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JOINT CONFZRENCE OF THE FEDZRAL RESTRVE BOARD #ITH
THZ OHAIRMEN AND FEDERAL RESTRVE AGENTS
AND THE GOVIRNORS OF THE FED R~

AL RESERVE BANKS.

Treasury Building,
Washington, D, C.,
Wednesday, Novewber 10, 19236,
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Present: D. R. Crissinger, Governor of the Board;
Vice Governor Edmund Flait; kr, Hamlin, Kr, Hiller, Nr.

James, Mr, Cunningham, Members of the Bosrd, and Mr, lc-

Intosh, Comptroller of the Currency and ex-officio member

of the Federal Reserve Board,
Present also: W. ¥, Paddock, Deputy ~Zovernor, Feder-

al Reserve Bank of Boston,

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

George W, Norris, Governor of the Federal Reserve
Bank of Fhiladelphia,

E. R. Fancher, Governor of the Federal Reserve Bank

¢of Cleveland,
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George J. Seay, Governor of the Federal Reserve
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J. B. licDougal, Governor of the Federal Reserve Bank
Chicago,

D, 0. Biggs, Governor of the Federal Reserve Bank
8+, Louis,

R, A. Young, Governor of the Federal Reserve Bank
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W. J. Bailey, Governor of the Federal Reserve Bank
Kansag City.

Lynn P, Talley, Governor of the Federal Reserve Bank
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J. U. Calkine, Governor of the Federal Reserve Bank

B8an Francieco,

¢. L. HEarrison, Deputy Governor of the Federal Re-
gerve Bank of New York, and Secretary to the Conference
of Governors,

Frederick H. Ourtise, Chairman of the Board and
Federal Reserve Agent, Federal Reserve Bank of Boston.

R, L. Auetin, Chairman of the Board and Federal Re-
perve #gent, Federal Reeervé Bank of Philadelphia,

Pierre Jay, Chairman of the Roard and Federal Reserve

Agent, rFederal Reserve Bank of New York.
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George de &amp, Chairman of the Beard and Federal
Reserve Agent, Federal Reserve Bank of Cleveland.

William W. Hoxton, Chairman of the Board, and Feder-

al Reserve Agent, Federal Reserve Bank of Richmend.

@scar Newton, OChairman of the Board and Federal Re-
Serve Agent, Federel Reserve Bank of ftlanta.

William A. Heath, Chairman of the Board and Federal
Reserve [fgent, Federal Reserve Bank of Chisago.

William McC. Martin, Chairman of the Beard, and Fed-
eral Reserve fgent, Federal Reserve Bank of St. Louis.

John R. Mitchell, Chairman of the Bcard, and Fgderal
Reserve Lgent, Federal Reserve Bank of Minneapolis,

M. L. Me Clure, Chairman of the Beard, and Federal
Reserve Agent, Federal Reserve Bank of Kansaw City.

6. C. Walsh, Chairman of the Beard, and Federal Re~

serve Agent, Federal Reservc Bank of Dalles.

Isaac B. Newton, Chairman ef the Board, and Federal

Reserve Lgent, Pedersl Reserve Bank of San BRanclsco,
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Gevernor COrissinger. We have with us this afteérnIon
Mr, Yehe, of the Departmeat ef Agriculture, who wants to
eccupy 2 few minuies, and the Beard has thought it was ime
portant te have him discuss with the Joint Conference the
bended warehous? preblem, which is of greast interest to the
Agricultural Department and te the farming interests of
the country.

Without any further remarks I now ask Mr. Yehe to pro-

ceed with his talk.

STATEMENT OF MR. H. 8., YOHE, U. S. DEPARIMENT

OF AGRICULTURE,

Mr. Yehe. Mr. Governor and gentlemen, from time te
time I have had the privilege of meeting some of you men in
your respective banks and at verious times in the past five
years ¢r se various representatives of the Departments, as
well as myself, have met with various members of the Board
here in Washington to present tc¢ you some of the outstand-
ing and salient features of the Warehouse Act and what we
are trying to do under thet law, and what 1t means to
agriculture.,

As most of you know, the law was passed back in 1916,

Little or nothing was done under that law until about be=-
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ginning in the summer cof 1921, Since that time we havc made
quite substantial and remnrkable progress in ccnnectien with
some commedities.

When the law was first passed it applied only te four
staple products, -- cotton, grain, woel and tebacce. By
smendment in 1923 the limitation with respect to the pro-
ducts epplicable was remcved, leaving it entirely discre-~
tionary with the Secretary as te what products might be
made eligible. The law is restricted, however, %o agricul-

tural products and is limited in 1ts applicarility te public

warehousemen only. It does not apply to people‘who are en-

gaged in so called private warehcises.

Since the smendmert of 1923, we have added a number of
commedities so that at this time we have the criginal four
staples -~ cotten, grain, wecl znd tcbacca -- and these
sdditions. We have thc late crop of petatces, peanuts in
the shell, breom carn, aried beans, dried fruits, syrups
(including cane, maple and extracted honey), canned gsods,
and the last baby was cobtton szed. Sc we now have about
thirteen preducts that are storable under the Warehouse
Act and it reaches pretty well the agricultural industry
ef the country.
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It is not e mandatery statute, no warehouseman needs te
gperate under it unless he sc¢ elects. It provides for the
licensing of warehousemen upon condition that they meet
certain requibements. They must show that they have a
certain amount of net free assets, and they must furnish a
bend for the benefit of anyone that may be injured by vir-
twe of impreper acts on the part of the warehouseman, They
must demonstrate that they have proper storage facilities
and that they have facilities equipped with apparatus for
taking care of the products, that they have men in charge
of the warehouse who are cempetent to handle the products
and te recognize when a preduct is in proper condition for
storage and when a product may be deterierating while in
storage they must know what action to take te arrest that
deterioration.

It also provides for liccnsing inépectors, samplers
and weighers. It is nct mandatory that there shall be
licensed inspecters, samplers aéd weighers except under
certain conditions., When you have a product that gees
into storage witheut lesing 1ts iéentify, such as a bale

of cotton, which never lg¢ses its identify, it is never

necessary te have the weight and grade determined by

licensed men; but whem you have a product that loses 1ts




identity, such as bulk grain, such a preduct must he ine
spected, sampled and weighed, by men who are licensed by
the Department.

In conrection with this licensing, I want to say that
the tendency of the Department for the past five years, ta
my certain knowledge -- and that peried covers about the
period that I have been engaged in this work -- has been to
increase the requirements, to meke higher standards applica-
ble to these men who are going to qualify for licenses as
inspectors, weighews,etc. of wareshouses. In other words,
we feel that back of the Warehouse Act there is one prime
purpose, snd that is to get a warehouse receipt that is

going to constitute good collateral for current purposes,

and to de that we feel that the standards must constantly

be elevagted. I do net want you to infer that we had locse
standards, but you know that when you start out with some-
thing entirely new, to which the particular trade is not
any too friendly to start with, you must make your require-
ments such that you can interest people, at least, end meke
a start.

éur tendency has been a2ll the time to make the regquire-

ments higher. Net that we are going to make them arbltrary,
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net that we are going to make them so men cannot qualify,
but so that we can feel reasonably sure that we are in the
vanguard, in the advance, of réal warehousing, leading the
way to something better in the matter of cellateral.

éne of the improvements we instituted a little over
two years ago in cotton is the form of warehouse receipt
that I have just distributed to yeu. That has back of it
the idea that we are aiming to check up any possible fraud.
Hitherto warehousemen have been permitted tc get their
warehouse receipts frem any kind of printers and print them
on any kind of paper, just so it was not too cheap. There
was nothing fermerly to prevent a man going te aprinter ard
having a lot of receipts printed about which we knew nothing,
and that has happened, not in Federal licensed warehouses
but in other warehouses where they thought such a thiﬁg was
nct posaible. Now we have required tne warehousemen to get
their receipts from printers that are under contract and

bond with the Department, and those printers must get the

paper for printing their receipts from a manufacturer of

paper who is, again, under contract and bond with the
Department, and both the manufacturer and printer are

required strictly to the Department for all the paper
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which goes into this. When the receipta are ready to be
sent te the warchousemen we have inspectors who go to the
printing plants and inspect the receipts to see that the
erder is properly filled, and then a reglster is made up,
end when the inspectors go around to check the wamehouses
from time to time the warehouseman must accouht for every
receipt, etther in the form of the original receipt, a copy
of the originsl receipt, or finally in the form of the -
ceipt having been duly ceancelled.

That gives a pretty wide check on the warehouse receipts.

I ought to say that the real backbone of the Warehouse
Act is not in the fact of licensing in the first place, bit
it is the fact that the Department maintains a strict supere

visory service over these warehousemen from time to time,

just as under your Nationai Bank Act you have your exami-

ners go out to check up on the banks. In the same way we
have inspectors go out in connection with the Warehouse
Act to check up on the warehouses from time to time., When
we find something not in line we take prompt action te see
that it 1s corrected, and I might say in passing that thus
far our record has been that we have not sustalned any

less under the Warechouse Act.
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There are two carainal principals in cennection with
the warehouse that we insist shall be observcd. They are
qu ite elementary. They are in all the uniform receipt
ascts, and you will find them in the speclal statute to the
states.

First, that the wvarehovrse receipts shall not be issued
until the product 1s sctually in the custody of the warea~
houseman; and, second, that the product shall not be deliv~
ered from the warehouse until the receipt is surrendered to
the warshouse.

