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4 FTERER RECZIB S,

The CGonference of Governors reconvenad pursuant to
recess at 2:30 o'clock n.m.

The Chairman, The meeting will »lease come to or-
der. iir. St¢rater, when .r. Baker came in this morning
we were discussing the report of the standing conmnittee
on collections, and were tating uo the first nart of the
renort.

sir.s Strater. I think I have covered that first

part., I do not xnow of anything else that needs to be

said about that.

The Chairman, #e have refarred the matter of sym-
bols to your Conmittee, with nower.

4r. Sirater. The second part of the raport is another
report on progress on the revision of the form of Treas-
ury warrants to facilitste their handling by Federal Re-
gerve Banis. There is nothing to do except that we have
taxen the matter up with the Treasury and they have shown
a disnosition to cooperate and have already mede some of
the changes which e suggestsd. I think at the next con-
fsrence we can revwort definitely what the Treasuly has

done and will do.
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fThe next divieion of the revort is M"Availability
of unsorted cash letters." The commnittee recommends no
change from the vpresent procedure.,

The next subdivision ig "Cost of telegravhic advice
of non-payment of checks of $500 and over." The commit-
tee has recommended a paragraph for inclusion in the
check collection circular. At the last meeting of the
Comnittee the menbers were somewvhat concerned by the
action taken at the last conference, as to whether or
not the Governors really understood that the comnittee
dié not make any recommnendation, but had merely nointed

out the fact that 355,000 annually might be saved for the

system. The committee feels that it might de charged

with responsibility for the action of the Gavernors at
their last conference, if it does not noint out again
that it msde no recomnendation on the subject and also
that the comnittee did not contemplate that action would
be taken discontinuing the present practice unless and
until it should beéone impnerative to further reduce the
cost of check collections, Twat concludes the renort.
The Chairman, That is your »nleasure, gentlemen?

Governor Talley, I wanted to comment upon the last
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point touched upon, concerning the cost of telegraphilc

advice regarding the non-nayment of checks of $500 and
over. It is our thought that the cost of scrutinizing
each cash letter for svecial instructions would be more
than the cost of the telegraphic expense, and I want tO
ask ir. Sirater if we are to get the idea from the
report that the committee recomuends that the practice
of absorbing the expense of telegraphic advice be dis-
coztinued.

Governor Caltins. That is just what the comnittee
does not recomaend, as I understand it. Is that correct,
sr. Btrater?

Mr. Z+rater. Yes.

Governor Talley, That was the recommendation be-
fore. Does the Comnittee recommend it now?

Mr. S¢rater, No, the Committee maktes no recomunenda~
tion at all. Tyis is about what the Committee had in
mind when we discussed it at our last meeting: The
gmount of saving, $55,000 amually, is comparatively
small normally, but if it wes urgent that additional sav-
ings be offected the passing of these charges bact to the

depositing meaber bank might be something to be seriously
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cons idered.

Governor Talley, You will remenbzr some time ago
the question ca.e up in reference to the acceptance of
items subject to wire instructions as to non-payment.

Mr. S+rater. Yes.

Govarnor Talley,K Thich wes made uniform, that all
Fedaral Reservs banzs would acceot items subject to wire
non-payment of items of 3500 or over, so that any attempt

to even consider at this time the matter of absorbing

the cost of telegravhimgadvice back to member tanks would

destroythat uniformity in the matter of instructions
in cash letters, that is the uniformity in the handling
of the cash letters, would it not?

dr. S¢rater. No, I do not think it would, I do not
thinx it would affect it at all., You could still secure
that uniformity by incorporating in your check collection
circular the paragraph which this committee recomnended
in its last report.

Governor Talley, Syppose we wire beck in reference
to the non-payment of an item of $500 or over and hé comes
back and says he won't pay it because he didn't instruct

ue in his latter?
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Mr. S¢rater. Eut the mere fact that the check was
sent to the Federal Reserve Bank, with the general in-
structions contained in the check collection circular,
wmould obligate them to »ay.

Governor Talley, Twnat is what I wanted to bring

ylr. Strater. They agreed to pay when they got the
check, regardless of whether it was put on their letter-
head or not.

Governor Talley. My thought was it would create a
good deal of confusion in discontinuing the practice to
absorb the charges, notwithstanding the fact that the
check collection circular might state that the items were
gent subject to wire advice of non-payment of items of
$500 or over. It puts the shoe on the other foot. It
is all right, and we will go ahead and pgend items and
there will be no objection as long as you absorb the cost
of the messages. They want to reserve the right to
send the items in with their own instructions, when it is
a matter of some expense to them,

Governor Seay. Te have examined the letters over a

period in our bank and we find that the me jority of the
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lettere from the largsrbanks have those instructions on
them.

Mr., J+rater. I expect that is more nearly true now
than it was when you started it, Governor Seay.

The Chairman. dave you any resolution to offer, Gaw
ernor Talley?

Governor Talley,K There is juet one other vpoint. We
would like, if it is nossible, for the committee on col-
lections to submit standard paragraphs to the Federal Res
serve Banxs before they incornorate them in the report,
for discussion and reaction in the vanks. It has hap-
pened several times, not only with our bank, but I think
with others, that certain standard parazraphs to go into
the checikk collection circular, could not be incérporated

in the circulars in certain districts.

The Chairman. This renwort has been circulated in ad-

vance.
Governor Talley, I understand that. I understand
that the Conference acts on thes renort when it is sub-
mitted, but we want to recomunend to the committee that
they submit these standard paragraphs which are to go into
the circulars to the banks before they put them in the re-

port.
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Governor Young. The paragraph that they have suggest-
ed is right in this repors.

Governor Taliey, vYes, but we did not sees it until
it was put in the repoxt.

Governor Young. It is not in tha circular yet.

Governor Talley, Certainly Dok

Governor Young. Now is the time to take it up and
see whether or not it shall go in the circular,
bsfore the July lst edition goes out.

Governor Talley, we do not went to be put in the
amkward position of having the report apvproved by the
Conference with these certain paregraphs in the report,
and then find that we cennot accommodate ourselves to 1it.

The Chairman, You want a orimsry elsction first; is
thet 1t?

Governor Talley. Yes, sir.

The Chairman, And then a general election?

Governor Talley, Yes, sir.

Govornor Seay, This is not the character of para—
graph which anybody could object to.

Governor Talley, I am speaking gensrally. I am not

referring marticularly to the naragraph that is in this
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report.

The Cpairman. ‘Fhet do you wish to do with this re-
port, gentlemen? Iiotions are in order.

Governor Young. To get this before the Conference I
move that ths following uniform paragranhs be included
in the check collection circular of esch Fedsral Reserve
Bank.

"A11 telegraphic costs nertaining to payaent or non-
payment, or in connection with receiving or transmnitting
any other information or instructions, will Dbe charged
to the account of the depositing bank. All such telegrams
to the depositing bank will be sent 'Collect!.”

Governor sicDougal. I will second the motion.

The Chairmen, 1Is there any discussion?

Governor Talley, ¥othing further than to say that 1
will vote in the negative on that.

Governor Calzine. If the situstion is as has been
suggested by Governor Talley, and as I believe it to be,
that it will cost more to cérry out the provisions of

that clause than it will to do the other thing, then we

ought not to do it. As Mr. S+rater has said, if it be-

comes necessary at any time to make these charges in order
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to save part of the $55,000 —— you cannot save it all —
to change our policy, we should perhaps change it, but not
until that time comes.

Governor Young. You will recall that at the last
twmo conferences I reported that there were many direct

items %o

sending banks sendiang/sinneapolis with letters of in-
structions, no two of which were alike; gsending us ten
dollars, fifty dollars and $500, with instructions as %0
proteet and everything else all different. It 1is utterly
impossibls to go through all of those. Mr. Strater re-
ferred that matter to counsel and reported that our circul-

ar would hold even in view of those instructions. 1t was

all threshed out a couple of years ago and I was voted

down on it. There is no use in going into that again,

that I can see. If it was right then it is right now.
Governor (Oalkins. As the matter now gtands, the

various Federal Rsserve banks are at liberty to use their

discretion with regard to this matter. The effect of

ir. Young's motion would be to take away that discretion

and compel all of us to follow a uniform vractice, which
would cost more than the practice now follomwed by some of

us.
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Governor Seay. As I understand the effect of this
proposed paragraph it would obviate the sxamination of
any letters at all, and would not impose any eXxpensé upon
ue whasvever. It would say to our menber banks "You send
us checks for collection subject to the conditions of our
general circular, which contains the following varagraph. "
It therefore immoses no duty upon the Federal Reserve
Bank to examine their letters at all, it relieves us of
trouble and immoses no expense.

Governor Talley. But you get into arguments with
your menber banks and they write in with reference to
receiving advice of non-peyzent of items. Of course if
they don't want to receive advice of non-payment they
certainly don't want to pay for it.

Governor Seay, Then they ought not to send them in.

We recite other conditions under which they send us col-

lections, and if they are bound by some 1t may be said

that they are bound by all. This is not an impositiong
it ie good banking practice; it has gromn 1o be a custom
and I think will svread,

Governor Calkins. I insist it is good orimary bank-

ing practice, but in our present voint of view I do not
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think that any practice that leads %40 unnecessary expendi-
ture of money is good practice for us; there is no prin-
ciple involved in this.

The Chairman, There is a motion before the ¥ouse.
That motion is on the adontion of this vparagreph in the
reovort to be included in the check collection circular.

Governor (alkins. It will be uniform, as I under-
stand it.

The Chairman, It will be uniform. We have a
regular date when we issue these circulars. July 1lst
is recommended, I believe. Your motion did not include
the date when this should take »lace, Governor Young.

Governor Young, I will add to my motion that it

takes place July 1, 1926. That is the date suggested,

isnt't it, u#r. Strater?

#r. Strater. That is the date succested in the re-
port.

Govaernor Norris. I will second the motiomn.

( The motion, having been duly seconded, was carried,
Governors Talley and Celzins voting no.)

The Chairman. Hgving acted unon this gpecific recom-

mendation of the committee, it will be now in order to move
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that the report be accepted as a whole.
Governor Young. I move that the repoxt be ocpproved
and filed,
Governor Wellpbora, I will second that.
(The motion, having been duly seconded, was carried.)
The Chairman. The questioh has come up about uni-

formity of circulars gnd of practices and procedure, We

have had that up a good many times in connection with

these matters, Mr. S¢rater., HowW well are we nerforming
in this matter of uniformity?

Mr. Strater. TWell, at best it has been a slow pro-
cess. However, I think in view of the fact that we have
had practically no unformity up to the last few years,
that the results are sratifying., We ars approaching uni-
formity, Ve are doing it slowly but steadily. In this
report I think there is some reference tO that on page 5.'

The Onairmen’ That and the subject of vpostage is
another one, is it not?

Mr, Strater. Postage is evidently one that has gone
astray somewhere, with the aid of the Federal Reserve
Board. I think this Conference voted that the practice

of absorbing postage should be discontinued, that is postag.
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on directly sent cash lettevs. A3 I recall it Bosion
and Xansas COlty still absorb vostage, to some extent at
least.

Governor Young. For both member and non-member hanke?

r. S+rater. No, on dirsct letters, on letters sent

b
direct by member benks in a Federsl Keserve Bank city %o
other Federal Reserve banks and branches.

The Chairman. That do you estimate the cost of that
would
/ be for us, about $75,000 a year, Mr., Harrison?

Mr. Harrison. I do not know the figure, but it is a

very large figure.

Mr. Sirater, I do not remsabar the amnount exactly,

right now, but saverél hundred thousand dollars for the

system.

The Chairman, That is the situation in Richmond?

Governor Seay. e have abandoned it.

The Chairman, Did you have much troutle?

Governor Seay, Not at all.

Mr, Sg¢rater. St. Louils pointed out that they are
embarrassed somewhat by the fact that Xsnsas City still
continues it,

Governor Bailey, It costs us about $700 a year,
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Governor Seay, I+ wae not a matter of any conseée-
quence to us, but for the same of uniformity we ebided Dby
the decision,

The Chairman. Jdr. Biraiter, that seems to conclude
our discussions witlL you. Your report has been approved.
We will be glad to have you sit in with us on our other
discussions.

(The report of the standing committee on collection

is as follows:)

STANDING COMJITTEE ON COLLEZCTIONS
t0
CONFZIRENCE OF GOVERNORS
March 23, 1926.
To the Conference of Governors:
At the Gonference of Governors held November 2-5,

1925, the following topics were referred %o the Standing

Committee on Gollections and the Committee submits its

report herewith:

REVISION OF TIiE SCHEIDULES WITH A VIEW TO REDUCING FLOAT

AND AVOIDING ZXISTING INEQUALITIES.

Following the discussion of this tonic, which appeared
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on the program of the Conierence, it was voted that the
Standing Committee on (ollections be reguesisd
s study of the mresent time schedules and p
scientific revision of them if that chould seem to be nec-
essary, It was understood that the Gormittee should con-
sult or advise with any Federal Ressrve Baniks whenever
it might be helpful for the Committee to do so and that
tentative shcedules be submitted to each bank for review
before any final schedules are submitted to the fFederal
Reserve Board as a recommendation,

In its study of the present time schedules the
gommittee com@iled a tabulation ehowing for each Federal
Reserve bank and branch (1) the number of days of defer—
red availability given on country items payable 1in each
State or part of State in other districts and (2) the
number of days actually required to collect such items

according to oresent schedules. The resgult of this com-

pilation is attached hereto and made a part of this

report, therebeing vwelve schedules, one for each Federal
Reserve District. The time of deferred availability
according to the present schedule of each bangx is shown

in the first column and the actual time required to
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collect is shown in the next column., The actual time re-
guired was obtained by using the inter-district time
schedule of the System in conjunction with the intradis-
trict time schedule of each reserve bgak and branch. For
example, to collect an item nayable in the State of Kansas
sent by the Federal Reserve Bank of Boston to the Federal
Reserve Bank of Xansas City, would require 5 days which

is obtained by adding 3 days required from Boston 1o
Kansas City and 2 days reguired by Kamnsas City to collect
the item in accordence with its intra-district time sched-
vle after Kansas (Qity receives it. These schedules show
that there are numerous differencecs between the time
shown in the present schedules of the various banks and
the actual time required for collection and are given %0
the Governors with this report for their information and

consideration.

As is well known and generally recogniged, there are

numerous intricacies and rather complicated conditions to

be considered and overcome in preparing for the 7arious
reserve banks time schedules which will reduce float and
avoid present inequalities and at the same time produce

a schedule, the expediency of the adoontion of which cannot
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be questioned. The Committee feels that it cannot com-
plete its report without making an exhaustive study of
the whole subject, which will include the intra-district
time schedule of each bank. The Committee ie preparing
ta obtain certain data from each bank which will enable
it to continue the etudy, looking to the completion of
a final report.

REVISION OF THT FORM OF TREABURY WARRANTS TO FACILITATE

THZIR HANDLING BY FEDERAL RESERVE BANLS.

Early in December the Coramittee comamunicated with the
Treasury Devartment, nroposed certain changes in the form

of government checks and wae succescful in arousing the

interest of a number of Treasury officials, The Commit-

tee has been furnished with specimens showing the changee
which the Treasury and the Gpovernmnent Printing Office are
willing to ma:ie and, while these changes are in harmony
with some of the Committee!s suggestions, it is felt
that furthar nrogress is possible.

The Gonnittee feels, therefores, that it can only Te-
port progress at this time dut hopes to be able to make
s definite remort to the next Conference of Governors.

The Committee believes the Conference understands

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




even after the Treasury officials have approved
accepted the chenges suggested Dy this Committee, con-
siderable time must elapse before the effect of the
changes will become noticeable. In time, however, the
governnent checks »nrinted on the reviged forms will re-—
sult in facilitating their handling by banks generally,

as well as by the reserve banis,

AVAILABILITY OF UN3ORTED CASH LETTIERS

The Conference voted to refer to *the Standing Commit--
tee on Collections for consideration the guestion whether
Federal reserve panks should request smaller nember vanks

to sort all cash items strictly in accordance =ith the

time schedule, or whether Federal T eserve banks might,

in their discretion, average tns availability of unsorted
cach letters or accept then on some other basis.

All of the Federal reserve Dan<s, with the excep ion
of siinneanolis and Dallas, s@eoifioally state in theil
check collection circulars that lstters commosed of un-
csorted items will be credited on the available date of
the itsm of ths latest availability. Dallas, in i%s discre-
tion, may do likewise. Minneanolis providss ‘or sorting

o

of cheacks by tine schedule, bubt makes no nrovision for
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letters commosed of unsortsd items.

The Commnittee is of the oninion that the matter of
determining the availability of cash letters containing un-
sorted items inay safely be left to the discretion of the
Federal reserve banks. To credit such letters in accord-
ance with the average availability of the checks enclosed
might sometimes result in more favorable availability
than would be the case if items were »nroperly sorted in
accordance with the nublished time schedules. The sort-
ing of cash items in accordance with the time schedules
is correct in orinciple, and with s reasonably accurate
time schedule this appears to be the most equitable way
of detzraining availability.

The Committee believes that all menber banks should

continus to bes =ncouraged to sort chscke in accbrdance Tith

the time schedules, elthough it recognizes the fact that
many of the small member benks with limited equipmnent
and personnel may find it difficult or burdensome TO do
this. In the case of small medder banks ~hich send only
a small volume of checks to0 the Federal raserve banis it
muld seem practicable for the Federal reserve banks to

analyze the cash letters, glving credit for the unsorted
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checks in accordance with their actual availability.
This would involve but few more bookzeening entries than
would bs the case if aveilability were averaged, and
which would not seem to be more difficult to do than to
comuts the saverage availability.

If the reserve banks continue to lay dowm the general
rule requiring msaber banks to assort items in accord-
ance with their time schedules, it will be possible
for them to use their discretion in excepntional cases
and at the same time be in a nosition to conirol any

abuses of the rule.

The Committce recomnends, thersfore, that no change

be made in the nresent »rovisions of the majority of
the circulars in this particular, and that the matter
of determining availability of unscrted itemns received
from the smeller nember banks be left to the discretion
of the sevsral Federal reserve banks,

CO:T OF TELTGRAPHIC ADVICT OF NOW-PAY.ENT OF CHICKS $500

and OVZER.
The Conference voted that the Federal Reserve banks
should not absorb the cost of these telegraphic advices,

and that the standing Committee on Collections e

ps://fraser.stlouisfed.org
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requestad to prepare a narazranh of advice to menber
bangs which might be forwarded by each Federal rsserve
ban% to its wmeanbers,

The Comnitsee in ite last renort stated that the
annual cost to the Syeten in this connection was approx-
imately $55,000, This figure included only the cost
of commercial wires. It is, therefors, assumed that
the action tazen at the last Conference does not contem-
plate any change in the extent to vhich the leased wires
are used in advising non-payment of checks.

Aithough the vote of tihe Conference is r ecorded
as applying %o items "over 3500", the Committee, of

course, aessumnes that the Govaernors intended to refer %o

items of $500 and over!" instzad of 'pver 3500."

The Committes suggests the following uniform DaTa-
granh for inclusion in the check collection circular of

each Federsl reserve bani:

"A1l telzgraphic coste nertaining to
nayment or non-payment, or in connec-
tion ™ith receiving or transnitting
any other information or instructions,
will be charged to the account of the
depositing bank. All such telegrams
to the depositing bark will be sent
'Collect!. '

This para<raph not only takes into consideration
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telegraphic costs incident o advising non-payment of
items $500 andover but also all telegraphic costs in-
curred at the request of the depositing
The Connittee in its report to th

farence of October 10, 1222, recommended a uniform para—
graoh with reference to Telsgranhic Costs 1in connection
with the handling of chects and other cash items for in-
clusion in the check collection circulars of all Feder-
al Reserve banis. ig recomnendati —as adonted Dby
the Governors; a number of the reserve banks, however,
failed to include *ths parsgreoh for soms time and it is
only recently that it has been uniforaly used. he
Commnittee desires to state that in its oninion it is
highly essential for the nractice of reserve banks in
this mather to be uniform and that all reserve 0ants

insert the same vparsgraph in identical wording 1in their

checit collection circulars, The Coanittee further recom-

mends that the effectivs date for the subgtitution of

the above varagraph in niace of the foraer paregraph I'e—

garding "Telagraphic Costs!" be fixed uniformly as July

1, 1928.

1+ is cmnsidered immortant that depositing banks Dbe
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promptly advised of telegraphic costs incurred, and for

s

-

this reason the Committee feels it is essential that
advice of such exnense be nromotly formardad by meil to
the Federal reserve banks and to the dspositing banks
whose accounts are affected,

It is recommend2d that those Federal reserve banks
which issue loose leaf sheets as general letters of In-
struction, call attention %to this varagranh in the let-
ters of transmittal accommanying such sheets, and that
Federal reserve Danks which issue sevarate operating cir-
culars caXl] varticular ettention to the new paragraph.

The Committes fesls that it will not have nerformed
its full duty and responeibility to the Govsernors if it
fails to state that in ite formsr report it may have creat-
ed the impr:ssion that the Comnittee favors the discon-
tinuance of the present vractice of absorbing such téle-
graphic costs. On the contrary, while the Committeé made
no recommendation, it did not contemmlate that action
muld be ta%en discontiruing the »resent practice unless

and until it should become immerative to further reduce

the cost of chec: collections.

Respectfully subnitted, H,F.3trater,
Chalrman,
J.S.Walden,Jr. 0.i. Attebury
C- Hc er Jo };JIC TOY
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Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the

Table Compiled from Present Time Schedules

for the

Federal Reserve Bank of BOSTON

First District according to present time schedule.

. (2) Actual number of days required to collect.

PAYABLE IN
STATE

SENT TO
F. R. BANK

BOSTON

PAYABLE IN
STATE

SENT TO
F. R. BANK

BOSTON
(2)

Alabama

Arizona

Arkansas

California

Colorado
Connecticut
Delaware

Dist. Columbia
Florida

Louisiana

Maryland

Michigan

Minhnesota. . .- _a... W do
Mississippi

Missouri. . .

. Atlanta
New Orleans
Birmingham

RUPENO. oo s b o o8

Los Angeles

St. Louis
Memphis
Little Rock

San Francisco
Los Angeles

Denver

Philadelphia,
Richmond
Jacksonville
Atlanta

Spokane
Salt Lake City

Chicago
Kansas City

Baltimore____.___ ___
Chicago

[ roen (%o bh - ENIE o5 RN T A g o
Kansas City

|

Vil
@ ©

_qOT O O B OO OO

T
[

GIOT O O Syl W

Montana
Nebraska
Nevada

New Jersey

New Mexico

South Carolina
South Dakota
Tennessee.___.

West Virginia.. ___ BN [0

Wisconsin

Wyoming

New York
Buffalo

Richmond
Minneapolis

Cleveland
Cincinnati

Oklahoma City
Dallas

San Francisco
Portland

Philadelphia
Pittsburgh

Richmond

Nashville
St. Louis

Houston
Salt Lake City
Richmond

Spokane
Portland
Seattle

Pittsburgh
Richmond
Baltimore

Chieagd-. — i oo oo
Minneapolis

(=)
-3
(o]

o
i
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Table Compiled from Present Time Schedules

for the

Federal Reserve Bank of NEW YORK and Branch
Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the

Second District according to present time schedule.

(2) Actual number of days required to collect.
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of PHILADELPHIA
Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the

Third District according to present time schedule.

(2) Actual number of days required to collect.
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of CLEVELAND and Branches

Showing - (1) Number of days of deferred availability siven on COUNTRY ITEMS payable outside of the
Fourth District according to present time schedule.

(2) Actual number of days required to collect.

PAYABLE IN SENT TO CLEVELAND | CINCINNATI | PITTSBURGH PAYABLE IN SENT TO CLEVELAND | CINCINNATI | PITTSBURGH
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of RICHMOND and Branch

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Fifth District according to present time schedule.

(2) Actual number of days required to collect.

PAYABLE IN SENT TO RICHMOND | BALTIMORE PAYABLE IN SENT TO RICHMOND BALTIMORE
STATE F. R. BANK STATE F. R. BANK
(2) 1) (@ 1) @)

Alabama Atlanta Missouri
New Orleans

Birmingham

4
5

MOTIEIN xS TS
Nebraska

Nevada.. ... .. -.-.-.._| San Franciseo
Salt Lake City

Arizona

Arkansas

= =30 O

Memphis
Little Rock

California San Francisco
Los Angeles

Colorado Denyora sl L
Connectlcutl h oo iile

New Hampshire_ ___ _.

New Jersey__._ ... _ ... New Yorkitu sudae il
Philadelphia

New Mexico__..___.___._| Denver._._._.

i
T ww
@

[

Philadelphia
Jacksonville
Atlanta

Spokane
Salt Lake City

9
5

Minneapolis. . . ... _. 48

Cleveland
Cincinnati

Oklahoma City
Dallas

Oregon San Francisco
Portlandli: bl Lo L s

Pennsylvania Philadelphia
PLTERDU S . o L i

Rhode Island Boston
South Dakota
Tennessee

|

1

?5\7
@® ©
P
o ©

Ot = OOt OVl

New Orleans
Dallas

Boston
IBOSTOT iotientt ol B o b
Chicago

D OT OO
?0‘ CIOTE O B OOV Ok
-3

(>3]
!
(]
|

Salt Lake City
Boston

Spokane
i 7 Portland
Minneapolis Soattle
Minnesota Minneapolis

Mississippi.............| New Orleans.____.
Memphis

St R B

West Virginia
Wisconsin

ST 00 R B B OTOT CTOTOT 00 W B R 00 OF Ot W Wk 0 0 GTOTOT 0 Oror ot

=N B - TG

(=N

00 W W 000C W 00 000D TOTUTOT 00 w» CWW OO WO Wi 00 WW oD WW W o W W oLt

WYOMINSL - oaleh/ im0 Y ORI aT &) Sl STt D I

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




Table Compiled from Present Time Schedules
for the
Federal Reserve Bank of ATLANTA and Branches

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Sixth District according to present time schedule.

(2) Actual number of days required to collect.
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of CHICAGO and Branch
Showing - (1) Number of days of deferred availability siven on COUNTRY ITEMS payable outside of the

Seventh District according to present time schedule.

(2) Actual number of days required to collect.
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STATE F. R. BANK STATE F. R. BANK
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of ST. LOUIS and Branches

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Eighth District according to present time schedule.

(2) Actual number of days required to collect.
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of MINNEAPOLIS and Branch

Showing - (1) Number of days of deferred availability siven on COUNTRY ITEMS payable outside of the
Ninth District according to present time schedule.

(2) Actnal number of days required to collect.
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STATE F. R. BANK STATE F. R. BANK
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of KANSAS CITY and Branches

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Tenth District according to present time schedule,

(2) Actual number of days required to collect.
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of DALLAS and Branches

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Eleventh District according to present time schedule.

(2) Actnal number of days required to collect.
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STATE
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F. R. BANK
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Table Compiled from Present Time Schedules
for the

Federal Reserve Bank of SAN FRANCISCO and Branches

Showing - (1) Number of days of deferred availability given on COUNTRY ITEMS payable outside of the
Twelfth District according to present time schedule.

(2) Actual number of days required to collect.
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The Chairman. Now, with regard to the discus-

gion with Mr. Baker this morning, I think what lMir. Baker

mould like would be for each reserve ban% to formulate
a report, in such form that they will be fairly duniform

in presenting thes matter; that is, put out a guestion-
nasire of some tind and submit them to wur. Tyatt. When
ir. AWyatt has gotten them in shape for consideration Ir.
Baker will take them up with him some time ~hen he 1is
over here and they will prepare an oninion as %o what
safeguards are desirable mith which to surround ouxr
lending operations.

Governor Calkins. I was about to 2s< whether, in

of the intzrest we sll have in this discussion

ur. Baker, whether or not we could not have nre-
pared for us, separate from the minutes of the meeting,
a sufficient numnber of additional copies of that dis-
cussion for the nurnose of taking it up with the counsel
of the various banis. In other words, two or three
copies for each one of us,

Tae Chairmen. FThy mld it not be noscsible to just
have one copy struck off sepprately in order *hat that

copy might be carsfully edited and put in shape?

ps://fraser.stlouisfdd.org
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Governor Caliins. I will amend my suggestion by
adding to it that the Reporter be reqguested to0 make cne
copy of the record of that discussion this morning to
be sent to Mr. Harrison to use his discretion upon it
and then have further copies prepared to be sent to each
Governor.

Governor ¥ancher. I will second Governor Cagltins!
amended wotion.

(The motion, having been duly seconded, wascarried.)

Governor Young,., bir, Chairman, did you finish with
1-G*?

The Chairman., Thet is one of the things that we
thought would be submitted to ir. Baker.

Governor Young, I should think that is something

that action has to be taken on right away.

The Chairman. e are provosing to eliminste it from

our application blank entirely, pending some other plan.
Governor Cglkins. e have slready eliminated it.
The Chairman. Now with regard to amendment o0 sec-
tion IV (b) of Regulation A, are you willing to Trecom-
mend that that change be made, that is, elimiration of
indication of whether it is depositors! napser or not,
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until we have considered the matter further with Mr,
Baker?

Govearnor Young. The suggestion is that we eliminate
it from everything except paper required from non-mem-
ber bankzs. I think you can eliminate that too, because
the evidence is right there; just leave it out altoge-

ther,

The Chairman, Leave everything of that kimd off in-

dicating the sourcs of the papert

Govarnor Young. I will make a motion to that ef-
fect, ur, Chairmen.

Governor .JicDougal, -hat is the motion?

The Chairman, To lesave everything off indicating
the source of the paper, Perhaps the resolution should
be something like this, that pending further review of
the whole subject by i¥r. Bakar the Conference recommends
elininating from the epplications all designations of

member
the origin of the vaper including that relating to non~/
baniks.

Governor Young, I will so amend my motion to get

it before the Gonferenéeo

Governor Talley, I will second it.
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The Chairmen, I suppoce it is understood thart

the designation as to whether it is depositors! paper

or not is going %o be eliminated from these applications?

Governor Talley. It already has been,

Governor Young. It has not in our bank, We are simply
wmiting the bank,

Governor Seay. I do not see after all there is any
particular necessity for that, but I an willing to go
along, The important thing you have in the spplication
is that the banz owne the paper and has discounted it,

Governor iicDougal, I think that statement would
cover the sntire matter, without taxing any action in re-
gard to changing our blanks.

