that might exist.

My, Strater, That might e the quickest way of
ironing out the difficulties.

Governor Calkins. It seems to me that more pro-
gress and better nrogress would be made by that means than
by having the Conference of Governors attempt to iron
out the differences in detail; thet a conference of oper—
ating men with ir. Strater's committee would probably ao-
complish more thau would bs accompliched by any other
means.

The Chairman, I think that ie the best may to do it,

Mr. Sqyratsr. After ths work has been partly complet-
ed. That is I do not think it really —orth while to have
a meeting of that sort at the bsginning because there are
80 many problems and there will be so many questions raised,
and I am afraid it would siaply delay progress,

Governor Caltins. liy idsa, iir. Strater, was that

aftsr your comunittse hed nretiy nearly completed its work

and was v=rhavs ready to put in a report, that this ccu-
ference of operating men might be helpful to you.

Mr. Strater. I think so.
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Mr. Calkins. And it would save the time of this
conferen ce.
The Chairmaan. Gentlemen, ir. Baker from Cleveland
is here. By an arrangement —with him we are to have a
discussion of the Grimm-glfelfa case and its effect on

our loan operations, and I think it would be well to in-

terrupt the nrogram at this time and invite him to come

in, or we can conclude this particular subject by a reso-
lution thet such a meeting be called.

Governor Calkins. I makxe a motion that’ upon thg
call of ir. Strater, chalrman of the standing committee
on collectione, a conference of operating officers be
held with his committee for the purnose of ironing out
any differences that might have arisen in the matter, and
that the Conference be called at the call of iir. S+rater,
the chairman of the comnittee.

Governor Seav. Tould you be willing to add if he
thinks one desirable?

covernor Caltins. ir. Strater has exoressed his
opinion on that and I do not imagine he will change 1t.

Governor Norris. As it is to be at his calli, if he

does not think it —orth while he will not cal b 3ty imi




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

The Chairman. W2 will now invite uJr. Baker in and

take up this discussion on the Grimm-alfalfa case,
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{Governor Orissinger, Vice-Governor Platt, Messrs.
Hamlin, iMilier, James, Cunniggham, of the Federal Reserve
Board, end ir. Newton D. Baker, of Cleveland, Ohio,
entered the Confarence room, and the following nroceedings
were had:)

Governor Crissinger,  Mr. Baker is here at the re-
quest of the Governore, to give an account of the GTimn-
alfalfa case, as to the effect it might have uvon the re-
discount operations of the Federal Reserve Banks. Mx,
Baker will explain the situation to you.

4r. Baker. Covernor Crissinger, and gentlemen, the
Grimm-slfelfa case is largely a lewyerfs brief to me.

S0 far as that particular case is concernzd I confese I
thought the Supreme Court would hear it on a writ of
certiorari, because I believzd then and believe now that
while it Goes not change the law, thet it is a misappli-
cation of the law to the facts in that particular case.

ily hope was *that the Sudreme Court of the United States

would regard the legal orincinles in that caseé as so0 vital

to the ousiness of the country that they would not be
willing to let that case stand with the possibility of

the confusion that it might cause throughout the Federal
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Reserve System. I suspect that the Supreme Court ex-
cluded it for two reasons. In the first place the dock-
et of the Court is very heavy and they are excluding
all cases that they can. It mas easy for them to exclude
this case because it is a question which arises more on
a determination of the facts in the lower court than de-
termination of principles of law, If one takés the
opinion of the Circuit Court of Appeals and takes the
statement of law made by it no particular exception can
be taken to wmhat they state the law to be, with the
single exception that in the ovninion written by Judge
Rodman they do say that the Federal Reserve Bant witting-
ly or unwittingly became party to a fraud which was com-
mitted by the S tanrod Renk, which wes the member bank
in the case, But if you read the rest of the Judge's
opinion, and of course the Supreme Court did, 1t seems

fairly clear that they held that there were facts enough

"t0 go to the jury on the question of fraud.

Now with recard to the Grimn-Alfalfa case, taking
1t altogetner, I think it is fair to say this: That the
tfiél Judge, with great respect o him, floundered a

good deel in the trial of the cause. The case involved
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some drafts which had been dsposited with the Stanrod
Bant by the Grimm-Alfalfa Association and a deposit liab-
ility oreated for the proceeds of those drafts in favor
of the Grimn-Alfalfa Association, Those drafts had been
discounted at the Federal Reserve Bank, and when suit
was brought after the Stanrod Bank closed, there were éix
causes of action, based won the three drafts in question.
The odd-numnbered ones, 1, 3 and 5, applicable to separate
drafts, rather irregularly charged the insolvency of the
Stanrod Bank at ths time that they were deposited there
and inferentially charged, though they did not directly
do it, the pleadings were not clear, two things: That
the drafte were only deposited for collection ourposes'.
and also that there had been a fraud upon the Grimm-Al-

falfa Association in the crestion of e deposit liati 1ity

and the acceptancz of that devosit after- the insolvency

of the Stanrod Bank was tmown to its officers, and that

the TFederal Reserve Bank znew that also,.

The even nunbered drafts were dismissed., They set
up causes of action on another theory, they were dismissed
ultimately and did not figure in the la™ suit. The Judge

allowed the cause, however, to be brought on the six
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causes of action, and allowed all fhe evidence to go be-
fore the jury, eaying that he did not tnow whether he
should try the case in equity or at law, that instead of
trying to decide that question, which would have cleared
the decks, he decided he would try it both ways; that
if it was a law qguestion the verdict of the Jury would
stand as a law verdict, and if 1t was an equitable ques—
tion he mwould regard the Jjury as having been empaneled
ag an aid to the Chancellor in det=rmining the question
of facts; that he would adont the decision of the jury
on the question of fact as the Chancellor!s decision,
Judge Rodman in the Circuit Court of Anpeals said that

he was inclined to think that the case was at law, but

that it wasn!'t necessary to decide that, since the double

coﬁ:se which the Chancellor had taten was enough to justify
tﬁe judgmemt if it —ould stand on other grounds.

| Qut of thest somemhat confused situation in the lower
cogrts, caused by the determination of the Trial Judge not
to decide exactly what kxind of case he had, 1t wasS very
difficult to conduct the case and it is very difficult to
anply facts to the law, Now the net result of all of
that is this, that the Circuit Court of Appeals held tr-*
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a jury having passed on the guestion the only thing they
would detzsriire was whether there was enough evidence to

oan the guesticon of eithéria tort or a
fraud, or a tort in the nature of a fraud, and they de-
cided that there was enough evidence. Now that evidence
which the Circuit Court of Appeals reviews, is based on
tmo or three things. First, the apnlication that was made
for discount of this vpaper at the Fed~ral Reserve Bank of
Sen Francisco, on which mas the letter "D" which indi-
cated to everybody in the Federal Reserve System, so
far as I <now the origin of the paver, that it had come
from a depositor. That fact zot twisted around ultimezte-
ly and the Court of Appeals thought thet it belonged to
thé depositor instead o velonging to the Federal Reserve
Bank, It vould seem very imsortant, therefore, in your
future course of action, to clarify that misunderstanding

and either explain it on the anplication or take out of

the application that designation of source which is eonfue-

able into a designation of ownershin, thereby overcoming
that difficulty.
The next thing that the Court of Appeals comunented

on was the fact that the Stanrod Rank had endeavored to




197
borrow money from the Fedsral Reserve Bank of San Francisco
and had been told by the Federal Reserve Bank that they
would not lend them any more money, that their directors
must put in some money to get the bank out of ite difficul-
ty; that they must have a statement gigned by every member
of the board of dirzctors that they would reform their
conduct, and growing out of that transaction there was

the
correspondencs between/Utah branch of the Federal Reserve
Bank of 3an Francisco and the Stanrod Bank which indicated
to the Court of Appeals knowledge on the part of the Utah
branch of the condition of the Stanrod Bank.
Then there were one or two other transactions, one
the.failure of the Stanrod Bank to vgy a draft which had

been presented to it for paymnent uoon which it had failed

t0 remit, and which fact was within the nomledge of the

?ederél Reserve Rant. All of those things »Hut together,
the Court of Apwn2als held, constituted some evidence, and
enough evidence to go to the jury, end the jury having
determined the facts, they —ould not disturb it as a
cuestion of fact.