Il want teo point out a few principal types of warehouse-
men. First of all, there is the man who has a warehouse
and who is also a dealer in the product which he is storing.
Thet fellow takes in not only his own product but somebody

else's product. You have very evidently two forms of ware-

house receipts there, one issued on products in which the

warehouseman has no interest, and the other a product in
which he has all the interest. You have interested and
disinterested custodlanship, and the value of the recsipt
in cne instance 1is usua;ly different from its value in the
ether, for collateral purposes. Then we have a type of

warehousing that is called field warehousing. It has grown
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up in agricultural areas. It is found in western New York
in connection with the canning industry., This year it will
be found in Wiscensin in connecticn with the pea eanning
industry. You will find it very largely on the Pacifie
Coast, pesrticularly California.

By field warehousing I mean this. A regularly con-
stituted public warehouseman take ever, by virtue of a
lease, the building which the particular party whe swns
the product has te store his product. Now, of course, if
he puts the produet in there himself and issues a warehouse
receipt to himself it weuld not be worth mueh for collat-
eral purposes. Field warehousing has many qualities of
merit but it all deponds on how well the set up is in the

first instance; if you are going to permit this warehous-

man,who is a public warehouseman and has no interest in

the product, to set himself up as the eperator of the
particular bullding connected, we will say, with the can-
nery, for the storing of the cannery's goods, and repre-
gont himself to the world as the custodian of those pro-
ducts, when as & matter of fact the real custodian is an
empleyee of the éannery; you have not disinterested custe-

dlanship, despite the fact that the warehouseman is handing
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out the receipt under his own name. Therefore, I think the
big thing 1s disinterested custodianship.

The position the Department takes 1s that disinterested
custodianship, whether through field warehousemen or straight
warehousemen, and the canner storing his product in the pub-
lic warehouseman'!s own warehouse, 1s the best proposition
we have in warehousing. Under the Warehouse Act we would
license any one of the systems already set up. We have not
any dlscretion there if they can meet our requirements. From
the collater2al standpoint there is always a question, as we
see 1t,

Now, what we have spread throughout the country is that

if you want real collateral you must get disinterested cus-~

todianship. You find a lot of organizations traveling

under the name of disinterested custodianship that are not
really disinterested. We have had various organizations
tell us that it is none of our business to tell bankers that
there is not disinterested custodianship in certsin cases.

I feel thet working together, the Lepartment of Lgriculture
and these banks and the intermediéte credit banks, can go

a long ways towsrds accomplishing proper custodianship of

products. The big trouble in a lot of coses is that there
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1s sn antagonistic interest involved. & warehouseman is
frequently a desler in the product he 1s strring. Some time
I hope that in the ease of agricultural products it will be
as it is in the case of menufactured prcducts, where the
products are going into the hands of men who are warehouse-
men and nothing else.

I do not want te take up any more of your time, Mr.
Governor. let me say that the Department is always willing
to work with the Pederal reserve banks, and in my travals
from time to time I try to meot as many of you men as I
can, or at lesst representatives in your banks, in the hope
we may have something to offer that will make for more solid
collateral. I like to think, as one of your bankers said
some time ago in comnestion with a2 serious situstion in tho
cotten sectien, that after all these troubles are not so
hig if we simply use the facilities now at our disposal,
and his thought was that the Federal Reserve Act, the new
Credit Act and the Warehouse Act, working hand in hand,
can go a long way towards giving real relief 1n almost any

agricultural situation where we get into what seems tempo-

rary emergencies. I hope we may have close cooperation,

and I assure you the Department, as far as the warehousing
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proposition is concerned, will be only too glad to work
with you. ( Applause.)

Goverrnor McDougal. ™e all recognize the importance
of disinterested custodianship; but I am not clear on the
point as to whether the custodian in connection with ware-
housing of this character is a representative of the Dge-
pertment of Agriculture or whether it is etherwlse. Iou
& not appoint the custodian?

Mr. Yohe. Oh no. The custodian would be appointed
by the warehouseman himself. For instance, I know ons
outfit that has or d4id have a string of about a dozen dif-

ferent warehouses in different towns, that they were oper=-

ating. Now, they appoint a man in each warehouse them-

selves. That same outfit held out to the bankers that

he was actually their men, that ne was representing their
interest solely, but investigation showed that the partic-
ulsr men in charge of these warshouses were being paid to
the extent of about nine-tenths by the men storing the
product in there and the other one~tenth by the warehouse-
man. I do not regard that as disinterested custodlanshipe.
On the other hand, if the werehouseman takes 6harge of a
warehouse connected with a canner by virtue of a lease,

and that is what we tell him, put up signs et points of
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entrance, that this warchouse 1s umrder his contrel, and does
noct permit the canner or thie cotton merchant, whoever it
mey be from going into this warehouse, snd prchibits him
from going in wherever he might want to go, and exerclses
sbsolute control over the product, then you have a disin-
terested custodianship. We have required him even to carry
the keys to the warehovuse.

Governcr Seay. I would like Lo ask how often you in-
spect 8 particular warehouse.

Mr. Yohe, The inspections are four times a year, but
tney also depend on the conditions. Somebudy mignt get a
dozen inspections. There arc, howover, at least four in-
speetions a year., I have known some of them to get as many
as six inside of two or three months.

Governor Austin. Who pays the cost of the inspection?

Mr. Yone. The warehoyseman. @aly for the Indtlal

inspection. These inspections that are made from time to

time, after the warehouseman is once licensed, are pald for
out of appropriations mede by Congress.

Governor Crissinger. I am sure we all appreclaste Mr.
Yohe'!s remarks. They have been quite instruetive and

ought te be helpful to the Federal reserve banks and the
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Federal Reservec 3Board in passing upcn warehouse receipts
and partioularly warehousing.. I think we had better take
up now Ir. Goldenweilser's statement in joint conference
before we enter on other phases of our discussion, and that

will give us a good background.

STATEMENT OF MR. E. A. GOLDENWEISER, STATISTICIZN
OF THE FEDER/L RESERVE BOELRD,

Mr. Goldenweiser, Gentlemen, I spoks to these gov=-
ernors about six months ago, very briefly, on the business
sifuation, and at that time there was very little statisti-
cal evidence of any difficulties in the business situaticn,
and yet there was a fairly widospread feeling of misgivings
about the immediate future.

Since that time those misgivings were rether rapidly
dissipated, and the second quareter of the year, and into
the third quarter, there has heen very asctive business and
there have been very prospereus times in a general way,
with only a few spots that were not as high as the others,

Now, we are again in-‘a condition where there is a

definite feeling on the part »f meny that the turn in the

situation either is Jjust shout to ceme or has come and,

again, there 1s as yet little statisticel -~ there is
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perhaps a little more evidence than there wes slx manths
age, and I will refer to it very briefly.

Perhaps the most definite evidence we have of a slack-
ening in the demand for commcdities by the consumers has
Just recently coime out in our statlistics on department
stere sales, These sales for the month of @ctober have
been somewhat smaller than fer September, even after taking
into consideration the usual seasonal variastion in sales,
and are considerably smaller than a yaar ago. Thaet repre=
sents a slackening in the consumers demand for goods. We
find that decrease, particularly compared with last year,
is, as might be expected, larger in the agricultural dis-
tricts and in the southern districts, which have recently
been affected by the rapid decline in the price of cotton.

The ¢ther evidence of a slackening in business are
that twc principal industries whose unusual velume c¢f ac-
tivity has supported our prosperity both show certain signs
of a decline. I mean the building industry snd the auto-
mobile industry, .both of which have been dlscussed here
frequently.

Bullding is somewhat smaller than it was a month ago.

It has been smaller then a year ago a good deal of the year,
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but only slightly smaller, and smallev than the vcry excep-
tionally large year of 1925. But building still continues i
in large veclume, anéd wnile there is some decweass, particularl
in the Eastern Staves, it ls not at all definite that it fore-
tells continuously a radical cdeclinc.

The contemplated projects on which we also get reports
are considerably smaller than they were a year sgo. That
may indicave somcthing in the way of a state of mind acs to
the future demand. But those figures are less dependable
and I would not attach too much weight tc them.

The automobile industry, which of course you know hses
been developing phenominally end hss heen larger every month,
pretty much, tham the preveding month, haes shown some de=-
cline in the last few montas. There has been some unem-
ployment in Zetroit. There has been considerable price
cutting, and there is some evidence of en accumulation of
steceks., I do not wanv in tnis cssec either te overstate the

case, I think the movement is not very proncunced. The

automobile induscry happens (Lo be so situated thac it has

a physicel protection sgainst large cver producticn, in
the bulk of its products. It was polnted out to me by a

very close observer of the induatry that they do not build
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up excossive stoeks, not beceuse of their acumen or fore-
sight, but because the automobiles arc sc bulky that when
they do not move into the channcls of trade they very soon
exceed the storage capacity. If automoblles were as easily
stored as automobile tires the automoblle industry would
probably go through the same radical change in presperity
and depression as the tire industry has gone through.

The present indications arc that there is some decrease
in the automobile industry.

I have mentioneé now the factors in the situation from
the sido of industry thet are not as favorable as they were
a while back. The purchasing power of the community, which
i1s the determining factor evidently in business activity,

has, generally speaking, bezn maintalned.

If we analyze the purchesers of products inte indus-

trial, sgricultural and forcign, the industrial population

has had a year of great activity, full emplovment and full
payrolls. There has beecn no evidence so far of an increased
demand from the industrial population.