The Chairman, Are vou prepared to act on that as a
recommendation until you get Mr,Baker's advice about 1i%?
iy proposal is that until ir. Baker does advise ue what
the application did contain in respect to it we should
eliminats this particular thing. Then ir, Baker may want
to put a certificate of agreement on the application, and

what is the use of doing it all over again, and then maybe

a third time?
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Qovarnor Seay. It would necessitate, 1f we comply
with that, the destruction of all of our application forms
which, from the beginning, have alvays required the meaber
banks to specify whether or not it owned the paper and
that it was discounted paper. In view of the decision,
snd in view of the discussion that took place, that
sppears to be the one important thing to know. Nothing
else is importani. The important thing to know 1s that
the bank owns the paper.

The Chairman. There is no »roposal to eliminate that.
The ounly provosal is to eliminate the D or P, showing
that it is depositors! maper or opurchased paper. Thatb
is all we are proposing to do.

Governor Seay. I would have no objection 10 that,

Governor licDougal. You could not eliminate that
without destroying the blamks and having them raprinted,

Governor Seay. Qur bant merely requires some state-

nent ss for whom it is discounted, which commite the bank

to the fsot that it is discounted mewer, and that is the

lmportant thiny to Inow.
Govirnor Morrig. The only question to my mind about

the advissbility of adopting it is that it will compel us
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to get out nsw blanks now and in a few months we will
be ~bliged to 8% ill another sev of blanks. 1Is
th: risk that we ha been running for ten or twelve
years so ureat that we ought not o run it for some little
further time in order to save changing the blanks?

The Chairman. That does it cost to get out a new
set of forms%

Governor Norris. It isn't a question of cost, but
it disturbs the meudber banks, because they always have a

1ot of old forms on hand.

Governor Seay. As I understood lir., Baker the first

of his comnents was that we should eliminate that desig-
nation thet would seem to indicate that it was depositors!
PEPET

The Chairman, That is the motion now.

Govarnor Seay, We nevsr had it in ours, that 1t
was depositorg! paner.,

The Chairman, Then vou are in a fortunate nosition.
You Go not have to do anything.

Governor Seay., If that is thes case, you do not ine-
tend to eliminate the provision which requires them to

state for whom discounted?

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




The Chairman. Thsre is no refsrence to that.
motion is to eliminate the indication of whsether or not
it ie depositors! naper.

Govarnor Seay., Then I misundsretood it.

Governor QCalzins. wy understanding of the motion
is that anything that refsrs to origin should be elimin~
ated,

Govarnor 3eay. That is what I thought. I do not
agres with that.

Thes Cnhailrman. The motion was changed, »Hending

concideration of the metter by iir. Baker, after
these reports are sent in ae we have -roooesed, that there
be elimineted from the anplication blanks the letters
vmich indicate whether or not the paper is depositors!
paper. That lsts Governor Seay out on
tatenent that it is discounted naper, Ic that
wnderstanding of it, Governor Young?
Governor Young, Yes.
sir. Barrison And there wes also adcded that we

recomnend o the Fed:ral Reserve Board that they elimin-

ats the recuirement about the non-meidber banx,

e
The Chéirman, Yes.

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




306

Governor iicDougal. That would eliminate the reference
of the origin of the paper, except the stvatement that 1t
might be menbsr bank paper.

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

Govarnor .icDougal. I would like to bes recorded as
voting no on that motion,

The Chairman, The next topic is IV-F.

IV. OPERATION AND ADMINISTRATION.

F. Discussion of capitalizetion and other require-
ments imposed by ntate law on State banxs and trust com-
paniec exercising fiduciary powers, and advisability

of Board adopting for all national banks & minimum capit-

al requireanent and imposing other requirements in conneo-

tion with its granting authority to such danks to exer-
cise trust powasrs.

That topic was sugzested by the Board and I willi
make & motion that we defer consideration of that matter
until we mset with the Board and the 3ocard makes clear
gactly what they had in mind in this topic.

Governor Fsncher. I sscond the motion.

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

The Chairman, Governor hcDougal has some business
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to discuss with i». Dewey, and during his absence we
will consider supplementary topics, and when he comes
back with sr. Dewey Lir. Dewev will rsport on his topic
3.0, "Treasury currency commaittes. Report of progress
made. "

The first supplementary tonic is V-A.

V. SUCPLIMENTARY TOFICS.

A, Parmanent emloyment by the Board at a figed
retainer of special counsel of outstanding ability to
assist in litigation, and to a0t as a clearing house
for the legal departnents of all Federal Ieserve banizs,
(See Board!s letter of uarch 9, 1926, X-4550; also
paragraph 26, ijnutes of Noveuber 1925 Governors! Con-
ference.)

T call the attention of the meeting to this curious

fact, that the first, second, third and fourth ques-

tions cubmitted are questiong of law or interpretation

of the statute, apparently now before the Feder

serve Board., I am Wondsfing what ¢ dventage will be gained
by discussing these questions of law vhich we have not

had opportunity to take up with the counseir of our own

baniksSa
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Governor Cal'zins. That would hardly apply to the
first one.

The Chairman, It is a question of leégeal advice
to the Board, I am willing to go shead and <iscuss it
but I am wondering 1if we can meke any progress without
the Board being

Governor Callkxins. As a matter of fact, the first
topic was one nroposed by Govsrnor Talley.

Th2 Chairman. It was proposed by him a y=ar ago.

Gov:rnor Calkins. And reintroduced now.

The Chairman, Isn't it a fact that there are two
types 1 matters vhich affect all the rasgerve

banks ; wrh 3 me are all interested? As to one of

those questions we have nad difficulty by want of having

System counsel in the~ first instence. One is advic+ -n
close cuestions of law that involve any litigation, im-
portant lsgal questions that iavolve the policy of the
gystem, and the other is the litigation of litigsted cases
where the advice of System counsel ig not sought before
the case is tried by local coinsel, where some big im-

portant princinle is involved and where -ossidbly local

counsel has not thought of ths guestion in termes of System




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

309
responsibility. Frankly I do not sgree with the idea
of having System counscl for those matters, because 1
feel a tendency would develop whersver any difference
of opinion arose, I mean any question involving the law,
to refer those questions to counsel of last resort, so
to speax, which would involve a good deal of delay, and
they would very much weeken the finality of the opinions
renderednby the Boardis own counsel. On the other hand
personally I would 1ike %o see a rule edonted by the

System that every single »niece of litigation should be

reported, the minute it arises, in order that considera~

tion may be given to the guestion and detsrmination made
of whsther it is of sufficient importance %o be considered
a System matter. You will recall the case that Governor
Wellborn had, the warehouse case. The case Was lost, 1%
cos: the Atlants Bank some money snd 1% was »roposedto
tate an eppsal to the Bupr=me Court. In fact the Federal
Reservs Roard directed that an anpeal be tazgen,.
Governor Tellborn. WHe did not want to taxe an anpsal,
The Chairman. You dif not want to. It came up hsre
at a mesting of the Governors and we urged thet the matter

b= referred to wr. 3eker, it was referred to him, and he
’ y
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rendered an opinion that by 211 means not to0 take the

Therefore I think that all litigation, cven

appears to be of small importance at the
mément, ought to be taten up right away and considered
in that aspect of it.
Governor Talley, Mr. Chairman, I mould like to say

a word in my own defense in reference to this topic
appearing on the present program. You may have a copy
of the letter before you, but a letter was sent to all
the Federal Reserve Banzs who vparticinated in the ex-
pense of emplying iir. Beker in the Grimm Alfalfa case,
and in the last paragraph of my letter to Governor Criss-
inger, copy of which wae sent out with the first letter,

states that after having obtained some later views by

some of the Gpvernors, if you so desire, and you think it

worth while, nlacs the topic on the »rogram of the Gov-
ernors! spring conference, and I would be willing to lead
the discussion and cefend the merits of my nroposal.

The Chairman, That did they reply to that?

Governor Talley. It ig to be assumed that some later

views of some of the other Governors were obtelned, and

that was a sort of condition orecedent to its evnpearing
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bn the rogram, and the Board thought it was worth while
to put it on this program for reconsideration. In
another part of my lstter to Governor Crissinger I
gsaid, "At the risk of appearing to discuss a subject
that may be considered as having been definitely passed,
I am outlining a little more in detail than I have hers-
tofore the reasons underlying our reference to ths sub-

ject", and so forth. Now then, it seems to me that as

>
this CQonference eployed Mr. Baker as consulting counsel-—
The Chairmen. In a certain matter.

Govsrnor Talley, Temporarily, yes, but it seems %o

us that is & very good illustration of the questions

that come up, Isn't our idea in maeking thisproyosal
that, as one statement would seem to dmply, that he
should be consulting counsel for the Federal Reserve
Board, but that he be consulting counsel for the Federal
Reserve banks ard be a clearing house for lsgal informa-
tiln for the Federal Reserve banks, among their own

counsel?
Tae Chairman. Don't you think that when the Board

has counsel hzre that the clearing house oucht to be
o pan |
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here in Washington with the Board!s counsel?

Govzsrnor Talley. it seems to me that Mr.
and his assistants are fully occupied with the Board!s
businsss,

Governor Caliins. I an one of those who, being
deficient in reasoning power, concurred in the finding
of the conference of counsel. I am one of the eleven
who voted against the employment of join%t counsel by
the Federal Rescrve hanks, but ifr. Talley's argument,6 to-
gether with some discussions that

is highly deeirable

chat there dhould bz zome et of clearing Louse for
information in regard %o litigabion. I thing eve

will agres with me on thatv. Certainly
inasmuch as a considerable amount of time
sary, if counsel is employed for sach case, in crder %0

zive counsel opportunity to familiarize himsel? with the

o

Federal Reserve System and ite operations, that it would

4

be adventagaous to have counsel retcined gencrally.
Goverynor Fencher. We hold that view in our bani.

T believe it ig advisable. oust as Governor Celkins has

saild, iir. Baker was called into the Grimm Alfalfa case
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without having any time © riew the = B and that
situstion should noi arise, e are golng to have 1iti-
gation in various forms coming up.

The Cnhairman. TYou ssem t0 assumns that retention
of special counsel under a fixed retainer would be 1limit—
ed specifically %o the supsrvision of litigated cases,
is thet right?

Governor Talley. That is only poTrtly right, in my
view of it, My lettar to the Board is perfectly clear as
to what we wish by the proposal, and that ic that con-
sulting counsel should be smployed by the Federal Re-
gerve Bank to act for them.

he Cnairman. I do not belivve vou would find ix.
Beker very happy in having twelve clients
naterial to him without first having it go through the
counsel of the Federal Reserve Board.

Gov=rnor Talley. ' ig & method of nrocedure that

would be decided wpon aftar the principle is adopted or

rejected. iy thought was that wak vhatever would g0 1O

the consulting counsel would go tahrough the counsel of
respective Federal Reserege baniks.

The Chairman. Through the counsel of the respective
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Governor Talley. Yes.

The Chairmen I do not believe that you would find

sr. Bsker would take very kindly to that,

Govarnor Talley, I dicd not especially nominate
Mr., Baker for the position.

The Chairmen, Or any counsel. Here is a system
which has its own counsel %to do these very things.

Governor Tallsy. <You are ref=rring to the Board's
counsel?

The Chairman. Yes.

Gowernor Talley. Is not ha councel ratained %0
advise the RBoard?

The Cheirman. Yes, but me have counsel retained to
advise us in

one more thing, bsfore

In this emmloyment of sve-

cial counsel in spscial casss, it sseme to me that you
immediately raiss the flag of distress, narticulsrly in
jury cases, If e have a man regularly gaployed, then

we are not admitting right at the start that we are out

on & limb and have got to employ couneel with an outstand.
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ing renutation to come and dig us out of the mime.

The Chairman, Do you insist thet this retainer
shall be by the twelve Reserve Banks?

Governor Talley. By the twelve Reserve Banks, yes.

The Chairman. We would have to pay the cost rati
ably just the same, if the Board retained him, and would
it not be a more regular proceeding to have him employed
by the Board and have the cost of the retainer assessed
upon the Federal Recerve Banks in the regular way?

Governor Talley. Again I think that is a question
of procedure and not a question of principle.,

The Chairman. It is very important, I think, to
have System counssl to whom the banks Day g0 directly,
but I think it would set up an unusual difficulty, an
unusually difficult situation to deal with because the
Board!s counsel would be sidetracked,

Governor Talley. I do not think so at all. The

Board's counsel would continue to perform his function

of advising the Federal Reserve Board, 1In Texas as an

illustration, the reilroads all have their lszal depert-
medts and have their regular attorneys, but then they

retain counsel who act for all the roads in just the
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manner I am pnroposing here, and it is a

pronosition,

The Chairman. ir. Dewey is coming in to make his
report. We can discuse this zfterwards, unless a reso-
lution can be framed which will dispose of it now,

Governor Talley, I sugzest that w= defer discus-
sion of i%t, .fr. Chairman.

(Whereupon ir. Cnarles 3. Dewey, Assistant Sscre-

-

ey

tary of the Treasury, and Mr. Hand, of his Department,
entered the Conference room.)

The Chairman. Gentleman, sir. Dewey 1s here and the
topic for considaration is 3-D.

II¥. COIN, CURASNCY AND CIROULATICH.
Treasury Qurrency Committee. Report of progress
made.

#ir. Dewey, The nrobleams entering into the currency
gituation are sxccedingly commlicated, and any solution
undsr existing law is by way of compromise and not
wholly satisfactory. Gold is the standard unit of

silver dollers are standard money, while a

tes notes —— introduces a debt
element in the currency syster g2 three riandg of
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money form the lawful monsy base of ths cur
systemn of the United States Gold and sgilver dollars
circulate in the form of paper receipts; gold certifi-
cates have legal % ! gilvaer certificetes
have not. National
aTe redsemable in lawful woney; thsy are not avall-
able as reserve money, dut they must be koot in circula~
tion. The Secretary of the Treasury must maintain
the circulation of +hese zinds of money, uoTeOVer, Fed.
eral reserve notes which sundly the elastic element
to the currency system must e included in any consider—
tion ziven the subject. Zleven denomninstions of »aper
currency are provided, many of them ovarlaoming & Tre-
gards the diffsrent %inds. The two dollar note is out
of line =ith other denoninations, =ncd the public refuses
to use it, yet its issue is requirasd by law. The

use of one dollar notes has assgunsd enormous proportions,

and the handling of this cenomination by the Federal

Reserve Bante and the Treasury has become a vory great
burden.

During the calsndar year 1925, trensactions in one

dollar notes at Federal Jeservs Banks and Branches were




as follows:

Received -
Np. Notes
From circulation
465,716,000

.. 482, 587, 000
948, 233, 000

From Treasury New............._ 488,845,000

Total Receipts 1,437,128,000
Paid Out -
To circulation
1 P v o ss o401 387 , 000

.. 464,873,000

956,100, 000

Unfit to Treasury....4823,567,000

Total paymerts. ce.21,438,687,000

Total Receipts and Payments 3,875,795, 000
or more than 9,500,000 each business day.
I do not tnow that anything can be done about it,

but I think the situation should further be looked into,

nerticularly to see if anything can be done to elimin-

ate a part of this turnover,
The M i0or »roblems of pPapsr cCurrency supply involve

detsrmination of requirements, and the proper standard
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of fitness; provision for manufacbure, distribution of

currency in such narner s will insure The maximun use
United States notes, silver certificates, and National
bank notes up to the amount available, and will insure
the circulation of gold certificates to the amount
deemed available; distribution in such manner as will
insure an even distribution of nsw notes throughout the
United States to the end that the condition of notes in
circulation shall be as nearly uwaiform as possible and
of an acceptable standard; and further the det=rmination
of a type of paper currency notes waich shall give the
maximum security, which may be nrocuc:d at the lowest
poseible cost, and vhich serve the greatest general con-
venience.

More than a year azo we formally established a Cur-

Tency Board, consisting of the Fiscal Assistant Secre-

tary, the Commissioner of the Public Debt, and the

Secretary of the Federal Resdrve Board. This board
determines natters of 9dolicy involved in »e»ner currency
supply and distribution. A Currency Control Unit has
been.established which now sollates reoorts, determines

requirements, originates printing orders and, in asso-—
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ratic in vhich new and fit notes have been rsturned to
circulation, The matter requires further study, and 1%
later may be thought desirable to call another confer-
ence, when representatives of the Federal Reserve Banks
and the Treasury may take counsel together.

Involved in the matter of currency supply are (1)
the shipment of unfit notes by Federal Reserve Banks as
transfers of funds) and their mddemntion on receipt by

the Treasurer of the Upited Siates, and (2) the shipment

of new notes by the Treasurer of the United S+ates to

Federal Reserve Banks as transfers of funds. The tran-
sit account covering these shipments averages $10, 000, 000,
It is highly desirable, encd it seems entirely feasible,
to eliminate by far the larger part of this transit ac-
count, Acgcordingly, the Department hae under consjdera—
tion at the present time the Jesignation of Federal Re.
gerve Banks as Redemption agents, and instructing them
as unfit United States notes, silver cartificates, and
gold certificates, are canceled and the lower halves
shipped to the Division of Loans and Currency, on the
day of shipment %to chsrge the Treasurer!s account with

the redemntion of such notes and certificates; on the
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same day reporting the transaction by wire. This pro-
cedure may be placed in effect with respect to all Fed-
eral Resarve Banks and Branches., It will pernit the
Treasurer of the United States, upon recsipt of wire
reports, immediately to trmmsfer from reserve stock to
cash likte amounts of the same zinds of noteg and certifi-
cates and mexe shipment thereof as transfers of funds.
This procedure, when in effect, will cut dom the trans-
it account mors than 50 per cent,

The next move is %0 place with Federal Reserve
Benks reserve stocks of new notss to be naid into the
bvank'!s cach only under authority from the Treasury. Re-
leases may bs ziven by wire. It is very vpossible Loz
some zinds and denominations a general authority may be
given under which thas release of a like amount, kind,

end denomination, may be made when corresponding amounts,

kinds and denoninations are cancelled and the lower

halves forwarded to the Treasury, Dstails have not Dbeen

worked out but it is believed the reserve stock of new
notes is now amole to0 inaugurate the »rocedure. In all

probability, however, it will not be found possible, and




it may not bs found desiradblie, to nlace ressrve stocks of
new notes with the branchsase except in instances where

the currency transaxtions at & branch are of such voiume
as to compare with the transactions atu the parent.

The matter of reforming the designs of the paper
currency lssues of the Upited States has been before the
Department since the JacVeagh administration. The sub-
ject is s0 comolicated that up to the present time it

has not been found possible sntirely to apply corrective

measures., Some months ago we werc confronted by a very

serious condition, The existing facilities of the De-
paTtnent were taxed to the utmost to supnly the naper

currency required. the annual cost, exclusive of Fed-

>
eral ressrve notes, was aboutb $8,000,000 a year, an eX-
cessive amount; the naper currency in circulation was
in bad condition, and the life of ths notes was far
low the prewar snan; supplies were notd sufficient to
meet demands and no ons was satisfied. On Aygust 230,
19235, the Secrstary appcinbted a new commnittee with the
Fiscal Assistsnt Secretary, Chairman, This committee

ig representative and includes not only treasury ex-

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




324
perts but experts from other branches of the Government.
A new study of all the problems involved was directed.
Congiderable progresse has been made and within a few
months it is expected a coumprehensive plan will be pre-

« ented tc the Secretary propoging a complete revision
of the currency decigns.

Incidentally, the distinctive paper has reccsived
attention. In thie matter the Byreau of Efficiency,
the Bureau of Standerds, the Buyreauw of Ingraving and
Printiag, and the prssent contracltor have bsen actively
associated, with the result that paner showing by test
s very muaca higher bursting and folding strength has been
evolved, of which great hopes are expected. One dollar
silver certificgtes are being printed on four sneci-
men runs of this paper. 3,000, 000 notes are now being
paid into circulation in the Chicago district and 500,000
in Wasghington. Shortly after A,ril 2, 3,000,000 will

be paid out by New York. The experiment may be extended

elsewhere. We are exceedingly hopeful that thess notes

will show greatly incrsased wearing qualities, Ipncid-
entally, sone of the subcoamittezss vhich has given par-

ticular attention %to the distinctive paper, has recom.
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mended the elimination of the rows of silk fiber and
in substitution therefor, as a distinctive feature, seg-
ments of silk scattered uniformly throughout the paper.
The reasone for the committee!s recommendation have
been communicated to you with a request thet at this
meeting you will advise me as 1o your opninion of this
proposal,

I shall be very glad to hear from you.

The Chairman. Tnpis pak plen of appointing the Re-
serve Banks as redemption agents with regard to these
transfers of funds, you say will cut down the transfers
by halfy

lir. Dewey, 1 am zoing to let ir. Hand give you the
detail of that operétion. He has handled it for a good

meny ysars and can do it far better than I can, and more

clearly. ifr Hand, will you exvlain the economy to be

made by this wire transfser?

iMr. Hand. The cfedit chzrged to the government's
account by the Reserve Bants is, as you %now, a live as-
set until its redemption has been completzd so that it
can be replaced with new issues. Take, for instance,

this illustration: The New York Federal Reserve Bank




will chargc the Governmentis account today with a
miliion and a half unfit notes and ship the lower
halves. Thes charge is made on the date the lower
halves are shipped. The currency is cancelied first,
as you tnow, by cutting it into two parte longitudinally;
its effectiveness is destroyed and yet it has to be car—
ied s live capital in the Goveornaent!s account while it
is in transit until it reaches the Treasury and has dbeen
verified from the manifest or invoice, and the succesding
day it goes out as a redemption ard can bs renlaced with
7 issuse., Now if we can cut out that transit period;
in other words, if w2 can take the redenption point as
the date the lower halves of the notes leave the Federal
Reserve Banks, then we save the two days! redemption pro-
position and we can balance the incoming cencelled not es
with the outgoing new issue. With the Federal Reservs
Banks and branches we have estimated that transit canital

as ten million dollars, and nrobably it will exceed that

with the sreater volume of zold certificates being vaild

into and out of circulation.
The Chairmsn. You meaan that permlts a lowering of

the general fund by that amount?
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Mr. Hand. This wmould cdecrease the Covarnmeni bor-
rowinge by at least $L0,000,000 and meen ths conversion
of this booz kesping procedure into a real live asset
proposition.
Governor Seay., What are the difficulties
of that »wrocedure?

There seex to be none except we were in
doubt as to whether we could consider the noles redeemed
when they left the Federal Reserve Bankt. The proposi-
tion was placed before the Sclicitor of the Treasury as
to whether, under the state of the law the notes had been
formally and officially redeemed by the Treasury Depart-
ment, whether his ooinion was to the ef fect that redemp-
tion could be made and considersed as mads as of the date
the lower halves leave the Fedcral Reserve Banks. Until
that time the question was never raised until this ques-
tion was presented here by the Secretary. The procedure
that had been observed theretofore was considered suffi-.

cient, because in the pre-war pericd we were not borrowing

money and it ¢id not aansufit to so mach.

The Chairman Do you consider that the general fund

is charged with the notes outstanding for so meny days
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longer then is necessary?

Mr. Hand. Yes, sir.

The Chairmen. Is that a real saving?

s#ir. Harrison. Oh yes. It is charged, and thoy
havenit got the right to reissue until they get them
here. It enables the reissue to be made two days before
it would be otherwise nossible. If it maXkes the Re-

serg®:zbanks depositories of unissued notes it will save

two days going in this way, or the othar fifty per cent,

Governor Talley, Wculd it have any bearing om the
supply of new notes?

ify. Dewey. e cannot see that it would, because
the supplies will be under our control until —e release
thema

The Chairman. You would put them in the hands of

Fed:ral Reserve agents?

wy. Dewey, Spmething would be worked out. We have
not worked out the details. It is rather nem We wanted
to submit it to you at this time a2s a matter for consid-
eration, and when we get a little closer to it we will
commpunicate with each one of the Governcrs.

r. Harrisomn. Would it be your plan to make us de-




depositories of unissued gold cexrtificates?

My, Dewey, I do not know ae to whether we would
do that, The chances are we would when we get sufficient
gtocks. Te have got to build them up. 7Te haven!t got
sufficient stockze in all denominations and xinds yet,

i, Harrison. Mr. Dewey, I was asked by the Confer-

vesterday what had been your program of gold coinzge

spring, and I wasn't sure.

ilr, Dewey_, A4 the present moment we are trying %0
make up the remainder of the Pittman silver. Tpere is
about $10,000,000, I think that was the amount, of un-
minted Pittmar silver in the @mint, vwhich we were losing
interest on. We decided that we rad a sufficient amount
of gold coin on hand for our prasent needs and we would
get this silver out; that it would taze until about lay
1 to get this $10,000,000 minted up and out of the way,

and then we expect to go back to gold coinage again.

The Chairman Ts the minting of that eilver manda-

tory?

ifr. Dewey, Yes, and then 1% is advisable, because
it is lving over there as a dead asses.

Governor Harding. You can issue certificates against
it, can you not?
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but now we cannot.

Mr. Dowey Ye conld,

Mr. Harrison. That would zive you ouly a two months
coinage program in goid before you would have to begin
minting subgsidiary silver and coln.

My. Dewey, I do not think it will Gake us past
May 1 and we could not get into the subsidiery eilver
mucii before the 1lst of October.

Governor Harding. Has Congress actually made you

the rest of that Pittman silver?

y. Dewey  We hope note.

Governor Norris. Have you minted no gold this year?

lp. Dewey, Oh, yes. We have besen on gold right up
within the past two weeks, when w3 went intc the Plttman
silver coin. We decided to get that out of our mints.

Governor Seay. That part of the menorandum which
you have rsad do you think calls for special aoction by us?

Mr. Dewey., I just want to wmentlon this one point,
to get an impression to pass on to this subcomnittee
and the currency design committee. I might say in that
connection that there are about 30 members of that commit-
tee. Te are covaring every angle of it rather carefully

and want to leave no sione unturned so when we make our

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




331
final report it will be as nearly compishensive ag pos-
sible, Now this gubcomuittce consists of Mw. Herberdy
Brown, of the Byrecu of Efflciency, the Chisf of the Sec—
ret Service, the Director of the Burean of Ingraving and
Printing, and Dr. Godchalk of the Bureau of Standards.

The comnittec hag called before it a number of experts

on printing, water mariks, photography; we have had ex-

perts from the Easstman Kodak people, asking their advice
as to means of nrotecting the currency and of getting
distinctive marks. They came forward with a report the
,other day that it was the unanimous opinion of this Com-
mittee, even including the Chief of the Secrei Service,
and that their recommendation would be, that we do away
with the distinctive rows of silk fiber.

The Chairman, Why was that?

Mr. Dewey, I was just going into ?hat, Refore
making such a report I told them that I thought it was
such a revolutionary thing to do that we would like 1o
have thair report sent %o the Governors of the Federal
Regerve Banks with the idea theat they take it up with
their people in their banks, discuss the question and
get their views, that it was guch a revolubtionary step
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that 1f the vliews of the Federal Reserve Hystem were

against it I thought it ought not to go iato the report

at all, except as having been coversd, but without any
recommendation, I thought it would be somewhat embar-
rassing,

The Chairman. You wanted to hear from us on that?

Mr. Dewey, Yes. I would like to get just a brief
&pression from this body to take back to this Committee.
The Chief of the Secvel Service suggests first that the
public hae become so imbued with the idea that the only
distinctive feature in our currency is the silk fiber,
that they will %“ake anything that apvears to have the
silk fiber in it; that the counterfeliters take *wo sheets
of paper and glue them together, put silk threads in be-
tween, or they will take a red pén and a blue pen and
make little zigzag marks on a spurious bill, which has
the real appearance of silk fiber. Of course with the
real silk fiber you can take a needle and pick it out.
That is the test, but the public doesn't xnow that. The
Chief of the Secret Service maintains that the true
protection of our currency and the proof that it is

genuine as against the spurious currency, is the poOrt—
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Talt. Our nortral ts are done by the intaglio printing
process, which is & very hard process vo counterfelt.
The paper has to be wet and they have to have a steel
plate made. It has to be completed by hand and put
through a nrocess in the Bureau of Engraving. If you
take any countsrfeit note and compare it with a genuine,
the weak point is always the portrait. The portrait is
very poorly done. It is usually an indistinct lot of
lines and the Chief of the Secret Service believes
that Dropaganda should be nut out so that anybody who
wishes to find out whether they have a real note or
not, they be told to study the portralt a little bit,
They are going to eliminate s number of vortralts. The

refomnendation is that there will be fewer and the same

»ortralt will always appear on the same bill. They will

takxe p2ople who are well known and whose features are
well xnown, and he says that that will be the best way
to maintain the integrity of the currency.

Now from a practical standpoint, the paper is manu-
factured in thieg way: It is run oubt in skeins of pulp
and turned into a long narrow shest. Ii 1is wrolled up,
and as it nasses along a machine drops these little

; cuttings of silk fiber —- silk thread, I think i% 18
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heet, so that the fiber is run lengthway
Wow the grain of the sheet of paper is

of the sheset, but we have t0 priuw
ths bills cross.wise on the sheet in this way (indicating).
Consilder a long ribbon of paper extending the length of
the Toll, and we have 10 »rint across that way (indicating).
Therefore the bille are much easier torn than they would
be if printed lengthwise. If we could turn it around
and yrint the pill mith the grain of the cheet they would
be much hardsr to destroy bscause you would be tearing
against the grain of the paper. I mean it would be har-
der to tear tae paper this way (demonstrating). They are
being destroyed by being split acruss the middle, and it
would make them much more durable than they are now if
they could be printec the other way, as T have demonstrat-

ed to you. Those are the two main features, besides cer—

s R~ %
R "

. | WP
tain saving in the manufacture. The wnole oomﬁ%@tea was

R

unanimous in the thought that if we eprinkled this "8ilk
fiber all over the sheet instead of putting it %P Tows, .
that it would have souse distinctive qualiltye |

The Chairmen. But would they chow up as Cistinctly?

Mr. Dewey., Wo, becsuse there would be fewer of them,
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Thers would vnly be zbout 15 or 20 per cent as many
as are used now.

Governor Baziley. TWpuld not the cmaell fibers become
obliterateds

Mr. Dewey, They would not bs anywheres near as
obvious, there would only be about 20 per cent of what is
there now, but they would be scattered through the entire
bill.

Governor Balley. Tpat was the obliection in our bank,
that 11 was thought the 1little pieces would kecome obli-
terated.