50 much for the Grimm-Alfalfa case as & case. =

thing it lsaves the law exactly where it has always been,
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which you gentlemsn wow as well as I, and that is this:
Fhen a bank is in fact insolvent and is ttnown by its
officers and directors to be insolvent, the creation of
deposit liability by that bank, with tnovledge of itse
condition on *he wmart of the officers and directors, is
a fraud on the denositor. Any body that takes evidence
oy which that fraud was nossible to be committed, like
the paper that was dennsited and sold to the Stanrod
Bank, and takes it with tnowledge of the condition of
the bank, and glso of ths fact that the officers and
directors of that Dbank iteelf had novledgs of its in-
golvent coniition, becomes a party to the fraud. Thet

i slwavs been the lsw and is still the lam, es stated

in the Grimm-Alfalfa case, Ay judgnent therefore is,

-

as I said at the outset, that the Grimn-Alfalfa case
haéfnot chengsd the law and we must meet the gquestion

you have raised, it seems to ms, from another set of con-
siderations. The Grimm-Alfalfe case may be guoted here-
after in sone cases lize it, dut i% is not sirong enouzh
in itself to the change the Vvery authoritative oninion

of the 3uprems Court of the United >States in favor of the

law zeg I have stated it to you; that is, that mere sus-




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

picion is not enouzh, & condition of insolvency in a

bankk or a condition of suspicion in & bank which is bad
eénough to challenge the suspicion and alertness of the
Federal Reserve Bank, will not be enough, There must be
actual insolvency and it must be brought home to the Fed--
eral Reserve Bank in order to create liability. The

Grimm-Alfalfa case, while it may bs cited to shov that a

b
less dezree of ztnovledge than has heretofore been supposed
to be enough to charge a Federal Reserve Bank ~ith tnom-
ledge, is not enoush to overcome an oft-ren=ated decision
of the Supremne Court of the United States on that subject,
I think the next time a case arises in any of the
Federal Reserve Banks which. involves this question in
any of its forms, that it ought to be regarded as — no
matter in what form it arises or where it arises — 1t
ought to be regarded as an onnoriunity to bring about a
conference of lawyers rer nting the banks, and should
become, if I may make o suggestion, what I think you would
call a system matter, so that from its incevtion clear

throuzi to e erx it can have thz attention of the en.

tire system with a view of getting, if you can get, a

decision from some other Circuit Court of Anpezls which
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will clarify ths atmosphere, The decision in the Grimn-
Alfalfa case has not in any descree af fected the integrity
and validity of those well established nrinciples of law
which I think the Grimm-Alfalfa case does not undertake
to alter, but may be regarded a8 having altered the situa-
tion of the anplicationof those nrincinles to these fects,
80 I would sugcest that the very next time a case arises
anywhere in the System that involves this question, that

it be made a System mattsr, and that from the very out-

be
set the record molded with a view of presenting it to the

last court that will hear it, the Circuit Court of Ap-
p3als, or the Supreme Court, as the case may be, That
this precise question be extracted and made as mach an
igsue as possible in the case in order that we will get
an authoritative determination of it. The difficulty
is not with the Grimn-Alfalfa case, It is the difficulty
inherent in the system. Taking the law as I have stated
it to you, where a Federal Reserve 3anx hes actual Xnow—
ledge of the insolvency of a menber bank, it takes by
discount paper from that bank, it incurs liability,

Now what is to be said on the question of a2 statute

giving the Federal Reserve Bank the right to examine the
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menber bankt and to become acquainted with the condition
of the menber oank, and where the Federal Reserve banks
have access to examinstions made by the Comptroller and
by State bank examiners, even worging in concert with
those examining bodies in meting a joint examination?
Does that attrdbute znowledge of the condition of a bank
to the Federal Reserve System of a tind that can be vlead-
ed in a suit of this sort? I think that raiwses a very
difficult and, psrhaps, a very parlous question. That
guestion mwes not raised in the Grimm-Alfslfa case. There
was noO suggestion in that record, or in any of the briefs,
that the Federal Reserve Bank of San Francisco had any
xnowledge of the condition of the Stanrod Bank by reason
of any examination it had ever madeyas a mere examina-
tion, They attributed to it tnowledge growing out of
transactions which it had with the Stanrod Ban¥% but 1t

never attributed to it any tnowledge growing out of its

function as an examniner, or the fact that it had examined

the bank. That question is going to be raised some time,
A suit is golng to bz filed in which the Federal Reserve
Banz will be held accountable by reason of the fact that

it has tnowledge which it has gained through an examination
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of a bank, or that it ought to have had it. That is,
that it ought to have had tnowledge if it had examined
the bank as it had power to do, Thet is going tc make
it more difficult. I do not mean to say that that mould
be conclusive. I think it would not be conclusive, I
think it is going to maXe it more difficult to get by a
court on a motion to arrest the case from the jury on
the usual grounds of such a motion, that there is no

evidence which would justify submission of the question

to the jury. Courts are going to raise the cquestion as

to whether there is not slweys some evidence of knowledge
on the part of a Federal Reserve Bank where a Fedsral
Reserve Bank has been examining and has hed the fruits

of the examinetion made by th= Comtroller or the State
bank exaninere, as the case may be. ‘Thether there is
anything you could do to moderate that resmonsibility I
do not *now, It is a curious xind of responsibility.
You have the power to examine and obviously you have the
duty to examine, but you have no visitorial power in the
sense that you can close the bank. You can expel it from
the Federal Reserve System if it fails to live up to its

condition of menbership but you are not given power to
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close banks by reason of any condition disclosed by such
an examination on your part. Your powar as examiners
falls short of being a visitorial »nower, and yet it is
a nower that is very essential to you in order to enable
you to help banks for one thing and to deal safely with
banizs for another thing.

You have that wower under the statute. I should think

+ would be undesirable to surrender that power, although
it increases your difficulty in defense when you are
charged with heving inovledge in any situation where nos-
session of tno-ledge imooses lisbility. UNow, I am not

a nractical banker. 1 cen merely state to you what the
orinciples of law are, As I have tried to thinXk it over
it seens to me thet the only answer that there could be
mould be 4o put a red ticket in your own banis upol

every bank an exanination of which, cither by the Comp—-
troller or by +he Federal Reserve Bank or Btate Txaminer,

or because of the condition of its reserve account, show-

-

ed that the hant was extenced and in trouble, and that

in d=gling with any such insbtitution an abundance of

caution should be used with regard to papcr offered by

then for discount or as collatexral to the Federel Reserve




Bank, That is a statement of princivle which is very
easy to make and very difficult to apply. The nroblem
you have of course is whether you should play high exe-
cutioner to a bank that is in trouble — and is not in-
solvent, but is in trouble -— but may get out of trouble,
and make a catastrOphe because of your knowledge of the
bank by closing its doors and refusing to heln it. I do
not think there is any set rule you could apply, You have
gdt to exercise just human judgment in each one of those
cases and continue constantly to exercise that judgment,
Doubtless it may mean some losses to the Federal Reserve
Bank, but those loses will be moderated and minimiedl if
care 1s used, In my judgment it would be very much bet;
ter for you to take some risks and lose some money than
it would be to put the Federal Reserve Bank in ar situa-

tion of rigidity with regard to banke that are in trouble.

I should be very happy to answer any questions.

Governor Crissinger. In a case where a bank proves

to be insolvent, and there has been indication all the
time that something is going mrong, and the Federal Re-
serve Bank neglected to supervise the examination, would
you t$ell us what position vou would get into?
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s#r. Baker. hint failur= t0 examine is just as
bad as that tind of examination. That is to say, where
you have the nower and do not use it I think you would
be charged with responsibility Just as th uzlhh you did
have zinowledge.
Vice Govarnor Platt. Tould thet annly to your Nation-
al Banks as wsll as your State Danks?
Governor COrissinger. Right in *the beginning of the
Statute the Statuts says it is for the purvose of creating
better supervision of banking and a better system of
banking, or sonething of that <inc.
Vice Govsrnor Platt. Yes, it does say that.
4T. Baker. I would not say that it wese the duty

of the Federal Reserve RBangs to conduct independent ex-

aminations, or that they would be held to responsibility

for not doing that where examinations are being sade by
others if they are perfectly free to take those examina—
tions. I thint the statute gives you that nower.

Vice Zovernor Platt. Yes, it does.

Mr. Baker. So thst whore a Federal Reserve Bank
relies upon exemination end renobt of the Gommtrollerts

office, then I think you would have a merfectly zood
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Govzrnor Crissinger. Assuaing that the report of
the Comptroller on one of these examinations doss show
2 lax banking system in the dank, and does shor that
ther> are things going on that are being criticised,
would it be th= duty of ths Federal Reserve Bank to take
notice of that fact?