Taking up next the foreign, you have probebly all no-
ticed that the recent announcement by the Department of

Commerce indicates that our exprts for the third quarter
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were larger, I believe, than for any other quarter. At any
rate they were exbremely large. So the foreign damand
continues up te date. To what extent that advance 1s met
by our loans and to what extent that may present a problem
I am not here to discuss tcday, slthough I think that is
the point that we ought to be keeping in mind 2nd that will
become increasingly important.

As far as the agricultural purchasing power 1s concerned,
there have been several unfavorsble developments, with which
you are familier. There has been in the spring wheat re-
gion a partial failure of crops, and certain statcs, South
Dakota for instance, are in a fairly bacd condition from the
point of view of agricultural purchasing power; and in the
corn states the corn crop has been of fair-size but it hés
been injured by floods and bad weather, and the condition
i{s probably not as good as might heve been hoped.

The Department of Agriculture, however, in a state-
ment it has just issaued, sizes the corn situation up in gen-

eral as being somewhat better then a year ago. The live-

stock industry, on the Whole, has done well this year; but

reczcently the hog industr»y has been affected by an extréme«

ly severe epidemic of chelera,
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Ths most recent and most seasonal develepment has
been the very large docrease in the price of cotton, and that
hes bYeen follcwed upon three or four years of exceptional
large praduction of eotton. The cotton acreage increasse of
ten million between the low point after 1920 -~ I think the
low point was 1922 or 1921, I am not sure which, and since
that time the acreage of cotton has increased by ten million -
the price of cotton, which was over 30 cents af the end of
1923, has becn declining continuously since, and every eddi-
tional large ercp has resulted in en additional decline.
This year, with the eighteen million bale crop, there has
been a very decideé drop in the price of cotton, as you
know.

You also know’the measures that have been taken by the

President 's Committee and by the ssuthern organizations

all over, to market mitigate the effect of this exception-

ally large crop. The growth in the cotton crop in this
country as tne resuit of high prices has been accampanied‘
also by the growth of cottcn production in other parts of
the world, and the proportiun of the cotton of the world
that is produced in this country is not as large as it was

four or five years ago.
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Whether the severe decline in tine cottcn prices will
discourage cotton production abroad remains to ne seen.

That 13 perhaps a rough anelysis of the position of
the country in regard to the purchasing power of the people,
and the fact that the agricultural purchssing power 1s less
satisfactory than the other two 1is what 1s beginning tc be
reflected in our figures, which show the decline In depart-
ment store sales in the rural districts and in the decline 1iIn

mail order house sales, which are more particularly the re=-

flection of the aecline in che purchasing power of the sgrie-

cultural population.

The producticn in general -- with two elements of the
demand kept out continuously throughcut the year -- has Leen
on an excoptirnally large scale, snd our lstest index of in-
dustrisl sctivity has been a record level.

It might be worth while, perhaps, tc take & look at this
chart for e minute, becuzuse it is a new one in that it is
pased on a much more reprcsentatlive group of commodities than
we have had befere, and inéludes automobiles and gives more
weight to building materiazls and somewhat loss weight to the
iron industry, which was, according to our best information,

aver-weighted in the original index. This chart was prescnte
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in some detail to the agents! meeting the other day, and I
think it would be sufficient for me to just point out that
we are here at tre highert point in the history of tge coun-
try (indicating on chart ).

These ere figures for Geteber. That is higher
(indicating on chert) than the provious peak in 1923, al-
though our o0ld index is lower than 1923, and that is hecause
during this period much of the industricl activity hes come
from the industries which were underweighted inm this former

chart. Ygou see that that industry which would be affected

by a slackening of demand 2 little later does not show any

evidence of a decline but is, on the contrary, higher than

ever, and has been advarcing in the past couple of months.

We have aot the figures for Actober yet, but the
partial reports would forcshadow & somewhat higher figuare
for October than for September.

The mest significant fact to compare with this large
volume of reduction, I pelieve, 1s the . movement
of prices, which has been downward, as has beecn pointed
out to you beforc.

The blaek line on this chart shows the Board's owh

weekly prlce index, and the red line shows the Bureau of
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Lebor S8tatisticst! monthly prices. It shows that there has
becen frem a little aftcr the middle of 1925 a decrease of
about 6 per cent in the prices of commodities. Tt shows,
though, that in the last few weeks tnere has bezn an ad-
vance, the advanse being chiefly due to the rise in the
price of coa;, resulting from the foreign demand on account
of the British coal strike.

If we analyze the prices into the sgricultural and ncne
agricultural commedities, we find that there has been 2 dew-
creaac¢ in both. The decreasc in agriculture prescnted by
this green line is much more ccnsiderable then the decrease
in non-agricultural commodities, and 1n the last month or
so there has been some sdvanco in both. It 1is probably
the most significent single statement about the present
business situation that the very large iﬁcreaso in pro-
duction and trade has taken place during = period of a
gradual deciine in these prices. It 1s not, therefore, so

far as commodity markets are indicative, in any sence ac-

companied by speculative activities.

Mr. Cunningham. You show 2n increase in the last six
woeks or so in prices. ‘How is that price index prepsred or

made up? How would vou account for that advance?
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Mr. Goldenwclser. This advance does not yet include
8ctober, because it was not avall able. It reflects an ad-
vance in livestock prices chiefly.

Tt has been an interesting year 1ln that it is different
from the last two years, because there has been very little
general growth in the volume of member banks' credit as re-~
flected in these banks in the lcading citles. 1924 and 1925
were years of large increase in credit. 1926 has becn a
year during which ecredit has been maintained at a high level
without material increasse, and in that respect we are more
like 1923 than like either of the two folleowing years. And
that is true, if the credit is analyzed in its constituent
elements -~ there has been more grawth in 1924 and 1925,

they wore years of very large increase in credit, and they

were years in which the growth occurred in investmonts and

loans on securities in 1924, and in loans on securities in
1925, while commeréial loans, leans to finance 'the current
production and distribution of goods remained relatively
constant in these twa years.

In 1923 and in 1926, whatever growth has occurred has
been in the commercial leans, the othepr,mostly investments

and loans on securities, having declined.
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I have a chart here that shows commercial laans in a
more fociblc way, and alsc the loans on sccurities. I think
it might be of interest to show it to you for a minute. You
see 1924, a very large growth in thc loans on seeurities.

In 1925, a very large growth in the lvans on securitles.

Here is 1926 (indicating on chart}. 1923 is not on the

chart because it gocs belew the beginning of it (indicating),
but in 1923 also therec wes a demand.

In commercial loans, there was in 1923 a very large
growth, In 1924, there was a large growth, but only in the
end of the year, with a cdccline in the middle. 1925 wawm the
seme way. 1926: there was practically no decline, no season=
el decline in the middle of the year. It started late and
was very slight. I was taking the year as a whole. I mean
the year after date. Of couise there is an increase of
500 million in commorcial loans (indicating), and that mey
correspond to the growth of the business of the country.

It is a curve to be watched, becausc if at this time there

should be a continuous growth in this particulsr kind of

eredit that would be negative probably of some slackening
in the channels of depression, some accumulation of inven~

toryo
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The usual scasenal peak in commercisl demand comes

either late in October, the middle of October, or else at

the very end of Nevember. This year you sce the laréest

figure was reached two weeks ago. Then there was somo ce-
cline. I think the course of this line during the next
few weeks Is going to be extremely significant (indiecating
on chart).

I do not know whether it is too late now te make any
references to 1920, but I found it rather interesting to
consider that when we compare the total volume of loans ahd
investments from the reported number of banks now with the
peak in 1920, we are about two and one~half billion dollars
above, and of that two and a half btillion, two billion ani
over represent a growth in investment and less than half a
billlion a grcwth in ioans; and when you take loans alone,
lcans on securities . have incressed by nearly & billion
end a half, and the commer:.al loans ere still nearly a
blllion below their high figure of six years ago.

Now, it will be interesting for the next few weeks and
months to watch this eommcrical loan figure, because I
think it is in thet figure that any unfavorable credilv de-

velopments will chiefly be reflected.
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In general, the years 10924 and 1925 wers years when
bank funds were sceking investment, when it was a buyers?
market feor money, and money rates were relatively low and
the banks were placing their funds in 1nvestmontsiand lcans
and securities. 1923 and 1926 have been years in which
there was a sellers' market for money. There has been a dee
mend for eredit on the part of the pecople rather then an ate
tempt of the banks to find profitable employment for their
funds, with the consequence that money ratcs have been some-

what higher and the situation has been in closer relationship

with the actual industrial and trade activities than during

those other years; when funds were handled.

I think that is all I wish to say, Governor.

Gevernor érissinger. Any questionsé

Governor Scay. I would like to ask if there are any
evidences that the diminution of the dopartment store and
mail order business was not in considerable measure due to
unusual weather condltions, particularly in the Sath and
West?

Mr. Goldenwelser. I think that is mentionesd as one of

the reasons, -
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Governor Seay. So that it may he possibly post-
poning --
Mr. Goldenweiser. It may. I do not think there is
any very decisive evidence of one kind yet.
Mr. Pkatt. On the other hand, last year in October
we had pretty cold weather, that brought November business

into October.

Mr. Goldenwelser, Yes, last October wes an éxXcep-

tionally high month.