Mr. Dewey, Of courss the Chief of the Becret Ser—

vice clalms that they have no pari in protecting the cur-

rency, that people look for the silk fiber and if they

see the siik fiber in the bill they say it is a good bill.
He says that is not what they should loox for. They
could see 1t all over the bill. They shouid look for the
portrait. The Znglish bill, for instance, has very little
printing on it. No one ever looks for thz water.mark on
the British bill. They looked ai the well known St.CGeorge
and the dragon, % is so well drawn aad Bo very

familiar that everybody can tell it easily.
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Governor Bgiley, Awve you going to have the one
of Waghington on them?

dollar bills with the nortralb
iir. Dewey, That weuld be tho 1ldsa.
Aud the five dollar bills —

Governor Bailey.
With any other well known character, such

l\ﬁr . DeWGY °
someone like that. Gold or silver, U.S.

a8 Foosevelt or
vauk noies, Federal Reserve notes or Haticnal Bank notes.
a great

I think %that would be &

Governor Balley,

thing, ir, Dewey.

Governoe iMcDouvgal, I understand from your comunittee
i distinctive popsr would furnish addi-

P
-

T eport that this

3

reduce the cost of manufactuvre and not

tional protection,
of the note; ig nov that true
itself would furnish

impair the quality

Mp. Dewey. I

hink the paper
less protection than our present paper; but as the Chief

of the Secret Service has said, the pagper should not fur-
It is the -Hrinting that goes on iti,

nish the protection.
the familiarity with the printing and design and other

noints on the note.
The people in our currency depart-s

Governor Harding.
mant thought very well of you# suggestion. A good money

counter does noi rely on the silx, but they can tell from
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the poxtrait and that sort of thing.

The Chairman., Isnft is & question of who you are
alming %o nrotect?® If it is to make counterfeiting dif-
ficult that is a question the public is not so much in-
terested in direcily, that is in the specific workmanship
of the note.

dr. Dewey. We would have ' a new photozraphic
processe, we think.

The Chailrman, If you are going to do something new
to enavle the public to permit the dstection of counter-

feiting —— they are awfully stupid about it now.

My. Dewey, I think that is tavs.

The Chairman, 'I have the feeling, and I think it is

shared in toe bank, that to the extent that it is useful
at all, the silk threads are the best protection that

the public has, becauss they do not seem %o pay any atten-
tion to the very poor imita*tions of the vignette which are
made, We get ten to twenty a day in the bani in Hew York.
Of course if it is simply a question of enabling the

banks to detect counterfeits, ths cignette does that.

A11 the detection that takes place in the Recerve Bank

is through the workwmanship on the bill, especially in the
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vigenette., I belilevs
0ing to put more uf a burden on the pabliic than resy
there now.

Governor McDougal. To wha : is counterfeiting

on genuine wmaper with silk threads in itY Has that

cdone to some

tlp, Dewey,6K N very big percentage. The greater
percentage is where they go right out and maxe their omn
paper or get good bond paper and priant on that and put
in ink marks. Recently a very godxd countsrfeit of a
$100 gold certificate came up from Mexico. It was €%

tremely well Cone, all but the pader itvself.

Governor Harding. In this unsw currency that you pro-
pose do you leave some silk thrsads i eo that anycoldy
who depanis on silk threads, if theoy 1look at the
8t111 find some that they caan pick out with

Mr. Dewey., They may do tha but thesy will

and far between, only about

they have now.
Governor Harding. Why Jdon't ycu puy more in?®
sr. Dewey, 3 se¢ thea 1t =ould intertere with the

vignette.




332

o]

The Chairmen. The silk threcods apparently afford
1ittle protection in preventing counterfeits which can
be negotiated with the »Hublic.

Mp. Dewey. 7Yes,.

The Chairman. They are certainly not going to use it
in detcoting the note, because that is done by the vign-
ette, and if they ave not going to be used by the public
for the purpose of detecting counterfeits, why put the
8ilk in at =211%

Yr. Dewey K Really, the only reason for putting the
gilkk in at all is to mekxe the paper itself distinctive.

This will be helpful %o the Bureawr of Ingraving, beocause

in handling such large cuantities of wnaper, they will be

able to distinguish our distinctive paper and our non-dis-
tinctive paper and there will always be that 1little de-
gree of extra care used in checiting up than would be used
if they used just any old kind of paper that is lying
around.

The Chairman. How do vou feel about that, Mr. Harri-

My, Harrison. I think you have sxpressed the opinion

of the men at the bank. 8o far as our own money department
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8 concerned, they pay no attention to the silk threads
at all. The vignetise is the important thing. They
have been very much intsrested in the discussion of
feature of meting one phrtograph Toreach perticular
denomination regardless of the tind of currency that it

is. I do not thinzt thet would afford much protection

to the public, excent in the case of araised note, Dbe-

cause of the fact that so few meonle wnow the portrait
on the narticular denomination of notes in any event.

I do not believ- there is a man in the room Tho inows
the face that D=zlongs on each denonination of'Fedsral
resarve notes.

Gov:rrnor Bailey, I think that is ue, dut the
notes are so mixed wp. If you just hed eleven differ-
ent kinds of notee with eleven signatures, I think the
peonle would soon learn thet TMeshington would be on the
one dollar bills, but wouldn't e on enything else, 80

that if you found Tashington on a one dollar bill falsed

t0 a ten dollar bill, you would xno~ it wae a counterfeit.

Mp. Dewey. This aleo should be tagen into consider-
ation. If we just tate then out now and leave our same

0ld notes I do not think the public rrould teake %o it s0
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well and it would nct be of any particular help. But
1t is alsc contemplated, if this bill nrogran should
go through, that the size of the currency bs reduced,
with probably a difference in design on it. That would
be an interesting feature to the pubdlic at
the scteme should be carried out to reducs the size of
the currency, change the silk in the paper and maxe the
other changes in the gensral design of the notes, if
that should e anproved, long defore those notes go out
we would begin writing propaganda storiss on the thing
in order to familiarize the neoples —ith the notes.

Governor Harding. Are you going to »rint any two
dollar bills?

if., Dewey, The chances are we will., Te have to
under the law now. It depsnds on how much legislation
we could get.

Governor Yarding. To what do you attribute their
unpopularity?

ir. Dewey. I haven't the faintest 1dea, T thinx

somebody made a test, I saw in sOms newspaper recently

the statement that most people carry thelir bills in two

ways. One dollar bills they »nut in their pockets as
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emall change; five dollar bills and above they carry
in a wallet separately 1in s different pocket. The
two dollar bill is unusual., It is nct big enough to
be put in a separate poczet, and if put in the pocket
with change and naid out as a one dollar bill, and vhen
a man gets home he finds that his two dollar bill is
gone and hs has 90 cents in change in his pocket from
street car fare or con=thing like that.

Governor Haerding. In France they have billes of
differeut sizes, and the same way in Ingland.

Governar Seay., Don't you reslly regard the prejudice

against then as formidable?

iir, Dewey. Sgmething does 1%,

Govasrnor Harding., Some veonle thinz it is supersti-
tiion more than enything else.

Mr. Dewey, Yes.

Gov:rnor Norris. I have often heard people say

rid of that two dollar bill; it is unlucky."

Govarnor Harding. I think if you would »rint the

with & four-leaf clover on it that the public would

it.

The Chairman. #ith regard to the propaganda regard-
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7 Wt

ing thz bills, have you noticed that when the guestion
camne up before there was a good deal of nervousness
about the country and quite & nunbsr of rsports came
in that we should be careful about recucing the size
of tae paper money because it would have the effect of
reducing ite buying power?

«#r. Dewey., That wes so, but I think the country
at the present time is so happy firnancially that I do
not think thet would anount to anything.

Governor Fanchar. Is it contemmlated reducing the
size but mazine ths bills ell thz same g8ize?

Mr. Dewey, A1l »ills would be the same slze,

Govarnor Fanchsr, In this rooort which you send
with your commnication mention 1lg mde . mathod of
detecting. Ho™ closely is that bs vuarced as &

Treasury secret?

dir. Dewey, Tha%t is rather an oontiualstic viewpoint,

becausse you could not zeepn it ae a Treacury secret. I
do not think that amounts to very much, Governor.

The Cnhairman. Another thing: Has the Committee
consid=red, if the size of the notes siould be reduced,
just what method of distribution ghould be put in opere—
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tion s0 as to cause the lsast inconvenience to the »ub-
1io%

e really have not gottan to that point,

Te haven't discussed thet in our investigations yet.
What wme wanted to do was to be very sure before we got
that far, as to vhethsr there would b2 any saving made
end winat the saving would be, whethar = would have to
maxe a great nany expencive changes in handling, and so
on snd so forth, and after we had ciscovered that there
mould be a saving that ms worth while we thought we
would tace it up —ith the various “ents in due course
and find out what their reconunendations are as to »Hut-
ting it into effect, after the »rosram was declded unom.

The Cnairman., If all cdsuominztions of smsller
size are put into circulation at th=> seme time,
the others are well retired, it would be a very
incoavenience, but merhaps it would worz if you
cleer uo your oneg first.

sp. Dewey, Te had thought of cleaninz u»n the larger
denominations firs+ for the reason that, as I said, most

of the denoninations of larger size are zent in 2 walletd

or in a snecial nociet. The onss are carried as large
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changs, and e might get rid e large denominations
leave the old tizz ones , whi and then
the new ones in.

The Cpailrman, But the ones wsar out so fast that

could complete the shift in them sooner.

sirs Demey, Theat might e true, too.

The Chairman. And let the larger denominations
Etay out because they have so much longer life.

Govsrnor 3eay, It mwould nrobably incrsase the out-
standing circulation for a while, as people would want
to retain thew until they got faniliar with them.

My. Dewey., There are a ¢ neny things to be con-
gldered, m are getting a rcport on es and we are
going along gradually and t-ving to cover each Proposi-
tion.,

Governor Fancher. The reaction from our currency
departmnent was very fgiworable. I was wondering if you
would like to havs a reply to that comminication from

the Banz?

Mr. Dewsy T would like that. I wantsd to take this

opportunity to get the prreonal ecuation, and then ask

the Govaernors, when they return o their banks, to reply
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to the lather rmally so that we will have & definite
opiniomn.

Govarncr See Don't they fool the mublic now by
imtsating the silk fi with in'z lines?

wip, Dewsy, Tes, The majority the counterfelits

have ink on them instead of the silk fibers.

Governor Ssay. I do not thint that is a factor
which is entitl=d to very great considsration so far
eg the public is coancernsd. I do 10t thinz you nee
hesitate to apolish the fiber, so far as the public is
concerned. When the; . foolsd it is usually by some-
thinz that imitates & sil} iber, is it not?

Jdr., Dewey., VYes, and thet is wnat the Chier of

)
Georet Service .asintains. He says it cdoss not give pro-
tection. If you ast any man to ts=ll you how he det:r.
ninss whether or not a nots is count:rfelt he will tell
you the good ones ars the ones 7ith the gilk fiber in
them.

Governor Seay. Ve g2er me neonle tear a vill

"

to discovar vhether or not it wss silk fiber or ~hether

it was a line, and not be able %o tell uatil taey had

done that.
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ernor ! Some years azo the silk fiber
wpeared in ths bill in the gshaps of two 72arallel
lines, running the enzth of the bill, ‘Thy was
that discontinuedy

«

ir. Dewey I cannot answer that. I did no® tnow

Governor Harding. You will reasaber there were $wo
il cads i hread e at the tcp and one
511z threads, raly Ysl one a L T
at the vottom.
vir. Dewey T imecine that .aight bave hean done OW-
£o the hand wrinting of the notes before power DISE-

were installed,

Govirnor Farding. 1t was Doceidla to take a »in

the vhole thread right out.
Cnairmen. mTat wae w™hen they firet introduced
fiber into the paper, I believe?
Dewey, I do not remenber that.
Governor Seay, The reaction in our bvank is quite
favorable %o +hac nroposal, «r, Dewey.
The Ohairmen. Mr. Dewey, 6 do you want any action here,
bsyond the writing of the letters about which you have
spokent
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w2 can get e response from each
of ths CGovernors it would heln the Conaittes
ite deocision.
The Cnairman. A3l right, == will co thet.
( Ther »upon #r. Dewey and .ir, Hand retired from the
né the Conference of Ghvernors Pro-
follows:)

3

T would lik= +o0 have iir: Harrison

by Governor Crissinger.
Mz Harrisom. The letter is zs folloms:
" oP Y
FIUZRAL RIBIRVI BOARD
Washington
March 23, 1936,

Governor oLrong:

"The Board has uader consideration and desgires t0

diepose of the matter of non-czsh collections, It is

considering the servicee undsr three heeds, to-7it

"Mhose walch can be discontinued; those waich can
be continued without imposing a charge for the service;

and, those waich cen »& continusd on oeyment of a charge
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by the banks for whom the services are rendered.

"The Bepard desires o ! ths pnresent Governorst
Oonference appoint a comnittee of five menbers to con-

with and t0 aid the Bhard in reaching a conclusion

on these questions before adjournment of the conferenoce.

"Till you plzase advise me he na of the
me.nbers of +the committee which the conference appoints for
thie purpose?

"Wery truly yours,
n( 3igned) D, R. Orissinger,
Governor,

Mr. Benj. 84rong

y Crairman,

Federal Ressrve Bank Governors! Confersnce,

is youxr

Governor ¥orris. Jave you any sugsz

Mr. Chelrman?

The Chairman. I think == should 2p»oint “he Commit-

Governor Cgltins. Has the Bnrard been sdvised
action taxen by this Conferencel
The Owairmsn. They are acting on the recommendation
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made & year 2o ur six mounths ago.

Governor Wellborm. I move that a ccommittee be ax
nointed, as suggestsd by the Bpard.

Governor Biggs. I will second that,

Governor Bailey. I suggzest that vhe Chair appoint
the cormittes,

The Opairman. Very well, I will appoint Governors
Fancher, Harding, Bailey, and ir. Strater and gr. Harril-
son.

We can now resums consideration of Tonic 5l

Va SUPPLEMENTARY TOPICS

A. Permansn® emnloyment by whe Baard at a fixed
retainer of special counsel of outstanding ability to
assist in litigation, and to act as a clearing house for
the legal dspartments of all Federal reserve banks.

(3ee Board's letter of March 9, 1928, X%-4550; also

parazraph 36 ilinutes of Wovenber, 1925, Governors!

Conference.)

Governor Talley. Mr.'chairman, I just manted to
say one other thing. 32he proposal Gii not intend that
he should be retained as specieal counsel, or have any

juriediction over the various counsel of the different
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Federal Rese > hank does not minimize thelr im-
portance, their aut ity, or their reletionship in the
least.

The Cnairman. Who is to decide about the terms of
the retainer; how the retainer shall be paid, what the
condlitions of employnent shell be, what unzthods ought
to be employed in setting up contacts with the special
oounsel? How in fact are we %o decide mhit questions
shall go before the special counsel, unless that is done
here in Washington?®

Governor Telley. I do nob thin% thet necessarily
follows at all, thet it be done hers in Tashington.
These matters would not have to be put up counsel in Tash-

pther than thes ordinary ap»rovel of the Beard in

ngton,
reference to the sunloyment and maynent of a retainer —
The Chairman. (Intsrposing) But sunpose the eleven
panits submit all tinds of questions to this counsel and
Tun Uun fees to the extent of $50,000 and the twelfth bank

hzen't any question to submit and no voice in the decieion

a vy and 7
as to whether they should submit matters or not, end what

oosition is that twelfth ovank in when it is celled unon

to »ay?
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Governor Talley. 1 can only rep=at the remark

that you made on yestercay, that these suopositituous

>
things have a way of not materializing.

The Cnhaiiman. It doss not seen to me to be the
orderly way to have one counsel for twelve independent

organizations with no means of coordinating the work.

Govsrnor Talle} Let @me say this: I think there
Y. y

are some memnbers oi the Conference who are not very much

interested in this cqueskion and there is danger OT lite-
1ihood of giving it hasty consideration. I would like
to mzke a suggestion, that a sort of legal committee be
appointed to zo into the guestion a 1i% > Hit further
end draft som: suggestions as to the "atalled procedure,
end that sort of thalng.

he Chairman. It -ould not tete me long ©O get my o™
view, if I served on the comnittes. T can tell you in
about two words. 1 think the System should have special
counsel to waom the 3nard's counsel should refer all 1liti-
zated cases at thelr incention; that evyry Federal Re-
gerve Bang should report every piecs of litigation to

tne Fedsral Reserve Board theée minute it arises and send

the paner in; that the emnloyment of this counsel under
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those conditions, with liability uoon all the Reserve
Banks to share in the cost nf th= counsel, should be
limitsd to that tyne of wori, and no other., If ques-

are to ne referred to that counsel by the Federal
Reserve Board, that is & watter in which me are not
interceted, Fe will get assessged for 1t. That shuts
off the Fedsral Reserve 3aniks from sending in no end of
questions to snecial counsel without any maethod of co-
ardination at all.

Governor Talley, I thins if the provision were
not mede thet all these gueetions should oroceed
through the legal departments of ihe Federal Re

that would be a rathsr cuestionable

Governor Cal:ins. I move the adootion of & resolu-
tion that the sense of this Conference is contained in
the statemsnt Govarnor Strong has Jjust made,

Govarnor Fencher. I will second that motion.

The Cheirman I an not afraid of the question of

oninion, but I an afraid of litigation which resaches
ths point where the record is made on the trial, and

a decision rendsred by a jury, and we Inow nothing about
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And where ™ have not lald the

Governor Bailey,
the case up.
id a founcdation against

foundation for cerrying
g laj

But hav

and we might have a hard tiae.
It is just an opinion.

The Cnairmen.
Of course legal

it,

opinion dossn't bind anyhody,
I thinz it would accomnlish.

Now I will tell you what I If

we renorted evsry litigated matter to the counsel of
say, if

Board, and it is sgubmitted to uir. Baker

the
he is selected, every Reserve Bank is going %0 be under

If local counsel exer-—

zrtain cdegree of supsrvision.
cises proper care he will :inow the minute he hears from
Baker in

his ealient whether it is desirable to call Uir.
As it is now some of these cases are tried as

T

or notb.
distinctly local cases and the counsel do not always

reslize that the whole 3ystem has an interest in them,

Harrison, we havs consulted ifr, uason sbout this and
suggested,

have

Mason —would avpprove the procosdure I

Yes, I an csrtain he would.

Mr. Herrison.
Govsrnor Seay. I am convinced that the

vhich we ceme at the last meeting is & wise one.
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think that even thouzh we had the opinion that spscial
counsel be amployed for the 3oard, it will tend
troduce complicated lezal machinery into the system,
bring about delays, and in spite of ooninions e:mrassed
50 the contrary, I believe that it will tend to mini-

mize the wosition of local officers in the Fedrrel Re-

gserve Baniz, I believzs it will be whblly impracticable

to adopt eny other plan, if counsel is employed, than

to have the Board employ counsel. I think I mould
be very much in sgympethy with ths suggestion you made
at the Daginning, with resnect t0 any litigation in
which a Federal Reserve Benk finds itself involved,
that it should always be reported to the Board, It
geens t0 me that it is then for the Board to detsrmine
and the responecibility ought not to be avoided. It
seems to me, lir. Onairmen, thet it is very ¢ esirable
from all noints of view that the Board be advised. When-
Denk finds itself involved in litigeation that
may be of imoortance to the =ntire system, it seems to

me ‘that that is & mattsr for the Board to determine.

The Cheirman., I would be temted to agrse with you
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ct, my own opinion avout these metters

»

changed, bvecauce I was a2t first opposed to the
special counsel arrangement, ut my whole opinion hes
changed in that respect since the cdisclosure of the
method of handling the appeal in the Atlanta case, where
we felt rether alsrmed about the position —¢ would e in
if that appeal had been taxgen, Why couldn't this pro-
gram be set upy in such & way that when litigation
develops in any Reserve Bank it is always aconsidered by
the officers of the baank snd the bank's counsel, and
in sending copies of the papers to Weshington and in
T enorting on the case, the bank iUs<lf should recommend
to the Board or to whe Bpard's counsel whether or not
in its opinion it is a cese that justifies submission
to the Spoecial counsel. Then he would be the one %o
determine finally whether there should be System counssl
emmloyed,

Governor Seay, It is important that w mnot intro-
duce some objectionable feature into the ordinary legal

procedure of the Federal Reserve 3anx, f counsel of

the various banke are to be given to understand that

they cannot Dass opinion upon certain metters, but aust
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wait for reference to special counsel of the Bpard,
exanination by special counsel, report becx to the
Board, and then the Board advise the counsel of the
bank, I think very regrettable and injurious celays
would be introduced into the System and we should avoild
guch a situation,

airman. We are not talzing about opinions
but about litigated casss.
Governor Seay, It has not Dbeen waolly confined
to that, as I understood it.
fae Chairman*® The discussion of this »nrooosal is
wholly confined %o that because we ars pronoging to

exclude opinions from consideration in that way.

Governor Harding.

improven:at over the first suggestion, iir. Onairman, but
I am just wondering how counsel in eome of the districts,
who are very familiar with the laws of thelr respective
States, ars going to fesl about having assoclate coun-
gel put into a case with them in that way.

Governor McDougal, I think local counsel should,
and provbably would in many cases, choose his own a880-

ciate counsel. would it ba vour idea that all matters
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of litigation bs referred to this proposed counsel?

The Cnhairman. Fhat is in my mind is this: The't
every “eserve Bank has its omn counsel to adwviss i
about local matters, but certainly vhen one Reserve Bank
has important litigation which involves the other Re-
serve Banks, when those other banks have as vital ag in-
terest in the litigation as his own client has, then
it seems to me that if he has thes right attitude of
mind towards his job he would welcome the cooperation of
counsel that could speak for the System, that could
speak for the other eleven banks, if you w»lease,

Governor Talley. That 1s true in the case of
counsel, and he has so stated.

Governor Calxins, From that point of view it might
be pertinent to ask whether in cases of litigation in-
volving the Federal Reserve Bank would seem to be of
sufficient importance to call for consulting counsel, it

would be mors agreeable to the attorney or counsel for

the individual ban’t to call unon one recognized author-

ity on the subject, or to have »ut over him a local

practitioner of indefinite capacity, Jjust because he was

5

senior, or perhaps more nrominent? I believe, after
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consideration by counsel for various banks, that 1t
would be acceptable %o every one of them.

The Chairman, How do you feel about it in Cleveland,
Fancher?

Govarnor Fancher. Very much Thefavor of it., We
recomaend it very strongly.

Governor Seay, It seems to me the tendency would
likely develop to consider almost all matters as System
matters.

The Chairman. Not if it is confined to litigation,.

Governor Seay, I mean litigation; that is what I
mean; I mean all litigation as System matters.

The Crairman. Te would never have enough litigation

to make that a seripus question. HoOW Tany suits are pend-

ing in the System now?

Governor Seay. I should think we have four or five

and all of those are System matters.

Governor Wellborn. sr, Cheirmen, I have a letter
that I would like to have you read.

Governor Talley, We have a case from our Supreme
Court now that has been affirmed by the Court of Appeals.

It was decided in our favor in the lower court and *ae
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opinion of the lower court was confirmed  The matter
involved in that is the same as the matter involved in
the Walloy case.

Governor Seay. ie have threes of those suits pending
and T think one of them has been abandoned. I do not think
any Federal Reserve Bang would hesitate for a minute %o
report to the Board any pending Or threaten=d litigation
of importance. I thint it would uncguestionably do it. I
think it would then bs for the Board %o deszrmine whether
it is & system matter and if so, whether consulting or
assissant counsel should be employed.

The Chairman. That I am eseeiing do is to get the

fmportant cases before System counsel by some orderly meth-

od, when 1t 1is decided that they are immortant, and only

caseg in litigation. That is the object of my sugges-
tion. What method shall be smployed is a matter of de-
I do not care. The reason I feel that way 1s
1 do not tnow ip New Yprk when some case is tried
and appealed in some IS8EIVE digstrict that will put
liabilities on the banz in New York, and I thing I am en-
titled to znow, and I thinz I am not only entitled to

xnow but %t have something to say in the conduct or that




case,
Govarnor Telley. That is exactly the principle that
is behind this vhole proposal, :r, Chalrmen.

Govarnor Seay. hin? sre will be a tendency t0

bring in & great many trivial things.

The Chairman T hat do you sugeest &g an alternative,

Govarnor Seay?

Govesrnor Seay, I think the decision we rendered
at the last Conference is a wise onc. I believe there
is necessity for the emwmloyment of epecisl counsel by
the Fedaral Reserve Roard on occasion, and mhen the
occasion arises T thinz if ouzht *o be the judge of it.
I think in the San Frencisco case if, instead of refer-
ring it to the various Fedsral Reserve 3enks ag %0 whe—
ther thsy would particinate or not, it had been referred
to the 3nard, I thint that would have been the wroper
course and that it is incumbent upon the Board to deter-
mine those matters.

Governor Caliins, 1t was & 1 cgcary to do that
because the San Frencisco Bant retained ..r. Baker entirely
indevendent of the cuesticn of whether the other banks
would varticipate or not. We only asked you after the

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




faci.

Governor Jeay, 1 think with respect to that there
might have been some criticism that the 8an F-ancisco
Ben't emnloyed counsel without referring it to the Board.

Governor Calkins. It was our intention to say very
plainly that «r. Baker had been emnloyed by the San Francls-
co Bank, that we believed the case involved a System
matte and to inquare, but only to inquire, whether the
other banks were wililing to participate.

Governor Fencher. I think there is 2 good deal in
the point that me should have general counsel retained,
some man ™ho is familiar v .th the situation and is conti-
nuously familiar with it. Because when a sneclel case
comes up that requires outside counsel we might not al-
ways be able to get the same man, it might not be nossible

to have him represent us, and I think it is a great ad-

vantage to have the same man, who would become faniliar

mith the System operations and go along with all this 1i%i-
gation.

Governor Telley. And who has some obligation to the
System.

Governor Calkine. In our case when ufr. Besker was €m-
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nloyed i% was only with great difficulty and inconvenience
tanat he was able tu give the time necessary to nrepare
for the case, while if he had Dbeen regularly eaployed he
mould have been at the call, and that is the largest voint
in favor of it,

The Chairman. 1 move that the commnittee be anpointed
by the Chair consisting of three mnenbers of the Confer-
ence to wrepare s rcsolution, to submit to the Confer-
ence at its meeting tomorrow, designed o dispose of
this topic 5-4,

Governor (Czlizins. Mat i -he matter with the resolu-

tion now before the house? There is a resolution before

the House that was moved and seconded.

Governor iioDougal. Before the motion is put I would
like to mak%e an inquiry. Last swunmmsr counsel for the
several bants met and considered this question, I presume
carefully, and reached the conclusion that it was not ad--
visable 0 employ such counsel as We aTre considering.

The Confersnce of Governors net subsequently, I believe,
and confirmed that opinion. iy inquiry is: et has hap.

penad since tn changas the imoression here in this body?

The Cheirmen. The Grimun-Alfalfa Case.
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Governor Seay. It has not changed the law, in the
ovinion of counsel for the Board, because the nrocedure
that was followed there was the nrocedure suggested by
the meeting of counsel themselves, and I believe that
we should leave it as it was left under the decision we
made a year ago.

Governor Calkins. I will say that it was not the
Grimm-Alfaltis case out to a great extent it was the argu-
ments contained in the letter which Mr. Talley wrote, but
which he has not read to us yet.

The Chairman. Gentlemen, what is your pleasure?

I suggested a motion.

Governor Caltins. Ip deference to the Chair I will

withdraw my motion with the consant of my second.

The Chairman. That was your motion?

Govermor Calkins. Thet the view exnressed by the
Chair should be adooted as the senes of the meeting. You
may consider that motion withdramwm.

Governor Seay. May I inguire what the motion is now?

The Chairman, That we should have System counsel to
consider all litigated matters,

Governor Seay. ZIZmoloyed by whom?
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The Cnairman, 3y the System —- by the Board, that
would be; aud that all litigateld caszs be rsierred to
counsel for the Federal Reserve Board, &nd that they
should be referrec to special counsel when in his opinion
the importance of the case justifies it, or when requested
to do so by the submitting ban:

Governor Talliey., 1 mould like to sugrest a slight
amend.nent, that snecial coungel be nominated by the Gov—
ernors! Conference and approved by the Federal Reserve
Board.

The Chairman, I would suggest that you nominate Mr,
Baker.

2

Governor Talley. I would secord that nomination.

-

Governor (Calzins. I do not think there is any ques-

tion about that in the minds of any of us.

Governor Talley. The Board has its regularly consti~
tuted legal department. The several Federal Reserve Banks
have their legal departments anc regularly retain counse L
in our case he is on the premises. Now then my thought
about this is that this will be consultiang counsel for the
banks, and with a proviso that if such counsel is retained

that all cases of litigation be reported cirectly to him,
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end also to the Board, for that matter. Then I think
that s epecial counsel ought to be reiained by the
Fedsral Reserve banks subject to the sonroval of the Board,
The Cpairmen. ilp. Harrison, will you read the oending
motion?
Mr. Barrison. I will read Governor Cal:ins' motion:
That the Federal Reserve System retain special counsel 0
consider litigated matters onlv; that all Federal Reserve
Banks report to the counsel of the Fedzral Reserve Board
quesiion, plus papers, and that counsel
Reserve Bpard refer any such matters to
the special counsel a% once if he thinks that they are
of sufficient imporiance to justify it, or if the counseal
of the submitting bank requests 1t.
Goverror Fancher. I will second Gove™nor Calkins!
motion.

The Chairman. That motion was mede and seconded, and

then Governor Talley proposed an anendment to the geffect

that this report should be mede both to the Board's counsel
and to special counsel.

Governor Talley. Yec.

The Chairman. If you wieh to press that it would be
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to vote on the amnendment first.

Governor Talley. I offered it more in the nature of
a suggestion. - Jave no desire to prees it. The only
thought that is going through my mind is the point that
Governor Jeay raisedy shout the complexity of it.

The Chairman., 7ell, we have an exchange of views
in the event of this nrocedure being followed between the
Boardfs Counsel and the Bank'e Counsel, mih automatic
refsTence in case the Bank's counsel thinks it is suffi-
ciently important.

{Tne motion, heving been duly seconded, was put on
a year and nay vote. The Cnhair was unabls Lo determine,

s - LI £ T . b ’
and the vote was taken by the rall3ing Ol the right hand

Seven Govarnors voted in favor cf the motion and five

against it, those voting against it bzing Gevernors Young,
Seay, slcDougal, Biggs and Tellborn.)