Mr. Beker. Obviously I thin% where you find in the
Comptroller's report or the Ex=miner's report such coandi-
tions as mould put an ordinarily »nrudent men on guard,
that you are then cherged with any knovledge that you
might discover by an indevendent examination.

Governor Calzins. I would lite to ask a question
with no regaré to the zind of examination you were just
speaking of., Inasmuch as the Federal “‘sserve Banks or
the Fedsral Reserve Board have the vnover to accept the
exaninations of State and National departnente, are they
not charged =ith responsibility of determining whether

&

those examinations are sufficient or not, and whether they
e 3 s p

are asccaptabvle examinationsy Ye heliere that we are. 1

thin% in reviewing the raporsts of examinstione that come

to ue, mainly from State devartmenis, and possibly in

some caces from the National cepartment, tha’t we are
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charged with responeibility of determining whether the
examination ig a sufficient examination, whether it is
a dependable examination, and whether we can accept it
or nots 1Ig that your idea?

dr. Baker. I thin: in view of the fact that the
statute gives you the option to decide whether you will
reky upon the examination of others, that it also imposes
an obligastion on you to determine whether that examina-
tiln is reliable, or one that you cen rely on,

Governor (Cglkins. The other guestion that I have in
mind, and I would appreciate it very much if you would
elucidate it for my benefit, is the question of how, pre-
vious to the decision in the Grimn-Alfalfa case, insol-

venoy might be determined or should be determined; 1in

other words, what are the determining elements or factors,

by which insolvency was determined in the absence of

the actual closing of an institution?

Mr. Beker, 0f course the law is perfectly easy to
state, but the avplication is again difficult. In the
Grimm-Alfalfa case there never was, and has not to this
date been, any determination that the 8tanrod Bank was

insolvent. There never has been to this hour any determina-




tion that the 3tanrod Bank was insolvent. What toock
nlace there wag the ban% closed its doors; I think its
elderly oresident got scared and its principal directors
got together on Thanksgiving Day, they decided that the
situation was nretty dangerous, they did not want to do
anything wrong and they closed the doors. 1wo or three
months after that had taken place, when their assets had
obviously lost a great deal of value, a schedule of their
assets, with the eppraised values then fixed, was exhibited
in the case and it showed, on the basis of the valuation
made two months after the bant closed its doors, that
the ban% could be inferentially regarcded as having been
insolvent at the time it did closec its doors. But they
never did determine the insolvency of the bank as of the
date when those drafts were deposited in the bank.,
Govarnor Calkins. I %hink you missed the »oint I
had in mind, .ir. Baker, 1In vpractice we may say that a

bank is insolvent under two conditions, First when it

has committed the unmistakable act of insolvency by being

unable to meet the demands of its depositors, A bank
that cannot meet the current and Llocal demands of its
depositors is an inesolvent ingtitution in practice.

Secondly, it mey b2 At rmined by constitutad suthority,
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such as the Comptroller of the Turrency or the State sup-
eri ntendent of banking, to be insolvent., But as applied
to banks from a practical point of view I do not inow of
any other kind of bank insolvency except those two kinds.

ilr. Baker. I think there is a third %ind, which
would perhaps be a rare occurrence;mnbut you can imagine
a bank in such an extended condition that every member
of the board of directors would feel hopeless about being
able t0 rescue it and yet be unwilling to face the music;
where you would say there was nothing to do but close
the doors, and they would say we know we have to do 1t
but we are not going to do it, we just cannot face the
wrath of this community. We will not do it today. Maybe

something will happen tomorrow. 7hen a bank is 1in an

obviously hopelessly insolvent condition and vet they

adopt a ificawber attitude toward it, and put off the
evil day hoping that something will hanpen, then I think
you know that bank is insolvent.

Governor Crissinger. What would you say a&s to the
effect of evidence against a bank which ‘emanded and was
receiving a large amount of excess collateral for loans?

ould not that be a fact that would be taken as charging




the bank with tnowledge there was something wrong?

sr. Baker, Well, it does not s2em s0 to me, ur., Criss-
inger., It may be nerhaps that I do not aoply that as 1
ought to.

Governor Crissinger. I mean a bank that cnows of
criticism, through a NWational Bank Examinsr, of that in-
stitution, knows it is very much extended, and because of
that fact demsnds a large anount of excess collateral, in
order to mate the vank a wreferred creditor? Arenit
those somne facts that mould go to a jury to det-rmine the
guestion of whethser the bant is on notice?

Mr. Baker. I should thin% so if that were an excep-
tional case; if you made an exceontion of that bank as
against other banks.

Governor Crissinger. They are not excentional cases.,
There are a sreat many cases of that kind, where the
Fedzral eserve RBanks do zno~ that those banis are largely

extended and, for the purpose of trying to null them

through the condition in which they find then, they demand

large excess collateral, somstlame 11 of the resources

the bang, to secure the deniin

s £
o€

of the things —- at least it is so dem in Chio,
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member it correctly — which would reflect upon the gues-
tion of nowledge of that bank'!s insolvency or solvency?

sir. Baker., I thin% it would be, although as I un-
derstand it the Federal Reserve Banks, when they do get
marginal or excess collateral, get it not only to secure
the existing obligations but future obligations as well.
I think if we were arguing to a jury we might well say
thaet the Teason for the excess collateral was not to take
care of this varticular claim, but that the Federal Re-
serve Bank was more or less a continuing creditor of the
bank in question, snd the excess collateral was deposited
for that n»nurpose as well, I understand, from something
Jr. Mason said to me, that banks very often, of their
owmn motion, deposit excess collateral as convenience

for themselves, so that I should think that was & more

or less equivocal circumstance in any varticular case

where excess collateral was demsnded, unless it wes done
regularly in regard to a bank of which you otherwise had
tnowledge of its extended condition.

Governor Seay. It has really become & baniing praoc-
tice.

Governor sicDougels Requiring additional collateral

ie common banting oractice. It has always been required
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by commsrcisl banks, which have reguired a large margin
of collateral, in connection with advances to other banks,

Governor Orissinger. I understand that, but I am
inguiring about this because thers are cases, sbout which
you zentlemen of the Northwest know, where nearly all
the paner of the bank has been taken by the Federal Re-
serve Bant, at least paper that is worth aaything, and
yet that banz is nermitted to run and receive denosits.

ifr. Baker. Of course, Governor Crissinger, that
is & different case from the one I was discussing. Here

ars a hundred meaber banks. The Federal Reserve Rank

comes 1o the conclusion that Eanxk A, or No. 1, in that

hundred, is in a different situstion from all the other
93 banks, It says to Banx A, "You amust put up more col-
lateral than anybody else in this whole list of a hund-
red banks, in nroportion to the service that you get from
this baak," I think that »laces you in a prajudicial
position and I think it mould be prejudicial to argue it
to any jury.

Nom the condition of the reserve account of memnber
banks is a circumstence that you are zoing to have to

face before juries. The statute mskse it obligatory to
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maintain those reserves, and a bank which over any sub-
stential period of time is low in its reserves and some-
times has an overdraft in its reserves, creates a situa~
tion that chhllanges the attention of the Reserve 3Zank %o
the condition of that bank, and in some suit that me are
going to have to face some day we are going to have the
lawyer on the other side get up and produce in court the
state of the reserve of the bank in question and the
ciroumstance which we ought to have taken notice of
which ought to have »nut us on our guard,

The Chairman, Of course the ressrve banks are loan—-
ing a hundred million dollars and it is natural I think

for every banking officer in the Reserve System to feel

safe in observing the rules vhich have alwaye anplied to

the loaning of money in commercial banks. We have now
lesrned that those rules do not apply to the Reserve
Banks because we are charged with certain special Xnow-
ledge which the commercial bank never receives from its
banting customers, and therefore we have got to con-
sider to what extent, unwittingly, we may be building
up evidence in our own transactions and in our method

of conducting them which, even under the most excessive
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care, will czus= lossss to ue

2 comnercial Dant at all.

from %)

Here is the question of the &pplica%iimof thz dau!
Je must be wvery cer:
way that e will areinst our-
selvee. Then comes of examinetion, the
exaninsc! s renors, B ght 0o have as a result of
our discussion and the advice % e g I hope, some
gensral prianciples

norts that ve et where conditions ar:
would »ut us to some extent onm znotice of
ties of the bank, Then thsere is
adiitional collateral, whers w= mads

ediitional collsateral abov: the face amouasd

discounted, whers it would aopnear that w2 are marziag

evidende against oursslves by giving exceptional trzat-

ment to individual Heazs. Undsr the zsn-ral form of
our 1liability contract, which meny of the banks have,
the additional collat=ral on on& loan must scrve as
collatsral on other loanse which they may mazs, and

waich mages securities held ia custody fozx
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pledges in effect of those securities for loans. There
is a difficult question as to informamtion disclosed
in connection vith collactions we are making for
baniks, in cases where it is difficult to get checks
paid, and vhich somstimes are held up. I have a feeling
that w2 have got to have & vary careful review of the
practices of reserve banzs so aeg to safeguard ourselves
against makting unnecescary records against ourselves.