Governcr McDougal. I notice from your exhibit that
in September, 1926, industrial production reached the high-
est point in its history in this country.

Mr. Goldenweiser. That is correct.

Governor McDougal., And that during the last few
months there has beeﬁ a decline in the price of commodi-
ties.

Mr. Goldenweiser. Yes.

Governor MoDougal. And I was wondering whether your
investigation diselesed any evidences of accumulating inven-
torics.

Mr. Goldenwelser, There is any evidence ef that ex-~

cept that there 1s some in the automobiles, and very sllght

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




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

30
evidence of it now in the department stores; but the departe
ment stores stocks have been decreasing all the year, and
the rise during the last month was not large enough to con-
stitute a real element in the situstion.

I believe that what this indicates 1is thet the very
large volume of productiocn, partly becsuse of the lower
price level, has found its way into the channels of distri-
bution without obstruction.

Governor Seay. You do not think that the incresse in
commercial loans is any indication of accumulstion of
stocks?

Mr. Goldenweiser, I think it is not g direct indica-
tion. I think an accumulation of stocks would be reiected,
though. I want to say that the growth in commercial lcans
has not been of enormous or exceptional volume. It has
simpiy been one kind of loan that Las 1ncressed this year,
If they shoald continue to increasc and should fail to show

the usyal seasonal decline from hence on, I think we should

have to take that into considerastion.

Governor Bailey, hat is your opinion as to the
price charting there, in regard to the parity or disparity
in exchange values of agricultural commedities end non-

agricultural commodities?
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Mr. Goldenveiser. It indicates, of course, that

the purchasing powexr of the farmer in the terms of his
product is much lower than the purchssing povwer of the
product of those engaged in industry, in the terms of
their products.

Governor Basiley. How much lower would you s2y it
was than two years ago?

Mr. Goldenweiser. It is a 1ittle higher than two
years ago. It is lower when you take them up to the base
period, but there has been no deterioration in the lsst
few years.

Governor Crissinger. Have you got the bernyerd prices
or what the farmer gets?

Mr. Goldenwiser. The barnyard price is about 130.

It is sbout 134 compared with the gencral price of 152.
There is a difference of about 18 or 20 points hetween
the prifes that the farmer receives for his commodities
and the general prices of wholesale commodities.

Governor Norris. I woulid like to ask a question on
thaet point, which I cennot ask without exposing my ignor-
ance. “hen you speak of 134 and 152, are those compari-

sons of present prices without the selection of any er-
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bitrsry date as to hase?

Mr Goldenveiser. Oh, yes, there is 2 base.

Governor Norris. “ig11l, that basis 1if the price of
1913 or 1914, is 1t?

Mr. Goldenwelser. Yes, 1913.

Governor Norris. So what you mean py thet is that
the price of other commodities is 150 odd per cent of the
1913 or 1914 price?

Mr. Goldenweiser. Thet is right.

Governor Norris. vhile the price of agriculturel
commodities 1s 138 per cent of the 1913 price?

Mr. Goldenweiser. That is right.

Governor dorris. /nd it is a fact, is it not, that

{f instsad of taking the 1913 or 1914 prices in elther

case vou took the average of, say, 1909 or 1910, the price

of agricultural commodities would today be higher than ail
other prices?

Mr. Goldenwelser. 1 think if you went back %o 1910
that would be s0.

Covernor Norris. Because 1913 snd 1914 were years
of unusual high prices of spgricultural commodities, Were

they not?
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Mr. Goldenweissr. Yes. I think I may sey that the
Department of igriculture for thet reeson does not like
to use 1913. "'e are ncw making & considerable headway
in getting awav from the prewar bas2 and in using for sll
our indices 1923 snd 1924, in order to have a basis of

comparison that is recent and that is not affected by

the enormous dislocation of prices caused by the war,

Governor Crissinger. But the fact 1is that farm prod-
ucts are selling for from 18 to 20 per cent lower than
other things.

Mr. Goldenweiser. I think thet is right if we ex-
press it in terms of prewar prices.

Mr. fustin. Highteen points, not 18 per cent. It
would be about 12 per cent.

Governcr Crissinger. Now, when the agents were in
conference with the Board they gave the Board their views
of the industrial situation and the economic situation
throughout the various districts. I was wondering whether
any of the Governors would 1like to oe heard on that sub-
ject. Does the Board desire to have the Covernors talk
on that subject? Very well. Then we will proceed to

the matters we have had under consideration.
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Governor McDougal. Governor Crissinger, the Govern-

ors completed their conference, finished their program to-
dsy. They have given, I think, deliberate 2nd very care-
ful considerstion to the guestions which the Board placed
on the program, and in our conference with the DBoard yester-
day we reported on the findings a2nd in relstion to 211
those questions excepting two in respect to the other sub-
jects appearing on the program, and you will be fully in-
formed through the customery channels in due time. There
may be some topics included there which the Board will
like to discuss with us.. If so, we will be very glad to
discuss the metters thotit is desired to have discussion
on.

The two questions which I have referred to and which
we are not considering were these. Yosterday at the time
of our conference with the Board these twe questions were
not considered, One related to the notes of parent cor-
porations representing borrowings to be advanced to sub-
sidisrics, and in respect to those, after careful considere-
tion,it wes voted that the'Conference recommend to the
Federal Reserve Toard that the FEoard's ruling of December

30, 1925, X-4484, be rescinded #nd in lieu thercof the
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Board rules substantlslly as follows:

Where the borrower is & perent corporation heving a
number of subsidilaries end the parent corporation and 1its
subsidiaries sre in precticel effec: one single organization

end mey with propriety be considered a single borrower, the

pepér of such perent corporation the proceeds of which have

been used or are to be used by the parent corporatior or by
the subsidiary corporations for an industrial, commercial

or agricultural purpose, within the meaning of the Federal
Reserve Act and the Board's reguletions, may be considered
eligible for rediscount if it complies 1In all olher respects
with the provisions of the law and the regulations of the :

Federal Reserve Bogrd.
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Governor Crissinger. I was wondering wh=ather the
fgents wanted to discuss this feeture, this new recommen-
dation, what the ‘gents nave to say ahout it. Do you
want to b¢ heard on it?

Mr . Hoxton. It was not on our program at all.

Governor Crissinger. I know, but it is here, and I
thought maybe you would 1like to discuss it enyhow. That
is what the Conference is for.

Mr. Jay. I have not any viéws eff-hand. I do not
know what it arises from.

Governor Crissinger. It esrises in the case of the
M. 7. Hanna paper thet ceme out of Boston. Have you got
that rulinge?

Governor McDougal. The ruling there declared the

paper of the Hanna Company, which otherwise we recognized

©8 very desirable paper, as ineligible, as I recall it,

for the rerson that ths . '. Henns Compahy were making
some sdvances to companies other than the subsidiaries
owned and controlled by them. It developed, as I

have it in fact, and Governor Fancher will aorrect me

if I am wrong, that there advarces were made to companies

that were engaged in the production of iron and coal,
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and that the cosl and iron were under contract, I thinlk,
for sele beck to the Hanna Company, and they would just
advarce the money to enaihle them to prrduce this product.
Is that the situvation, CGovernor Fancher?

Governor Fencher. Yes, substantially.

Governor McDougal. Now, if the Board will find it
agreeable to follow the suggestions of the Governors,
the banlzs will be enahled to use their discretion and I
think cen safeguard the situation to the satisfaction of
all concerned.

Governor Crissinger. ts I recollect it, tnat does
not state exactly what the Bosrd did, does 1t?

Mr. “yatt, "hen the Board made the ruling it thought
it was poing to meke the paper of the Hanna Company eligi-

ble. s the facts wore understood by the Board, the

Hanne Company mede advances only to fts own subsidieries,

the subsidieries borrowing money from the Hanna Company.
The Board made a ruling thet where the parent corporstion
owned a number of subsidisries and owns at least 78 per
cent of the stock in each of the subsidaries and makes
some 2dvances to the suhsidiaries the papeér of the parent

corporation, the procesds of which has been advanced to
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the subsideries, will be considered eligible and will
not he considered financed paper, if three conditions are
met . First, that the parent corporation makes no ad-
vances except to subsidiaries, Two: that the subsidiaries
borrow no money except from the parent corporstion.
Three, thet the subsidiaries use the money for an eligible
purpose . It then developed that the facts were not as

und-rstood by the Board, that the Hanna Company does meke

some loans to parties other thsn its own subsidiaries,

and the question came up whether the first condition leid
down by the Board could be eliminated. It seemed
rather difficult to do that without abrogsting the dis-
tinction 4n which the ruling haa been made and opening
the door to a complete destruction of your ruling against
finonce paper, and thet proposition wes considered by the
Governors and this 4is the suggestion thet wes made to
meat it, the difference between this ruling and the

other ruling. 1In the first place, it leaves out any
specific reference to finance paper and any specific ref-
erence to advances. It eliminates the requirement that
the subsidiesry corporstions must b»e owned 2t leest three-

fourths, 75 per cent of their stock by the perent cor-
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poration. It simply leaves 1t a2 question of fact as to
vhether the parent corpor-tions and the subsidaries consti-
tute in prectical effect @ single organization and may
be with propristy regarded ss a single borrower. In-
stead of saving the paper may bhe eligible the proceeds of
which may be advanced to the subsidiaries, it says the
paper of the parent corporation may be eligible if the
proceeds have been used by the parent corporation or by the
subsidiaries for an cligible purpose. That nscesserily in-
volves, of course, the transfer of those funds in some
wey from the parent corporstion to the subsidiary. But
nevertheless that preserves the same distinction on which

the Board's original ruling wes mede. It does not elimi-

nate, elther expressly or impliedly eliminate, the first

condition. “J¢ have the first condition laid down in
the Zosrd's former ruling. But it omits any emphasis on
thet condition and rslieves, I think, considerable ewbar-
rassment .