Governor Seay. I would like %o oul in the record
that 1oy reason for voting no is that nothing has trans—
pired since this Conference gave an adverse report on
this proposal which caused me 10O change my opninion or
vote, and bescanss I believs 1t will introduce comolilca—

tions into tha legel mechinery of the Federal Reserve
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Banks and increase the cost.

The Chairman. It has been suggested to me that 1t
would e merhans impolitic to appoint on the committee of
five two gentlemen present who are not Governors of Re-
serve Bauzis, %o meet with the Board on this non-cash collec.
tion business. I have already appointed Governors Bailey,
Fancher and Harding, and I will add to that GovernorsTal-
ley and Young. Now the Chair will entertain a motion to
ad journ,

Governor Young. .r. Chairman, I move that we ad-

journ.

( Mhereupon, at 5:50 o'clock p.m., on motion duly

seconded, the Confersnce adjournsd until Wednesday, March

24, 1926, 2t 10 o'clock a.m. )

e O 0 O v
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CONFERENCE OF GOVTRNORS OF FEDEZRAL RESERVE BANKS.

Conference Room, Treasmry Buildaing,

Tiashington, D. C.,
Wednesday, ilarch 34, 19386,
10 ofclock a.m.

APPEARANCES:

(As indicated in the First Day's Record.)

The Cnairman, The Conference will come to order.
Fe will proceed with - our committee renorts. TYou have
received copies of the report of foreign accounts. I
have also referred verbally to one cr two matters in con-
nection with i%. That ie your pleasure with regaid
to the revort which has been distributed?

Governor Young. I move that the renort be approved
and filed.

Governor Talley, I second the motion.

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

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




The Chairman, The aext is IV-H.

IV. OPZRATION AND ADAINISTRATION,

H. Report of Sub-Committee of Ceneral Committee on
Bankers'! Acceptances.

¥hat is your pleasure with regard to this report?

Gcvernor Yorris, I move that it be approved and filed.

Govaernor Younz, I will second the motion.

Governor Calkins. I would suggest that it be refer.
red to the Federal Reserve Board before it is adopted and
filed, with the recommendation that the Board adopt the
recommendations in the renort.

( The motidn, having been duly secondec, was carried,
and the report of ths comnittes is as follows:)

REPORT FOR THZ CONFEIRINCE OF GOVIRNORE JARCE 28 192€,

BY THZ GEN:ZRAL COMMITTEE OO 5! ACCTIPTANCES.

L%

In accordance with the action of the Governors' Con-
ference in November, 1925, in respect to the report of

the Special Comnittee of the American Acceptance Council,

concurred in by the Sub-Committee of the General Accept-

ance Committee of the Federal reserve banks, wiich recod-
mended gresater latitude in oankers' domestic acceptances,
your Committee has carefully considered those T ecomnanda—~
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in which it also concurs, and has endeavored to
forth briefly 1he »nertincnt credit priacisles that
would be involved in ziving e
latitude recomnsnded and which would guide Federal re-
gerve banks in detaraining 21lizibility of domestic bills
and be helpful to them and to member banzs and benkers
in dstsrmining under what circumstances acceptance credits
in domestic transactions might be granted.
he well establisghed practice of granting bankers!
acceptance credits, v vailable to shippers! drafts in
domestic transactions in goods and comuocities involving
ring readily marzet-

shipment and against documents COVEI

able steples stored in independent  archousss, operates

so satisfactorily, where they &are availed of, that no

modificetion: of than in thamselves is recomnended or T

P R 3

tended. Your Committee, however, has drawn up & state-
ment of gen=ral »nrinciples which are applicaple to these
establishad practices as well as the contamnlated droadz
ened use in which cdomestic acceptance cradiis may be oX-
tended with advantage to trade and comnerces. This droad-
ened use will pzrmit the purchaser of goods under banzers!

credit to draw bills having a mgturity consistent with




the usual and customazry cored

the relative trades, insiead of requiring the shipper

40 draw the bill if it has a usance in 3XCeSS of actual
transit time of the goods. In cass of bills secured by
warehouse receipts covering reaclly maTz etakble staples,
it would be mermissible to convert the staple into another
form of readily marketable staplie througl a convertsr

1

indspendent of the drewsr, provided
goods be not lost and the accepting vank remains gecured
by the independent converter!s recsipt.

In principle, your Commitise considers that the prime
nurpose of a nanker! s commercial accepiance credit is %o
substitute bank credit for me ‘ redit in buying and
carrying goods for merxet; and thet the fundamental
credit principles involved = the ne as in othei forms
of credit granted by Danks %O cormercial clients, with
tha distinction, hovever, that whereas ordinary borrowing
lines of credit are exftended for zen=ral business use,
the vankers accaptance creiit is given only for gpecific

transactions in goods which contaln el=ments of self-liqui-

dation and may be secured against gensral creditors.

These fundamental credit »principles, as they have been
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evolved, have been recognized in the development of prac-
tices designed to accomnodate changing business methods
and conditions in trade. As developed, they include
conslderation of trade customs, sales terms, reasonable
expectation of liquidation from the goods turnover, and
the capacity of the customer to nay or nrvide reimburse—
nent at maturity in any event. The circumstances under
which the bank's customer the taker of the credit, would
have proper occasion to draw on his bank in respect of
shipments of goods for a period in excess of the transit
time, are in purchasss of goods, the delivery of which
involves domestic shipment. The 0ld »wractice in such
cases has been for the banker to grant credit to his

customer, available to the draft of the seller and ship-

per of the goods, against shiowing documents. The use

of siwck credits in this country has been very restricted,
mainly, your Committee believes, because the custom of
selling goods on open account with cash discount is so
firmly entrenched in the United States.

Tour Committes regards as a »principle, that the pur-
nose of credit is equally served whether the seller or

the buyeridrgms under the bani's credit granted to the
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buyer, In consjdering the pronriety of such credite
the test should bz vheth t transaction is one in which
the banker might properly is >dit available to tiae
s draft,

Your Comnittee regards es a matter of Hrinciple in
grenting accentance credite to buyers, thet the buyer
should acquire title %o the goods only through the bank,
thus preserving to the banker more effectively the ben=fit
of the trust reczipt as against gencral creditors; and

that the banker should require that the nroceede of the
goods, as rsceived by the custcler, be annlied in liduida~
tion of the oredit.

With recard to thes usance of drafis which banks will
accept under cradite to buyers, your OO
as a matter of princinls, that e time

the customary time graanted ¥ sszllcres of ths

goode on credit %arms There sucl goods ordinerily ar

on time, and in cases where goods ordinerily

on cash terms, ths den‘ter should 1limit usencs 10 & =
ate and reasonabls time ordinerily required in
for turnover.

In the cese of edi ad. 1 rrarehouss reccipts
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for readily marketable steples and in respect to the
recomuendation that »nroccssing of ths

or its conversion by »nrocessing into anoths

the term of the credit, your Commit*ee regerds as &
principle, that the security of an independent converter's
negotiable reccipt is equal to a warehouse receipt issued

by an independent warehouseman provided that the identity
of the goods is not lost or can be effectively established -
as, for instance, in the tanning of hies or the bleaching

of gray goods. T le same principle would apply in any

case where the condition of the tradzs customarily involves
the mingling of the staples with other sfaples of similar

character, if the receint of the incenendent coyjverter

effectively entitles the holder to & proportionate

amount of thz mingled or pooled staples in the same or

a changed form.

In the application of these principles, your Committee
regards that the practical tsst as to eligibility in any
particular case should be whether drafte are dram against
me rchandise and whether the transaction is in fact self-
liquidating in character; and further, whether ‘the trans-

action conforms not only with the letter but with the
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gpirit of th ederal Reserve Act, and that the credit is
not sought or granted simply for the nHursose of evading the
limitat ! nect to loaas.

%

In sumnegry. your Committee regards what

4

ana purpose of the comsstic accaptance privilege,

vided in Bection 13 of the Federal Reserve Act, is %o
urnish a nesns of finencing, through acceptence credits,
the purchase and sale of yoods ths delivery of which in-

volves shibnent; anéd the st ze of readily marketable

steples nending orderly marizeting. As tnis facility

1s intended to apply only in the financingz of distinct
transactione as distinguished from general financing, it
is essential that each credit can bes identified with a
specific transaction in goods, and *that ths accsptance
be drawnin such terms as to indicats clearlv »roper us-
ances in conformity with trade customs relative to the
particular goods involved, and that the self-liguidating
character of the transaction be esmecially considersd
Further , no accsntance crelit should

the grantor would feel warrantsed in macing & money loan
for the saune transaction:

If it is decided to broadsn credit practice as rccom-
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meaded, your Oommittes suggests as reasonable, ths fol-

lewing rules as o usance in domeetic crediis.

PHIPPING CRYDITS - USANCE:

3

(a) ‘there the seller draws under a credit arranged
by the buyer the usual credit %tsrms of the particular
business sghould nrevail.

(b) “hen thz buve goods draws, the t:rms should

not be longer than the tim: } C y to finance the ship-

ment, excsnt in cases where the custcmer will obtain

title to the goods thurough the bank and whers it would

be proper for the seller to draw an acceptance under a
credit issued by the bank for the account of the buyer.

In such cases the usual credit terms of the business would
constitute a nroper usance, thz samne as if ths seller
drew.

(e) In cases where there is no usual credit time on
geles, the buyer may draw for the time ordinarily required
in the trade for turnover.

In cases under (%) and (c¢) the proceeds of the accep’-
ances must be used to pay for ths zoods.

STORAGE CREDITS — USAF(Z:

Acceptance credits based upon the storage of readily
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staples, nending orderly m.rketing should be
drawn for a p=zriod coasistent with th= time necessary
to accomplish orderly merketing, end with particular re-
gard to avoiding furnishing credit for ths nurpose of
hoarding of or conducting speculation in comaodities,
Respectfully submnitted,

Padiocz

gicIlhenny

Peonle

Zurlinden

ickay

Attebury

Torthington

T

Chairmane.

sir. Cammpbell of Atlante w he only member of th

absent.
Governor Young, Tile ws are on that subject 1

would like to maxe a request of the bauzers! accsptance

recommendation
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of this comnittee bears do'm & little bit on what 1s good
credit and propsr ssourity. I ax not femiliar with the
trensaction at all, except from whet I havs read about
it, but we havs an acoceptance in our district that I be-
lieve is just as good an acceptance as there is anywhere,

It is against the dcmestic storage of greia. It mas accept-
ed and nurchased by ths Fedaral Reserve Bank for four or
five years. Then ths guestion of its eligibility was put

up t0 the Federal Reserve Board and it wes turned down.

It was turned down because the wheat is stoped in an els-
vator that is owned by the drawer of the draft, The facts
are these:; The hanzers of that District have had a great
deal of experience in respect to the storage of grain which
ig used ae security. Tney have throm out evary safeguard

that you can possibly ask, and they have finelly devaloped

what they call the regulax registered terminal warehow e

receipt  That means that even though a man stores his

grain in his omn el:=vator, that it is checked in by the
State; it is 1 urvelillance of the chaunber of com-
merce. Negotiable warehouse reczipts are iscsued and it

is utterly impossible for that man to get that grain out
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of the elsvator until he returns the receipt. Every safe-
guard hes besn thrown out., IV is 2 good credit instru-
ment, and certainly issued in accordance with the intent
of the law, at least. The 2rain absolutely leaves the
control of the drawer of the drafti. we would like %0
request that ths regujation be amsnded so that that form
of acceptan ce can be purchased by Federal Reserve Banks.

Governor iglougal, Tho is the custodian of this
grain?

Governor g. The S¢ate, in reallty.

Govarnor iigDougal. 't ig a guestiion of the recslp
Is this a regular warshouse receipi?

Governor Young. I% is not & terninal warehouse re-
ceipt but a recsipt issued by the slevator company, checked
in and checksd out by representatives of the otate Tare-

house Commission.

Govaernor .icDougal,K But the State is not in charge of

the warehouse.
Governor Young. They have a men thers all the time.
Governor ieDougal, The point is that the warehouse is
owvned by the depoeitor of the grain?

Governor Wellborn. Is the State custocdian under pond?
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Governor YToung The elzvator cowpany is required

to put wp a bond of 15 cents a bushel, and in addition
they have thz Sgate representative there. A terminal
elevator in . uncer suvrict supervision and con-
trol of our State Railroad and Warchouse Jommission, All
grain that is st i 2 elevator is checked in by

& representative of the State Rallroad and Warehouse Com-
mission as to grades and weights. All grain is checked
in like manner that is removed from the elevatore Thers-

,

an elevator company issues & negotiable terminal
warehouse rec2ipt against grain stored in its om eleve-

tor, the grain cannot be removed from the elsvator except

with ths znovledge and permigsion of & representative

of the State Railroad and Tarehouse Comnission. There
is one exception to this statenent, It will be possible

5

or the rlevator company to mov= the grain betw

otclock in the avening and sevan o!'clock tha following
morning. Howeva the possibility of an &lsvator company
removing grain from its om el=vator during these hours
is almost negligible and need not be considered, because

the only way it could remove any great amount would be

by box cars, and the railroads would no*t handle the grain
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Bven if it is admitted that
t0 remove a mortion of the grain Hetween
the ©tate has thrown out

LD

by requiring the slevotor compant to furnish a bond of

15 cents a bushel on the elsvator'!s capacily. In addi-

tion %to this evsry tsrminal elavator in the Twin Cities
is under the direct surveillancs of our local chamber
of commerce, that is, a representative of
of Commerce can checit sny teorminal elevator as to bushels
ené gradss at any tims.
Gavernor .ichougal. That is the difference between
character of warshouse that you spear
designate as thes regular terminal wa.Teho
Governor Young. The lams in [jniesota
strict, and they are not in some of the other S
he Chairman. lir. Harrison tells me
gituation is alreacdy covered by & ruling o
does not require any action.
Govirnor Young. They have turned it dom tmice here.
I have had it un =ith ur. Tyatt and he has drawn an amend--

aent to the regulation which will cover this particular

situation.
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The Cnairmap. dhat is your resolution, Governor
Young?

Governor Young, L move that the Byard be requested
to amend subdivision 3 of section 10 of Article B of
Regulation A, to rsad &s follows: The storage of readily
marietabls stanles, provided that the »ill ies secured at
the time of accentance by & warehouee, tz2rminal, or other
similar receipt, conveving security title to such stanles,
issued by a party indepsndent of the customer or issued
by a terminal grain elsvator company duly bonded and
licansed and regularly inspected by State or Federal
authorities with whom all recaipts for grain and all
t2ansfers thereof must be register.C and without whose
consent no grain ca. be withdrawn; and nrovided further,
that ths acceptor remains secured throughout the life of
the accsptance®", and s0 forth,

The Cnairmen. when did this questlon arise about
this particular type of commod.ity?

Govarnor Toung. T hrse years ago.

The Cwairman, I asked %he gquestion for this reason:

N 2 e de Vo Iy oy
There is o proposal which you make t0 The mseting which

relates to the ruling of the Federal Reserve Board in these
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matters. If we could get that in advance and have a
chance t0 examine the previous ruling w2 could discuss 1%
mich more intelligentl ¥r. Hgrrison is under the impres-—
covered by a ruling with re-

to the tobacco growers warehouses.

Governor Young. No, The Board has definitely written
me thet this is not sligible. I have tazen it up with
r, Wyatt.

Mr. Harrison. A aumber of years azgo that precise
situation cane up in comnsction ith some tobacco accept-
ances, whers the tobacco was stored in the warehouse belong-
ing to thz tobacco company, and in order to maxe ths accept-

ance ¢ligibls they provided for surveillance by a third
party eatirely indeoendent of the warehouse owners, and
the Board in that cass ruled that with the collateral ar-
rangement for an outside check or vise the acceptance
would be zligibles, even though the warehouse belonged 10
the tobacco men.

Ths Cpairmen., I do not li%e to vote on a matter

about which I have not had an opportunity to get a renort.

<

Governor Young, That is the way to handle it. I 4O

not want you to think that I am trying to nush something
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through at the last minute. The facts are that this was
taken up with .ir. Kendel some three years ago. MNMr. Kendel

arrived at the conclusion that it was & good acceptance,

g were satisfied with that and purchased the accept-

ances and mde our om interpretation of the regulations
of the Bpard. Somebody asked the Board whether it was
eligible or not and it was turned down.

The Chairman. Tho did that?

Governor Young. I ¢o not knov just who it was. Eince
that time I have gone where I thought I should go, and

to

that was/lr. Kendel, and he sent me to the Bhard. The
Board does not seem to want %0 change its rsgulations. Mr.
Geary went down to Cleveland here a couple of weeks ago,
but there was so much other stuff on the »nrogram of the
meeting that it closed up before he could bring the matter
up., I have to bring it up somewhere.

The Chairman, In view of your very vigorous state-
ment of the matter, I would vote in favor of your recam-
mendation.

Governor Harding. We had a case in a bank at Birming-

ham, where a cotton buyer, who had business with the bank,
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controlled, although he did not omn, thz warehouse. He
had his own agsnt thers and when he needed eny additional
collateral or any money for any purpose he would have
his agent write out wafehouse receipte for cotton which
did not exiet, Geovernor Wellborn may rensuber something
about that. It was not 2 question of title to real es-
tate on which the warehouse was located, but it was a
queetion of the control of that warehouses. All these
regulations that wers made during my time on the Bpard
were made to preveat anybody, who was interested in bor-
rowing money on warehouse receipts, from having any con-
trol .over ths goods represented by taose recsipts, where
recsipts could be issued where there werenlt any goods
or whers the goods could be withdram without delivery of
the receipt. That was the whole underlying purpose of the
Board in making thess regulations.

Governor Young., ur. XKendel has gone into thigs BS
figures it is a good acceptance,

Governor McDougal., Before the motion is put T would

like %o inquire of the chairman of the gen=ral acceptance

committee whether or not the committee has considered that

mat't (S
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Mr., Xendel. It has not been brought to the atten-
tion of the Commitiec.

Governor ifchouglas. Unless these warehouses arve safe-

uarded of course thers i .Aange and we > had re-
guessts of tha®v tind in Chicago, Mr., Xend as chair-
man of that commitiee has passed on it I would be in favor
of voting for the resolution. Otherwise I thin: it ought
the Connittee.

The Chairman_ The present motion is to approve
ernor Young'!g recommendation. We will have to vote
that first,.

Governor iicDougal. May I inquire whether or not ir.

Kendel, the Chairman of the Coanittse, has consjdered it

as an z=1ligible accsptance?

My, Xendel., 1 am frankly in doubt. It is entirely

a question of fact., If the goode could not be taren fram
the warehouss without surrender of the receipnt by the
borrower to the S+tate authorities who had control of the
warehouse, then I think it comes perfectly within the

scope and extsnt of the present regvlation. But I am doubt

~

ful if the anended regulation, which Governor Young of-
fers,'would secure the situation, if the grain could be
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tazen out during the night hours by the borrower without
urrendesr of the receipt to the State authoritics.

Governor Zarding b S that Governor
Young hag covered that pretiy well by polnting out that
there never could be vsry much takren out because the
rallroacd would not deliver the cars.

Governor Young, From a practical standpoint it could

not e taxzen out. I have been informec, since I wrote

that letter, which was September 17 of 192%, a little over

& year ggo, that I nerhaps overstated the situaiion, that

they really have a night man on the job. I was itrying to
ghow the actual condition that existed and that was the
one possibility; but from a practical standpoint they
couléd not do it.

Governor iicDougal, From a practical standpoint I
think those receints are good collateral, either for ac-
ceptance or for money borrowed.

The Cnairman. 7Fhat is your rleasure? The motion
before the house is to apPTOVE Governor Young'!s recommsanda—
tion,

Govermor Talley I Jjust wanted to say that we are
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very mach interested in the cquestion. e have €levator
comanies in our districti, ong corpany that oms a large,
very aodern and well equipnzd serics of elesvators. In
addition to thaet they have taken out a Fedsral warchouse
license on thoss elevators, and it seemeC to me the pesi-
tion was inconsister ile are perfectly willing to dis-
count that elevator company'!s note based vpon its finan-
cie tatems Ad then on the other hand we decline to
~urchase acceptancss that are sscured
when the slevator company itself is 1.
Gntance,

Gpvernor Wellborn, The different seems to be that
this is a 3tate controlled elevator and the one you speak
of ies not.

Governor Talley. It is a Federal llcensed warehouses

The Chairman, Are you ready 40 vote on the motion?

Gov:irnor Bailey. I will second the motion,

(The motion being duly seconded, was carried.)

Tha Chairmen. The next is Toplc IV.-I.
IV.~ I. Report of leased wire committee.
Govarnor Talley., I move that the report of the

leased wire coranittee be approved and flled,
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Govsrnor Norris. I esecond the motlion.

(The motion having been duvly seconded, was carried,
and the report of the leased wire committee is as fol-
lows: )

‘Tebruary 26, 1926.

REPORT OF LEASED WIRE COLIITTEXE.

To the Conference of Governors:
Since the last renort rendered by vour comnittee

been no changes in the circuits comprising the
Leased Wire System and but little change in the volume
of business hendled. The systen is apparently operating
satisfactorily %o all concerned and the facilities in
use appear to e coumensurate wita the volume of busi--
nees now current.

Volums Handled and Expense Involved for Vear 1925

and Cumparztive Figures for the Two Preceding Years.

Total Nymber Annval Gost

of Tords Cost Per Word

1923 20,379,547  $312,679.48  $.015

1924 16,987,120 297,850 17 . 017

1935 14,002,339  370,593.19 .019

The reduction in the volume is caused largely by re-
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striotions impozed on the classes of business handled,
whaich became effsctive July 15, 1334, and wh 1ls the
decreass in cost has not bey wnroportinnatse to ths de-
cr=ase in volume, this is due largely to the neceesity
of r=taining a sufficient aunber of ~lree and opsrators
%0 meintain the nsc:zssary contact betreen all tenants
of thec syeten.

As & matter of intcrest, theras is attached a mep

o

of tha Lessed ¥ire 3Jvstam showing 2 arrangament of

the verious circuits.

iMeDougal
Chairnen
Leas=2d 7irs Committes.
(wairmen. The next
Renors of Incursnce Jomnaittee,
Mat iz vour -leasur = with rszard o that report?
Govirnor Young., I move that the renort be aomroved
aad filed,
dovarnor Fancher. I second the motion,

(The motion haying ocen duly secondaC, wae

(Th= Tort the Insurence Coanitiees isg
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REPORT OF THE INSURANCE COMMITTEE TO THE GOVERNORS'

CONFERENCE MARCH 22, 1926.

The following report is made with respect to mattsrs
whieh have bzsen referrzd to this committes.

TREASURY REGISTERED MAIL INSURANCE CONTRACT.

The committee submitted at the last confsrence a
plan for distributing ths total cost of the insurance on
shipments of new Federal Reserve notes from Washington,
D.C., to the various Federal Regerve Banks and Branchss
on a basis which would bs equitable as between the banks.
This plan provided for rates bassed on the various factors
entering into the risk of thess shipments, which rates
it was recommended be used in place of the contract flat
rate of 4 7/8¢. The conference approved of this recommen-
dation and raqusested the Treasury to arrange with the
underwriters for ths adoption of the plan.

Your committze 1s pleased to rsport that following
the conference, the Treasury took the matter up and sffsct~

ive Dscember 1, 1925, all shipments have been billed at

the rates recommended, and this matter is, therefore, now

akbsed.




¥o na~ aetiters have Geen r =f=rred To
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sideration that has bean given to that »narticular

feature. The advice of our
in the bill,
The Chairman®
nlan?
Governor Fancher.
should bz left out of the =nabling
raised by .ir. Hamlin of the 3Bpard,
sxchangz of letters and he 1s
has been an exchang? of
Kenzel and .ir. Curtis and .ir.
that »noint.
rsport

The Cnairman. Then the

that, in accordance

Gonferance that that comaittee hae »Hre

couns sl wa

of the

=ith the =2ction tezten

g not T
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le st
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Senator asixed that a statsment bs prepared setting up
thhe high nointes of our nlan, as commared with the civil
service nlan and —ith the pnlan for the State Department
employes, ifr, ¥Xenzel heg »repared that and thet will be
gubmitted to Senator ..clesn and to Chairman uicFadden
voday, Thet will gzive them the highlights of the nlan and
the compsrisons that they havs asked for.

The Casirman. ihat is your pleasure with regard
t0 ths report of the peansion comnittee?

Governor Seay, I move that it be approved, iir. Chair-

Governor Young, I will second the motion.

-

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

Governor Fancher. r. Kenzel brings up one matter

with regard to the revamping of the wnlan, based on the
fizures furnishsd by the baniks as of the 1lst of Jesnuary.
The plan that iz being consideresd now nrovides two op-
tions, either to -»rovide for amortizing past accumula-
tions both on the nart of the zunloy=s and on the part

of the bank, or givs the banks the option to save the
intarest on thz accumilations and pay a luim sum. That is

Just a question of general policy by the bdanks.,
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Mr. Kensel, ’That is only important from the viewpoint
of the comaittee.

The Opairmen. I do no%t think we should take time in
the discussion of a plan which is not necsssarily involv-
ed in the legislation, beceuse it has all got %o be
worxed out. The committes is now under instruction,
as I undsrgstand it, to teke steps to secure legislation,
and the plan can be discussed later.

Is there any further discussion of the action taxen
in regard to Topic V-A? There seemed to be
of difference of opinion yesterday..

Governor Seay.. There was a vote of seven in favor
and five eagainst.

The Chairman. Te passed & resolution, but it was

sort of jammed through in a hurry, It is a very import-

ant matter. Governor Talley dic not seem satlsfied with

it, and that is the reason I raise the noint again.
Governor Seayv-Thére js an irreconcilable differencne

of opinion and I suppose the majority will have to rule,
Govarnor Tallev. ir. Ghairman’ on the comtrary, I

feel very well pleased with the progress made.
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The Chairman. The next topics, V-3, 0 and D, are
cested Dy the Federel leserve 3oard, too late for

Ld D f e B

considaration in coanection with the rest of the »ro-
gram. Th'y rzlats to metters that have not been consiG-

ered at all by asabers of ths Confzrence.

V. SUPPLI.« . TARY TOPICS

B. B&dvisability of seeting ameniunent to the law
in order to restore to Federal Courts jurisdiction over
suits by and ecainet Fedsral ressrve banks.  (See
Board!s letter of .iarch 11, 1926, X-4558.)

o

C. uestions arising out of 3oard!s ruling of Dec-
(-]

ember 30, 1925 (X-4484) relating to ths ~ligibility of

notes of & cornoration reores-nting borrowings of funds

to be adveaced to subsidiaries. (3se 3oerd!s letter of

serch 2, 1926, X.4560.)

D. Adviseb ility of issuing regulestions reletive

o th= rediscount of notes secured DY adiusted service

certificatss under the nrovieione of Section 502 of the

oo B oY ; - ; N o 1 e
Forld Tar Coumw:nsation Act, (322 Board!s 1attser of

March 13, 1928, X-4561.)

Govzrnor Ssay, Tith ref-rence to Tooic B I think

that is & matter for the dstermination of counsel, and
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iegarve Sanlg

I aove that counc:zl for

to wrepare an

ba rsmorteC to the Governor

Governor Worids.

( Twe motion having baa

Chairman., With regard

aross in Clov land,

~hich

-1 considsration this mesting and
LT € Just refer

it bzck to thes YTederal nlaced on the
nrogrem for the next meeting, 7e havs not had onnortun.

ity to study i%.
Chairasn,

ROFSS SEP

Govarnor Telley,

Governor Forris.
7 saconc:d, wascarriad.)

The Cnairmen,
.Te Chelr—

Qovaornor Calzins. I aaze the

Thet i5

Ths Cheairnen,

Govsrnor Caliins. Yes,

rovernor Forris. I will sscond

(Twe motion having bean duly seconded, wae carried.)
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The Chairmsn, The next is 3.

Voo e Is it not discriminatory and unfeir %o
reguir: me:ber banks 10 rerdt for cash letters in funds
of imnediste availability whereas nonme iber Dar Temit-
ting bants are allowed to remit agl : in funds
not immediatsly available?

Thas Cwairmen® That came in *oo lete %o ¥ot on the
nrogram also.

Govsrnor Tellborn, That simply asks the guestion.
I went to find out what ths other bants 4id with razard
to this matter. understand somz of tham do not accept

re unless ta°y are imnediately avallabdle.

=lways adhered to that rule with d4ate Danke who ars
mewnoers, ovut we tax chzcke on other nolints, Te figure
1t makes us carry about a million dollars in float. A
good asny of our menber hance think that it is unfeir %0

i ? thinz that the
them %to0 have that ciscrimination, anc thinz that they

3 i i 1 o 8
ought to be mut on the seme basie with our member Danis,

§ - 3 - 1 7
A tast is Tsoait in aveilsbl- funds. e have 387
ngs, NON-meTH3T Par renitting Henis 1ln our digtrict.

The Chailrman’ 1s not that e metter of domestic house-
PARE A 291 15 8 1 A
zeening? Ig it not a local matwer sntirely?
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Governor ‘Wellborn.
Governor Young.
than that, 7e have
and if Governor Tellborn saye it is only & &
until +the menber oenzs find out that
furnishing thelr exchange.
The Chairman, Ien't it a quastion of vhat exchange
you are willinz %o rec=ive in your cash letters?
Goveraor Young. Thare is only one eolution of the
Gifficulty and %hat is %o tats the non-par Ddank off the
par liet, It 1s growing . very ronidly in our district.
is a great desl of dissatisfaction on the part oI
banks becsuss no- the non-member banks can
charge you and the member banks cannot, I3 ie growing;
it is zoing to spread, and I thint it is the system nolicy.

The Cwairman. hat <o you recomnend, Governor ¥ell-

hornt

Govarnor Wellporn. I would recomasnd that we pu

non-medbcr mar remittinz banks on the same basis ™l

the menber bhanis.

The Chairmen, To make thea remlit in aveilable funds.

Governor Young. You cannot do 1%,
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Governor icDougal. Thies matter has been discussed
and has been disvosed of at previous omnferences, the
policy acopted beingz that non-neiber baniks would have
to remit in scceptabls funds.