It seems in cases of failed »anks or where we have earn-—
estly endeavored %o help a meumber bank at times, that
our vary efforts in that dirsction make us liable, It

is a case of where our liability increases with the de-

gree of care with which we conduct our business increases,

g0 to speak, If we do business blindly, without any

xnowledge of the ocondition of the bank, and loan money

to it, we are safer than we are if we know all about 1if%,
Mr. Bsker, Is it wossible %o see difficulties aris-

ing out of another situation than the creation of deposit

liability? I mecan, for instance this: There you have

d=mended excess collateral, is it possible for

title to that collaterel to be attached by the general

creditors of the failed bank on the theory that your
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rnowledge of the extsnded condition of the bank to

"

wahich vou were ziving sccommodations was indicatecd oy
yvour cGemand for 5 ;eral, and were asslsting
in continuing that failed bank bayond & »oint where it
should have continued, to the prsjudics Y ST
creiitors, who could thus as thal 1g the col-
latzral held in preference 0 you. o not know whether
that is a practjcal opropnosition, but perhaps if it is you
banxers have met it.
The Chairman. I should think that it would ariss,
ur. Wyatt. f . sult that kinc now pend-

doie

Govarnor Harding. I would liks to0 asf a guestion

2

with regard to this sxcess collateral. The banke in
Artoostook County, Maind, which is purely an asricultural
gection, producing one Crop, notatoes, up to last fall
were in & vary badly extended condition and had been

for about five ysars.

Boston, ev:r since 1919, which was 2?2 last good year

thet they had, carried those harks along, at times

rrying them for as mu s e million dollars, foxr those
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menaged to get those loand down, in 1933, to $750,000.
But in 1924 they were up again, caused by a crop of
potatoes the prices for which were as low as 80 cents
a barrel. The condition of those banks a year ago was
such that if they had had another low priced crop or
a vsry short crop those banks would have been insolvent,
In other words, there wes no actual insolvency at the
time, but there was prospective insolvency if those
adverse conditions continued, Tortunately they sold
their crop at $6 a barrel, they have all paid out, their
deposits have increased 50 psr cent and the automobile
agents and radio agents are traveling up through there
and selling them stuff. Those banks will certainly
be back some time this sumner for more money. They don't
any of them owe anything now, but I have made up my mind
when they come back that we will take excess collateral
right from the start and while they are in perfectly good
condition, but while we are in a position to point out
that while we do not nsed it now that they are liable
0 have a Tepstition of that same thing ard may have

some bad yvears, and those »neople may g0 crazy again and

spend the money that they have made., I want to establish
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a precedent by demnanding excess collateral right at
the start. If there is any objzction to the demand
for excess collateral against rediscounts we will just
tazz their bills payable, and they can meke & 15-day
paper and nut up collateral on the basis of one and &
half for one, or something of tha*t sort.

¥r. Bakxer. In ordaer to get my own mind clear, the
excess collateral you are now speaking of is an ex ss
of papsar?

-Governor Harding. Yes.

Jdr, Baker., On the theory that if hard times come
up there again you will have established the precedent?

Governor Harding. If the 1924 conditions had con-
tinued those banics would have all been insolvent by this
time. Theiyr liabilities were such that they coulcd not

noseibly have nulled through,

Wr. Baksr. You "ould make this distinction: If

they offered Governmnent bonds as collateral you would
not want any excess.
Mr. Herding. No, not on Govemment bonds, but they

do not have Government bonds. All they have got are the




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

notes of those farmers. The farmers have all got thelr
land wortgaged,

4T Baker, Then your question comes dowm to this:

Is thers any imputation of tnovledge against your Dbank

growing out of the fact that you demand excess collat-
eral of the kind which expsrience hes shown you has a
tendency to zet frozen from seasonal causes? In answer
to that guestion I would say no, there is no imputation
of that kind. I think the oroper administration of
your dank would reguire you to0 eXact more of that kind
of collateral, when it depcends unon anything as seasonal
as the success of the ootato crop in Aroostook County,
Maine,

Governor Farding, In the South, when oanks lend
money not against the crop,actually made but against
& orovm that they hope is going to be made, they always
desmand thres for one,

ifr, Baksr, They dammnd that excess collateral be-
cause of the naturs of the colletsrel rather than the
condition of the bank, I believs,

Governor Terding., Here is another situation, and

2 nracsical case, The First Nationsl Ban: of Putnam ,




gitized for FRASER

tps://fraser.stlouisfed.org

Jonnzctiocut,

needay

aninsgtions had show

got in trouble

Ixeniner

Bl L A
13 18T Ttad

the regerved were always

D

practically all of

they founl that

in Auzust of 13224.

280
On Ted-
was in.

VLSVious SX—

extended

deral Reservs Banz

= OOC naner

i%.

were aoout $40,000 aal

that

we. s More Taen

"

covered by ths

were beginning to come in taw

gent by us to this

=

could send thess

giving

DB8INLe

——
4

chaciks o

ot

o R 23

thev hacd an account, Tae

money in aay ban -

2y gooun’t

ceme in in incresasing

¢ amznded pey.aent in casi

tested non~paymens,

morning. Tae

=rey Teniiel

e B

Banz Zxeniner stated
solvent; *hat the
wzre about $40,000,wiich
urplus Hrofit. The checks
ough the Boston Banz
nt & @an
him. The f£3 ay they
where

have any

volamne.




221
covered losses amounting to a hundred and twenty thous-
anc¢ dollars, but they still thought the bbankt was solvent,
He said they were going to get th= directors together
to do somsthing. That day we had $43,000 worth of checks
on the bankt which we sant down there., TWe had our agent
com there, one of our omn officers to send the checks
to. 1In order to taze care of the checks that w had on
we had them
them/Bend in some paper, not by way of excess collateral,
but merely paper that =& could put to their crsdit in
caBe we needed the funds to pey these current checks
that were coming in. The point I want to bring out 1is
this: The paper we took was not paper that the bank

o

had teken a day or two before they finally closec; 1%

was not sight draft or demand draft, but it was paper

of the manufacturing concern which they had there for

over two months, and was renswal of paper that they had
been carrying for a year or 80. We took care of those
checlks a2d finally on Tuesday the bank directors closed
the bank. We had no troudle with the checks that we got
on Monday because our man dowm there protested them all
and they were sent back. The »oint was that we had

g 1ittls dispute with thes peonle whose note we had dis-
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counted on this iignday, They claimed that our discount

had deprived them of their right of offse’; that

had a deposit of %4500 in the Putnam Bank and that we

had taten $15,000 worth of their paper; they sald if

we had not takxen the paper thsey would have had an off-
set against that banz of $4500 that that dank owed them.
They said our toring the paper deprived them of this
right of offset. We temporized with then by telling
then that we aanaged to collect our dedt in other
ways that we would be g to rele the paper. The
thing was finally adjusted and we came out without any
loss, but it was a very ticklish situation, A4S I under-
stand it, in the Grimm-Alfelfa case the discounts were
demand drafts.
lir. Bakex. Yee.
Governor Hardin. The discount hers
or demsnd draft but nart of a customer!s regular lin
f paps 1 bank had thie narticular paper in iis
‘months and it was a remewal of

»ani nad beer carrying for ssveral montrs,

confess that I do not see any B8PS
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cial differsnce between the two cases, that is to say,
if you bvelievad that this particular bant was ingolvent
at the time you were taring its vaper.

Governor Harding., We did not knmow whether it was
insolvent or not, e were in & bad fix, because the
Examiner di¢ not tnow. This man dic not tesp any books
of these transactions, but as ocashier he received de-
posits and put then in his pocket and they were not shown
on the books. The banz had a liability which was not
shown on its books.

Mr, Baker, .. It is a difficult question. The
elements aecsssary for 1iability are three. First, the
vank must in fact be insolven®; second, 1ts o officers
and directors must know it is insolvent, or belleve it
to be; third, you must know both that the bank is in-
golvent and that ite officerse kmow it., In the case you

put the officers and directors of the bank itself did not

now that it was insolvent, dicd not believs it was in-

solvent, but believed otherwise.
Governor =arding, The only man who tnew it was in-

solvent had shot himeelf in the head and was then in s
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comatose condition.