It appears that there hes been a prectice for some
time for Federasl Reserve Banks to consider paper eligible
in the case of bHorrovers whose business 1is industrial or

commercial in spite of the fact thet those borrowers might




40
maeke some insigrificant advances to customers, and it
appears that the Board's specifiying as a condition that no
advences should be made to other parties has raised a
doubt as to the validity of that practices. This elimi-
nates anv specitic mention of thst point and I think it
will eliminate the embarrassments that have resulted from
the specific setting out of that point in the regulation
end would enable the Federal Ressrve Banks to continue to
do for the Hanna Company and similar organizations the same
thing that they have done for any other borrower.

Covernor Crissinger. Does it cover the cese of financ-
ing corporations?

Mr. "yatt . Yes, absolutely, because the fipance cor-
poration could not meet the set up that hss been described
here.

Governor Crissinger. It protects against that?

Mr. Tivatt. Yes. 1I% leaves it open to be handled as

it slways hes been handled in practice. It would be pos=~

sibly disastrous to push the finanecc ruling to such an exe
tent as to say that where 8 borrower uses eny of its money
to lend someone else all of its paper will be eligible.

This protects against the finance company, because 1t says
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that where the worrower is a parent corporation having
subsidieries and that the parent corporation and the
subsidiariecs may be considered a single corporrtion, that
then the borrowing for the parent company and its subsid-
laries produces eligible psper--you cvannot fit that into
the subsidiarises becsuse they are lending to outside
nerties and you could not in any way view the finance com-
panies and their customers as a single organization.

MNpr .o JdJay. But these subsidiaries may do a little
lending to outslde parties, but not enough to amount to
enything.

Mys yaut. Governor Fancher can probably give you
the ™orrowings of this particulur company and esdvances

made to non-subsidisries.

Governor Fencher. In proportion to their total bor-

rowings it 1s sn insignificant amcunt, and in other cases
the omounts were very small compared to the horrowings of
other corporations which, under this former ruling, makes
all the paper ineliginle.

Mr, "Tratt. I have heard thet the amount loaned to
outside interests was only aboub 50,000, which is insigihif-
icent compsred to the total “orrowings of the parent cor-

poration.
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Governor Calkins. It 1llustrates the difference be.
tween the aspplicetion of the ruling formerly made by the
Board and the proposed modificetion. In the first place,
it 1is perfectly correct to say thet there probebly is not
8 large bhorrowing corporstion in the United States that does
not make some advances to subsidisries of which it does
not own 75 per cent. The case to which I refer is that
of a purely commercisl organization making advances to sub-
sidiaries which amount to about $£6,000,000. Those sub-
sidiaries are nine in number and it owns 100 per cent of
elght and 50 per cent only of one. Under the Board's
former rulingbecause it only owned 50 per cent of one of
those subsidiaries thet paper would not be eligible. It
scems to me that is too technical &hd that that should be
considered as one single borrowing corporetion.

Governor McDougal. ““hat I had in mind had to do

with a certain class of elevator receipt which originate in

Minneapolis or St.Paul, one or bhoth. It is the sense

oF tho confeorcnac thas rcolistercé terminnl warchouse ro-
coipts issucd under thoe practiec prevelling in Minncapolis
arc within tho spirilt of the Borrd's rcpulantlon requiring

that rnrohdust recoipts to he cligible ns eollntorel for oc-
scptanccs must be Lssued by o warchouse independeant of the
custemer and that therefmre the Beard skeuld rule that ae-
ceptances secured by them are eligible previded, of course,
they cemply witk a 11 the relevant requirements of the
FederallReserve Act.
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Therefore the Bosrd should rule that scceptances are
eligible provided of course they comply with 8511 the rele-
vant requirements of the Federrl Reserve /ct.

Governor Crissinger. If I remember correctly that
case the werehouse company wes the horrower, How would
thet meet the requirements laid down by Mr. Yohe?

Governor McDougal. In our judgment those receipts and
all the circumstances attending do comply et lezst with the
spirit of the law.

Governor Balley. There are safeguards enough to make
them safe. It is the same wey in Kensas City, we have
a world of paper that our banks would like to use, but cannot
use, although it is the best security thet can be given.

Governor Seey. Under the statute of "innesota such
receipts do convey title, which 1s not the case ordinarily.

Mr. Jay. I understand that this is not s change in the
regulations hut a proposed ruling by the Board.

Governor Crissinger. Just a ruling.

Governor ieDougsl. I know from long experience that

these recelpts have bheen accepted and have heen considered
one of the most desirable hases for loans. The werehouse

receipts in question carry with them title and if this
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warehouse company uses them for the besis of scceptances
or for horrowings they caanot he attached. There is pot
any dasnger in this st 211.

Mr. Jay. I rememher last year this wes submitted to
the fgents' Confersnce. The proposai wss to amerd the regu-
lation, and the committee reported a resolution and the
Conference epproved the rccommendation of the committse.

If this con be done with a ruling without chenging the
reguletion it seems to me it would ne avvery desirable thing
to do.

Governor Crissinger. ¥hat is veour next proposition?

Governor McDougel. [!1ll of the toplecs you gave us we
have considered with the Board. ¥ie did that yesterday.

Governor Crissinger. Does the Bosrd want to bring
up any of the topics considered by the Roard yesterday?

"hat were those toples?

Governor MeDougal. I think I have them all here.

One was the advisability ¢f the Board adopting for all
Mational bharks a minimum cepitel requirement and imposing
other requirements in connection with its granting authority
to such banks to exercise trust powers.,

Governor Crissinger. Yell, I think the Board has been
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advised on thet hoth by the fgents-~does the Board care
to hear anything further?

Governor MecDougal. The next wes the authority of a
Federel Reserve Bank to receive deposits of securities
for safekeeping from farm loan registrars, Federal Land
Benks, and intermediate credit banks.

'@ have our viéws on that.

Governor Crissinger. Heve the agents enything to say
ahout that; do you want to start that?

Governor MeDougal. The next was the questlon of
Federal Reserve Bank represcntation et bankers! conventions--
to whot extent should Federal Reserve Banks be represented
by officers and employees.

The next wes the advisibility of seeking an amendment

to the law to restore to Federal Courts jurisdiction ouver

suits by and sgainst Pederal Rescrve Benks. It was voted
to be the sense of the Conference that it 1s advisable to
procure an smendment to the law to restore to Federal
courts jurisdiction over suits by and agelnst Federsl Reserve
Panks in the form suggested in Paragreph No. 3 on page 3 of
Mr. Viyatt's memorandum X-4551.

It was plso voted that it would be desirable to seek
the enactment of legilslation to exempt Federsl Reserve
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Banks from the process of attachment or gesrnishment before
final judgment in eny csse, as llationzl benks are now ex-
empted uncer the tarms of the United States Revised Statutes.

Those were the toplilcs, I think.

Governor Crissinger. Is there anything further to
hring bhefore the Joint Conference?

I woyld like to sav thet Yr. Martin has sdvised me that

the "gents are through and have adjourned subject to the will

of the Zoprd. Is there anything that the Board wants them

to do that would k%eep them here longer? If not, seme of
them would like to errange for their transportation to go
home . Is there anything thet any memhor of the Board
wvould 1lile furthor informstion about?

Governor i'cDougal. ’re we going to have zny discussion
on the topics #nd actions talen »v the ’'geuntst Conference?

Governor Crissinger. That is whot this meeting is for.
Mr. Mertin, Governor lleDougal is incuiring about che act.oxn
talken »y the ‘gents! Conference. Can you take them up
in the orcer they come?

Mr. 1"iller. Gevernor, whet disposition is going to

of guestions submitted to the Roard?

Governor Crissinger. I have been ssking for o dis-
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cussion of them. Ifter esch conference has made their
reccommendations I presume we have passed upon them. They
are submlitted in writing. That is the way we have hereto-
fore done it.

Mr. Hiiller. Yes. There were cné or two pretty im-
nortant things.

Governor Crissinger. “iell, probably they will come
up right here.

Mr. Mertin. It was our purpose, of course, on all
these topics submitted »y the Board, to present our conclus-
ions in writing to the Board, snd we hope to do that within

2 dasy or two.

The first topic was Federal Reserve Bank representa-

tion at bankers' conventions, which hes come up before you.

The next topic was reduction’'in reserve redquirements.
Practicebility of reviewing at leest once eech year the
situation with respect to member banks loceted in outlying
sections of Reserve and Federal Reserve cities, which have
been granted the reduced reserve privilege, in accordence
with the Board's policy outlined in its letter of December
19, 1924.

Governor Crissinger. ~“hat is your recommendation?
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Mr. Mertin. Our recommendation is that it 1s pract-

- and desirable to make the review at lecst once each
and have it ia the hands of the Board by December 31
vear, together with a recommendastion.

Governor Crissinger. ©Now, do any of the Governors
wont to telk on that suhject? Do any of the members of
the Board want to be heard?

