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The Conf&rence reconvened pursuant to recess at 3:30

o'clock n.m.

The Chairman, The Conference will tindly come to order.
I have just been asked by Governor Crissinger to bring up a
matter that is not on the program. On yesterday the Federal
Reserve Board passed a resolution that I will agk Mr. Harri-
son to read.

ur, Harrison. 4ir, Mjller moved: *It is the opinion
of the Board that the issues in the par clearance case of
the State Bank of Hugo, mMinnesota, against the Federal Re-
gserve Bank of uinneapolis, are of interest to every Federal

Reserve Banks and that arrangements should therefore be made

for presentation of the Bystem interests’ and further that

for this nurpose-the Board recommend the employment of Mr.
Baker as special counsel on behalf of the Reserve Banks, the
cost of his employment to be prorated among the various Fed-
eral reserve banks."

The Cheirman, The point is thist  In almost all cases
where special counsel has been retained in connection w™ith
par collection litigation in various cases the Federal Reserve
Board has first made inquiry of the Conference of GoveIrnors
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as to whether the particular case presented elements of such
importance that it should be déalt with as a System matter.
This is simply following that precedent, and from what I have
learned of the case from Governor Young and Mr. Baker, my own
opinion is that it would be a very good jdea to have System
counsel . idr, Young caen explain the character of the ocase.

Governor Young, K That is entirely agreeable to me.

Governor Fancher. TWhat are the points involved?

Governor TVellporn, Was it & member bank?

Governor Young, No, & non-member bank, In 1919 when we
started our universal par ¢ollection campaign we put the en-
tire State of Minnesota on the par list, On April lst. We
wrote several letters to this bank in an effort to get them
to agree to remit at par, which they refused to do. They
even went further than that and notified us that they did not
want to be on the per 1list, When the items started to come in

mwe presented them at the bank's counter for payment in cash.

They were paid in cash no argument about it, no question

about it. That ran along for about two w eeks. Then the
bank wrote us a letter that they had started to remit for
those items at par and if we would send them through the mail

they would remit for them at par. That we did for thres, four
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or five months, I forget which, Then the bank, according to
thelr testimony, said that they read about the Cattlets-
purg case and the Brookins cese, eand they went to see a rather
prominent attorney by the name of Syllivan, and he told them
to get off the par list, and %o notify our baenk. We took
them off the par 1list, They brought suit against us for
nineteen thousand-odd dollars, forty-two hundred dollars
of exchange and fifteen hundred dollers punitive damages or
exemplary damages. The case has been in the courts ever since
1935, transferred from one court to another, our attorney
finally getting the case into Minneapolis, where he wanted it,

Governor Fancher. In what court there?

Governor Young, In the District COourt., The Board has

been acquainted with all of the conditions surrounding the
case. We invited legal assistance but no one seemed to consider
of sufficient importance to have anyone else in it, thinking
that Judge Ulbknd could represent us as well as anyone, He had
hoped that the Judge muld take the case from the jury, but

he did not do 80, They claim that phen the bank sent this
gigned letter to ﬁs egreeing to rqpit at par that it was under
coercion and that thev were entitled to recover for exchange

charges, and they convinced the judge of it and they convinced
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the Jury, and that is where it is, We plan on evpealing the
case.

The Chairmen, Was a verdict rendered againet you?

Governor Young. Oh, yes, agsinst us.

The Chairman_ For the whole sum?

Governor Young, No, The evidence they put up was VeEry
poor, They did not have any of our letters. All they had was
the draft registry, and they assunedthat that was a transit
letter. They showed that many of these iteme were non-cash
items on which they ocould charge exchange if they wanted to.
But the judge threw that out. The amount was brought domm
to $12334.99 or something like that.

The Chairman_ Did they assess any punitive damages agains”
you?

Governor Young, No, they threw that out. They had no ev-

idence to show that there had been eny damage done along those

lines. Ipso far as Minnegpolis 1s concerned we ceased in

1920 or '21 making collections over the counter., That was

two or three years before the Atlanta decisiom Mych of this
will be outlawed, but there is still opportunity for many of
these banks to collect from us if this decision is upheld. It

i an extremely important case, I think, and has some bearing
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on this Atlanta situation. I do not know whether it is good
law or not. The attorneyé tell me it is not,

Governor Fancher. Does Juydge Ubdpe want the Board'e
ccunsel in on it?

Governor Young. He has made no guch ;equest° About
a year ago I told sr. Wyatt about it and told him that we
would welcome Mr., Baker or anybody who wanted to cooperate.
Judge Uldac has been extremely successfulwith our cases.
Thie is the first case that he has lost. He has won a great
number of cases out there. He seems to be convinced that
he can win this case. I know we will be very glad to have
Mir. Baker's assistance end I am heartily in favor of the pro-
posal of the Bparde

The Cpairman, If there is no further discussion, the
question is on Governor Young's suggestion that he favors

the Board's recommendation for the grnployment of Mr. Baker

- 3 this oase and that the Board be so advised. A1l those

in favor of the motion will signify it by'saying aye.