Mr. Beker, The ocase that you put plainly was not
the *ind of knowledgs, as a matter of abstract law, that
the statute covers. But if that case had ever gotten be-
fore a jury, and they had had all the :nowledge produced
befors them which you had, whether or not they would have
tekxen the position that you should have known, is a ques—
tion that deals with the human element and which noc one
can answer.

Governor Herding, On the question of excess col-
lateral, if a bant in an azricultural region tekes ex-
cess collateral on a farm crop wihich is not nroduced,
why ie not the Federal Reserve Bunk ciearly eatitled to
take excess collateral fram the bark whose =ntire loans
are with those farmers om their crops?t

Mr., Baker., I think it ie. I think wherever the

damand for execess collateral is due 4o ths character of

the collatsral that you.are perfectly within your rights

L there is no indication of nowledge in that demand
excess collateral.
The Chairmen. If it were Hossible —— I do not know

whether it would be,because practices of reserve bank
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differ cuite waterially and the situations in which they
deal differ in the different districts — Dbut if it
were possible to preparée a statement which would make
fairly clear what the nractices of each Federal Reserve
Banx were on these various noints, if that could be
assemoled in such shane that it would be illuminating

as to any dangsr, any special danger to be guarded
do vou think it would be possible for you to
review all of them and give us some sort of suggestion

of how to shape our course?

w{r. Baker, Do you mean in the way of a guestion-

naire? ur. Tivatt has practical itnowledge of these

things,. and if they were sent to him he and I could spend

some time with them. I think he would be glad to do
that,

The Oheirmen. That is exactly what I had in mind:
That we arrange at this meeting some scheme by which
e ach Federal Reserve Bank could subamit to lip. Wyatt an
accurate statemsnt of their attitude on these matters,
now they handle thea in the bants, and in fact get the
information wp in intelligible form so that you would

not haeve to go over a mass of papers. I wgs wondering
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and yourself might not advise all of

in this DaLter.

an wondering, and I am willing %o
think out loud about it, and some of {the questions I

but I

am wonderiag whethar it would be 3 ble to0 nut in the
the avpplying

appllication a czrtificate to be signedc

The Cheirmen., Zuite possibl
That avoids the guestion as to whether
the paper is there for collection or whethar it 1s paper
that is owned by the barke In this case, for instance,
if the Grimm-Alfalfa paper hed been sent to the Stanrod
Bank and the Stanrod 3enik had sent it to the Federal

Reserve Bank with a statement on the application that

it was the owner of that papsr, it would have gliminated

half a dozen confusing cuestions from the case when it

came to be tried.
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e, . iiller, I em ~uaizring whether thie

of fection 4 of the Fed:rel Reserve Act hes any bsaring

the natur: of 2 direction to

Al

on these natters,

ths dir=c%ors of th: Reserve 3a1: $0 exten” 40 the wmenber

bank such advances &s @y safaly aad reasonsdly e made,

1 can conceive that s loan mizht bz made by a RAsserve
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Bank to a @aeaber vank which is close to the point of in-
solvency and vet it be an individual loan in the sense
it ie well secured and the Reserve Bank would
mean tha’t such loan shall be
made to & bank which is not safe, although the indivi-
cdual loan mzy be safsa? Does it mean that the Federal
eserve Ban: mmust mexe a loan, according to the lan-
Zuage in thes Act, shall extenc each menber Dank such
discounts, and so forth, as wmay be safely wade? The
gquestion that it raises in my mind is, undar the various
circunstances that lzad the menber banis to come to a
Fedcral Reserve 3an: for accommodaiion, what constitutes
a safe loan?
Governor Strong, Oertainly & loan that is chargs
with fraud would not be & safe loan. Where the circum-
gtances of this Grimm Alfalfa cass eowplled they were

chergad with knowledge that it was distinctly unsafe, the

statute would not impose any mendatory obligation to make

a loan under thos2 circunstances.

Mr. Miller, I wonder whether there is anything
mandatory there,

Mr. Baxzr, I think no%, That statute has to be
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read ae though it was turned about, that the Federal

Reserve Banlt shall not rzfuse to extend to a member
bank amy discount or advancement o accommo%ﬁgieghy
other ground than that it is not safe or resasonable.

The mendate is that you are to assist the bank where it
can safely and reasonadbly be done, but you are not under
mandatory obligation to assist banks in all cases.

dre ljller, That do you sey as to the distinction
between a ltan thet is safe and a bank that is not safe?

Mr. Beker, I do not think that distinction is there,
I think the reasonableness of the extension of the die-
count or the advancement of the accommodation has to do
with the condition of the banik.

Mr. ¥iller. TWith the condition of the bank?

s#r. Baker, Yes, Obviously it would never be
that they should accspt a piece of vaper that was not in
itself safe.

ar, Millsr. Of course that is done, the paper 1is
not safe in the sense that it unquestionably will liqui-
cate itself et maturity, and the Reserve 3Bank therefore
denands what is called excess collateral, because 1t has

doubt as to that paper., In addition to that, ir., Baker,
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in conaection with this intsrpretation, all of ths pajper
that
of course w
minute it exacts excsss collateral do=
gest a question in the mind of
es to the safety of that
-2re« Baker,
gir., wziller., You thin
ir. Baker., I think
not necsssarily. I think Governor (alxzin!s »Hrovosition
illustrates the situation.
the center of the district

end evarvthing frozen, and ths duty of that ban't, under

this Aot as a part of the gentral fiscal azency of the

Government, seemg t0 a& to have Decen thet
that situation in the nationzl interssts.
of that bank. I%

*ha regoronsivility and likelihood of loss,
end such loss as thes Federal Ressrve Bank of 3an Franocis—
co hes suffesred by rsacson its das
bad, widespread situation affecting

geens to me a loss that is
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the Regsrve Bent ghould sustain., The most that the
statute can requirs of a bank dealing with that situation
is that it act with caution and reasonableness. Fortun-
ately thz statute usces thz word "reasonable! as well as
the word "gafe.! 8o that if there is reasonadls hone,
vased on any facts that Governor Cal iins could show
that ths situation that hanpened in the Midcle TWest that
hanpened in such and such a year, that the gituation had
changed favorably and he could on past history anticipate
a sufficiently favorabls change in the situation to just-
ify the extension of credit, then I think that history
of what had happened in the past would impose that
liability upon him,

Govsrnor Celzins.  ufr. Baker, I would liks to say
that vou telk =s if you had been running the Federal Re-
gerve 3ent of San Francisco cduring the period to wilch
you have referred, 7You have stated the nolicy followed

by ths Federal Reserve Bank in that situation almost ex-

actly. However, I mould 1ize to retura to the crucial

question with which we are dealing, and that is what is

the ground upon which you must determine thae solvency

or insolvancy of a member bank. This Grimm Alfalfa
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case, ancd the other cases we have besn talking about,
hinged entirely upon the quesiion of whe
guestion was solvent or insolvent at a csrtain moment,
Now I stated my two causes for, or my Ywo kinds of insol-
ency, and v ne mMoTe.

that. e ing if you
ths Feder

certain conditions as you dasscribed,

for the purpose of illustration, I would

We have another banx,

of the point I axr trying to make,

which ths Stanrod Bank is locztel, the officers of which

wers desparately incompsetent. The bank was in a terribly
extended condition, in fact 1t found itself in al-
the same difficult situation in =hich the Stanrod

Ban'z found itself, But it hapoened that the President

of this bank, a men 86 years old, is a men with an ample

fOI'bU"’l(f, and that man sald | IMhis bank

closey I have guffici=znt fortunz 1o protect

2

protect 21l of its depositors and agtoczholders. will

pledge, without any reservatioa, everything thatb I have

to protect the creditors and depositore of this bank.
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And he did that, That bank tocay is in first class con-
dition and coesn't owe a cent to anybody. Wow by the
usval test of the condition of a vank, the knowledge of
its officers and the knowledge that we had, that bank was
as truly insolvent as the Stanrod Bank ever was, and yet
it nevsr was insolvent., This is a crucial question in our
dealings —with the member banks in extendsd concdition.
That puts us on notice that a bank is in a dangerous con-
dition first, because then we must exercise additional
caution, and second, waat puts us on notice that a bank
is insolvent, because then we mast stop mating any fur—
ther advances to it, The vwhole thing boils itself domn,
in my opinion, in these cases and comparable cases 1o

thig: TWhat facts may we apply to detsrmine the solvency,

or more parkicularly the insolvency, of a meumber bank?