Mr. Martin. The next one 1s one that was also on the
Governors'! program, the advisability of the Board adopting
for all National banks a minimum capital requirement and
imposing other requirements in connection with its granting
authority to such benks to exarcise trust povers.

Governor Crissinger. “hat is your recommendation on
that?

Mr. Martin. our general recommendation was to the

effect that it 1s not necessery at the present time. 'le

want more informetion slong certain lines. Our report

in regard to this fiduciery matter includes the general sub-
ject of fiduclary bankers. | It is rether 2 long document,
stating the genersl situation; but our general conclusion

in regsrd to minimum capitalizstion requirement is that

thet 1s not advisable at the present time.

Governor Crissinger. I think the Governors made the
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Has anyhody any furtuer remarks?

Mr. Mertin. The next one subnmitted by the Board is
procedure in elections of Class ! and B directors.

Covernor Crissinger. You had hetter explein that to

the Governors.

Mr. Mertin. It was decided by the Conference that,
Cox fols. in view of the fact that the present procedure for con-
>n “nday ducting elections, which comes under the jurisdiction of
By fols the Chairmen of the Boerd, hes been subject to criticism --
Steve in £11 instances nracticelly, we bhelleve, unjustifiable
criticism--but criticism which hss' arisen on sccount of
the procedure in conducting elections of Cless * and R

Directors. Come of the small ™“anks meke the statement,

28 I understend 1t, thet they dare not nominate & men

after thet man has been rnominsted by a large correspond-
ent; the stetement has further been made that banks object
to voting for mer if those men are sponsored by other
correspondents. I undsrstend the criticism has also

been made that if o man row on a board of directors in a
hank is put up for re-election the hanks hesitate to

vote against him on the theory that should that man be
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rm-@lrct@d thevy would e ~t a dissdvantage 1n submitting
rediscounts. Now, of courss¢, g lknow thnt 1in lorge
mersure 1s unjustifiable criticism, but the peneral idesn
secms tc be that the beallots 2rs nct seeret. In effeet,
1n preectically all of the benks, I em inclined to helleve
that they sre secret now, but the procedure is such that
criticlism c¢#n be brought sgeinst them es not being secret.

Our Conference went into the peneral guesticn of the
slectior of Clmsss / end Cless B directors. From #n in-
vestigetion of the law we find thet it is necesssry that the
cendidetes, togothur with the nemss of those by whem the
candidetes rre nominoted, must hHe listed #nd » copy of that
list sent to the intercsted hanks. Thet mesrns there cen
bé no secrecy ~s to nominstions, but in regerd to the
hellot the lsw makes the strtement thset the bellat is to
be = preferentirl bellot on 2 form prescribded by the Fed-

ercl Reserve Board, and the method of procedure in the

cenduct of the e¢lactions esn, thorefore, be modified, in

our judgment.
e cre now following the proc:dure which wes insupu-
rzted by the Orgsrizstion Committee. The forms ere

those that were sent out b the Crgenizetion Committee.
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"eting under the suggestion of Covernor Crlsslnger, who
hrousrht out the propositicn of voting an shscntee by
mail, teking those supgestions of Governor Crissinger, 1t
has been the 1dee of our Conference thet we will werk out
the dete-ls of r plen and insugurante 1v commencing with the
next election. It is too late new to do enything this yesr.
It does not chenge the method of nominsticn which, undsr the
law, cenret be seeret, hut so far -s the bellnt 1s concerned
the idsa 1s to have » preferentierl ballot, in the form in
which we now have it, ithout hrving the signeture of the
man cesting the ballst.

!n envelope, perheps of « distinctive color,-=we have
not worked out the complete detsils of this--msrked "For

ballot", will ve sent from the office of the Chairmen to

the men authorired to cest the vate for his hank. Tg get this

befcre you es cles rly ss I esn, I will 1indicete what we have
in mind: Te heve the Cheirmen send cut frcm his efflce te the
man who is designated te caost the vete, en envelope, perhaps
of a distinetive color, merked "fer ballct"; alsq & prefer-
entiasl bellot in the form he sends eut new, with the exeeptien
that 1t will have yo plaes fer signeture. He will alse semd
eut whet me y be eslled o letter ef transmittel, to ke signed

by the men whe cests the bsllot, so thet hls slgneture cen be
checked against the autherized signesture 1n the offiee.
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There will alsc be sent out on envelope in whieh 2ll of

these thinrs may bHe erncloscd., Then the men whe casts the

vote will teke the ballot, which contaipgs én it no merk cof

identificetion, end he will indicate his preferentiel bhellot.
He will fold that, put it in an envelope, of distinctive |
color, merked "For bsllet", end seasl it. Then he will take
the letter of transmittal to be sent to the Chsirmen, he
will sign thet letter of trensmittsl with hils signature,

ond his signsture is on receord in the Chelrmesn's office,
togeth r with the title af his bank. He will then talke

the envelope with the bellet in it, and the letter of trens-
mittal, end plaoe those things in the other envelope ed-
dressed to the Chsirmen of the Boord. It can essily be
worked gut so that when these envelcpes sre recelved by

the Chairmen of the Board, instead of opening them es they
come in, they will not he touched until a certein dete.

They will be put into the ballot bLox. Theﬁ the Chalrman

cen notify the nominees thnat the ballot box willl be epened
rnd the ballots counted on a esrtaln dsy et o glven time

end thet it would bhe thoroughlj proper for himself or hls
representatives to be present 1f they wish to come. In

this wey we hope to work eut e scheme which will give us
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¢ secret ballct end which will remove 1t, so for ss 1s
possinle under the lew, from sny possibility of criticliem.
Mr. Hoxten. There 1is one point which vou left out,
which 1s the crux of the whole manter. "¢ alse recommended

" thet the Federel Rescrve Zoard seek to hrve the ‘c¢t amended

so thet the names of thcse nominatng candldetes would not

have to he puhlished.

Governor Crissinger. #nd meke the nominstions the same
as they do the votling?

Mr. Curtiss. There is one other polnt, and that 1is
thet these hallots should he epened in the prosence of the
suthorized reprecsentatives of the Cheirman.

Mr. Mertin. Thet is » detsil. Of course the ballot
hox will be opened esnd the bellots counted in the presence
of two cuelified people, curlified in the judgment of the
Cheirmen to meke & certificete of «=lection.

Governor Crissinger. Just aiother point that I omit-
ted, ond that is thot when the bellot 1is sent out, with this
letter of trensmittsl end the envelope, thet there slso be
included s bilogrephv of the condidetes so thet 2 man 150
miles rway mev have some ider of the Husiness of the men

for whom he is voting, ~hither he be 2 Cless ’ director
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Clrpss B dlrector,

My, Jav., Yot preprred by tho banlk.

Governor Crissinger. Wo, prepsred by the nomineec.

Mr. Mertin, e will -ork these dateils out carefully
eand sefeguerd

Governor Crissinger. I think it will be » very nice schen

when vou work it out.

¥r. Miller., I wes just surgesting to Mr. Jey, more by
wew of  joculer diversion, thrt we mirht have someone 1n the
Federnl Reserve System to he known ¢s the officiel blopgre-

pher.

Governor Crissinger. hot was the next cuestion.

Mr. Mertin., The next cucstion submittsed by the Roerd

wrg ths cunsstion of ‘ssistent Federsl Reserve /pents st

hrenches . “mhe Porrd desires thet Federrl Reserve ’'gents
give consideration to the procticability ~nd desirobility
of establishing some uniform procedure for handling the
note functions of Federsl Ressrve 'pents at those brenches
of Federsl Rescrve Banks whore the full-time services of an
fgsistent Fedorsl Reserve /gent would not epnecsr to be re-
guirea.”

I will ask ¥r. DeCamp to read his report on that,
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Mr. DeCamp. There azre 23 branches ef FedermliReserve
Banks . At anly 8 »f these ere unissued ..Federal Reserve
netes kept en hend, namely: Cincinnatl, Pittsburgh, Jacksen-
ville, New Ordeans, Detrolt, Denver, Omeha and Oklshams Cilty.
At the first five mentioned branches there zre Assc. Federal
Reserve .Agents. The Committee essumes thet there 1s seme
special reasgn et these brenchea fer keeping cn hand 2 supply
of unlssued notes and fer meintaining Asst. Federal Reserve
hgents.

The Committee belleves thet nothlng shruld be dene te re-
duece the protection which thsse branch terrltpries nsw derive
from heving a supply of uniasued Federal Reserve notes msin-
tained at the brsnches nemed. @n the other hand, the Ccmmittee
feels thet as ither'branches, some of which are as lerge »ns
these elght branches, now conduct thelr business setisfactorily

witheut meinteining a suppky of unissued notes, seme if not

all of these eight branches should now glve cuqéideraticn to

evelving some method whereby present protection cen be msin-
tained fer their member benks withgut the maeintenence of o
supply of unissued notes sn hsand.