Governor Young. The guestion is what acceptable
funcs mneans,

Governor Seay. That question cannot be reasonably
answered excsept in one way. Isn't it discriminatory and
unfalr to reguire the menber Danks o nay cash letters
in immnediately svailabls funds? It is positively not
discriainatory. The collections vhich we mage on non--
member banie are wholly for the bdenzfit of our meaber
banks. Thatever ben-fit there is, and it ige very great,
accrues to ths meaber danks Te simoly do the best
we can ~ith the non-merber banks, aad we <o it in the
interest of our meunber

Governor Jal:ins. “wat is more, no gensral rule

that -ve can adopt here as a Bystem matter will prevent

the application of discretion at the vlace whers discre-

tion is celled for, Governor Young and everyone else here
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gt at the moment, Isn't that

told vou three or

vhat I was going to co. Thather it 1
any harm or not, now it is the time to speak about
am getting rid of it, I an not anxious to collect checks
thet you cannot collsct,

Governor Wellborn, Te havse bheen under ths ilummres-
gion there was a uniform wnolicy, Of course if the Con-

view that it is g mattsr for each

self, thet will be entirely

Governor 3eay. Not with respect to the nenber hanks,
It is not a matter left =ith the discretion there. We

require innsdiestely aveilable funds from them?

Governor 7Vellhorn, acan *ith referencs to ths non-

The Chairmsn, Do vou wish any ection on this?

Governor Fellwora, I sim »ly wanted an expression on

The Chairmen Is the situation clear <nough?

T, #ellborn. It is clear enough if we can go ahead
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do like goms o yther banks. no% Xnow -

they dil that

[

Govarnor Young, I di” noft now that

there was ever
any agresment here that —e ghould accept nothing but
availeble =sxchange.

The Chairmen, If no actio
consider the topnic dzsnatched. The next nronogition on
the nrogran is discount rates, Tonic 1-B, shall we have
a discussicn of the discoud’ es before mseting with the
Board?

Gov=rnor seay. I meve that we
formel ciscussion.

The Chairman. Is thers eany sentiment in any reserve
District that +heore ghould be any chenge in discount
rates at this time?

e credit Trensactlons

B. Discount rates.
Gov=rnor icllborn, r Board has
It seems that 2l1ll of our rates are lower than the meritset
tes in the csaters, We realize that thers ies & chengse
coming in business affairs anc I &l inclined to thinz

that we ought %o raise our rates a little,
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i1, o - LRt 2 s )
en your marcst rates

are almaye zoing w above th- discount
Sanxs,

Governor Vellbox It was always

ghould be equal to or abdovs the !

The Chairman_ They nevsT have Deen exc:»nt
ynusual circumstancses, with a grea X nonay 0
loan on the Sso0ck ZIxchange.

Governor TJellborn. I have no authority from my Board,

I would 1iz- to see our rate up to 4-1/4 and later on to

4-1/2. But I would not want to do it or aex for it unless

Govarnor Young, are is no necessity for it in our
District,
Governor - 5 ur idea in Boston is Tthat

rate would be related to the marzet rate in a way. €

not try to zesp our rate above curreat rates for loans

but we do try to kesp our rate above ths zoing rabe for
bankerst' accentances.
Governor Seay. «k feeling is that any change in

the discount rate at the -Dresent tims would be harmful.
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- .

in the nressnt stete of hesitency
aaount to an acunigsion that there
stiaulatimm. If it was ralsed I think there
some tednency o accent it as an admonition vhich

at the nresent time. I bzslievs, unless there

that any chang? in rats wuld vz harm-

he Cheirmsn., Isn't it zen rally f£:1% at the differ—
ent Reserve Banzs thet the devslooments of “he last few
months have creatsd & 1ittle hesitaticn in businese? 1
thought when we discussed that the other day thet the ex-

nression was that it wes wretty gen-rally felt, Those are

not very concditions undsr —hich *to ralss discount rates.

Mils there isa't any voting ©o be done on this subject,

-~

L

theres any other vies %o expresgy
et mossible

its

Governor Fellhorn. Our discounts have increas=zd

from 19 nillion & 7vsar aro to 45 aillion.

Governor Biges. But isa't that

Govsrnor Jellborn. Lo, just as comared
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darch 1, 1925) there were 19 million. Jhen I
un taey wserz un to 45 @million but they have sone domn

million sinca I cane hars.

The Chairman Is that the Florida real estate snecula-—

doing that?

Governor Tellhorn, No, I dontt thin=z so,? They have
changed the cuetom dom there of the fertilizer deing solc
on credit. tofore fertilizer has been sold on credit
to the merchante and dealers but no— the frrtilizer comnanies

to furnish the
stomers to may
one way in which our borrowings

The Chairmen. 7You ars loaning monz2y co™m

forgilizer neople instead of %o the vanzs.
it to %h2 A.I.C., end other comdanies?

Govzrnor ‘Vellborn. Te advaace :monsy %o the banks
to enable thair ocustomere to »ay cesh for thas fertilizer.

Tae Chairman: Formerly the tilizer compmaniee boIr-
rowed money in New TnIK.

The cesh differential is ¢o0 auch now

farmer cannot afford not to taze adventage of it.
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He borrows from his vant.
pert of tho country len-

the Hurnose of tazing care of

The Onairwmen < he old wm~thod of selling fertil-

izer it used to run a y=a eighteen months bsfore the
accounts wsrs clesnad there enything furth

not I believ: we had better notify Cover

that —¢ are through and et th cisposal

Fe have two othsr things, the @meeting with the

the comnittee matter on non-cash collections,

(Whereunon the Conference of Governors went into

session with taec Fedsral Ressrve 3oard.)
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JOIRT?T CONTERSEBOSE
of the
FEDIRAL RASZRVE BOARD TITH TH.: GOVIRNORS OF THI FEDEIRAL
RESERVE BANXS.
PRISENT: Governor Crissinger (Presiding), Vice-
Governor Platt, iipr. Hemlin, ifr. Mjller, iir. James and
uir. Cunningham of the Federal Ressrve Board.

PRESENT ALSO: The Governors of the Reserve Banks,

Governor Crissinger. Are the Governors ready to

report, wr. Strong?

Governor Strong. That part of this »nrogram did the
Board wigh to take ung

Governor Crissinger. We thought we =would like o
call upon each of the Governors, or have somebody state
the conclusion of the Covernors, 6 as to the condition of
things in the country and what ought to be our policy.

Goverhor Strong. e havs had very little discus-
sion of that, Governor Crissinger.

Governor Qriseinger. I think that is the most impori-
ant thing on the program from th standpoint of the Board.
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Governor 3trong, The reoort of the onen marzet com-
nittee was submitted %0 ths Zoard by ths committse in ad-

-

vance of this meeting. v mas considered by the 3pard

ancd discusged our meeting, gion as just
about of the sams character as was hsld —with the RBoard
by the op en mar-zat counnlttee. Iip actlon wes tazen dayond
approval of the re=nort.

Governor Orissinger. It is one cf the things
thouzht would come up under this heading, whether thes Con-
ferencs had considsred ths country as & wh e as to the
businsss situstion. Tis you do thatt

Governor Strong. tofore e have always reserved
that discussion for the Joint ..2eting of the Board. The
only cdiscussion thet he 5 nla mas incidental to a
briz=f discussion of the dciscount rates and
the discussion of the r=noxt © the onen marizet comanittesc.

With only one sxcention, I think, all the Ggvernors re—

ported that thers was n &% nt in the diffsrent

Reserve Banks in favor of chanzing the discount rate at

ths Reserve Renks. hey dic report something of e change

of s=ntiment in the businsss outlook, some hesitation,

1ittle bit of doudt as to the future of business. That in a

b o




n=absrs of the
Board wiho want to talx sbout That?
Jit. James. 73th one cxcention th: sentiment wes uni-
as to no changs in
Gov-rnor 3trong,
Mp. James. fould v 7 :11ling ue who the excsp-
mas T
Governor Strong, Gov-irnor TJellborn *thousht — he is
to spear for himsslf. I do not ™ent %o naranhrase
you said, .lr.
Gov rnor Tellborn.
c¢iscussed the matter,
or sev:n monthe, but I am inclinsd %o %think thet now would
very 2006 %ime to ralss the rates e little, Persgonal-
would be in favor of it. Cur experisncz in the nast

R R Yo i o e b g
about reising the rates ranidly, running then hp pretty
quickly in that way, showed that it had a rather bed sffect.
e ’

. . iy s o van +hot o
At a time lite this, waen we 88 Tagt &

ovsr business affairs, with »ossibly borro™ings increasing

at the vance, that 7e should cor~ider raising the rates a
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little, I would personally be in favor of it and I would
try to impress that view upon my board, I might say that
my board as & rule has always bDeen in favor of low rates
and I have differed with them in times past, They are uni-

formly in favor of maintaining low rates, I thought per-

haps we should raise the rate a cuarter, to 4,1/4, and

then later on raise 1t to 4-1/2.

Governor Crissinger. Why mwould you want to ralse it
cdown there®

Governor Wellborn. Well, I notice the rediscount
offerings are increasing in our bank. A year ago at
this time they were 19 million dollars and now they are
45 millions. That is not a seasonal increase.

¥r., James. Is there any 2vidence that any of your
increased borrowing may possibly be traced to the reduc-
tion in devosits in Florida?

Govsrnor Wellborn, I have bezn trying to figure
that out, .r., James but I cannod: 8€e mich evidence of 1it,
It is true that deposits of the Florida banks are declin-~

ing, but they have very large balances with New York
0ity baniks and they are drawing on thzm to meet thelr

demands. I think a good ceal of our increase is coming
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from the fertilizer demand. Up t0 a year ago all fertiliz-
er in our section was sold om credit to the deslers, but
now they are selling for cash.

Mp., Jemes, That looks like a »retty good resason,

Govarnor Wellborn, The banks have to furnish money
to their customers, and they comz %o us and bOrrow,

Govzrnor Crissingsr. Do vou thinz your rate ought
to be raised?

Gov=rnor #¥ellborn. Not necsssarily on that basis, no,
I do not think so; but I notive thesre is an increase in
the borrowinge from the Few Orleaans bant and I do not think
thaet is connected with the fartiliger proposition, They
have been borrowing nretty heavily recsntly.

Govsrnor Seay. I mould like to ask Governor Well-
born, whan he rafsrs to the changz in business affairs,

whether ae means oreatsr sctivity or a slowing down?

Governor ¥ellborn, I think there is a slowing down;

I think the tezndency is along that line.

Governor Crissinger, Thy raise the rate if there
is & slowing down?

Govaernor Fellborn. Well, I think that fhe deposits

are going to decline; I think business operations are going
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to be curtailed considerably this year and waen that
time comes that deposits ars idle, then the banks will
have to borrow pratty heavily.
Governor Crissingser. Hag anyone else anything to of-

fer on this subject? Aay meusbsr of the Board?

Governor Vellborn I dis not mention, Governor, that

all of our rates ars below the marcet rates everywhere,
New York. Boston, Philadelphia end Chicago, Our discount
rates are bslow the going rates at the oresent time,
Vice-Gov=rnor Platt. I would like to say a word about
rates. It seeuns to me thset the rates at the Federal Re-
serve Bants, outeide of the financial centere, are all too
low and have deen for = good . waile. I believe they ought
to be run with at 1east}soma consideration to profit. The
western “eserve Bante, outside of the centers, are practi-
cally corresponcent benis. They are Reserve Banks only in
the sense that they carry reserve. There 1s no reason why
thsir rates should be way below the merxet rate. It doesn't
maze much difference 0 the average borrower whether the
rate is four or five per cent. He will »nay it just the
gams. The Fedesral Reserve Bani itself makes less money and

has to put money into New York City to dake it up, buying




onen marzet paper. I believ- th
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r open ZETI2t DapiT.
Gov-.rnor Criesings=T.

Any other z=marze on thie
ject?

gub—
It is a big subject.
J

wr. James. In lina with what .o, Platt has just said,
it occurs to m= that there 1is a cuestion there, merhavs.
To whet extent doasg the raise of rate in one
a tendency t0 throw

business into anothar dietrict wh
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the rate is lower? I recall thet when ths rats vae, I
thinZ, a half pesr ocent lower in Clevolsnd than it wes in
$%t. Louis, the baniers from Zentucty »rotsstad more or
less vigorously baczuse they were on a liaes ezst, .T will
say, of Franctfor rhereas the Hariers on the other side
were more favarably ~ated through th=rir rslationeship
—ith ths Oleveland Bank, and that had & tencendy g throw
business thet -—ould ordinarily ~o %to Louisville into
Cincinnsti. I don't zno— thet there was anytaing very
scrious about i%t, but i was snough TO cesuss comisnt.
Vice-~Gov-znor Plat It increessel thz borrowings
in Cincinneti,
wr, Jeames, In othzr —ords,
alonz ths g, —e =ill say, bet7aen
borzrowed om th=ir corrssHoncent vanks in. Cincinnetl,
nore favorable F=2a 1 Reservs rate
in effect in thet cdistrict thexn e mas in the -t.0Louls
cistrict. As a mettor of fact I éontt Tnow that it made

vary mach differance. I should think from a wractical

stendpoint that it would be most desirable, merticularly

et

at this %ims, to maintein practicaelly the same rate in 211

the Gietrichs,




Vica-Govsrnor Platt. I do not think that is
slderation thet we oug to give the most thought

sr, James, azree —ith you that it

no thought to th=s nolitical set up, but
Just now maxe it absolutely imoossibls to entirely ignors
the political sentiment. It hac a $rsmencdous bearing on
business affairse, there is no question about that. Thare
is a2 whole lot of psychology bec: of business activity.
If th= state of wmind. of the public becomes fixed on the
idea that we are to have a recession in trade, we are
pretty apt to have i On the other hend, 1f the public
gen-rally Dagins to have g feeling of confidence or main.
taing a feeling of conficence, tasn you ars liabls to have
good business. Trheat is all there is to that,

Governor Talley  Thes volune of borrdwings in our ex-

p:rience is more sensitive to the rate than one might think,

in a district liz=s ours. I recall ~nan the rate

domnward gen : rally, whén the rsdiccount ratss were reduced

downard gen:=rally, that w2 did not move our rate down %0

four mer cent, I think I an correct in saving, until after

<)
New Yorz hed reduced its rate to 3-1/2., Then we moved our

rate domn to 4 and there wes a very noticsable tendency
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for borrowings to leave us at that time, In nrese

our matter to ths

tion in our raie from 4-1/2 per cant at that time to 4 per

ceant would probably bz the cause
count, and that followad..
thing like ten million dollers within just a fe~ weeks
aftsr we lowerad our T cent., I havse Dbeen in-
clined %o azree substantially with what ..., Pratt hss said.
thouszht cdo™m ths mat a 4-1/2 per cent rate was
stif ficiently low and that it should be nerhans the minimum
ate the Bank of Dallas. But tha uation arosse when
the differential bet—een the Tas n rate and our rete ot

as wide ae& ons pe=r cent, and the larger banks in our dis-

trict just paid us off and borrowsed monay in other narzets.

-

After e changed 8 > rediscounts inocrrassd, par-
ticulerly from that group of banks.
Vice-Governor Platt. I thint that is something you
have 20t to take into consideration. 7You are charging a
1ittle :nore than the traffic will bear when thers is g
one PETr CENT. A half of one psr cent,
no%

Governor 1 ‘ hinz that 1is »Hrobably trus. They
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be inclined to borzow from us on &

-

on account of the nroximity of the bank,

Govarnor Crissinger. Ought it to ve the »policy of

o

ths Fed-=ral Resarvz 3Banks %o charge gll that the traffic
will Dbsar?

Gov=arnor Talley, I do not think that that should be
& Principls, no.

Mir. siller. To what extent havs ths Reserve Banks,
particulsrly outside of the big centers, experisnced any
effect, if not neceesarily in an actusl reduction of vol-
ume 0f their rediscounts, a recuction of rediscount de-
mand, when the System is putting monsy into the ooen mar-
ket through the npurchases for speclal investment account?
Is that question clear?

Governor Orissingsr. It is not to mse, .Jr. wsiller.

ifr, uillsz, Sypoose we should decide that e would

put $2350,000,000 into the open market by having the open

mariz ot comnittes ~urchase short governuents, would you ex-

parience any effect in .ijnneapolis, Govsernor Young, Or in

Kansas City, Gov=ernor Bgiley, or in Dallas, Goverpor Tal-
ley? TWould it reduce, do you thini, your rediscounts?

We tnow that it ¥ that effzct very conesnicuously in New
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York, esnecially in a period when there isnit any active
demand for monsy there, It has visible effects in Boston
end Philadelphia, and also in Cleveland, has 1t no%, GOVv-
€rnor Fanchszr?
Governor Fancher. Some, yes,
wpe ijllesr., And in Chicago., Do&s 1% get out there?

Governor Young. A4 the pressnt time, so far as linnea-

polis is concerned, we only have approximgtely two or three

millions, and I cannot say that we would notice any effect
at all, Back in 1920 or 1921 if $350,0C0,000 had been
put into thes ovmen meriet in New York I think we would have
felt it,
sy wyllesr, Tou would feel it when your vaniks were
borrowing — if a good dsal of money was put into the
onen marzet do vou think it would reduce your discount?
Govsrnor Young, Yes., I think the difficulty with
our banze in the Testsrn -tates in 1930 and '21 was not
the money they loaned but it was ths anount of denosits
that they lost, dhen you have Govasrnmuent bonds on a
5 per ceht basis it is cquite an inducement to the depositor
to draw his money out of the ban% and put it into Govern-

ment bonds. That ceausszs a rseduction in deposits in the
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pankz and forces the banx to borrow., It takes then som2

time to collect and adjustment themselves., Putting $2850,-

000, 000 in the oman market in Govem

raise the »rice and reduce the yield,

not be quitz the inducem=nt for the dspositor to invest.
It is reelly an indirect reduction. W SW ¢reat deal
of that in 1920 and '231.

Mr. sijller, I would likz to go a little further
with that cuestion, If theres was & considarable increase
in the open mrcet holdings of the Federal Reserve benik's
investment accoun:, do vyou think it would have an effect

vour redigoount, Govsilor Hardingy

Governor Harding. Yes, I think it -—ould.

™Y
o
£ 3

dr. ¥Millsr. How about Philadelphiaf
Governor Ngrris. A very <lizht effect, I would say.
I will ast Gov-rnor Farding why he thinks
it would.
Govz=rnor Hsarding, The HNew Tngland danks are pre
lerge holdere of Governauent bonds. If the System should
out $350, 000,000 into‘Govsrnment bonds it mould tend tO

raige the »nrices of Governuent bonds and a zood Tany of

be disposed to sell and taks thsir profit.
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would naturally be so. They don't owe us much money
e have only zot about $15,000,030 of rediscounts
banks in the district and they would clean that
up, undoudtedly.
Wy, James., I wonder if that would anply to all the
districts?
Governor Harding. I do not tnow, dbut the Boston Dis-

a boncholding district, They have all

wr. James. Your district is different from some of
others, I have in mind that »nerhaps the banis that
borrowing in ths .innsapolis district, the Dallas
district and the 3t, iLouis digtrict are at the »nrssent
time banks that would not heve very @many Governaent bonds,
As a2 matter of fact e good deal of the money that is loaned

is to banks that hsven't facilities for borrowing anywhere

xcept at the Fedsral Reserve Bank, cus %o one circum-

3tence or another, If you %take out of the 3System's re-

ligcount loans on collateral other than Government, com-
vared —with those loans which sre loens to Dan%s that are

gom>times in an extended condition, you wculdn't have an

awful lot of aonevy losned in the districte, would you; that
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is to say, those districts that we are referring to now?

Govzrnor Young, Practically nothing in iiinneapolis.

syr, James. And it would be vsry near the samne thing
in Dallas, would it not?

Governor Talley, Yese.

Govarnor Young. Except some tamporary borrowing from
the Twin City banks.

wr, Jemes. Oh, that is a cifferent thing.

Governor Fancher, I think there are two rsasons that
affect districts that are adjacent to the New York dis-
trict where the open meriet operaticns are largely conduct-
ed. If you »purchase $350,000,000 worth of securitiss Jany
of thoss mould be ommed by banks of the Cleveland district,
and as Governor Hardintg has said, that would have the ef-
fect of etimuleting the Hrice and many more securities
would be sold, by reason of the purchase of that auount in
the open market, and we would detect the of fect of it to
some extent,

Mr. 4illsr. Govaernor Fancher, suonose a policy of that

. ware initiated when the szcurity meriets, we will

wers rathar unrsspongive, when there wasn't very much

inclination to tats the monzy for speculative purposes,
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what is going to become of ihe money that we put into
It is put in in Wew VYorkt, because that is of
course the central money marzet of thz country, That be~
comes of it when the security merzet does not want it?
fould it have any effect upon vour rediscount demands at
home by reason of the fact that there is a larger amount
of money in the central money market of the country?
Governor Fancher. I would think, Dr. Mjller, that if
we had soms of our member baniks that were borrowing, banke
which omed their sscuritiésg I think there would be an
effect that we would be checked.

. % e
Mr. Miller. Have you any idea how that effect, so

to speaz, could be transnorted into your oalliwick?

Govarnor Fancher. I do not xmow that we could tell
the particilar transaction, dbut I think an easisr situa—
tion in Hew Yorx is reflected in a gen=ral sort of way
backt into the acdiscent districts. An easy money condi-
tion has ite effect.

iir. @iller. 3oms of that money that is put in would
parcolate through to your District?

Govirnor Fencher. Gravitate out %to our District, yes.

Mr. «jller. Home of it would find its way into the
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hands of banks that are in your debt, and their discounts
would be paid offy

Mr. Fancher., Yes,

sire ilgller. Now I wmould like to a&st whether the Gov—
ernors of the more agricultural districts think that they
would feel any a&f that effect?

Governor Talley. I think this would be true; e
can only measurs it through o ur transactions with the lar-
gar vants. During the tax paying nperiod romocof our larger
ban<cs paid us off, I haven't followed it sufficiently
far to see whether temporary ease in money had snything
to do with the circumstancses. On the other hand I could
readily se2 that if a substantial amount of money was out
into the ojen marizet that greater activity in comiercial
paper mould arise @and then the borrowers from our banks for

their current ne=ds, would let their paper run off and go

to the mrzet for their money, sell their paper in the mar—

xet. Another thing that might be observed would be the
fact that when money is throm into the open mmrket or,
rather, put in the open merket, the daily telegrams nearly
always state for the next few days that bills are scarce;

rates show a tendency to fall and then our larger banks,
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haves 2 substantiaj anount of banzers? acceptances in
portfolios, tend to let those run off %o put them
easi=r condition. It is true in connection with a
large membsr dang, which ig a large dealer in Government
sscurities, which carries some ten or twelve mlllion dol-
lars in Government securities all the time, that that
pank is in and out with us borrowing on Governnent securi-
ties for two, three, four or five days at s time, and I
would see how it would affect thet banr'!'s ftransactions
directly.
My, Mill:zr. Governor Norris, you say it mould have
no effect uoon your local rcdiscount situation?

Govarnor Norris. It would affect it very slightly.

dire AillsT. shet do you s2y as to these clrcum—

stances that have been presented by ..r. Fancher and .r,

Telley?

Governor Vorris. Of course we constantly try to
analyze the benks that are borrowing from us, Oyt of our
755 metdber baake but 370 are borrowing at the oresent

time, 138 or 20 in the city of Philadelohia, and all the

rest in tha country. Now why ars they borrowing? Take
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the city banks first, I reg y that thers are one
or two chronics among them, but the rest ars in and out
from day to day just adjusting their ressrve belances.
Ther few who are borrowing because the bul:x of
thelr customers are in some trade which requires ap unu—
sual amount of money at this tims. Of courss at other
seasons of the year there are other banks borrowing for
trades that are in ths same position, &0 that thseres are
almays & certain number of the city banks borrowing from
us owing to seasonal conditions. Take the great bulk
of the 330 or 330 out-of-tomn banks that are borrowing
from us, and & lot of thsm are in the tobacco section
around Lancaster, where they have bsen unable to sell
their tobacco for a year or two at satisfactory orices,
and they have had some other local troubles un there,
largely growing out of that situstion. Of course as

the result of ths anthracite strike a great meny of the

banks in that section are borrowing from us, Last ysar

there was an enormous pack of tomatoes which could not be
marieted so that a nunber of Hanics in the States of New

Jersey and Delaware are borrowing, 2ither the growers of

the tomstoes o the canners. But those are gll local con-
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ditions, they ars all relatively unimportant and I only
msntion them to iilustrate the fact that our borrowings
are detsermined by local conditions. Now, if the System
dic¢ anything that had the sffect of mazing striking or
sensational advance in the price of Government securities,
a number of the banks would be attracted to them and
would sell their bonds. It would Dring mores money into
the District and indirectly we would no doubt fesl some
results from it., But if a iremsaction was effected that
only had a slight effect on the »rice, that changed the
intsrest base of the security from 3.70 to 3.60, that

would only affect a few of the large denks in Ppiladel-

phia who, almost csrtainly, mould not be borrowing from

us.

Mr., .3llsr. Let me ag- you &bout this phase of it:.
Do the ¥ew York banks compe’> for business in your dis-
trict?

Governor Norris., They ar=s constently seeking accounts
rith Philadelphia bants. They do not, so far as I Xnow,
compete: t0 any extent for the individual business.

idr. #jller. They do not loan money t0 many menu-

facturers in your district?
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Govarnor wirong . they do,
Mr. wyilez, from Governor Yorris,

Governor Norris. Of course I have no way of knowing

ir. s3jller, The answer %0 the question is predicat-
ed on the asswmmiion that money that was dorrowed in your
tistrict was borrowed from Philadelphia banks., I under—

answer to the main cuestion was that the »nut-
tinz in of & considzsrable volumne of money into the mar-
et in New Yorz would not affect the situation in your
digtrict,

Govsernor orris. Affect it very slightly. That is,
affect our cdiscounts. That is the wgy I understool your
guestion.

wr. «dill=r. Affect your discounts if you had any

considaraphle discounts,

Govarnor Norris. Yess

Mp. Hillar. A good many of the bants will obvious-

ly, whan thers ien't an sctive demand for securities,
eith=r vo out and seek business through lomering
retes to their customers on comaercial paner, OT

gecurities, I can see it is clear, in the event
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buy seocuritiss, that 1t might have an effect in temmting
banks elsewhere to buy sscurities, 3But supmnose the com-
mercial ratc goes down, what does that do to you?

Govsrnor Nerris. If the commercial rate goes com
the borrowers get lower retes from their Ddanks.
air. sijller. I ask tois as a guestion, although I
sfinite impression upon 1t, but are there
mercantile or manufacturing concerns that will sometimes
ge11 their pener through brokers in the open aBr tet, and
at other times, when thsers is not a sufficient differen-
tial, borrow s customers from their bang, which is also
called line credit loans. Supnose you have bOrTow-
ers of that zind in your District? I will just taze for

e suppositious case the Baldwin Locoamotive Torks, one

2ig entarprises, and suppPoOss they are borrowing

122 vily from a Pniladelphia Bank. suppose, and vhether

2
they do this or not I do not INOW, but I am just assuning,
that the commsrcial paner marzet is sufficiently attract-
ive, by reason of the fact that money is very sasy in
Tew YO“’, that they place some of thsir borrowings in

the commercial paper market, tace up thelr loans at the

Philadelnhia Naetional Bank, and if the Philadelphia




National Bant is in your debit they will reduoe, will
they not, in all prodbability?

Goveranor Jorris. Yes, but they vsry seldom are.

wr. willer. They seldomare in your debt. That will
they do —ith thesir reserve balance?

@oyarnor Forris. They would »nrobarly either buy some-
thing or nut it out on the street in New York.

dp. illsr. But assume that the Street is not active?

Govzrnor Torris. If they could not do anything bet-
tcr they would probably buy bankers! tills,

dpe Myller. They would buy vankers! bills, which
would run ths rate down on bankters' bills, and they would
buy commercial paper, perhaps?

Govzrnor Jorris. They mizht, but the banks that are
borrowing from us, most of them, haven't any bought paper,

g0 that their borrowings from us ars to tate care of their

own customers,

Mr. sigllsr, If they are on your rediscount ledger
they will take dom their. rediscounts, that much is
glear,
worris., If they sell something?

Govarnor

My. iller., Yes.
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Govsrnor Mgrris, p cervainly.

Mr. djller. If they have rediscounts —ith you, domn
will go their rediscounts. If not, the ccmpetition to

%
A

g2t business of some zind willl be lncreased, and affect
the comnercial rates in your District, if there is a good
commercial marget, or possibly mmight zo to the length of
influencing the rates to so-called compatitive customers.
Now the reason I ast the question is: I am interested in
getting informtdon, by way of experience, and it has ra—
ther occurred to me lately fror time to time the question
of the extent to which the open mrizet operations may
become afactor in the actusl relationship between the Re-

8 erve Bankt and the member banks of the District, whether

or not the open marzet operations, elther on the purchase

side or the selling side, tend to put the menber vanks out

of or into the borrowing colum from causes that originate,
he District.

Governor Norris. If I hawenot already done so, may I
mace it plain that in my original answer of "very slight"
to your question, I understood your quesbion to be, and
I believe I am correct, "7hat effect would it have on

the volume of our rediscountst! I never for an instent
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meant to say that it would not have any effcct in re-

straint orf other operations. I was speaking solely of its
effect on our rediscounts.

ir. Hjller. I was tryiug to concentraile the effect
it would have on the rediscountsat the time, assuming
that there were rediscounts, and I had partly in mind the
interior banks that usually have considerable volume of
rediscounts, Tould there ne, especlally om the part of
the interior banks in the agriocultural sections, any ef-
fect? Putting it in this form: At a time when the se-
curity marcets are ineffective and when therefore you
cannot tempt the sneculative eppetite with money at a
low rate, and when, ther fore, any wmoney that is put into
thes open market is going to gzo either unemnloysd or takes
effect in stimuleting competition for business outside of
he big centers, if at such time you have considerable
rediscounts, will it reduce your rediscounts?

Governor Young, Yes.

Gov:rnor Morris. .y answer to that would be in the
affirmative. ‘ L uce tas radiscount.

Govmo:: i I tl’lin.t‘.: g0

Tise Governor Platt, From your city banks?
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Govsrnor Norris. From <vthe city banke directly, and
more indirectly fram the couniry banks.
ar, Miller. Tould that be your answer, Governor Cal-
xins?
Governor Calzins, Speaking more or less directly
to the question, it is my opinion that the effect of put-
a large amount of money into the market in New York
it is inactive, as you have indicated, will unquestion-
have an effect throughout the country, That effect
decrease and become attentuated in provortion to the
remotensss in miles; in other words, where conditions are
somewhat closely comparabls to those in the centers the

effect will be greatest end soonest felt and it will dim-

igish from that point on, and eventually that condition

prevails affecting rediscounts over all sections of the
country outside of New Yoriz. I do not znow that I have'
mede ayself clear.