I go bvack and say that there are two zinds of bank in—
solvency known to those who practice bankting, One is
the insolvency as evidenced by an act of insolvsncy and
second is insolvency because of th:s declaration of
constituted authority, such as the Comptroller of
the Currency or the superintendent of baniting, that a

bank is insolvent., I an still sowewhat at a loss to find




some Cebatable ground upon
& banz is insolvent.
Mr. Baker. L do not thinz there car > answer

to that guestion. thinx on its

omn facts. It is just a question of sxs3rcising sound

Judgment with regard to each case. Taze ths Stanrod

-

Bank case. You recall the cxact facts better than I

do, but someons sent in a draft for ten or twelve thous~

-
and dollars to bs collected and *the procseds ranitted.

% ,

hey dld not get the renittancs.
Governor Calcinse. Thz2 facts in that ca
ag would anpeel to a jury &as
solvency but which, ae a mattcr of
tute an act of insolvency, becauss as you will recall,
the reason that that drafi was not »aid was that a junilor
officer of the Stanrod Bank had aisapnlied the funds
provided to meet the draft and the other officers held
back payment of that drafi in order to apply pressur: to
the father of the junior officer wio had misspplied the

funds, in order to meke him g2t ths money back. That

was not in fact an act of insolvency, but it appeared

to the jury as such an acle.
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Mr. Beker. Thile the explanztion in regard to the
pressure being apnplied to the father is not in the re-
cord in just that form, it was a circumstance that was
xnown, but not nut in the record in that form. The
naited facts that stood in ths rscord were these, and the
Circuit Qourt of Anpeals pute them in alongside of one
another: A draft for ten thousand dollars was sent to
the Stanrod Bank and no remittance followed. The trans-
mitter of the draft sent a personal agent down to find
out why they didn!'t get thelr money., They were told
by the cashisr of the Stanrod Bank that they could not
pay it immediately but -ould in a fer Cays, In & few days
they did. But concurrently with that, ebout the same
time, the Stanrod Bank was endeavoring to borrow $10,000
from the Federsl Reserve Bant and the Circuit Court of
A-peals nut thosze two circunstances togzther and held
that they were in effect comitting an sct of bankruptoy
by failing to reunit the proceeds of that draft and at

the same time trying to borrow ten thousand dollars from

the Fedsral Reserve Bank., when things come as close to-

gsther as that it is not strange that a jury regarde them
as related to one another. If you are unfortunate enough
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to have those two things happen at the same time the
freedom of your judgment is not always credited.

Governor Young. Naturally ifinneapolis is very much
interested in this question. We attempt to work it out
as well as we can ourselves as to when a bank is insol-
vent, but I think I can say with safety that so far as
reports on National banks and State banks are concerned
that I have never seen one which showed an insolvent
condition, even with 208 closed banks. Now that is not
any reflection on the Comotrollsr'!s office or the National
Bank Examiner. It is an extremely difficult thing to set
up losses in a bank unless the directors of tha% institu-
tion want to admit the losses. An examiner
hes an extremely difficult job. He cannot set up any
losses unless tas directors of the btank adait those los—
ses, So far as the Exsminers! rsports are concerned I

never
think our bank could safely say that we have/had any

xnowledge of insolvency'of any of the 308 banks that have
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Let us assume that a man discounted a note in a
menber bant, wayable to the bank, that they sent it to
ug and we rediscounted it. He could not set un the de-
fense very well that he had nut his om note in the bank
and could collect it uwon himself, I do not think, soO
far as 99 per cent of the notes that we get are concerned
in the ¥Ninth District, that we are assuming any liability,

But
Thoseé people have got to pay those notes. / in the transit

ma:
department I think theréﬁbo liability.

Mr, Baxer., I ¢o not feel as confident as you seem
to feel gbout your safety when it is a custo mer's own
note that is discounted.

Governor Young. 3But sunpose he has no dealings with
the dank at all. He is simly a customer of the bank
and we take that as a negotiable instrument, He does not
lose anything.

uir. Baker, Thet is a different question,

Governor Young, On 99 ner cent of the notes they
hagve the of fset balence, we get then to pay domn to the
amount that we have advenced collateral -— Te get in a
pOsition where we can return the naper to the Receliver
go that it works out from a practical standpcint, But
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feature of the sitvation that has

concernet us a good deal. Je. ar caling with a great
nunber of banzs that are slov in »aving. In the Neorth-
mwest the grain trade is financed by the country elsvators.
They draw a draft on a car of whea’t with 2 Dill of lading
attached and send that in to us for collection, the same
as in the Grimr Alfalfa case. They do uot asxz foxr any
time credit, they do not ast us to rediscount but simply
want us to0 pr:sent it, crllect the nroceeds and wlace to
their credit. Yow it seems to me that there is a great
liability on our part in handling these ncn-cash items
and vassing credit to a memnber daak that Te are on notice
1z insolvent, Am I correct in that?

iir. Baker. Do you think there is any danger if
you do not pass credit to the meaber vank until after

the collection is made?

Govarnor Young, I should think so, That is what

I would like to znow, I do no% Xnow whether it bzslongs

to the bant or belongs to the custcmer. Here is an insol-
vent bank and we have zo% to Tird out to whoa it belonged.
We are aendling millioas of Aollars worth of that every

day.
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Mr. Beker. That does not seem to me te impose lia~

bility. You have done what you were asked to do. You

are selected as the agent to collect the money, TYou have
turned the money over to the vperson you were authorized
to turn it over 4o, It certainly csnnot be your duty

to go to the man who started that collection and tell him
that the agent that he vicked out and selected was not
worthy, that you could not operate through him and that
therefore you would have to seeX him out and turn it

over to him personally.

Governor Young. And there would be no liability in
that?

Mr. Baker., I should not think so.

Movernor Young, Then I an satisfied,

Mr. Baker, I think it would be important for you to
get some concurrence, in my judgment,K I am just trying
to follow it through as you stated it. I had not thought
of it before.

Governor Seay, Not to multiply suppositious cases,
but along the lines of Governor Celkins'! inquiry as to
what definite thing constitutee notice of insolvency,

when the Comptroller's examiner reports that he has as-
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certained that the doubtful vaper in the bank ie more
than sufficient to wipe out the capital of the banl,

and vet the Comptroller has taken no steps to close thrat
bank, would thet constitute, in your oninion, notice

of insolvency, or merely evidence of insovlvency?

Mr., Bsker. I should think that the wiping out of

the complet= capital and surplus of a bank would be 0

striking & suggestion that it would impose the duty

upon you of assuring yourself of condiuiouns by proper
inquiry. I do not think the impairmeat of capital
mould be enough to put you on inquiry. I am surprised
that no Comptroller's report ever showzsd that. When you
speak of never having sceén a repord which showed an in-
solvent condition, it seems to me of course that that

is so becsuse if the Examiner's renort showed insolvency
the Qomptroller would close that bank before he nme.de the
raport to you.

Governor Younge Govarnor Seay was inquiring about
doubtful paper. I do nos inow whether you would be justi-
fied in calling it dovbtful pajen, duh AL s i
the paper in the Nporthwzss iz

el
Cilfficult/4ell whether it 1
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dr. Baker. It dep=nds on whose doubt it is.

Governor Young. You havs to wait to see whether it
ie bad or not bad. That is the only way you can deter-
mine whether it is good or not,

Mr. Baker, As I say, it denends on whose doubt it
is. C=rtainly a Federal Reserve Bank 1s not clothed
with such tnowledge of the widespread clientile of a
menber banz such &s to enable it to assay all the commer—
cial paper that is presented. That is a human elemen?
and you haven't that information. I do not believe
the burden goes that far, Your examination of the bank
shows apparently good paper and nothing about the paper

or nothing about the banks to suggest the nossibility of

the paver being bad. I do not thint it is up to you fo

trace out each niece of paver and find out for yourself
that it is good paper. Until your attention is challenged
by something in the bank which shows it to be indulging
in a dangerous practice or is in an extended condition —
and if that is called to your attention, then you are put
on notice,

Governor Young. You almays have that in the transit

department. You cannot avoid notice. It is right there.
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Covernor MgDovgu'l. Ths practice established many

3
3

years azo hy ths Comptrolleris Dcpariment, and et )
lixewige by many of the 3tate departaents, to determine
solvency or insolvency, was first to ast<rmine a fair ap-
vpraisal of ths assatc and then to find oua% whether those
assets, based on that evnpraisal, weres of sufficient value
to nrotect the devositors; or, in other words, if the
tno™n losses were equel in amount or grza%ter than the
capital and surplus then the bani was deslarad to b2 in-
solvent. Now it seems to me that as the result of this
decision the Federal Reserve 32anks have a greater resoons-
ibility than ever bsfore in the aester of extending

credit to their menber danks. It seens to me also that

we nrobably have greater responsibility than we have been

aware of in the matter of determining soivency and insol-

vency, I think we ought to have some understanding about

that and I would like to get your views upon what consti-
tutes insolvency. There have bsen times when & bank in
gifficult circumstances has mnot been z2ble to pay at the
moment the chacks that were -rcseatoed, but hoars later,
or nossibly the next day, they have bee) able to vay them.