It is impossible for tne Cemmittee, es 8 Committee, to

know the condition in each: of these brenches snd whether 1t
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weuld be possible for any o? 211 ef these branches to esrry
thetir reserve supply of aotzs in the benking deprrtmint insterc
cf in the A gent's Depertment. A shortagc of eollestersl at
certrin sersons of the vesr, er other ressons of on emergency
neture or in the nsture ol 2 grodusl chenge in donditions over
p longer periol, mey make this imprectiecsble, The Committee
con ~nly sugrest thet without chenging the prescnt ferm of

organizetion, esch of these hrenches should, during the nexi

six months, experiment with the possibility cf cerrying the

reserve supply in the benking adepartment insterd of in the
Agentts deprrtment, At the end of this period esch of these
brenches would be in » posltion to knmow the extent to which
this would Be practicsbls, slthough it might be necessery in
some of the preanches te cerry en the experlment longer in
erder tc be nple to observe all of the_conditions which might

erise st such brenches during the full course of a yerr,
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Governor Crissinger. Is there any discussion of that
récommend~tion?
Mr. Jey. Durins the discussion in the ’"gents! Con-

ference chairmen representing a number cf these brerches

were not present Mr. Newton of ftlanta, who hes breonches

in Jacksonville and l'ew Orlesns, was not present snd Mr
Heatn, wlth the bronch et Detroit, was not present.

Governor MeDougsl. I can only sey thet in my opinion--
I do not know hew Mr. Hesth would feel about this--if the
Beard wented to do awey with 'ssistent Federel Reserve
fgents, or the Pedersl Roserve /gent at Detroit, ~hich is
only & few hours eway, that we could saferuard the situstiocn
setisfretorily through the meintensnce of = ressonable
supply of c¢osh snd through the medium of shipment. I
have not discussed the subject with Mr. Herth, but I feel
thet that could he done.

Governor “ellborn. ‘e fecl thet it 1s necess ry teo
have on ssistent /gent in New Orleens on account of the
large benks there sand the tremendous smount of husiness,
to teke cere of emergencies that mey arise. e also
think we should heve one in Jroksonville, Florids. Cen-

ditions down thure hsve been rether unususl this yesr,
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snd until those conditions sie streightened cut we think
that we sheuld hsve 2n fssilstnnt Federnl Reserve !gent rnd
have # good supnly of notes on hend. #t our other brenches,
Blrminghew ond Neshville, we could do without them, bhut not
st Jecksonville. e have & men in Jecksonville ot s
nominel snlery, almost nothing, He is = Clepss B director
of the branch bank. He is in the commercisl business snd
just comes in occesionelly snd ccts when it 1is necess=ory.
It code us hardly anything =2t ell.

Governor Crissinger. Does anyone elss desire tu he
heerd on this subject? Iny membher of the Roard? Is there
anything else?

iTe Mertin. ~ith the exception of the guestion
asksd with regerd to relessing the censolidrted stetement
of memher henks, relersing prrt szcperately in sdveance of
ralessing the consolideted stetementes

Governor Crissinger. The Govarnors voted thet they

would interpose no ohjectior. to the relersing of this gtate-

ment shead ¢f time, Mr. Mortin.

Mr. Mertin, Then thet concludes the toples placed an
the progrsm by the Poerd with recuest for enswers. There

1s the topic of Exeminrtions.
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Govi rnor OJrissinger. Heve vou reached any conclusion
on thet?

Mr. Mertin. Mr. Jey cen meke ¢ statemont in regerd te

matter.

Mr. Jay. The Conference hesving discussed this

the Bosrd on lrst Friday--

Governor Crissinger. You hrd hetter strte what 1t is,
80 that the Governors will know what it is.

Mr. Jsy. ‘t the lesst Joint Conference 2 committece of
‘gents wrs spncinted te study and report on the whole qgucstiom
of examninstion hv Fed rsl Reserve suthorities. This com-
mittee met severrl times with » committec of the Beerd, and

i "ugust they presented o report to the Poerd's com-

mittee, = cony of » ich wrs sent to erch Chalirmen end

Governor, so thet nall have beecn furnished copies of 1it.
't the Conference het*e'n the ’pents and the Board lsst
Fridey Mr. Platt resd the report of his committoce of the
Boeard. Then the Conference, having hed cur own report
#nd hevings hed the report of the Boord's committes, dls«
cussed the whole Gusation s#grin and hed one or two sug-
Festions to mrke. Moy I just summerizs this, Mr. Plett?

Vice Governcr Plett. Certainly.
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Mr. Jey. The resport ef the 3oerd's committes, which
-~ understend hes recelved the sporovel of the Beard in
reneral, proposes to esteblish ~ dlvision of the 3oard, at
lesst temporerily, under the suncrvision of » competent
exeminer to mrnke & survey and rcoport #c to the efficiency
end thoroughness of exnminstions snd credit investirotions
mede by eech Federsl Reserve RBank ond ¢s t9 the efficiency
apd thorourhness of @x:minﬂtions‘medf hv the Stete bank4ng
departmenta, "The 2osrd's onmmittoe helieves that the
idenl system for 3tate bank membhers in meny stutes would
be to have ons examinestion by State authcritles, osnd gne
by Federsl Reserve authoritles erch yerr. This cannot be
done under State lews excepting in a few Stsates at the
present time, but en effort should be mede to chtain the
necesssry amendments to State laws so that it mey be suthor-
1zed." ‘

The Cconference expressed its great setisfacticon .ot
the proposed survey and its hope that the work would develop
into #¢ permenent division of the Bnerd, ‘o keep the Boerd

fully =dvised ~t r£11 timss of the efficiency end thoroushncos

of the exerminations and credit investipations mode hy the

Reserve Renks and #s to the efficiency »nd thorourhncss of

evaminatlons mede by the itste bank deprrtment.
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"ith regeard to the sugpgestion of the committen thet
the State lrws should he smended, in the crse whare two
exeminntions rre vecuirsd ¢ yesr, so thet one of those
efficiel examinations reqguired Hv the Statc should He mede

by the State suthorities snd one by the Federnl Resarve

sutheri-ies, the feeling of the Confersnce wes that this

would be an sssunption by the Federsl Resarve outhorities
of the responsibilitics enéd duties thet are imposcud »y low
on the Stetec supcrvisors cnd that th.refore 1t would be nn
undesirrhle proprem to develop. ~e fesl thnt probshly
this =rises from the desire of the Porrd to hrve more srtis-
fectory exeminetions mrde hy Federrl Res.rveé ~uthorities
in ceses vhere the Btate exsminections sre nct satisfrctery,
end ‘e helieve thot one of the difficulties In the wey
of sccomplishing this st the present time 1s the fret that
we must charge for melinc these exrminctions. Therefore
we recommend te the Roard thet they se2k fn »mendment to
the lew, =8 soon ss possinle, so that the cherge to he
mede for examination should »e discretionary with the
Fed r=1 Ressrve System.

The report of the committee is quite 2 long vne. The

gist of 1t is contesined in three or four pegeés, snd if I

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




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

6l
movy reecd ehout one page, Governor, it will sxpress the
viaw of thes committea with regerd tc the position of the
Federsl hesorve /gonts in ecanection with exaninstion.
riey 8y that this ns pone over very carsfully and dis~
cussed verv thoroughly ané certein chesares made I will
reed the changed pesregrevhs, vwhich were sgresd to by every
Fedoerel Reserve /‘gent pressnt, Mr. Newton of ’‘tlsnts end

Mr. Heosth of Chicapre helng ashsent:

"(7)} Pedersnl Res-rve fgents. Ths crmuittee feels thet

evaery Federcl Resarve ‘gent wust necess<rily be hoth Intera
]
g¢sted and rsctive in heving repecrts of exominetions of memer
banks in his district ~nelvzed, £#nd, vwh re these ere inad-
equete, In taking the necessory steps tc secure adecguate
informstion concarning the affeirs and condisien of cvery
membor benk in his distriet. Fvery Feder~l Reserve ’‘gent
should have ¢ high-grade chief exsminer end rn asdecuste
steff, Zvery Federsl Hoserve /gent should be shle, upon
re~sonahle neftice, to undrrtoke sn indeperdsnt exeminstion
of any henk in hig distriét. In tne crse of lerge benks

-

nr benks havling meny brenches he should he ohle to esrrenge

this »y drewing on memners of his suditing depertment, or

of ether deprrtments of his h»enl, on the exeminine steffs
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of neer-by Reserve bonks, rnd on the Roard's exomining
staff, 1f necess~ ry. Tyery Federcl Rusarve /pent should
stend resdy to keep the Besrd =dvised, whenever the Roard
so desires, regerding the menepement, affelrs, end condi-
tion of sny member ha=l: in the district. Fvery Federel
Resarve 'pent should meinteln personal contect with the
Comptroller's chief exeminer, snd with the State supervisors
in his district, end either personally or through his chief

miner, should be in consteznt touch with these supervisors
regarding conditions in eny member benk which sre unsstis-
fectery."

Thet contains » strtement of whet the fgents consider

the position af their office recuirss of them with respeect

to exeminstions.

Mr. Jomes. I den't guite understesnd tpne statement
there when vou sey when the ‘gents rre desired te perform
certrin things. 2y whom erc they going to be desired, end
mhen?

Mr. Jay. Vell, if the ’'gent himself finds it necessrry
or if recuested by the Federnl Reserve ZJosard.

Mr. Jrmes. 3omehody hrs got to cell the “gent's stten-

tion to n specific »enk?
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Mr. Jey. He micht eell it himself. I #m not Gguite

thet I know e wpctly to whet you ere referring.

Govwrrnor Secy. Or th: rdministretive section of the

mirht cell attention to it.

Mr. Jay. You mern shout mel:ing the exrminationt

Mr. Jemcs. I mean tho necessity of improving axeninca
tions.

Mr. Jry. "The committce fecls thet cvory Federel Res TVE
Fpent must necessrrily he Hoth intur:sted and sctive in
heving reports of exninctions of momber herks in his dis-
trict nnelyzed", =ncé o forth.