Mr. Miller, Yes.

Governor Cal-ins. For instance, we might expect an
almost 1mnediate =ffect in the borrowings, if any, in

Bsn Francisco, Los Angeles and Seattle; a lesser effect
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t in osher olsces both es t0

affec

and a mores daferrzed
condition and digtancs. see any escape from
; in New York is inao—

the conclusion ;
tive, and a largs & of money is thrown into the open
of driviy lomm the mar-

will have the

Marrev, it

ket rete for aoney and
ead country banks and remote city banke to withdraw from

the rate is not attractive.

the @Market Lecause

dpe sijllery Yes.
Governor Calkins It will also isad to the sale of
Govornment securities because the price is attractive
Te nave in our District

an opportunity %o

it the other way around

nd renresents a lar
come heavy Goverazent investors in the banks. Those banks
o

would naturally be inclined o gras
sell out at an advancs 0T 5 X
would be disnosed 1o sell because of thse decreased return.

Symning up once more, I thint ths effect of —utting a large
New YoTk, when

amount of monsy inio the open maret in
felt throughout

market conditions are inactive, will be
the greater renote-

the country, the effect cecreasing with
ness in both distance and conditions, and particularly

conditions,.
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Mr. Mijller, I would like o ast this question of

Govarnor Yourg first, particularly as regards the interior
banzs. As the operating head of the Reserve Banlk, when
your District is really borrowing, would yor: rather have
them borrow from you by way of rediscounting or would you
want them 1o borrow from the country as & waole through
the open mariet operations?
Governor Young, I do not understand that, M. ijller.
Mr. Miller. Suppose a banking situation in which you
have rediscounte to the extent of $30,000,000 fram member
banks? But in order to make it more striking, let us
make it a 1little more artificial, and say that the most
part of it comes from banks in the Twin Cities, the big

ban'ts. Now then, by reason of the fact that open market

purchases are made in New York K this 30 million in redls-

counts would be taken up, and many of the bants, so to epeak
would be out of your bank, and is that a question that in-
tzrests you from the point of view of control of things in
your District?

Governor Young, Is it fair, Dr. Wjller, to ask me tO
take an independent view of it? Have I not got to take a

System view of it?
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Mr. wmiller. That is what I am trying to find out.

Governor Young, I think I have got to taks a System

of i%,

sir. wiyller. Let!'s put it this way: Do you lose con-
trol? Do you feesl that you lose control locally of your
gituationt Have you better control of vour banks that are
¢ xtended, say, by reason of the fact that they are borroming
fram you through rediscounts?

Govarnor Young. L think you always have a better con-
trol of the situation when the bank is in your deht, When
the bank is not in your debt yo& have no control of the
situation at al1l, I aan trying to »nictures the case that
yvou described devsloning in *the Twin (Cltles, and I cannot
nicture 1it.

Mr., Miller. Let us assume that they have loaned ex-
tensively to their correspondent banks in ilpntana, and 80
on, and they want to ease the load by borrowing through youy
I hevs acsumed the extravagant sum of $20,000,000. Let us
assune, by reason of the fact that a considserable emount

of money is -ut into the open market that their rediscounts

will be reduced from twenty million to fifteen million, oT

to whatevsr amount you want %0 assume., I have gons to the
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extreme 1limit of assuming thet so much money percolates
to your District that they are out of your bank entirely,

Governor Young, You asked me whether I would have
better control of the situation, From a theorstical stand-
noint I would say no., Fron a practical standpoint I would
say 1t would not maxe a bit of difference, because if the
Twin City ban% had loaned that much money to the banks in
Montana and other nlaces they would have plenty to worry
about so that th:y wouldn't go any further. I do not
N2 e that staten:znt to be facetious, I amn trying to fig-
ure out just what would hapnen in the District itself.

get in trouble they zet awiully careful,

ir. #jller. Then if we assume that the money could

go into the martet without changing the situation of these

banks, they would be back borrowing five, ten or fifteen

million dollars. In other words, ve can put them cut of
vour debt and put them back into your debt, and the fact
that they are in vould indicate no change in ths situation
with youl but e change}in the situation of the gencral
money m.riet of the country.

Governor Young. Yes.

Mr, jller. Trom that poir% of view you say that it
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maizes no difference to you?

Governor Young. NO.

#ir, Mglier. Tould thay be a gensral viem? Tould
that bz vour view, :ir. Bailey?

Gnvernor 3giley, I thinkz we would be affected, If
money is cheap in New York, the big borvowers, to the
detriment of our danks, will go eleewhere. They will cut
the rats. The local banz doss not care to meet 1t, and it
gete away. That ic ths way it would percolate out TO us
and that is the ouly way I think it would percolate out.

Mr. id3ller. But if your largsr mexabar dbanks, Or many
of them, paid up their dedvts to you by reason of the fact
that more money got into your District, from your noint
of view, as Governor of that banz, it would not bother you

one may or the other?

Governor Belley. No, I do not think it would.

Mr. Millsr. It micht affect sarninge, but otherwise
would not b= concerned in 1t?
Govornor Bailey, Wo, eir. Te are not bothered
when the banits ars not borrowing fzom us. We are bothered
sometimes =hzn they are, But to get your idea, if I have

foilowed this thing correctly, when there is a lot of money
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aAzir aen out thers to loan to our
below the currsnt rate that our hcme banks
are charging, which denies the local bani the
of loaning to its customers in XKansas (ity and
City territory, and the result is that the Xansas City
bants have gcot more money than they want and thsy won'!t

borrow from us,
gnit 2 considerable difficulty caused
that the largsr concerns in pretty nearly each
District heve accounts in New York?
Governor 3ailey. Yes.
Mr. Jemes. Not only accounte for devnosgit, but credit
n=nte through New York and Chicago and other money
ceater Danks. iy exo risnce is that they —ould borrow in

e

the different districts. A vsry surprising thing, %0
me, devsloped on my recznt trin, and that w=s the high
rates that the banis in Los Apgeles were 2 %o obtain.

In dicscussing it ~ith one of the largest and vest

concarns in Los ag, that i¢ the question of —hat he

vaying for moaey, rates, I asked him about his op=ra-

tions and hs statad that he borrowed very largely for his

concern in the East not only through the sale of commsrcial




paper but through ban: nts, ring valances,
80 on, in the Zastern maritet That on occasions
borromwed from

~hich was a much higher rate for Los
Angeles than he would have had Yo pay in the East, out
that he had an intesrest in the Los Apgeles Bank, and
that because of that intsresst he would not be willing to
advocete tating a lower rate on his paper on that parti-
cular bank than the ban: was macting gensrally to its custom-
ers. Now in idemphis I found this condition, with re-
gard to tha bank —ith whom I did business or —ith which
my company ¢id business. If I wantsd o meke a loan with

the bank he would say to me "0ld man, six per cent is the

best rate; you smow that; we will be glad to let ryou

what you want at €ix p= cent", and if I was selling

corporation paper through the open market at that
time, I have ssen this sort of thing happen, thet the same
banz bought wmy paper from & broker at four and a half ver
cent, when I couldn't mage a loan at the Dank diresctly
at less than six per cenv.

Governor 3ailey., I have done that xany times, be-

cause if they loesned it to you at a lower rate they
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woulcd have to loan i+t to the other fello~ at a lower rate.
Of course hs wouldn't cut the rate to a
local custome: He 1s simply buylng commercial panor,
¥hich ic a ent
Govarnor

to my question agein,

I think,

Govarnor (rigsinger.

Mr. if§llsrs TFrom *he point of
control, does it meke any Gifference %o
I will mate this more gpecific now —— does it make any
differencs to the Ressrve Banks that are not represented
on the opsn market comunittce —lhat the oven market policy
i1s with respect to nurchases or sales, whether it is an
increase or o decrease in either? Do the oper market opera~

tione of the System in vour judgmant constitute a factor in

your »Hroblem that gives rise either to a favorable or une

favoravle attituds, ons way or the other, undsr any condi-

tions that -2 have ordinsrily had to deal with? I take
it maxzes no Cifference to you, Ma. Young, anc it makes no
difference %o you, iip. Bailley,

Governor Youag., Lot me reply in this way: At the pre-




ent time, and since it ha
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) ¢ n in operetion it hes made
no dlfference to our bank, but I can
when it might =

the time coming
differsnce.

Govarnor Tellborn.

So far &t has not,
I thint in our District it has a
material effect when mogey is made easy in New Tork, be-

cause New York is in competition with our banks down there

for the business of the big concerns and it affects our re-
Ciscount, I am sure.

ire diller.

It is admitted that it does not, from the

point of view of maintaining what you would rezard as

good administrztive control and good worzing relationship
aad,

a0

we will say, the bo

rrowing intsr-
este of vour District, affect you¥
Govornor Young.

Governcr Talley,

It brings ebout a necessity for the
exercice of administrative control provided such a condition
extendg over someé wneriod of time. Anpvthing that eases up

or tends to

ease up the city banks facilitates the country

bants borrowing from them op bdills mayable security, and
they inevitably do it

‘..'II'- 1“:111 BT Tf:s.

Govarnor Talley.
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l€ans up and consider that thelr line at the Federal Re-
geerve Bank is beyond that, We have %o take into consider-
: tidn, and do take into concidera®ion, the total bo rrowings
of our member banks, regardless of the sources from which
they have obtained the funds.

sr, Miller, Do you?

Governor Talley, Yes.

sr, Willer. Is that fair?

Governor Talley, Oh’ yes, Te do that, In some in-
stances it has presented nroblems in view of the fact
that the country member bank has assumed that, after bor-
rowving a considerable amount of money from its correspond-

ents, it can come to us and get more money, and we have

to take into congideration the total borrowings.

Governor Bailey. We take into consgideration the %ind
of paper put up. It not only has to be eligible but it
hasg to be mighty good if he ie borrowing a lot of money
from anybody else.

Governor Talley, e go at it from a broader as-
pect, We consider how much money he is putting inﬁo the
local communi%y, whether the ftotal borrowings are out of

proportion to the amount of business, what the volume of
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business properly should be, and the ceanital investment.

Governor Scay. It seems +to me that the injectiorm
of any considerable volume of new credit, or the withdrawal
of any considerable volume of ncw credit ynywhere must
have an effect anywhere, sensibly or insensibly. wWhat we
call the open markets, or the great merkcete, are accessible
to all parts of the country, but the different parts of
the couniry have a varying interest in them, It is some-
what like casting a stone in the waver, The disturbance
is greater wheres the stone enters the water and the ripples
diminish in intensity in proportion to the distance.
Theoretically you cannot avoid the conclusion that it has
some effect on the general siftuation, and practically
also it has some effect which is felt unegually over the
country according to the relations which the interior may
have with the credit centers,

Governor Crissinger. Is thers anything further on

this subject?

Governogy Strong. What Govarnor Wellborn has said

about the change in the handling of fertilizer, 11 the
case that illustrates the »noint pretty well, if I under-

stand the inquiry. Twelva years ago I was connected with
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a large fertilizer company, and to do a season's business
with the South we had to borrow as high as fif4een %0
eighteen million dollars in Wemw York. Fcur or five of
the big companies had a total borrowing of pretty close
to & hundred million dollars in the big centers and that
money was not collected back until they wers beginning %o
handle the next ysarts distribution of fertiliger. In
fact you couldn?+ say that the whole line of credit of
these big companies was fully pald up inside of eighteen

monthe from the time the gtuff was delivered. Now the

fertilizer companies bagan this year did they not, Gover-

nor Tellborn?

Govarnor Wellporn, They began last year.

Governor ©trong. Thie year the dealers have to ray
casgh for the fertiligzer and they are offering very great
inducemsnts, in the way of »nrice concessions, to the farm-
ers to may cash. The inducement therefore is for the hand-
lers of fertilizer out in the country to borrow from their
local banks in order to finance thersslves, That will
transfer the burden of borrowing to the local banks who
will discount at the Federal Reserve RBank a% Atlanta. Four

or five of these big fertilizer corjanies may raduce their
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regular borrowinzs ia New York 35 to 50 million dollars.

Governor Jeliporn., Do you ncw why they changed their
plany

Governor S%rong, I know the disasters thsy meb.

Governor Wellworn. Ip 1930 and 31 they did not get
paid; the notes were not paid.

Governor 3trong. They are not paid yeth,

Governor Crissinger. 1Is there anything further, Dr.
Miller, with regard to your inguiry? Taat is the con-
clusion on it ally

Mr. Mjller., %hyv, Governor, I wes anxious %o see
vhether it made any difference really to the interior
reserve banks. Iiy owa thought mould be, if I were & GOv—
ernor, it would make a great difference to me. On the
whole, when my district was borrowing, I would like %

heve that borrowing from my bank in preference to havin
& P

it from the open market, so to speak, I thin% %o maintain

a good, effective administrative control that that would be
desirable when the member banks were really in debt to
the Ressrve Bank. It has always sesmcd t0 M8 to be one
of the really difficult matters in connection with an bpen

market policy, When we operats through the open mariet
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we are & centrallmak with branclh stations. L coufess I
am jimanensely relieved,if the answers are 0O be tagten 2%
thelr foee valrs, 4o find ous thast it wmakes no differ-
ence to you, It means that we cau go ahcad with more con-
fidence in %he System in cperating the open markei policy.
But I repsat that I have always felt that tha contrary was
probanly the fact.

Governor Young. I answered for the present, and in
answering I assumed tha’ it was noue of my varticylar busi-
ness as to how the banker ran his bank when it was not in
debt to us. I have got to modify that statement a little
pit. If that banker is much out of line, doing a 1lo%
of things that we znow are wrong, 7e will probebly call
that man in and caution him, even if he is not in our debt.
W hen he gets out on a limb he is not zolng to get the
accommodotion that he thinks he is going to get from the

Federal Reserve Bank. I¢ on the otheéer hand, because of

T ” ! % Y e
easy money, because of low commercial rates and low GoW

ernment bond returns, by many Of the bonds that have been
issued in the last five years om the poilcy  perhaps,
that they wouldn't care to le%d good commercial paper out

of their portfolios, and accumulate bonds, and assuming
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a secondary reserve, I 4o nol know that I
am competent to criticise that "amker, That is his affair,
Mr. H:;:1lsr., But you are leaving out a factor tha%
I put into 1%, I egree with you in what you have said,
but suppose that all the conditions you have described
are made still eacier by reason of the fact that we de-
cide, looxing at tha situation in a larger way and from
a longer viewpoint, that it is desirable %o put a couple
of hundred millions into the open market through the pur—
chase of securities. Does it make any difference to you
thent
Governor Young, It might then.
Mr. ¥iller. Of course it makes & difference in the

effects that you feel, but does it ueke any difference

to you, from the point of view of the relationship of your

bank to bank movensnts and conditiong in the District?

Governor Young, It might,

Govzrnor Calkins. Uiy imoression is that Dr. Miller is
agsuming that he got an anewer to his last guestion coatrary
to that which, it secsms to me, was mad-, Ip other words, he
got the answer that the operatiog of the open market did

not in any way affect the administrative policy of the Fed-
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ed it that way. Tt seems to me that the answer i

pen merket opsrations must inevitably affect the adminis-
trative problems of all the Federal Reserve banks in & less-
er degree as conditions and distance present greater dif.
ferences,

Mr. M3ller. I got the impression on the whole that
1t does not make snough difference to 1u7o offcct on an
open darcet policy.

Governor Cglkins. I think Governor Young has said

it doss nof yet, but that it might.

Governor Strong, The report of the open market comnit—
tee was dependent somewhat upon developments in New York
which had not yet been completsd as the result of financing
over the cuarter day, Those develonments have resached a
stage today where it appears to me that the nicture ie
nearer than i% was a week or ten days ago, The report
from New York today is that our discounts are $142,000, 000.
Tou will notice that yesterday and today, and for the last
day Or t wo, money has been 4-3/4 and 5 per cent. That

has ococurred notwithstanding the fact that the total Stock

Exchange loan accouut, so far as we can gather from the
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repvorts, hes been reduced by nearly four hundred million
dcllars, possibly quite thet aow, Tnat would indicate
to me, with the volume of borrowing in New Yorlk that we
are still going to have pretty high rates for money. In
other words, the tosal of the New York loan and deposit
accourt requires the support of $1423,000,000 of borrowed
reserve money per month. As a matter of Systam policy
a8 to discount rates and open market rates, the question
is whether it is best for the country and the country!s
business to continue the situation in Wew York, where the
banks are paying four ner cent for that amount of money
an d are trying to vay it off, as they arc¢ endeavoring to--
and if that situation is to be changed it will not be mater-
ially altered by reducing the discount rates in New York;

which will cheapen what the banks have that borrow from us,

there won't be as heavy a penalty and they won't be as

anxious t0 pay off. That amount of money has got to be

borrowed to keep their reserves good, in bulk, and if the
time camne when we felt that a gensral level of five per
cent, possibly, or if the bulk of the moncy borrowed from
the banks was too high, the only way you can get it domn is
to buy securities and put fuuds i.to the marzet so that the
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banke can pay us off.

iir. Mjller. Is there any evidence of any snecial
reason of way they have run up thelr discounts?

Governor Strong. IoOU would orcdinarily expect
to0 come down in the face of the liguidation in the
Market —

Mip. M3ller. Is it loss of denositse?

Governor Strong, I haven't 2ot the figures on the
wire transfers, but I thinkt 1t refl=acts the fact partly
that thers are 35 millions in Government securitiss that
we have not repurchased. T he ocall of Government deposits
of course increases the reserve raquirements. The vaymnent

yesterday of $121,000,0C0 looxs lixe a great big payment,

but it onlv increasss the reserve reguirements on the aver-

age of 13 millions, or about ten DOT cent of that, so that
would not count as a very large gnount in this borrowing.
If the Goverament hss accumulated a balance in the Reserve
Bank, and I have no figures on %that score, that would &ac—
count for it also.

Vice Governor Platt, The Government balance in
bank is higher than usual.

Governor Strong, That was just in anticipation

yesterday's naymentse Te have 90 million to pay.
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that might account for this, We
have had an increass of 25 %o 30 million dollars in the
ear--markesé gold in the bankz., That, however, is entirely
offset, and more, by gold coming in from Canada The fact
remains that after the treasury's turnover is complete the
banks still owe us $1423,000, 000,
Vice Governor Platt. The Government Surnover is not
entirely completely as long as the Governaent balances
in the New York bankt and ip other banks are higher than
normal,
Governor Strong. They have been lower than normal.
If they are higher than normal that is & vary recent
accumulation.
Vice Governor Platt, I noticed eithsr the day before
yesterday or yesterday that they were considerably higher,
Governor Crissinger. It seems to me that this ques—
tion is the mos%t important thing before the Conference of

the
Governors, to detsrmine what/policy ought to bs if this rat

continues to go uo or stays up.

Governor Hamlin. Cantt w2 discusg that a little
better after we have heard from the Govsrnors as to busl-
ness conditions?

Govermor Orissinger. Somebody said thers was a little
glowing up all over of business. However, it will not take
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e railroad sisuation has shomn steady im-

gtaples,
provemsznt all during the past fourteen months. That has
been due to the introduction of drastic econonies in opera-
tion, That situation seems to bs honeful, more so than it
has been for a nunber of yecare. The Beston & llaine Rail-
road is about to undergo a reorganization. The New Haven
Road has no large maturities to meet for some years and
they are hoping to have the Government reduce the rate of
interest on Government loans and nrovide a plan for gradual
amortization of the loans. The retall business since
Christmas has besn disappointing, It improved a little

in Jenuary, but early in February v= hac aheavy snowstorms,

one storm in Boston, followed by another a week later, and

each one of those storms closed the schoonls for two or three

~aye at a time anc the city spent helf a million dollars
in mazing the streets passabls. Southern New England
has pretty well dug itself out of thz2 snow now, but New
Hampshire, Vermont and .aine, are still covered with

three or four feet of snow. The maplz sugar dusiness in
Vermont is late and some avprshension is felt as to whether
it is going %o devslop at all, They afraid that the

8gp may comience t0 rise before *hes wood is sufficiently
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seems to be satisfactory. 3So far as the banks
have no banke on our list which kxeep us awake at night
all.
Governor Crissinger. ir. siiller
from the room. Hs would like to hear these reports a
has asked me to adjourn for lunch now and come back a lit-
tle earlier, if agreeable to the Governors,

(Wasrewoon, at 12:40 ofclock o.m., the Joint Confar-

recessed until 2 o'clock p.;. of the same day.)

AFTER

Joint Confereace of %he Fedesral Reserve Board

with the Governors of the Federal Ressrve Banke reconvensd
pursuans to recess st 2:30 olclocx p.nm.
Govern T inee The mesting will *tindly come to

q

order, Governor Horris, will you tell us about the
al conditions and what you think about the situation, Jjust
briefly%

Governor Nerris. I-can tell you in a few words. Th

is no appreciabls change in our district beyond a nossible
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change of sentiment, which has nol y=t manifested itself
We have had a late, cold spwing, which has in—

terfered with the retail de And we will have to walt a
few weeks 4o see whether that trade hes simply been post—
poned, or whether it has gone,

Governor Crissinger. Gevernor Fancasxy,

Governor Fanchéer. he situation in our district is
pretty mich the same as stated by Governor Y¥orris. There

is just a 1little change sentimentally, just a little hesi-

tancy, a little more caution, perhaps, but with nany of our

lines of incdustrvy the volume seems To be going along. The

late spring has hed some effeot upon different lines.
The r=tail peopls are complaining some. It has had a
bearing upon the automobile industry in that the ultimate
user of the car has not yet bought his new car or made his‘
exchange. It has affected the entire industry, but gener-
ally speaking e ar - a good volume of business and
conditions are sound,

Gpovernor Crissinger. Governor Szay, will you please
tell us about conditions in your District?

Govarnor Seay, Thers has been no anpreciable diminu-

tioa of businsses in our section, accordiag to such statis-
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tice as msasure ths volume of trade., It is Xecoing up

.

very well; employaznt is good} but it is wund=niable that
thare is develoning ¢ stats of mind, and in connection

with the Reserve Bank molicy I believa it is incumbent upon
ue to watch very closzly the situation as it develops
and meet it according to the necessities of ths case,

I do not know any cause for worry, just because of that

state of resitancy that seems to be making hsadway, but you

xnow what th2 sentiment is; 1% is uncontrollable. I think

it is undeniable that people are getting into a state
of mind which looks for soms recession in business, with-
out the cause being very apparent on the surface.

Governor Orissinger. Have you anything to say
tion, Governor Wellborn?

GOV%rnor‘Tellborn. o, except to say that the condi-
tion has no% manifésﬁed itgelf in any material way, that
is this slowing dowa. Factories producing building mater-
iales are slowing do™m a bit, probably. We notice that the
Ford dealers are not sellimg their cars and there is a
little decling in deposits, I think,

Govsraor Crissingerz. mat do you know about the

Central West, Governor .cDouga.?
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Govarnor licDougal, In tae Chicago District the credit
Money is easy and the gener~
al business situatioun is, I think, satisfactorv. I tnow
of no evidence of slowing down in volume. In resvect
to the automcbile business, which of course is a very im-
portant industry, it is interesting %o noie that the reports
show that the volume of production on thes »art of the manu-
facturers shows a very substantial increase over the same
period last year, I am spesaking now for the last %wo or
three months., I ink distribution to the wholesaler
1s keeping pace with the mnanufacturers! output but that
volune of sales by retailers has been slowing off and
slowed off; that there is soms cccumulation at that point
You hear some authorities stating that that is due to bad
roadf and that is very often the truth at this time of the
ysax. There is ons feature of the situation out there that
is csusing careful consideratiom and, I think, some appre-
hension, and that is the increase in the installment plan

uying, or offerings. I was told just before I left that

the large Chicago banks felt a little apnrehension in re=

garc to the increasing prcportion of automobile sales that

wers being mede on thess defesrred payment terms, I am not
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sure but what the larger banks have acted in concert on
that and have discussed the matter and have ftaken some
steps to uadertars to correct ths gituation. On the whole
I thinz that our business situation at the present time
is satisfactory, Building operations seem %o indicate
that we have just about reached the pceak in dullding acti~
vities. The volume cf contracts 1ci this ysar i
in excess of those that were issued a year ago and ner—
mits, I think, are materially in excsss. Yet the gen=z=rel
impression is that we have about reached the top of that,

The labor situation is satisfactory, there beiny very
1ittle unemployment.

Governor Crissinger. Govarnor Biggs, nay =s hear
you?

Governor Rigcs. The manufactursrs are busy, running
full time. The wholesalers are a 1little quiet, not much
off, perheps thrse psr cent. The retallers
off about ten mer cent as ageinst a ysar ago. Ther= are
certain sections that are not in such zood condition. Par—

ticularly is that trus of the cotton districts, where they

had a big crop in sight, and they gpent some money on that

basie, and only got about half of what they thought they
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would get. The installmsnts proposition in usemphis,
Louisville and Lit%le Rock 1is simply enormous. FTe have
just visitad all these branchss and made inquiry ragard-
ing conditions and find that theay are buying everything
from household furniture to automobiles on the install--
ment plan. Conditione as a whole are v=Trvy good, The
season might be stated as normal, It ig not dbackward
and farm operations are zoing on through our territory
as usual. VTe ses no cause for any uanrest or any
uneasiness. Theére is just & little guistness now. No-
body seeme to be =xcited one way or the other, but they
hope business will get a 1little better.

Gov:irnor Crissinger. Governor Young?
Gov:irnor Young. The iijnneapolis District is large-

ly agricultural. Mils the situation is not perfect,

it is much batter then 1t wes in '234, 1924 was better

than 1923, and so on bacz to 1930. The cattle industry
has been in a dsplorabls condition since 1930 and has
been much better lately, The sheep man has done pretty
well for the last two or'three yeare with good prosvects
for this year, BRusiness ig slaczing a 1little bit with

the exception of the implement men. Thelr business
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geems to e Qur situation is very much
better than i as been at any time for the last sevan

-

or sight years, Ifany banks have closad, but those ihat

remnain believe are in pretty good condition, well forti-
fied with cash reserves, Government bonds, other markst-
abls bonds, and »nrime commercial paper. I think our
District coul? stand cuits a lerge sexpansion of business
without any borrowing from the Fedsrsl Reserve BanX 10
speak of. The bants at the present time owe us practically
nothing, outside of the Twin Cities, and I think that is
only two million dollars, The ~tate of .ulontana only owes
us $130,000. The bank situation I feel is oretty well
clsaned up. We are going to have some more bank fallures,

but not as many in number or assets. The dtate of Liontana

was hit harder than any other S+4ate, I think, so far as

banks are concerned, but with three banks out of ths way
that situation =ill be cleened up entirely in ipntana.

dr. Hamlin, “hat sbout ratail sales, Governor
Young?

Govsrnor Young. Mot quite so good. There has been
a 1ittles recession. I would liks to mention the situwation

of the smsll country banter. Meay of those institutions

are excellent institutions, but confidence has been da-
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stroyed all through that couniuy, 4 is pretiy hard
for them to ate gny money.
domn to such a poin%t that he cannot make MONey. The dé-
posits have drifted into the la: centers, points like
Fargo, Sioux Falls, Helena, Butie, and SO forth. The
banks in those places seen to b increasing very ranidly
in deposits and the others are going Co™a.

Vice Governa Platt. That

Governor Young. You have
agricultural anc sbockt interests in some way OT
another. If it isn't cdone by the small bank it has %O
e done in some other way. Those neople are entitled tcC
credit.

Mr. Jamnes, Ten'%t he afforded credit if he carries
deposits in ths larger cities?

Governor Young. Yes, but I think lesck of confidence
has @ore tn do with it than anything else.

Govemor Talley, Thare are some spots in our dis-

trict, notably in the drought area and what we call the

gouth plains country, in ths northwestern part of the dis-

trict, There is an ar=a of forty oI fifty counties that

suffersd severe and continuous drought in the fall of 1934
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and on up to the season last year., That has been pretty
w2ll anslyzed aand it is very well understood from the
faot thot there never was & »nrospect in thet areca for a
525 crop, Thers is not nuch car

or anything of that kind in that area by the retalilers.
T4 is the old settled pert of ths district and we do not
oot fer envil z alsroing in the credit situation to come
guteof k. “le have had a good deal of nressure
on us to extend advances, but they are depanding more and
more on their omwn resources in the plains country. They
undsTtook to discount a very favorable-appearing crop and
I +hing it mas cut short by about 60 mer csut by an early

on thas 17+h of October, and inventories in that
section of the country have accumilated and are being ocar-
risd ovear. They shipped a lot of goods 1n there with a

prospect of this crop, wnich did not turn out as well as

they thought,

. v P s 3 & ~
Governor CrissingeT. Tat section did you call

that?

Governor Telley. That is the plains section in north-
west Texas.

Jr. Hamlin. The cotton section?
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Govsrnor . comparetively new cotton
section.

Governor
section?

Govarnor Talley. Southwest of A marillo, south and
southwest of Amarillo, quite an area in there. On the
other hand the rest of thes district has made good crops
and things are all right, which largely offsets the other
situation. There has been & vary poor dsmand for cotton

lest three months but there is still quite a good
deal of cotton in the hands of the exporters, There 1s
guite a zood deal of it accumnulated, carriecd by the city
banze, but that, however, is an indication that there is

some hope of further liguidation, which @ight be attached

previoue season, which would have a tendency, as
cotton moves out from time to time, to decrease pres-.
for loans on the Reserve 3ank,

Governor 3eay. . & great portion of that cot-

ton low grade cotton?

>

Gov:rnor Talley, I was just going to touch on that,

.

. Lo a
Te estimate thzre is soms 800,000/, million bales of that

4} o

cotton that is no% only very low grade, but it is Ty
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pO0r cuality cotton. Ts had sume fall rains that stopped
and up in thz »laine country they had
that freeze, and the cotton that they pot after the freeze
wae simply wha 2 I gzips ané pulls. I had thse
thousht in wind that along towards the niddle of the
sumner we will 1li-ely wske un to the
of a ten million bale total crop =@ are going to find
t—0 or three million bales of *that cotton that isn't suit-
1t that cotton has not been looked at yet, 1t
has just been accounted for in ths nunber of bales, and
for that reason there might be some improvemsnt in the

demand for good quality cotton, The cxportesrs have

dons this, thsy have offered substantial premiums for

good staple cotton, and they heave gold very little of

that, €0 that I think we will have & more favorable situa-

tion later on in the sumnmer.