I have tnomn cases of thut sort that might constitute in-
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gsolvency according *to the decision quoted in this oninion,
but I would like to kxnow if that coumstitutes insolvency
in your own mind, Ir. Baker,

Mr. Bakar. TWould you mind reserving that question
until Governor Strong's suggestion ie carried out, that
is that an examination be made of the practices of all
the banks, with a view of mating suggestions that will
protect the banks so far as they can be protected in
these situations? I want to include in that the tradition-
2l and established definition of insolvency and ascertain
if they apply to the Federal Reserve Banks in view of

the facilities nlaced at their disposal.

Governor .icDougal, That would be entirely satisfactory

to me. I should like to go a little further and say

that my experience over a number o years has been in
accordance with that of Governor Young, I have never
geen & report of the National Bank Examiner which report—
ed a case of insolvency from the standpoint that I have
pointed out, with respect to which we have been called

upon to render any assistance, and, of course, under

those circumstances, we could not and would not do it

Governor Crissinger, Take a bank of that kind that




247
wes ruaning along for Uwo or threg jeaws %o your X.ow-
ledge, in o very exitcuded coundition; you Xnow that things
are & 1l%tle slipshod in the bank, and you miwe no effort
to agcervain fwor ur own examiniung department the condi-
tion of the bank, and don't you think you crsate 1ilability
in that wayy

Wfr. Baker. <You cannot ezteblish insolvency

Govecnor (riazinger, Ng, you cannaol, but you can
make yourself negligent in not checking vp on that bank,
can you not?

Governor ifcDougal.
where we do not check them up.

uMr. Baker, in the Grimm Alfelfa case we were satis-

fied with the appraisal made by the bank auvthoritiels -~

Governor usgcDougal — But it does not comstitute

necessarily insolvenoy. As a metter of fact experience

has demonstrated the fach, in ccuncetion with closed banks,
that their insolvency frequently = uos ¥nomn before the
closing but can only be determinsd by closing the bank

and thereby forcing them to me*=s an gpnraisal. of the
assets of the bant through an outsid - the bank
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examiner or somebody else.

Vice Governor Platt, If that is true, when a bank
is closed and they subsequently may only 45 to 50 cents
on the dollar, it would seem to indicate that the bank
must have been insolvent for a year, anyway, before 1t
was closed,

Governor sicDougal, But in most cases the officers
and directors themselves do not admit insolvency and the

reports of the Exsminers do not show insolvency.

sfr. s3ller. Does it not mean a little more than that?
Isn't insolvency something like human death? e don't
have to wait until somebody certifies to the death of a
man in order to satisfy ourselves that he is dead. It
is a question of judgment of value of assets set along-
side liability,

ir. Baker, It is a question of judgment, until an
act of insolvency is committed, as Governor Calkine has
said.

Mr. Miller., I rather refer to your statement to the
effect that as the Federal Reserve banks legally are

equipved with the power to inform themselves at first hand,

if they so desire, of the condition of their member banks,
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they are in a position where they can form a judgmnent as
to whether or not the bank in qusstion is solvent or in-
golvent, or awproaching insolvency, and therefors tvhey
are not obliged to wait until that fact is declared by
some authority. I do not understand thct tasz declaration
of that fact by a State superintendent or by the Comptrol-
lar of the Qurrency makes a bank ineolvent. It is simply
a vublic announcement of the fact, mads uvon his best
belief and judgment after an examination of the bank and
after certain facts hLave been brought to his attention,
or after some actual act shors that tae bank cannot vay
its obligations and, as & majier ol fact, is insolvent.

Mr. Baker. I think that is wnerfeetly true. The
determination by the Comotroller or the £tate bank exam-
iner that a bant is insolvent, may in fact be erronsous.

ar. £3ller. Yes, it may,

dir. Bakxer., But it is rarcly erroneous,

Governor 3eay, Tould you thint it desirable to

attempt by statute to definz +echnicsl insolvency of
a dank?

wir. baker, I do aot thaink so. I “hink the Supreme
Court of the United States —— and I & epeoking now just
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from gensral recollection — has stated what constitutes
insolvency so authoritatively, that a statute could not
clarify it very much.

Governor Norris, The Federal Reserve Act, in its
general title, states that there shall be a more effective
supervision of banting, and then it provides, as a condi-
tion of membership, that such bank shall likewise be sub-
ject to examination made at the direction of the Federal
Reserve Board or the Federal Reserve bank, Then as to
State bantis it provides that when the directors of the
Federal Reserve Bank shall aponrove examinations made by
State authorities, they may be accepted in lieu of examina-

tions made by the examiner of the Bpard. You do not think,

do you, that anywhere in that act there is any duty im-

posed upon us, or even authority given to us, if we wanted
to exercise, to constitute ourselves the pcwer and author-
ity to determine when a bank is insolvent and to take such
action as would result in closing that bank?

ir. Baker. No, I think not. I think that statute
was plainly vassed for the purpose of enabling youto
exclude the banks from the orivileges of menkrership in the

system which did not live up to the conditions imposed upor
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members; and when you have de’sermined that you wonit have
a bank in the Systcm I think that is as far as you can
go, The ques*ion of determining the insclvency of that
bank is, in the case of the nationel bant placed upon the
Comptroller and in thz case of a state bark wpon the State
bank examiner, by authority of Congress, and not upon
the Federal Reserve Ban¥k.

Governor Norris. One more question, as to banks
that are not on the special cxamiunetion list of the Comp-
troller or of the State departmzn%. They certainly are en-
titled to a presumvtion of solvency uwatil they show some
evidence of insolvency. If in the cource of operations
of their transit department or otherwise any suspicious
circumstances arise that give us & doubt as to the condi-
tion of a bank that is supnosed t0 be in good concition,
we immediately request either the local chief examiner
or the State banking department to make a special examina-
tion of that bankj if the circumstances the® lsad us %o
make that request are substartial, or they think it worth
while — in fact, almost withcut erception <they have

always made those examinations, there never has been a

case where such an examination disclosed the fact that the
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bank was insolvent, but it shows that there is a certain
amount of pavper in which certain loss is estimated, or
there is a certain paper that is slow, but the Comptroller
or the Stste department does not regard that bank as in-
golvent and does not make any objection to the bank con-
tinuing in business; they mey impose some conditions with
regard to a change of officers or a change of policy or

gsomething of that sort; but they do not report that bank

as insolvent, and if that report appears on its face to

us to be a fair and intelligent report, made by proper
authority, are we not absolutely justified in relying on
ity

Mr. Baker, Eantirely so, in my judgment. You have
met the entire burden by your action.

Governor Young. Is my interpretation of the ruling
of the Supreme Court correct, that insolvency may be de-
termined by the inability of the bank to meet its due ob-
ligations?

Jir. Baker. Yes.

Governor Young. That is correct?

Mr., Baker, Yecs.

Governor Young. Let us assume that we take the spe-
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cific case that Governor Norzile
sume that e find % gssets of the bank
but we find that the bank has uo reserve,
many cash items unpaid ~hich
days, haven't you got nretty
bant is insolvent from a financial standpoini? In
words, you have go% to lend them some monsy to pay
obligations
The Chairmen, No baank can pay all of its depositors
overnight if they heave a run.
it is a quesiicn »f judgment, You

Jo,

sete; vou find that those assets are

perfectly good according to igment you can €X%-
egrcise but they ars not sufficiently fluid and flowing
to mest +the demands s rapidly as applications are made,

then you can tide that with perfect safety,

If you make o mistake where you have exercised reasonable

discretion, 1 think you has cvaed yourself of any
liability. Doecg that answsr ths question?