Mr., Mertin. It puts the initiestive on him.

Mr. Jey. Yes, OT if vou nre reminded hy the executive
doprrtment of the bonk or the Bosrd thet you hrve some oOb-
ligetian. The committce srys "Bvery Fedorel Ruserve ’gent

should have =n nirh-grerde chief exeminer ~nd rn sdoquate

strff and should he r:le, upon rorsonable notise, to under-

talre »n independent ereminrcion of sny Dank in his Aistrict.”
Mr. Jrmes. The ides I hed in mind vos vhaldothé Puard

ve justifisd in fcoline thet in the shsence of some recuest

far ~ction on the pert of the Posrd, by the member benk,
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thet that “enk vre properly meneged end ves complying with

the law end the rules end regulstions of the Board snd con-

ditions of its membership?

r. Jay. I fergot to rmention th t. Thet mettor wes
brought up last Fridey. The cemmittee hes slrar(y stertsd
to preprre its schedule, which will conte=in #11 those ro-
quirements of law, reguletions ~nd conditions of memwership,
and the sugrestion is thet vhen thet is prepsred it should
e distrihuted to ecch of tho 'gents thet thev coald pnss
it on to the necesssry outhorities znd endervor to get s«
checlt-up on esch of those points on e~ch exrmination.

Mr. Jemes. I wong wondeoring whith:-r the Bosrd would
boc Jugtificd in feeling that thot wes sttaided to by the
fgents, rethor then heviag to set up = steff here
#ll the reports of exeminstions, ss filed in the Comp-
troller's office, or sent to the Board bv the ’'gents, ss
related to reports of State member bsnks, £né heve the staff
here go through end sesreh for these violations; or would
the Zoesrd he justified in feeling thrt the ’gents are
~ttendings to it snd the rosponsihility 1s taken off the
Toerd?

Mr. J~v. The 'gents did not discuss ex-ctly where that
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recsponsibility would lle, beeruse the cemmittee hed net yet
prepered its schedule ond huad not dlscussed it. I should
pssume thet unless some such schedule wss prepered end furn-
1shed the 3tete suthoritics ond the Comptroller, thet we
would find‘ft difficult to sscertain from the records now
submitted whother all conditions have been complied with or
not.

Mr. Jemes. I do not have sny difficulty, ir re=zding

some of the repcrts I heve resd, to find = let of them.

Mr. Jey. No, you cen find 2 good many, but we wish
to make up & gomplete schedule #and submit 1it. Isn't that
what vou had in mind®

Mr. Jemes. I would like te heve hrd someone call my
attention to some of the thines thet I dug out of the re-
port mvself.

Mp. Jery. You could dig out » good meny, of course,
but wour thoupht, 28 I understood it, wrs thet we should
endervor to maks o complete schedule, Guestionnaire or
whetever you call it, so that the supervisor could n=dvise
us on these peints so fer =3 he could snd we wwould have
opporturity to check un e¢cch report.

Governor Crissinger. “hy could not the "gent make =en
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rnolysis of the report r#nd roint out the things, and then
it could come to the supervisor 2nd let him po over it.

is what Mr: Joemos hes in mind, is 1t not?

Mr. Jemes. No, I sm just asking the ¢uestlion vhoethar

“oord would be justified in thinking thet the /gents

givine this thorourh sttention snd that the Roard's
responsihility «rs teken core of by its representatives in
the twelfth district, or vhsther it should be sttended to
here in " 2shincton.

Mr. Jev. I thin® ~han this schedule is preprred it
w11l »z desirnhle for our committe  to sit cdown with the
Borrd¥s committee end work out just how thet may hest he done.

Mr, Jemes. I think thrt is r good idee.

Mr. Jey. I heve in myv pocket ¢ lot of reguircoments

of 1lrw =nd conditions cf memhership #nd so on. it is

roing te meke avwvery long 1list of cuestions to hs discussed
in connection with their report, if you went to moks ¢ come
plete statement. I em nssumings thet the Stete supervisors
end *he Comptroller wculd 1li%e to hove such a schedule s
thet in order thrt they mev sttempt to indicute those things
in their rcports. This hes he:n discussaed by the Confer-

ance, rnd we believe it would be best worked out hetween
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the ~osrd's cemmittee, our committes 2nd the anew super-

visor er survevor, when he comes on the job.

Mr. Cunninghem. 7"a2s it essumed by the /gents, in

the =doption of the statement you heve resd there, that,
following this survey thet is going to he mede, the Roerd
should decide thet some set up of some %ind should be proe-
vided for the cerrving out of the ides, for the doing-gf
certain thiygs where we find thet delincuencies occur

in these exeminntions; wes it sssumed by the fgents that
whetever set un is prepered, thet the /gentsshould be re-
gquired to do thus =2nd so, as enumersted, that the detsils
of whatever arrangement wes mede should reguire the fgents
to do so #nd s0%? You 22y the ‘rent:-should heve a feeling
of intersst in the matter, theat he should he recuired not
to do this 2nd to do thet.

Mr. Jey. Thils is irrespective of the survey, Mr.
Cunr.inghem.

Mr. Cunningham. I ssy following the survey, theon 1t
is contemplested thet there must be = set un of some ind
made .

Mr. Jey. Tie have rttempted here to indicete the dutles

on the pert of the /gents, whetheér you h-ve 2 survey or net.
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Mr. Cunnincham. Then the fgents are giving thelir
centative apnrovael to thils survey--

Mr. Jay. Not e tentstive approvel. ! most hearty
approvel, Mr. Cunningliam.

Mr. Cunningham. You mske a counter propmnsition, and
I do not think that 1s a hesrty spproval, but =z tentetive
approval.

Mr. Jay. Oh, no, » most hesrty approvsl ef the survey
and we express the hope thet it will become 2 permanent
division of the Bosrd, which will melintesin contsct with the
*orents with regerd to 2ll these matters of examlnation snd
informetion. I think I spesk for all the memhers of the
Conference when I say we feel it o most helpful end desir-
asble thing end we regret very much thet there hasn't thus fer

been such a éivision. I thirnk it will stfeighten out tha

thing very much when we have thet division hers.

Mr. Cunningham. Thet recommendation I quite approve
of, #t lecst the procedure contemplrted meets with my
approvel; hut that cornveys the impressien that we might have
to provide a set up in such a deteil way for procedure,
which mirht contemplste our leying dewn the rules directly

to these Feder»l Reserve ’gents es to their procedure.

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




69

My. Jey. That may be. I assure thet is 211l 2 metter
for the future, £8 vour report says that you haventt eny
definite recommendetion to meke et the present time, until
vou heve mede that survey. You do, hawever, S8y that you
epprove the penersl conclusions mede in our repert es
follows: ‘The Federsl Reserve ’'gents' committee in sum-
morizing its report to the “9srd's committee makes the fcl=-
lowing ststement: 1The committee nelieves in maintrcining

¢nd improving the present exsmination prectice. It doeés
e P

not frvor the concentrstion of Feder=l Reserve exsmining

responsibilities in the Boerd becruse 1t believes this should

be ex-rcised in cooperstion with State supervisors and
chief ¥rtional exsminers,end 'mérc ¢ffective cooperestion
with those nutherities, close personal relrtions ore im-
pertent; but the 3Boord ahould setisfy 1tself thet ot all
times the Federsl Ressrve fgents sare gatisfrctorily dis-
charging thelr responsibilities in this rogard and should
reguirs from them such current informetion s it desires.
This is the furdemsntal faeture of tne progrem w+hich the
committse rucomnends.,"

‘then vour committee «ays: frhe informrtion bafore the

Bosrd's committes ot the praset time is no! sufficient to
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enn-le it to datsrmiro to what oextent it wev ultimately
heooms neessscry to centrelize, undur the 3Beercd, certeln
fertures of the exminstion work in order to mere effoct-
ively coordincte the cxsminstion work of the System. In
the main, hevever; the committee Iinds itself in hesrty
scaord with the recommendrtions shove rsclted; and he-
lieves that for Lhe present the Bosrd should heold the
Fadersl Reserve ’poents responsible and should take such
messures 8 meay He necosservy O sntisfy itself thst the
Federel ileserve *fgonts sre tastiafretorily disch rging
their responsibilities in this regerd.'”

I urd-rstend the prescnt set up is thet you are going
to make o survey to find out how to s:rve the henks, is
that 1t?

Mr . Cunringhem. Yes, possible centrelizetlion, no
matter whet form it tnkes, but e heve comnitted ourselves
to envthing of thet kind, you und rstrnd.

Mr. Mertin. I would 1like to offer = repart for the
snformetien of the Joint Conference. The “gents! Conesr- .
ence spent an entire efternoon with Mr. Goldsnvelser end

the statistical division of the Roard ond their sntire

steff, roing into the detzils of the construction of =

number of these chorts, “e fcund it = very profiteble
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study to know whet goes into the cherts thet are mede MYy

the Roerd.

Governor Crissingszr. Is there anything furthsr?

Mr. Hemlin. I move ‘e ~djourn.

Gov~:inor Crissinger. Before th-t motion is put, I
understend thet the 'gents have sodjourned suhject to the
nlersure of the Bosrd. There is nothing further thet the

Boerd wishes from the r"gents.

(" hereupon, upon motion duly seconded; 5%-4.40 o'clock
p.m., the Joint Conforence ~djourned su™jcct to the call of

the Federsl neserve Board.)
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