Twe loan account of the Fed-:ral Reserve Ban of Dellas

striting. 1In the last three or four months

I thing it hae nev:r exceeded, except in ons instencs,

after the first of the year, and %t Just for a few

daye, nine million collars. It has avercaged about

seven million dollars but that has been cdistributed anong
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a very large nuub=sr of menbsr banks. Day after day our

maturlties would cover our new loans to bants, 82 that

there is no steady borrowing

, in splte of the fact that
borrowings in some sections would b arller, Or &8 £AY1Y,
than we expected this year they would bde.

Governor issinger Governor
say about the Pacific Coash?

Gov:zrnor Calzins. I think I may say thet conditions
in the 12%th District are normal. In some parts of the
district they are so normal as to be somewhat unfavorable,
which, being inturpreted into »lein Erglish, means that

have a slightly deficisnt rainfall in California, —hich
unfavorable. Agriculture itself throuzhout the district
a whole, on an average, I should say nosesibly ie slight-

-
T
y

under the average for this season of the ysar, e have .
some crome 1o deal —ith that are not congidered in the

other “ictricts, ¥8 had guite a ssvere winter in the east—

arn seciion of the country, resulting in an excellent

tourist cron in Celifornia, ~hich was merhads unusually
profitabls. ™e branch bant crop is very proamising.
The condition of emloym=nt is as usual, mith only a gslight

deficiency in agricultural 1abors Some avprehension in

s
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the Bouthern part of the 8tate because of intsrference
with mexican labor crossing the line. Eorrowings in what
have been the distressed sections of the District are
The list of borrowere is very sma’l, The
only considsrable borrowings from the Fede<ral Ra2serve Bank
in the district are in the S8an Francisco section of the
District, That borrowing is occasioned lsrgely I think
movements, although it seemns to be slightly in
to thas usual seasonal movem:nts,
The installment nlan buying anpears to be a subject
that is interssting mors neople, mors eoconomists, and so
forth, then anything else. It aowears to be one of the

principal unsettling questions in th2 pudlic mind. In

nther words, there is a very iumwortant factor, or whatever

you @might call it, the dimensions of which are unascertain-
eble, so far as my experiencs goces. There is nothing that

is now gttracting such attention as the discussion in the
nind of the economiet a s to what the volume of this install--
ment buying is and what the consecuences will be. It

seemns to me to be a very serious question, The gutomobile
industry, which means sales on th2 Pacific Ooast, seems to

be very active, extremely active, probably largely decause
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it has been falling off a little in the eastern section
of the country and they lLave been pushing there harder than
ueual. Takxing it altogether it appears to me that in the
District there are no disturbing indications in sight that
do not obtain in all the rest of the country, Finally
there is a feeling on my nart that conditlons throughout
th2 country are somewhat doubtful, I do not want t0 nut it

any more strongly than thet, I think theré is that feel-

ing of hesitation, We do not see it in our part of the

country yet, but there seems t0 be a fesling in other narts

of the country.

Govarror Crissinger. Goveornor Bailey?

Governor 3giley. The couditions in the Tenth Dis-
trict are about the same. Of course in view of the large
crop that we are going to raise out there we think condi-
tions are favorable. There is no reason that I can gee
why this rumour 18 going around, but thz retail trade has
fallen off, in F?bruary. Y& have on our Board one of the
largest store owners in Ozlahoma City, and he is not con-
cerned about it. He says tha: is one of the things that

' comes. We have another man who is a wholesale drygoods

man and he revorts sales made and sollections made. Labor

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




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

469

i3 well enployed. as far as we cau see building activi-
ties are going on just as much over the District
have been going on in the last two or three years.
haven't any great demand for money. Oar discounts run
from 15 to 30 million, un and dcwi.
are just about normal. They do not vary very much.
is plenty of money in the local bents to Zest local
mands., I would say that the prospect is zood for a
business yeer in the Tenth District.

Governor Crissingsr. How is it reflected in New York,
Gov-rrnor Strong?

Governor 3trong. I do not thinz there is any great

change in industirial conditions from what has bsen the

situation for some time. There has been a 8light reduc-

tion in the rate ot which new building is taking v»lace,

but not very great, The cevorss that come in in March are
not yet assembled to a point where we have got any statis-
tijcal basis or any actual report to us in definite state-
ments, but we do hear from individuals the statement
definitely made that in the retail trade, the retail sales
in February have been disaprointing, aad that they are fall
ing off. That was partly attributad to bzd weather and

vartly to the vagariss of the siock market and the gensral

feeling of uncertainty, I do not think, however, that
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that need be intorpreted as meaning that sales are below
what they were a vear oco at the corresponding date 80
much as that the expectetions of this year's business have
not been realized, and that goods have besn purchased Thich
ars not being sold fast enough to lead to th: expectation
that they will all be sold.

After all the most imoortant develorment in New York
has to do more with financial conditions, so far as we
have actual information, and for what it may be morth, I
would like to review a bit the past twelve months so as
to get the whole victure in my mind.

A little over a year ago we started to sell the secur—
ities that the System omed and sold a total of 290 =million
in a comparstively short neriod. That occurred coindéident

a loss of gol:l at that time, the net loss at that

maxing 8 total of about $175,00C,000. That has since
been reduced by importations, which have made the net

losses nov not much ovar 2 hundred million for that item,

But those two things together, nlus the gold that is now

ear—marked in our hands, have had the effect of having
the New Vork banks continually in our debt during this en-

tire time for very considereble sums of money. That fluc-
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tuates seasonally and according to very special circum-
stances. For instance, this morning the benks in our Dis-—
trict owe us %142, 000,000. Te have $55,000,000 in accept-
ances, a large part of which have been cerriec for deal-
ers. Tyne balance are very short bills of tco short matur-—
ity to divide amnong the other Reserve Bonis.

Wow, curing this time the ¥ederal Reserve Lgnks of
Boston, Chicago, San Frencisco and Cleveland, have advanced
their rate from three and a half to four ver cent. We
have advanced our rate from three to three and a half, and
on January 8th, to 4 per cent. Those advances have been
made at a time when the banks ere borrowing heavily in
New York. One of the consequences of that is undoubte--
edly to maintain dinterest ratves at about their present

level, and when there ie a shortage, $O Tun the rate up

rather sharoly It is a day to day rate. At the same

time steps have been taten to inform the public as to

the amount of the 3%ock Txchange loan account, information
undoubtedly of value. I think the figure finally nub--
lished startled 2 great mneny people because of its size.

It was somewhat larger then I expected it to be, that 1s
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Zxchange rooort, especially so when 1t is con-
the caouns handlaed by the Stock Exchange
houses outsid: of New Yory, through tasir brenches, and
g0 on, is no% includad in the fizure at all, Then there
bean other developmsats, —itl which w2 have the
ssibls concern, such ss the deocision of the
Cowumn-rca Coanission not to p=rmit the railroad

-

consolidation to mHroceed of finencial reasons
rszth-r then because of the mecrite of the Iy
things heva undoudt=dly coabdined to daveslon somse

of ¢iscourazensnt, especially on the

snpeculators, &aad sthast refls cts bact a bit among the

se men, It just eo haplens that you (@ov=rnor Crissin-
th= neeting of v dirzctors when this wmatter
and s 1 @ the shatenent being made
the rate in
cct very promptly
enC. if +the oan%s continusé Meavily in our debt, but intere
est ratcs coatinus
jumed up and Joma, end it wos t
- 40 raduce that loan ac-
count by ouyirg coms £~caritizs. Taen at a recant
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ter was Ciscussed again.
intersste of
have pursued
through a comnittes, in conducting this investment ac-
count, and they voted unanimously in favor, undar those
conditions, of increasing the aaount of our holdings. I
said to the dirsctors then, as I expected to be here in
a few days, that it sesmed to me inadvisable to begin to
do that until we were out of a period of large swings

due to government financing., The figures now from the

(=

banx, today, together with the fact that money is loaning

at 5-1/2 per cent on the 3tock Ixchange, thet they have
a very bad marxet thers and undoubtedly a good deal of
uneasiness develoning from it, 1l=ad: me 0 believe that
that, to the =xtent that cre hee & influence on the

S

developmsnt of szntiment or uneasiness oT distress, we

have it in our power, if we mant to exercise it, to

ease off the situation, andt I an rather inclined to think
to do it. I mow our directors felt

that way when they voted to increasée our ciscount rate to

4 per cent on January 8Sth, I reconmeaded it, and rather

urged it, bvelleving the time hzd some to do i%. Byt it was




dons with a distinct feeling that
i1ty of untoward results from it, and think it is
that on the first vote of our directors ths
omosed to it. But I exnlain-zd
sentiment in the
to four paer cent
was &lmply the comoletion of e »rogram, the »nreslininaries
of which had all veen carried out of other rate increases
anc things that —e had been doing throughout the year

I thouzht it wae somz to commlats it
T mreasentations had »een mads hers on tha subject
=~31%h wv=ry gtrony
concditions as these arose, the
ts'ze steps to remedy them, and

if ths Comuitte id ., we ghould in New York,

Tow this hes & bsaring on ths Aiscussion this morning.

I 4i¢ not ge% ths eport of i% b=zcause I had to leave

the room,
vas seeiing N SC T 1 et =k he ORE i0ons ;08 CcOM-

mittse did not have ths € T ng the control and

menazemsnt, or effectivenzss of the operation of the Re-

gerve Bant out the s f th= local mansgensat and
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put it really in the hande of the commit
went into the mariet to buy securities,
roflected in the
Louls Reserve 3an for instance.
fact I to2inz it i It ie gradusl, M it has its
fect. 3But you have got to have in mind that if
éral Reserve Bank of NWew York alone, just
business institution, should und-rtate to invest in secur-
thsy felt that the situation recuired it in
effact would be just the same 1if we did it
a8 it would be by having the comittes to do it. wWe
would imuch prsfer to have it a system matter, a system
policy worked through th2 counittec, ead not have the
burden and responsibility of it all rest upon ths New
Yorx Baax. All of this, Governor, leads simply to this:
That thz Governors of the Reserve Banis have aporoved
and adopted a report by ths connittee which recomnuends
he provabls necsseity for increasing this account under

certein conditions, if thsy arise, We introduce a very

simple guide, in the reports of these * Tinge that we

get of the New York banks, because they are an index in

a ways. If the borrowiage in Vow York were ons-third of
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re today I would say that thers would be
any, Occasion to increase thet account; but
mgtter of fact the Government yesterday disbursed
ion dollars of their balence with us, which is
felt in today's business. Then there are ths thirty-odd
million securities that we have o 'z, but notwith-
standing thees disbursements going
money marzet ig getting stronger right along;
stting weaker. The member banks! borrowings from us
have increased, as wz expected they would,

I believe I am the last ong t0 express any views and

I thint I am expressing the viers of 2ll the Governors

of the Reserwe Banks, ané the guestion is whether the
Board will now expresc its views about it because we
ought not to lsave Washington without having a guids to
our molicy and, if possible, an agrecment with the
Board as to what s should 4do»

Governor Qriseingesr., I dbrought this telsgram in
thinking that it really ralsed an important question de-
fore this Confsrence as to Wi the molicy of the System

ouzht to be.

Governor Calkins. I would like to ast Governor Strong
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a question. I uunderstood you to say, Govern
that you felt if the open maritet comnittse detz2rmine not
to put any money in the marzet that the New York Bank
should or would? . am asking because I do not think
I heard you correctly.

Govermnor 8trong. If we are having & itroublesome

-

time in New York our dirsctors would insist upon it, Ye-
cause that is our responesibility, that money maryet there.
I don't care a button what the stccks co and I am sure
that is the opinion »f our board of dirsctors, but we

have 40 cars a great deal about tha reactlion throughout
the country of having 5*1/3 and 6 oner cent moncy right
along in ¥New York,

Vice Govarnor Piatt. Isn't it certain, with a de-
clining stock marzet, that a lot of aoney will D8 re-
leased and thae the callrate will 30 dom within & day
or two? It always has.

Governor S5trong. We fool oursclves about %that a
little bit. The S+ock Exchange loan account was renort-

ed t0 be thres and & helf »illion dollars., It has de-

clined sbout four hundred million. Four hundred millions

reduction in deposits., whiclh accompanies a raduction in

tps://fraser.stlouisfed.org



Joans, oaly »neramits ths repaviasnt of forty millions
of loans at the Reserve Bank, anc it would take a very
widespread liquidabSion to sffect anything like liguida-
tion of our loan accounts. You would havs
reduction of a billion dollars in thas 84900%
1oan account and you would haves to have a panic, with
failures, and that is wholly uunecessaTy.
occasion for that,

Vice Governor Platt, I don't thinx
you havs to have a menic or any such big reduction as
that to makxe a substsntial raduction in your loans.

-

Govarnor Strong, You cannot raduce the 3400t Ex—

change Lpan account a billicn dollars without having a
rather serious time, I don't believa.

Vice Govornor Piatt.  The 5-1/2

temmorary, You have had big

-

xchnange loans. The rata ghol

than it was ia the course of a

the 3tock wsrget dossn't take big jumo the rate is dound

to go domm, go off in a short tilms after guach an occasion.

It always has done £0a

Governor ©trong. The NWew Tork hanks OwWe US two hund—
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red million dollars. It wmay be they don't want to borrow
any more from us.

Vice Governor 2latt. How do they owe you that much,
excedt on dirsct loansy

Govzrnor ©4rong. The banks in our distiict ows us
142 million and the discounts and loans that we are carry-
ing for houses on very short tills are 55 million, which
is nearly 200 million, outsids of our inves®tment account.

Vice-Governor Plait. It Coesn't look to me like 3
Trenendously immressive amount, eince one of your banks
can borrow fiftv million dollars at one lick, sometimes

x"l'lOI' e

Governor ©ftrong., I am anxious to get an expression

the Board ag to whather they ara quite satisfied to
situation ride along as it 1is,
Hanlin, I hav: followad what Governor Strong has
1ith grsat intasrzet and I thint with perfact approval.
I have been fzaring *hat this unrest will gat into busi-

ness and heln to nakxs a recssgion whzare w: have now what

S v

m

I believe ig only a temporary movensnte
4T, Jemes. If you have anything to say on that

subject I would 1lige to hear i%, Lur. Hamlin.
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ir, Hamlin,
asz wacther or nov
has be=sn conveyed to the Governors in
port.
Governor ®trong. No W
any action.
Governor Crissinger. It has not been conveyed yet,
Governor Strong. May I ask what it 1s?
Mr. Hamlin., It was approval of your recoanendation
as t0 reourchases.
Covernor Strong. But we di4 not recomnend repurchases,
Governor Crissingar.
wr. Hemlin, We did not discuss the other guestion.
Mr. sjller. The question ié rather a subtle one.
T would not want 0 express anything more than the mere

reaction which I have, which would be unfavorable. My Dre-

sent digsmosition would be to say that 1 see nothing, fram
. v =)

my point of view, in your operations that woulé require

the rTeserve banks o assune Tesponsibility of putting money

into the merzst, If the meabers do not want toO rediscount,
money is there for the inember vanizs, if they went it,

four ner cent rediscount Or alLo On accaptances. 1
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save that responsibility, at the opresent

would rather

it 18,

i
I think you will find, Dr. willer,

time, wher:

Governor Itrong.
% banks prectically do not owa a bill.
A1l right, dut at any rate I would say

‘TeT’v Y‘OJ. B
get practical-~

dlr. Willer.

that thz situation in which a menber bank can
S not in any

I see things,

as

ly all the moncy it wants at four per cent
out of theilr

ense an urgency such as would justify us,
be indis-

at the nresent time, in tacing the leadershin

hanés and into our own, and therefore I would
posad a2t this moment, sv for ayself, to favor a
That does not mzan that the situs-
weex Oor a wmonth, or two
In

policy of that zind,
a

tion might not be otherwise in
think no man can foreses that,

x
4

or three mnonths, but
that connection in my opinion there is not very miuch %0
nessimistic forecast that 1s going around the
I expect on the whole that
al-

warrant ths
of course,

ng,

country for thes year 1926.
the year 1926 will be a good one, barri
ways the poesibility of a contingency of some sort or a
ope that would gseriously interrupt the

break down in Iur
flow of our moods there and the financing of that operation.

That may coune at any time.
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Gov:rnor wtrong. It is
been for somaz time.
BN 8 55
ialize into anythiny is an uncertain factor sbout which
ws cannot tell.’® But I an inclined
phere will clerify iteelf and that
for 1928 we will find on the whole
retty good ysar, or will stacxt up nretty 2008 year.

So I say that while these gencral expectations might ner-

<

sist at this time, they are sudject %o revision on vsry

short notice, .y cigposition therafore amounts to an
attitude of very watchful waitinz. I see nothing in the

mnediaste duturz that I think should
either in our open marzet nolicy a discount molicy. If

T were to discuss the thing hypothetically I would rather
be inclined to say that I would be less in favor of a
lower ciscount rate in New York then I would be of an en-
largement in the open market purchases, but with a rated
effect for & moriod of two months, I would say at the pre-
sent time we had better stay where we are and awelt some-

thing that gives us a 1little more definite indication as

to what might »2 nec2ssar’ for the future,
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Governor Strong, If you reduwe the discount rate

in Wew Yort you would have %the yellow nress of the entire

country charging us with fixing our rate in New York to

guit the stock marktet. A zreat many people of substan—

tial charactsr are saving that also.

#r. illsr., But vhat would they say if we nut g

aundred or two hundred millions in money in the marzet?

Te would simoly reduce the loan

account. ¥2 mouldn't nut c¢ollar ianto the martcet,

Al wiillers 7hat you would accomplish would be to
cheapen credit a little.

Governor 3tronz. That is probably sa thing that is

£oing to be necassary soonar or lstar.

iéir. James. The cheapsning 22 accommlish-

discount rate,

eC. tarouzh ths reduction o

dre Hiller. I thin: just effectively, probably
80,
Governor Strong., That would not af fect the maritet

.
D1%e

A reduction in the discounts would not

affzct it9

Governor 2trong. It would have t0 go dom to two per




cent or something 1i

Mr. Miller. Why would an increase in the opsn mar-
xet investment effect a recduction in the rate to borrowsrs?

Govsrnor Strong., Because the banks would not be
borrowing from us, It would be more of a borrower'!s
marzet than a 1 r's markes.

Mr. ijllex, sre would be no mor=s money in the
marzet,

Governor Strong. No, but when a dan% gets out of

every time it gets a surplus it nuts out that money,

yir. ifiller. But it gets its surplus from you?

Govsrnor Strong. Yee.

dr. millsr. You pubt it in the marzet and it comes
around to the bank and takes the money out through Te-
discounting.

Governor Strong. Experience discloses clearly that
vhen the bants get outb « bt it eases money, If there
ig one thing that ¢ have lear from our open mariket
operations I thinz it is that.

Mr, siller. I+ eases money to the banks dbut it

doesn't ease it to the community, I thinz, But I think

if you put 200 millions into ths mrzet and 20C millions
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iz taksn domn from your redisccunt, you simply change
the channel through which that money is gotten out of
the Reserve Banks wnd there i1s no mors money in the mar-
ket as o consecuence of that particular operation, I
taink,

Governor otrong. I thinkt the facts are quite the
contrary to that, Dr. iiller.

wir. :jller, T doa't see how there could be
more and there would be more money if you put out

}

certificates instsad of Federal Reserva noves.

Governor Strong. Valt uatil I get the chart. It
shows thée relation. Je have had the charts attachad to
the open martiet comaittee revorts, and they tell the
story, The picturs, comnencing in about Januvary and
February, 19235, shows the changed results from the sales
of sscurities, T think is unmistaxable.

dir. 3ller.  You mean that the rates went dom?

Gov=rnor otreng. The rates wat up after we sold

securities and have been going un EVEL S1NCS. They went

o~ . o s A G 3 v
dowm when we bought them, but they sterted to go comm

1, o e
lonz bsfore the New York bank started,
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Wir. Willer.

Governor Str
ember of 1933. I
we bought & few s
really began Janu
the member banks!t
declined. There
ths end of 1924.
and our discount

money rates went

Mr. sijller.

Jh.en were you buying¥
ong. e started in November and

em sorry I haven't that chart here.
ecurities in 19233, but our purchases
ary, February and iMarch of 1924, and
borrowings declined and the money rate
was the usual increase of borrowing at

Then we began to scll our securities
rate went up, and the whole level of

wp, rising right along, es shom here,

You say that the money rates went dowmn

i1 1924 because =we bought szouritiesy

Govzrnor 2tr
gons, Dr, #Hjller:
zolcd, which alone
tion of gold was
tieg at a ratec wa
banze out of our
would have gotten

gold movenant

:LE.I‘ . ;":i11 :311 o

ong. sy thev wen% down for two rea-
fact that —e were importing
would not havs done it, but the importa-—
supplenented dy our purchases of geouri~
jch was fast enough to put the New York

depvt six months or a year bafore they

out of debt if we had simply head

alone,

-

There is no doudt about

Governor Strong, A4nd th= purchase of securities,
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waich wag accelerated on a vsry large scale, not only
had a great influence upon the money rates ktut more in.-
fluence vpon gensral businses, because 1t certainly
precipitated foreign borrowing.

#fir, Goldenweiser. Hare is %he procduction chart (in-

Right at the turn there was s sharp decline

in 1924 and an advance in the latter part of the year;
in 19235 there was the same sort of decline, not quite so
sharp, and a rise toward the cnd of the year (indicating
on chart),

iir. MNjller. In other words they had the gold im-
ports in 1924 and we were also buying securitiesjwe

-

ousiness reces-—-

were doing it in a period of vaIy marged
gsion, the demand for money was slack for new trads. One
of the best crope we had ever raised was coming on. Te
had an accel:rated or exaggerated movsaent,

Governcr Strong, I do not agree with you a8 t0 cause

end effect. I think =& were going into a serious neriod

of dscline of business, production and trade.

firy filler. That is ons Treason why the rates went

aown,

Governor otrong, I think the cause of the decline
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in businees wae partly the fact that %he wes a genersl
Iixuidation going on throughout the couniry in order %o
pay off debts, 800 millions of which wgs duc at the Re-
serve Bank by the neuber banke, and this rurchase of secur-
itiss and the immortation of gold svoided nacessity
of the continuance of that liguidatio: a mch longer
period. If we had not wurchased securities and had not
ilmported gzold we might have had a longer period of liquide
ation and a very sharp reduction of »ricsd. There is a
curious similarity betwsen the condition today
condition that existed in the fall of 19233 and the s»Hring
of 1824, The banks &t that tims omed us abcut 800 million
dollars, just as they do now. The interest level was a
shade higher then than now, not much. JTe got the same
Zind of reporte at our meeting in New York in 1933, I

had just returned from quite an absence and found them

feeling unesasy about the outlook. Gov=rnor Harding re-

ported quite o rscession in the textile business in Hew

T renanber the factory revort and ths automobile
business report. The fellows out in Ohio were

uneasy and uncomfortable. Te also had renorts — I for-

get the detall of them .—— from various warts of the
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country
The steel or ving quite a set-back, It
was a debt naying nerilc and with five, five and a half
and six per cent money and 80C millicn dollars owing the
Recerve Banks, and we decided that the way to arrest it
was t0 liquidate the loan account at the Reserve Bank by
buying sscurities. I think it was eminently successful
and it certainly helped our forelgn trade. The similarity
in conditions leads nc to thint that we might e going
into a similar period, the cause of it not being the
gsame, by which I mean I think the forzign situation
pight have an influence and various other matters. But
here we are in Washington, These matiers have been
stucdied repeatedly anc discusaed repeatedly, the renorts

are here and are regulerly studied, and I would like to

8, and T am sure ths other OQV"I’T)OI'S WOU.ld, with a

definite feeling that the Board is willing to go ghead

with the program of enlarcing the investaent account,

or that it definitely disapproves of it: We will not

v

meet again for six months, when we will all be here to-
gether,

Willer. That is why we have committe=s, so that

wix,
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they can meet oftencr,

Gpovenor Strong. Yes. 3 , 1it%le peraonal
interest in it because I am going away mnyself very short-
ly.

Governor Harding. he Wew York banks have very nro-
periy, 1 thint, ad that they would uot do all thais
lending on call for the interior correspondentis without
somne compensation. I think they have recs
& rule that thzy would charge five per cen’ of

de for thelr services. In view of ths
these total borrowings are published,
declining, it is vpossible that soms of the country banis
haven't ths same incentive to send the noney on call to
New York that thev formerly had. I tnow on the vpart
gome of the Roston city danks that there is a 1little
ing of uneasiness as long as they are in debt to the
gerve Bank, because when -they are they have a feeling
that thay had better not do anything sbout call loans.
I agree with Govarnor Strong that when ths dank is

debt entirely that it kes a more liberal view of

customers! demands in general and par-icularly the stock

market demand, thas when it is borrowing itself, and for
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2 &

that reason I thiax the putiting MCiis nto the mar—-
keh by reason of the purchase of Goverament obligations

is a much more effactivz means of relisviug the money
martet than the mere reduction Iin dliscount rates.

Governor 3trong. That does noi get them out of debt.

Governor Harding., I kxnow there is o feeling on the
part of the Boston Benyg not causel by any action on the
part of the Boston Reserve bank itself, but some of them
are afraid that i havo bl loans on call, that they
will find som: +ime that they —eally need the money and
would be met by & ruling of the Board that they could
not get that money as long as they had loans on call.

That feeling is .quite gensra. think, I do not %now whe-
ther it is go in Nsw York or not.

Governor sirong. I think it sxists in some guar-
ters, T dontt 1ike to base a recommendation on a
gurmise, I di-~ not intend to rel: .t, and if you
had not mentioned it I would not
what I surmise is happening i
this: Tnat we are geiting the cumiliative

series i that have penetrated the min

VLl

nkers ithroughout the country. That serics consists of
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of thez Stock Exchange

S
v the New

2 4. 4 - ey PN
igcount rate increasss, renor
v

amd a

aring house
that

2 Chs oLy &=

loan account, the imwosition of a charge b
banks,

York lending benks, the cle
decline in the stock market. I have a feeiin
few banzers in the United B+ates who

too extended

&

there are quite

are a little uneasy lest the position i
and they are not as keen to lend money at any ratey, abroad,
no mekter

Governor Crissinger. Ir. Cunningham, have you any-

thing to say?
I have followed Governoxr Strong

ir. Cunningham,
pretty closely ian his explanation of the situation as he
Platt'!s sugzes-

1 am inclined to follow lir.
natter.

views it, but
tion, that we not be stampeded into thise
I do not want to stampede you.

Just a moment, if you please. We
ay vight themselves

If this

Governor Strong,

Cunaingham,
Things =

Mr.
to get stampeded.

do not want
hours and look altogether different.
probably we will have to have
t to be a period of

r 48

in 24 o
thing is going to continue
another meeting, but I think th

o here as watchful vaiting

what someone has referred %
in order to see what develons., We can always do what is
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necessary, wheun the time comss, o support
4 that willsrobably be time encvgh to do 1it,

Governor Strong. You do not think the time has come
vet?

Mr., Cunningham. No, I cdo not. I am basing
largzly upon the report that e got from the or
comnittee. The open market committse a fow days ago
not fe t wey. Of course possibly something has hap-
pened during the day that makes them a little nervous
about the situation, but I don'!t want to be governed
entirely by what happens today. I would be inclined to
follow Governor Platt!'s suggestion that we go a little
slow, watch this thing for a while and see what the dew-
elopaents are.

Governor Syrong. That report was prepared last Thurs—

day a week ago, Jr, Cunninghadll.

last Thursday and the dey when we were going to be able

to det-rmine whether the New Tork bants were going to Tre-
main hsavily in our debt or whether quarter day operations
would result in their getiing out of debt, and the

change that hag taken place in the weex has convinced me

that they are not going to get out of our debt very large-




ofc, Cunningham, You uaderstand, of course, that you
have permission to go ashead and replace your portfolio
of ilarch 15th, That was what you asked feor. Tou have
thats You can put that money into the wmarget. It pos-
sibly won't have much effect. By putting money into the
market it seems to me you are putting it into the Reserve
Bank, because it has been stated here that when you put
it into the mariet it merely comes bacx in the way of

reduction of rediscounts.

Governor Strong. Reducsion of borromwings.

#fir. Cunningham. 7You ar: really putting that money

into the Federal Ressrve Banks, and we really do not feel

it ae a real benefit, unless there is a feeling that 1t
will put the banz in a position to have a more liberal
policy in the discounting of loans.

Governor Harding, I would like to inguir e what has
been themininum call rate since ths 1lst of Februaryt Iy
recollection is that +the minimum has been four and a quar-
ter,

Governor Orissinger. There have been a few days at

four per cent.
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lom to four just for a

day, but was genara between 4-1/2 and 5. It has been

Governor LSitrong It is 5-1/2 and vaw 4-3/4 yes—
terday.
Govarnor 3say. It is clear that the bants of the

country ars ind=bted +to the Federal Resarve N Par.

ticulerly I should say it is trus that the large banks

are willing to be in debt mocera not contvinu-

ously. They 8 v wi”ling to 1ot that indebtedness
mount up; Now in the absence of new sunplies of credit
going into the narget, there 1s this alternati Zither
the Ddenks rensin in debt as they now ar= or they endeavor
to zet out. Mow will they got out Th2y cannot zet out
excapt Yy somne zind of licuidation. Tnan supmose a new
sunmly of credit is placed in the rarcet  we will say by
Federal Reserve nurchagss,. that they are able to pay out
They will, as Gov-rnor garding hes said, naturally be more
libsrally disposad and willing %o zet back agein to the

exte.t that they waant to. Supmose they are called on

. =} g o) 1 e } ;
for an additional supoly of credit — I dn not know —hether

v
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3

they will or will not be so called on and I Co not itnow
when they will or will not be so called on, but they
probably will not be because they are already heavily
in debt

¥y, Hyllew. Would vou be willi3ng %o go on rscord
ee stating that that is the attitude at the moment cf
the mexnbsr banks of the Jystem¥

Govarnor Seay. I should say it is the attitucde
of the member banks partly, that they are willing to be

in devt to a certain extent.

¥r., i41l2r. That they are not willing to borrow from

the Reserve Banz at the four per cent rate in ordsr t0
comply with the needs of thelr woroducing commnities?
covernor Seay., I said that they are willing to be 1n
to a certain extens, and while I believe that is trus,
are not willing to have it :mount up nor %0 be in
continuously.
ifr. Miller. A1l right, lett!s stop right there. How
do they get in debdt? Lei's toze the 2xisting situation,
How havs they zotten in debt %to the Federal Reserve Banks?