Gov=rnol Vouung.
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Mr.
/ Bekor: But the question I want to raiss, end I want to

do it for my own information, is a practical question.
Syppose a situation would arise lik%e that in the case
of the Stanrod Bank, an extended bank where, due to the
view of the Circuit of Appeals, the Federal Reserve Bank
had xnowledge of the perilous, if not the insolvent condi-
tion, of the Stanrod Bank, is it impracticable for the
Federal Reserve Bank, which is appealed to for assistance,
to say to the bank, with regard %o the paper mesented,
"There did you get this; how did you come to have it?
Was there any deposit liability created at the time you
got it, which still omlsts?" And to taxe only paper
which did not come concurrently with the creation of a
condition

devosit liability after the dangerous/of that bank was
known? Is that impracticable?

Governor Seay, As to the existing deposit liabil-
ity, I thinx that is impracticable; but it certainly
is not impracticable to require a statement that the

paper was discounted, because we have already done that

and do it now. We do require the statement that this

paper has been discounted for so and so, but we do not
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now, and nev-r have, nor do I believe has any Federal

Reserve 3anz. recuired any statemsnt es to the contingent
) | o

1

¢ eposit liability of the applying beni

sr. Bsker. 3uch a stetenent reguired mizht be help-
ful but it would not be conclusive. The Sianrod Bank
mould undoubtadly have told the San‘Ffancisco Banz that

omer of that paper.

Governor Bailey, Didn't the evidencse
never lost title to that paper until they actually got
the money? Didn't they have that xind of an agresment?

Wr. Baker. There is a statement of that kind in the
opinion of t ircuit Court of Awpeals, or something
that looze in thet direcltion in the svidence; but it is
also in evidence in that case that the Grimm Alfalfa Asso-
ciation tnew that that wevner was going to the ban%t for

discount and had cone nothing to »ut the Federal Reserve

Bank on notice that they had any cleim to the vaper.

Governor Young., From a practical standooint, as I
> b

said before, in our district the T are few and far
between, because the borrowers os a & are not heavy
depositors. That e do is %o

the offset, get the money and
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to the receiver, in cases where we are not going to get
it naid out in full, Where we think we have the right
to collect from the banker, which may involve a hundred
dollars or two huadred dollars, and it is a question of
paying an attorney a thousand dollars to collect the
$200, we just forget it and teep on forgetting 1it.

Governor Crissinger. That is rather hard on the at-
torneys,

Mr. Baker., Yes, but it is good for the bank.

Governor Harding, With regard to the Grimm Alfalfa
case, supposé instead of drafis that they had made their
fifteen day note and nut the drafts up as collateral
for the note; then the note with drafts attached was sent
to the Federal Reéerve Bank, The banz could have collected

the draft just the same, and it seems to me that they

would have been barred from making the plea that the Fed.

eral Reserve Bank had “Jiscounted a note of an institution
that they knew was insolvent, They could not have said
that the bank was on notice that this was their property.

Mr. Baker. Ty not? In the case as you put it they
deposited the draft as collateral security.

Governor Harding K But if they made their fifteen-day
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note to the S4anrod Banlz, which discounted thc nots and
gave them credit for the proceods, and pu% up as COl-
lateral the drafis, then they would send the note with
drafts at to the 821t Lake City branch of the Re-
serve Bank of San Francisco, the ¢ Lale City bank would
give the Stanrod Bank credit for the proceeds of the note,
and then proceed to collect the collateral.

Wr., Baker. How =ould the Stanrod Bonk get title
to that collateral with the recerve banky
Governor Harding. When they discounted the note
to which the drafts were attached as collateral.
{r. Baker. Then the Grimm Alfalfa Association note
is itself digcounted with the Federal Reserve Bank?
Governor Harding, Yes.
Mdr. Baker. And carries the collateral with it.
Governor Seay. The note of the member bvank is dis-

counted for the menber bank and carries the assignment

of the Grimn-Alfalfa Associationa

Governor Harding, Instead of putting the draft up
they get the Stanrod Bank to tare their note for fifteen
days.

Governor 3ailey. The Couri waanl so far as to0 say

thet the Stanrod Benk was not rich enough to loan $30,000.
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ir. Baker, I think implication of xnowledge in
case is vzry remote. The Circuit Court of Appeals
that the Federal Reserve Bank hed knowledge of the
that the Stanrod Bank could not have paid the note

because it didn't have money enough to may it, and I
think that is going pretty far.

Governor Bailey. Ordinarily if notes of that zind
come to our bank we give tham credit, if they have drafts
attached of that %ind, but e don't pass the money over.

Mr. Baker. The cage which Governor Farding has put

I have not gotten straight in my head. The Grimm Alfalfa

Assoclation makes its own note for $30,000?

Governor Harding. Yes.

ir. Beker, And discounts that with the Stanrod
Bank.

Governor Farding. Yes. It takes credit for it and
gecuree that note with these drafte.

Mr. Baker, ‘"hat relation does the Stanrod Bank have
to the Federal Reserve 3ankt of San Francisco?

Governor Warding, The Stenrod Ban' would send that
collateral anote —-

dr. Baker. TWith the collateral, the note and the

collateral?
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Heserve Bank,
which would immedigtaly nut that leteral in proccss
of collection, and when they o ved the collateral
they would payv off th:

Baker., I nit quite see that the fact that it
mas the note of the Grimm Alfalfa Assocliation which was
discounted would make it any different from the draft of
an outside party, becsuse the note is a ccllectable note;
the Grimm Alfalfa Association would have to pay that
note unless it was naid out of the collateral. I do not
sez that it would meke any substaatial difference whether
it is a note or whether it was a Jrcft cudorsed by it.
There may be something »ractical that I have mnissed in

it, but I do not see that it would be different.

Governor Harding. Suppose it had Leen a case of

bonds; that they had the bonds in the bank for safekeeping,

the bank had sent the tonds to the Reserve Bank and bor-
rowed money and sold the bonds to the Reserve Bank? Then
the man could say "Those are not *he wnrorerty of the

bank; those are my bonds. I lal then there for safekeening
snd they had no authority to ne ia them, ! But if that

.

man hes gone shead and made a not: . nut the bonds up as
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collateral back of the note, he certainly would be barred
from showing that the bank had made any imvoroper use of
the bonds,

Mr. Baker, Yes, I think he mould be barred from
that. That is not quits the question, Governor Harding.
The question that faces us is the relation between the
first bank of discount and the customer. New if those
relations are fraudulent and the Federal Ressrve Bank
has inowledge of the fraud, then that transaction is a
thing that becomes infirm. If I go to & bank and give my
note for $30,000 and deposit Government bonds to secure
that note; they discount it and nlace to my credit $30,000
and fail the next day, and tnew at the time that I put my
note in there and they put that $30,000 to my credit as
a depositor that they were going to fail, and that they
were insolvent, that is certainly fraud.

Governor Harding. I can see where you might raise
the question that the bank hed deprived you of your right

of offset,

Governor Crissinger. It goes further than that, It

goes to a question of fraud, to the condition that nothing

ever passed.




sr. ¥oshing eves passel. ¥hat they are
entitled to hs & Dback is their note and thelr bond and
have the cdeposit cancellsd as though it had never been
made. If that note and thoss bends had gottan into the
hands of the Federal Reserve 3ank with notice of fraud,
then they are entitled to come back from the Federal Re-
serve Bank; and if the Fede
ledge of the fraud, has Cisvnosed
changed that situation, they are lisble to maXe good
out of their owmm funds what is due to ti depositer by
regson of their xnowledge of and wmarticipation in the
original fraud. Thset is the way the nroposition workn
out,

Wir. Miller. What 3s going to havpen in the Grimm
Alfalfa case? Is it going to be anpealed?

Mr. Baker, We tried to get the Supremse the

United States to take it in. Coverpor Czl'zins did

think they would. I think I told Governor Caltins
thought we had a fifty-fifty cheancs —- *hat we had

than a fiftye»fifty chance to get it in sud a fifty-fifty
chance to reverse it after we go

4

¥r. Miller. On what ground
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Mr. Baker. They never assign grounds when they de-
cline a writ of certiorari. iy best judgment is that
they tookx the statement, as contained in the opinion of
the Circuit Court of Appeals, thet the verdict of the
jury was taken as a special finding of fact, and they
took that statement of fact as being some evidence and
let it go on the question cf fact,

Governor Crissinger. Is there anything else that
you want to bring up at this meeting? If not it is about

time to adjourn fer lunch.

(Whereupon, at 12:5C ofclock =.m.,, the Conference

recessed until 2:30 ofclock p.m. of the same day,)

the menbers of the Federsl Reserve Board and iir. Baker

retiring from the conference room. )
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