Governor Seay, Vou msan the causesy
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Mr. Miller.
taxe it for
debt by reason of calls from those v hed the right %o
ask credit of them-

Me. Hiller. 'That is too vaguc,

Governor Streng, No, I think they got in dsHht »rim-
arily a year ago because we lost zold and sold sescurities
and it depreciated their reserves.

Wr. #3ller. That accounts for a part of it perhaps,

but the expansion is much bigger than that.
Governor 3trong, There has been 1o change in our
earning assets to speakx of. They rum along just about

level,
Mr. Miller. T am taking the banks as& a whole, ané not

vg'zing this questvion because

there is always great dangser, Then we &r€ speaxing on

things thet seem to us to be ratier technical, shop ques—

tions among curselves, we may be thinxing of somethin

that has a vory remote but v.ry important dbearing, and
thet is why I think it worth vhile o ask if you are

going to take thz position T the bigger banks, as I

gtated to Governor Seay, are will not borrow fram
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their Descrve banks to supnly their commercial needs,
then I want to find ou% why it is that these big vaniks
have been in debt to their Reserve banks.

Governor Seay. I think that denpoeits, varticularly
of the New Yorx banks, declined very hea
not?

Govarnor Strong. Very heavily.

Governor Seay. About six months ago. That ws one

of the prime causes, . Taxing the sxoport of gold,

they made demands upon the banizs for credit for the
purpose of exporting the gold.

W{r. Miller. As & matter of fact the deposits
in the bankt increased, did they not?

dir. Goldenweiser. For the yea
a 1littls change.

Mr., -Aller. Why woulcd they havs the reserve

in the Aeserve Bants increasing if the Jeposits

3

of the :aember banke had not increased?
dr. Qdoldenweiser. They didn't increase mich un—
t1i1l 1825,

r. Mgllar., They ncreased shout fifty million.
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ir. Goldenweiser. For a casrtain part of the time.

Mr, xillsr., Avout 50 millions,

Governor Strong, Yo,

Governor Seay. They ar2 not as high as they were.

ar, willer. I suggest that you gev the annual re—
port on ressrveg and it is there stated cabegorically
that they increased 50 million dollars. Tither the fi
ure is correct or it is incorrect. I amn

PR e al o e T o
oo LU

Governor v»trong., Dr. .filler, as I rcemeunber, last
year tne reserve figurss are almost idant v There
was a drop throuzhout the year, wnich has N ITEC0V-

ered towards the end of the year.

Mr. =illexy That is tas case, of course, alwsays,

but I an ta:iing a2e my nredifate what the Board has
stated officislly in its annual report, and that state-
ment ie that they have increased fifty million dollars,
Goviurnor Strong, T
dir. 4iller., Fiftv million increaee in our re-
serve balances means a fivzs hundrzd million incrsase

in the deposit liabilities of the menbar banks. How

much incresse havzs we had in the deposits of menbear
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million =nd

in 19235, and what are thoss
chart ghowe it prstty clzsarly
in loans and discounts. Your

purpos =g have increased how "uch?

Goldenwisser. Only about a hundred mnillion

for the asabzr bHanis.

a3 llex, 4e have had an i sase of 500 mil-

-
Ve«

lion in credits, menber bants! adite, andthat is based

apon 50 million increase in our rss=rve dalences, of

which one—fifth, or Lge million, reopresents increas

omiercial borrowing. Wow ~hat does

nundred million rapresenty The whols

five hundred million.

sine G0ldenwelssar,

the year ==s on loans on securities,

Mr., .4ller. Zxactly, that is where we cOme out.

had bettsr not He ovsrloo:iing that fact, I an

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




501
is zoing to be brought up pretty eoon, from the mutter-
ound here, so that —hen you
ban'z mill not borrow ~hon 1t sces
consideradly indebted to the Faderal
I am losth to ve-
lieve it if it is a faot,
row in order to sup»ly the
when they reach a cartain point of indediy
the Resarve Bant thay will not io woin

mest the commesrcisl desmends, and that is wij say 1%

is a v:ry serious condition.

o

Governor mseay. Of coursec I cannot sn=2ax for any

particular bank, M not . nosition to do 8o, but

don't you think a4+ 4+ iec th:z disposition of the larger

and more resnonsible bank ot to remain continuously in

debty I did not state that taey would not borrow to
meet comnercial demands. I said thers
sition, particularly on the D2 6 ths stronger and
better managed baniks, not %O remein continuously in
debt.

idr. iffller. You are Wore competent to spealk of
that than I am. i ; v e that the menbe
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banks of the countiy, particularly the higzer nnes,
are willing to taze the nosition that they will borrow

for the purnose of n21ing security loans but that
they will not, when they have forged their discounts
up t0 a cartain amount, go beyond that and borrow for
tha purnoses of neeting commercial demands.

Gov:rnor Seay. I did not mate that statement.

wr. £31ller, I thouzht your statement translated

that,

Governor Ssay, I thinx not.

#r. siller. Ho~ caa you avold 1%Y

Governor Seay, I did not make it.

#T, Mrller, You ¢if not invend to maze it, but if
those facts are correct it translates into that, does i%
not?

Gov:rnor 3&av, 114 not mixc the stasemmt,

deny having mede it.

Wr. siller, Tou cannot =scaps it.

-

Gov.rnor o%rong. Tie hanzs do not lizs to borrow
money,
Govzrnor seay, That is what I said, thsey do not

like to borrow money and remain continuously in debt,
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Governor Strong If & nolicy is suitable for the

eserve System which. would be af fective in preventing
that increass of 400 millions in s=curity loans because
tha banzs arse not willing to mal omasrcial loans, it
msans in effect higher rates for 30-cay balences Or
40~-day balances on comacrcilal borrowinge in order %o
Penalize three and a ralf billion of speculative bor—
Towings.

Jir. :isller, I do not think 8O,

Governor Strong, How are you going to reach 1%%

iir, “iller. I do not thing so, I think we are
in s situation now that cannct be, 80 to speak, un-
scrambled; that we are in a sltuation where a csrtaln
part of ressrve bhank credit has been used in supplying
the basis for an addition to an already VATY consijider—
able volume of security losns. I would say it is de-

patable just what the conclusion we gshould draw fram

thet experience is, but it suggrests to my mind one very

pertinent conclusion, and that is that when a situation

of that -ind is in prospect, we had vbetter throw uoon
the member banks the regponsibility of determining how

mach oredit they are going IO put intote security markst,

o




=
without resorting %to ths Federsl Reserve

Goviérnor Harding. We haves one
ton that carries an average reserve
lion dollars. I do not care to de
could give ths nane if necessary. 1% has bean thz cus-
banz to borrow from us for a neriod of only
r for more than three days at a
as auch as ten million dollars, less than half
regerve valance, I have noticed that thatl bank
goes beyond ten million. Now they pay off that
ten million dollar: at & time —hen th:ir weeily clear-
ing house statemsnt doesn't show any increase in de—

posits, and somstimes a large drop in deposits. The

infzrence is they either ligquidate some loans or some

Y

-

securitiss or something to zet out of debt. They

are out of debt for »nrovably three or four weeks or a

month, end then they vill come beci sgein and borrow

five million, nevsr mors than ten million, and the same
process repiats itself. they have fixad that
amount and do not sxtend the: usiness when they get

in debt to that extent.
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wr, .ddllex. Jnen they nave reachad a limit of
o you think they would not bor row more
of thelr comnercial customers?

Governor Harding, I don't znow anything about that,
I an stating *the fact as shom by our books. If you
wan® further demonstration I will give you the name of
the bank.

ir. w4ller. Yo, I don't care about &t

pir, Hamlin, Is there any indication that has come
to your atten’ion, | #31lsr, of any member barts not
borrowihg to ta
cial business?

@r. :#iller. There has not bean since we got through
with the so~called dsflation period.

Goverhor Ssa 'hen there is another thing. 7You
vrould have to estaplish that this increase in loans was
brousht about by those banke which are borrowers, How
do ve znow that? That cartainly is an item for ocon-
siderstion. It may be dus to lending in excess of the

ressrves of those dance and they have basn compelled %0

borrow from the “sgerve bank. The bhorrowings of some

bants @mav be due to & dscline Ln depoeivs and the DOTTOW-
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ings of other banxs may be due possibly to an increase
of their loans.

iir. ¥jller. 'fhat may be true, but we gel a picture
of what is going oa in the situgtion at the on the
yv2ar. That is about the only thing re can ta s safe
basis to either mak liag: is of what L tezea place
or what is tazing »nlace, O L1 T nolicy in the
future,

Governor Calzins. I have been very auca intsr—
estad in the discuscion and I thint it is somevhat in-
structive, But I thinx there is atendsncy for the dis-
cussion to become somewhat obscurs, I am wondering if

I am right in assuning that the point at issue is the

question whether it is better at this time to put the

money ia the mariet through the open mariet comnittee, oOT

let the loans of the Reserve 3anks, particularly the

Wew Yor: banz, increase? Is that not the question

?
Govaernor ot ¥o, not from my standpoint.
Gov-rnor Calziins. Tat is ths guestion?
Governor Strong. The banks in New York, Cir

through thzir acceptands accounts —with us, 07e

million dollare, Te have & congtantly rising
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interesgt rates and some uneasiness about the business
outlook The amourt of the borrowing in WNew York can be
reduced, nnt by putting new money into the marke®, which
won'!t increases the anount of Federal Reserve Pank funds,
but by converting that discount account into an invest-
ment account, which taies the pressure off the inoney mar-
et —

Governor Calcine. May I ask Govsrnor Strong another
guestion, for my own informaetion and not for discussion,
and that is whether the sequence of events which have
led %o this situation at present was rTirst with respect
0 the increase in the discount rates, sescond the nublic-

ation of the amount Sty loans, third’ the fact that

their correspondents on

these loans, and fourth, unsettlement of the market?

Govearnor Strong. Yes, and I would add to that the
influence of some loss of gold and the sales of securi-
ties, which ere commonly <nowni.

g
7
¥

Governor Qalzins. Wyuld you say that mnost of those
events were in inverse order?
Governor Strong. I stated thead chronologically;

+hat ig alls
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Govzrnor Cal:ins. It eppears to me that the in-
Luencs of the rate is slmost negligible, that the pub-
lication of the lcan accoun?®
I don't znow anything about
on the New Yort banks hag had,

ble, but temporary, I thinz. I3

>
tion 1s aln wholly due to the New York
market, which was not very greatly influsnced by these
other events; in other words, that taey are of very
minor importance.
Govsrnor g0 1f you
he dis—
cussions.
Governor scoougal, Do I understand you correctly
to say that int:rest retes generally have advanced?
Govarnor ~trong, TYee.
GOV:InOor .iglougal. #Fe haven't noticed that. The

call money rate is up 2ut I do not think we have gone

snouzh to say that it has any influence on the going

rate for commercial mamer or counter loans in Chicago.

Governor otrong., A ¥sar azo commnsrcial Paper sold

below 3 per cent.
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Govarnor McDougal,
recent rates in Chicago, of
cial mpaver. The counter ratscs have not
changec.

0

shown any matsrial increas

Governcr ®trong,

Governor .ich

Govazrnor Stroag. ghould say 1

turns to the RBant in New York City on

jponey today is fully one- er of

than it was a year ago, and thers has

advance in intersst rates —
Govsrnor .igDrugal  Over a year?

Btrong, Yes, it

Webougal., Io

T do not think time loans in

509

of the

materislly

few York have

he average re-

its investment

v per cent higher

been gquite an

enregd through-—

of the Comnittee

I do not thint there was any sugzestion that the »ord-

folio be incres he present time

ed and understo

.

. It was sugzest.

conditione changad and made it

essary that th- maittee would want to have a free

hend to go ahead. assumed that

eveloped ™2 could let some securltics

if the contrazry

£0. The ques-—
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tion of increasing them at this time has not been

to the (omnittee, but I understand from

conditions duc—

Strong. I thirk

A D

if you will read the Com-

renort you will find that che statement is

a

clsarly made thesre that wo expected a very short time,

matter of days or a wseXx or two, e it disclose
itself., hink ag alread

©

Govarnor McDouvgal,

But at the tine that the report

was rTendared there was some thirty five million that

we ezpected to renlace, was thers nosy

Governor 3grong, Only twelve or fifteen millions

of those have been repurchased now,
Governor W2llyorn, Dossn't it all mean that the

of Wew Yorx is asked t0 go to the
relisf of the stock mrked!

(Diccussion followsd which the Renorter was directed
not to take.)

ffovernor Crigseinger. If there is nothing further

going t0 ast Dr. Goldenweisor to give us a state-




menws,
Govarnor

the Comnittee’

I would take 1t to be about

Governor “+4rong. The oupen mariel committee was clear-
ly of the opinion, judging from the discusel
if monsy rates continue very high in IJew
be desirable to buy some securities,

Gov:rnor Criscinger. A1l the mesabers of the Board

TS not present now.

Govsrnor Strong. , great deal of danage can be

done in this situation in a few days if we have high
money in New Tork and the banis =z reluctant to borrow
to eass the money situation,

P B b o Te acted upon what wes being con-
strued as a racommerdation of the Comanittes the day
b:fore yesterday.

Gov-rnor Crissinger. W2 gpprovecd that you renlace up
to the 200 million.

Mr, #iller, Are we to understand vhat im a recom-
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mendation?

Governor Crissingsr. There really was & statement
in the report of the Committee that it might become
necsesSary Very soon to incresse the account in addition
to filling it out.

Governor strong. A guide was expressed in the re-
~ort, and if the report was approved in its present

from and that loan account continues to worz as it

=

et v ~ b N
has, *and “the &

pfoval of that would imply that we should
g0 ahead and add some security,

sir. WMiller. T sugzest that you have an accurate
transcrint of the record so that the Gnvernors may <now
exactly what the Board did.

iir, Hamlin, 7e did¢ not reach any conclusion as to
the other statement that ws should bs nrepared 0 {0 fur-

ther.
Governor Crissinger. The rest of the report is not:
a recoanentation.
Following our usual nrocedure it would
edvisable for the 2oard at its own session to resubnit
to the mesting that was held on yesterday, thereby

releasing under the usual ruls The action of the 3Board
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that meeting and making it aveilablz to the Govar-

& to just what wae done yesterday, That would

be necessary unlsss we abrogate th: rule of not nputting
out enything until aftsr the minutes have been r2ad
I thint we could do that. It wouldn't
., very few minutes for the 3Board to have such

a meeting,

Gov:ernor Crissinger. Very well; we can have
meeting cn that.

ir., James., You understand I am simply suggesting
that because that is our usual drocedure.

Governor (Crissing=r. 28, ‘fe will now ask Dr.

Goldenweigsr %0 zive ue ths nicture of the country as

the res:arch department sees it, briefly.

i#r, Goldenweiser. These conditions have Wean
reviewed in the last hour or so, You are all imuch closer
to the firing lines than we are here, We have not an
index nuidber of business peychology and we have not an
index nuiber of hesitation. The factis that we get are
the facts of +the month vafors and they can be of use to
you chiefly 1in placing the recant past in the parenect—

ive of the mors rsmote past. The nroduction figures for
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February for the basic industries, if allowance is made
for seagonal fluctuations, show an increased gmount in
the general level of preduction, though p=rhaps a little
lower in February of 1925, yet higher throughout most
of 1925. You will note that for several ysars now there
hae been a very sharp increase in production at the turn
of the year, followed by a sharp recession, The scheld—
ules of production in both of these yeare wers extremely
heavy (indiceting on chart) and we hac some difficulty
in disposing of the products. That 1s followed by price
decline in basic comnodities and a curtailment of pro-
duction (indicatiug). 5So far 2s we can tell this year
there has not been guite the rapid outgoing in productiln
that has characterized the preceding two years, nor is
there sc far any evidence of the sharp decline that has
occurred in 1923 and 1924 (indicating chart).

Hamlin, There is soms decline at the very end of

Goldenweiser. In procuction?

Hamlin, Yes.

Gpldenweiser. Not in any of the figures that
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Govarnor Strong. Is that chart corrscted as to
the normal increase in mopulation?

#%r, Goldenwelser. No, it is not corrected for
sscular things, growth of population, or anything of
that sort.

Govarnor Strong., If you take the usual coxmputation
of the increase in vopulstion, and so on, of about thres
and a half psr cent, that differsnce of 30 per cent be-
tween where you start in 1919, a year of zreat activity,
and the nast ysar of great activity (indicating chart)

»e are no more then where e should be at the rate

-

of nroduction, arzs we?

ilp, Goldenweiser., I think wrovably that is so, I do
not think that this normal increase in industry can
be definitely allowed, and the implication of 130 as
being 2¢ per cont svove the normal 1s oné thet ve very

definitely fight with vhen we compare conditions this

vear with last year and the yvear before (indicating on

chart) .,

"

dr. iiller. I would think that =ould be abvout actual-

chang2 18

Goldenwiessr. Yes. The figures that —e have on
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payrolle and employment ars substantially confimatory

of the production figures. There was a considerable de-

cline in payrolls in January because of inventory taxing

and so forth That has been sccelerated in February

(indicating chart), Along in ﬁarch, and it is the iarch
figures that you gentlemsn chiefly have in mind, employ-
ment arc:at g very high level (indicating),; it de-
clined some in January, recovered some in Fsbruary, but
it is on a levzl about es high as any »lane during the
last yesar and a half, although lower than during the
very beet pariod in 19233 here (indicating).

: » you

iy, Hemlin Have /the production data for .arch on

other chart?

Mr. Goldenweiser. No, we haven't the production data
available yebt, but with regard bHo ons or two things we
do know that there is no evidence of decline in iarch,

8o far as 1y Tecollection goes and so far es we have the
figures I thint there is no evidence of any recession of
production in :ilarch.

Govsernor Strong. The Steel Corporation had quite a
reduction in unfilled orders.

iir. Goldenwieser. Yes. Unfilled orders have
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been declining for some time. The most satisfactory
data we have is on stocks of comnodities, and of course
the test as to whether there is too much production or
not is to det:rmine whether stocks have accumilated,

or whether production goes into trade cu rreatly and
rsgularly, T ell, apparently there isn't any evidence
of any grea: accumnulation of stocks, although some =vid-
ence 1s beginning to come in of accumilatPon of stocks of
rubber, netroleum, automobiles, drygocds, and they have
very large stocks in department stores. Twe latest roport
I got, just a few minutee ago, shows that there is no in-
crease in that as compared with Janmuary or that it is any
larger than usually expected at this season, but there
has been & growth in dspartment store stocks over a

period of six months,

Governor Crissingsr. Is it true that steel produc-

tion is now about 97 psr fent, while unfilled orders are

falling off? 1Is that true?
ur. Goldenwiser. 97 pesr cent I think is about right,

Governor.,

_Govarnor Crissingesr. I saw the statement in the
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paper that it was 97 per cent and that uafilled ordaxs
were falling off,

Mr. Goldeuweiser. They are falling off. The pro-
duction is nearer 85 than 97 I believe.

Governor Seay. That was not the output of stesl for
the country, but for the Steel Corporation?

Govarnor Crissingsr. The 8teel Corporation, yes.

iir. Goldenweiser. The test is in the price figures,
There has been a gensral decline in the wholesale nrice
level which, with some interruption, has been continuous
since the last part of last summer. The figure now is
around 154, which is lower than at any time in 1935, and
about on a level with the bottom of 1934,

Governor Seay, Has that reduction been fairly uni-
form on ail commodities?

ur. Goldsnweiser. The reduction is due almost entire-

ly to & decline in agricultural prices. 'Thre green line,

if you can ses it on this chart, ghows the agricultural
prices and the red line the non.agricultural prices. Tpe
non-agricultural nrices have been falrly steady, with some-
thing of an upward tendency since last summer, although

the last couple of months they are unchanged, and agricul-
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vral prices have been lomn since last August
sharply and continvously.,

Governor Seay, & DI of corn, cattle and hogs.

Mr, Goldenwsicer. %tle and hogs have not bee
going dom. Livestock is the only class df agricultural
commodity that hes moved up, In 1924, the big rise in
the price of wheat, which wes rsally quite substantial,
from 146 to 181, was due almost emtlrely to the advance
in agricultural prices, to the rise in cotton and wheat
prices. In 1925 the decline, especlally since the middle
of '35, has been due to the decline in agricultural wprices,

with relatively small change in non-agricultural commodi-

ties,

I thinz that is what I vanted to call attention to in

e

my brief review.
diller. Have you got the charts hers showing
narmits, for instance?

Goldenwsiser., I haven't charts for building

Miller. Or cogtracts?
Goldenws.ner. Not for things of that sort.

3iller. Tell us approximetely the figures on




contracts, as compared with the year dbefore

gar.
Mr. Goldensweiser., I have the figures on charts in
forr (indicating small chart) to which I can refer.
Mr. Miller, I think that will do very well,
Mr. Golidenweiser. Here is the building permit chart.

It shows of course an unprecedented high figure and a

tremendous rise all through this period since 1821; an un—

precedented high figure last December; a decline in Jan-
uary, which is essentially seasonal, The February figure
is not yet shown, but I thinkx we have those figures.
We have prepared a statement of business conditions in
the United States, prepared in cooperation with the New
York, Boston and Philadelnhia Banks. That was done some
months zgo for the usz of the Governors. I see that the
volume of building contracts declined most in JanuaTy
and February but remaiﬁed larger than the corresponding
months of lagt year. It is consjderably larger than the
corresponding month for last year, because it is some ten
per cent higher.

Mr. WMjller. Then in nractically everything, if you

compare 1926 with 1925, you are ahead?
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d@ir. Goldenweiser. That is true.

Mr. Miller. But if you compare January aad Fesbruary

of 1936, and possibly that is also trve of .iarch, with

the highest »noint of 1835, we would be low. Now as a
matter of fact if you will turn back and read the so-called
business forccost of a year ago you will find it extreme-
ly nessimistic; you will find a distinct note of nessimism
in many instances. Fortunately we forget, but there were
distinct notes of pessimism expressed as lats as September,

Governor .cDougal, Dozs that chart show building
contracts or building »nsrmits?

Wr. Goldeaweisar. This is contracts awarded.

wre #M3ller. Isn't it a fair svatement, or I will
put it on the basis of an assumption, isn't it fair to
assune that the most importent single factor in the volume
of production in 19235 was building?

Mr., Zoldenweiser, 7Yes, I %think so. I think the
lsrgast sinzls fector is building, with ooseibly automo-

A, tomobils production is adnarently at a very

high level, with some svidence of accunulation of automo-
bile stocks.

Governor Strong, And there is a bit of price cutting,.
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Mr, James., Price cutting is the best indicator of
ascumulations,

(Wuereupon the Conference recsssad for ten aminutes,
the Federal Ressrve Board retiring for the purpose of
holding a mecting. At the conclusion of the recess the
Federal Reserve Roard re-entered the Confersnce room and
the following proceedings were had:)

Governor Crissingsr. The Secretary, «r. Eddy, will
read that portion of the minutes of the meeting of the
Board referring to the open market report,

ilr. Eddy (reading:) "After full discussion, upon mo-

tion it was voted that the committee be sdvised that the

Board has considered the report and epproves the approval

conteined therein to the effect that the System's special‘

investment account should not be changed in amount, except
for the March 15th maturities may be repleced as condi-

tions seem to warrant."
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Governor Crissinger.
Conference,
Mr. Hamlin, I think it ought %o be undsrstood

that the latter part of it was not rea'ly coneidered

through a vote, in the sense that a vote was taken on

5
it at all,
Governor Strong. That leaves the latter part of

it entirely undecided.

ilr. Jemes., Thsere was really nothing in the way of

a definite recomnendation for action on fthe part of ths
Board.

Governor Strong. I think there was, ur. James.

Governor Crissingsz. o di” not understanc
as a recomuendation,

Goveraor Strong, The recomaendation is: M™As & guide
to the itiming and extent of any purchases which might
appear desirable, one of our best guides will be the amount
of borrowing by menber banizs in orincipal centers and var—
ticularly in New Yor: and Chicago. Our exparience has
shora that when New Yor: City dbanks are borroring in the
neighborhood of $100,000 or more, there is then some real

pressure for reducing loans, and money rates tend to be




rkedly higher than th= discount rates.,"

Then it describes the situation and at the end it
says: "In general it would appear thal we should not in-
crease or diminish the special account immediately be-
yond gradually replacing the issues which matured on March
15 as market conditions warrant, but that we should prepare
ourselves now for the oromot purchase of some further
amount of securities if and when there should be further
evidence of a re @ssion in business activity, especially
if there is no further liquidation in the amount of Fed-
gral Reserve credit employed. "

That is all predicated upon the statement here, "When
menber banks are owing us about 50 million dollars oI
less the situation appears to be comfortable, with no
marked pressure for liquidation and with the requisite
elasticity!, and s0 forth. My idea is that all the trans-

actions relating to borrowing at the New York City banks

have now been completed. That is the tax payment, the

sale of 15 millione of future bonds, the repurc hase of
the maturities of iarch 15, the sale and repurchase of
%5 miliion in securities temporarily over the tax payment

the
period, the payment of 1231 million of /threee-four and =
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half per cent bonds purchased by the Treasury —— that
has all been completed, including the 15 million of
March 15 maturities, so that there is now nothing to do
except consider future policy, and the report says that
we shall prepare now to repurchase, in case thais loan
account doesn'%t go dom, that is the recoumendation
which has not been acted upon. Tne suggestion has been
made while the Board was in meeting that we should aslk
the Board to coneider now at this meeting the desirability
of »urchases being made up to a total of 30 million to
bring the account up to 30C million dollars, if develop-
ments from day to day in the loan account indicate that
that is desireable.

Wr. James. That would be giving something definite

for the Bpard to act upon.

Govaernor Strong, Yes. We had no vote on it, but
there was no opposition to 1it; or if there was it was
not expressed.

Govarnor McDougal, iiy personal opinion was that it
is just =s well to eliminate refarence to the three hund-
red million but give the right to reduce or increase in

accordance with the situation, That is always subject to
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consideration on the part of the Board and by the comait—
tes also.

Govsrnor Strong, This was limited to April 15%h,
to extend beyond April 15th, iy understanding of
the suggestion, if correct, was that the »rogran for
jncressing the amount to 300 million should be revisad
if nothing was done, or if it was completed by the 15th.
Governor Crissinger. In othsr-mords, taxe another
look into the situation?
Governor Strong, Yes.
Covernor Orissingsr. Do you wish to wut that rscom-
msndation in —writing and submit it to the‘Boar&?
Yese.
The suggestion wes thsreupon submitted to the Board
in writing, as follows:)
11f develommsnis in the moneyvmarkﬁt incdicate any
ne2d for doing so, the amount of s=curity in the System

account be increasad to $300,000,000, but no purchases
) » 4

shall be mede affer Anril 15th, 1928, without further

consideration. !

Governor Crissinger. At that time tae understanding

would terminate.
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Governor ©trong, It would terminate.

Mr. Hamlin, That mould give discretion for
three wezks,

Mr. James. I suggzest that the Board retire and con-
gider that now.

(Wheresupon the Board retired to hold a me=ting, at
the conclusion of which the Board returned end the fol-
lowing occurred:)

Governor (rissinger. The recommendation to increase
the amount by 20 wmillion dollars, up to 300 million, term-
inating on A,ril 15th, is lost Dy e vole of three t0 thres.

gir, #sellon is ip Philadelnhie end won't be back until to-
o

morrow morning so that we cannot dafinitely nass unon it

until =e¢ have another Roard meeting. Is there anything

further to tate unt 7ill you be here tomorrow?
Gov Tnor °trong M2 have this matter of the commit-—
tee on non-cash collections. The Confarence has concluded

ite work,

Mr. James., Thy couldn'!t -2 have a neeting on that

matter as soon as we adjourn here.

Governor .clougal, Arsn't there a number of tonicw

thet have not been discussed?
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Governor Crissinger. Yes, but I undersbancd the Con-
fsrence menbers are going home, Unless you want to have
a meeting this evening?
Govaernor =trong., I thin: it is for the Zoard o de-
cide that.
Governor Orissinger. Decide whether you stay or not?
Governor Strong. ecide wheth:r vz have a meeting
tomorrow or tonight, A1l the procsedings of the Confer—
I cannot see that aay-
thing will be rained by discussing them beyond the renort
that v subait %o
Gov:rnor Crissingzr. I do not thinz so sither.

-

Gov:irnor Strong. There was ons tonic here wher:s there

-

was uncertainty as to just what was asant Oy the lanzuage,

I ref=r to Topic 4-F, "iscussion of cenitalization and

other requirem=nts imposed by Ltate law on otate Danks
end trust commanies excrcisigg fiduciary PO™EIs, and
advisebility of Board adopting for ell VWational Bants a
minimin capital requirammt and imposing other require-
ments in coniection with its aresating suthority to such
banks to exarcises %rust powers,"

Govarnor Orissingsr. I suzgzest that 7 let that
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matter go over until the nsxt meeting. There is nothing
very important about it and we could not get legislation
regarding it now. You can report %o the Board in your
writtsn renort with recard to the other questions. The
only suggestion I have is that some members of the Board
would 1li%zs %o have some statement bearing on Tonic V-4,
permanent employnent by the Board at a fixed retainer
of special counsel, and so forth, Some mnenbers of the
Board mould like to know what detsrmination, if any was
reached by the Conference,

Gov:rnor <trong, The Confersnce passed & resolution,
the substance of which was that thes Confersnce, by a2

vote of seven to five, recommendad the employment of

special counsel and that eimloyment be linited to ths con-

gideration of litigated matters only; that the orocedure
should be for the Fed-ral Reserve Benks to subamit all 1liti-
gated uatters to ths Board's counsel, with recomaendation

s g to whathsr counsel of the Resarve Bent believad 1t to

s of sufficiznt immortancs tn o to epecial counsel, which
mould automatically result in its reference to snacial
counsel, and as to litigated caess renorted which were

not 0 recommendation the determination of whether they
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gshould be reportsd to special counsel rest with the
Board's counsel in Washington as to whether it wae desir-
able to do so.

understand that that will
be enbodied in your report so that we will have that,
Now is there anything further before we take up this other
matter?y Does anyone of the Govsrnors wigh to mate any
stateaent or does any aember of the Roard desire to make
any statemasnt bsfors this full Confersnce 0f GoVernors;

if not, this Confsrence mill adjourn and we will have a

mseoting of this coittee on non-cash collcctions, and

cide that matiter now.

(Mereuoon, at 5:20 otclock ».m.., the Joint Confer-

cuce ot the Novernors of the Fed:ral feserve Benis with
the Fed-ral Reserve Bpard adjournad, subject %o $he call

of the Bpard.)
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