( The motion, having been duly seconded, Was unan imously

carried.)

Thé dhairman. Now, I have been advised by Governor

Crissinger, and I think he spoke to Governor Fancher about
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it, that the Federal Reserve Board would like to be present
at further discussions of the non-cash collectibn proposi-
tion which we were discussing before lunch.

Mr. Baker has requested that he be’allcwed to have a
copy of the discussion in which he took part yesterday morn-
ing, If there is no objection to that we understood that he
may have & COpYy.

(On motion, duly seconded, it was agreed that ur. Baker

should have a copy of the discussion, which motion was unani-

mously carried.)

The Cpairmane New the Board mwould 1ike to be preaen%,

as I said, at any further discussion of this Minneapolis
collection proposition,*if there is no objection.

Governor Young. None whatever.

The Chairman If there is no objection I will that bx.
Eddy notify the Board,

{(@hereapon, at 3:05 o'clock p.m.) Governor Crissinger,
Vice-Governor Platt., Mr. Jdiller; sr, Hamlin, ux, James and
Jr. Cunninghem entered the Conference Room and the follow
ing prooeedings were had):

Governor Oriesinger. The question pefore the Conference

is the discussion of the ruling by the Federal Reserve Board
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on the optional charge on non-ocash collection items and
the sinneapolis method of handling non-cash collection
items. That is on the program and it was thought advisable
when that mat ter was takeﬁ up and considered that the Board
be present. |

Mr. ¥ ancher, I think your district raised the question
and put it on the program, a & well as Richyond, Cleveland
and San Fpancisco, Will you please open up the discussion?

Governor Fancher. I presented to the Conference this
morning a review of the particular transaction that led %o
its being brought to the &t tention of the Board, and a
summary of the correspondence which was had with the Board
bearing on the matter, 8Sportly after maxing that presenta—
tion this morning I was called out of the meeting and I am

not in a position to summarise the discussiop,

I brought out the fact that an arrangement had been
; /!

sanctioned on the part of the Board wimh the iiynneapolils
Bank which was at variance with the Bogrdﬁs letter X-4677,
whioh wes quite explicit as to the ¢l spification to be
applied to items payeble at street-addxesses. Naturally

mwe were somevhat embarrassed at our bank when this charge

 was made on these items paid at the Midland National Bank
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& Trust Company, but we found that the permigsion glven to
the iinneapolis Bank applied to all items whether payable
at banks or payable at street addresses, That was at va-
riance with the Board's letter and I found that the other
eleven banks had not been advised of the change in the
arranpgement.

Governor Orissinger. Was it changed by the Board in
that letter?

Governor Fancher. Yes.

Governor Crissinger. ¥11ll you jyst read the leffer?

Governor Fencher. Shall I read from your letter?

Governor Crissinger. Yes.

Governor Fancher, I will read the Board's letter
%-4677, dated September 34, 1926, and addressed to Goverw
nors of all Federal Reserve Banks,

"PEDERAL RTSERVE BOARD

WaSHINGTON

X- 4877
Septembey 34, 1926,

Dear Sir:
"In the consideretions which have been given during

the past two years to the question of whether or not the
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Federal reserve banks should discontinue the handling

of so-called non-cash colleotion items, consider®le
opposition has developed to the céhtinuance of the service
as at present; that is, without charge and without limi-
“tation ag to items payable at street addresses,

"The provisions of the Federal Reserve Act authorize,
but do not require the Federal reserve banks to handle
non-cash items and the inmauguration of the function was
not the result of an order by the Federal Reserve Board’
but rather at its suggestion,

I think with respect to that the Board found that it
was & direction on the part of the Board. The banks were
directed by letter from the Board in geptember, 1917. The
letter then continues:

"Phe Board wishes to suggest to the Federal reserve
banks that eaoh bank exercise its own option as to the
collection of non-cash items at street addresses, but con-
tinue the collection of non-cash items c?}lectible at banks.®

Governor Crissginger, What is the qpher letter?

Governor Fancher. In reply to a lett{er which I ad-

dressed to the Board under date of March 3nd, the Board

wrote to me on April 7, 1937, as follows:
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¢ YFEDERAL RESERVE BOARD
Washington
April 7, 19237.

Dear Governor Fancher:

Receipt is acknowledged of your letter of sarch 2nd,
with respect to a ¢ollection charge of one tenth of one
per cent made by the Midland National Bank and Trust Com-
pany of iiinneapolis on two items payable at that bank which
had been forwarded for collection by the iMellon National
Bank of Pittsburgh direct to the Federal Reserve Bank of
Minneapolis. This matter has received the careful consid-
eration of the Federal Reserve Board but spparently there
is pothing that the Board can do at this time by way of
bringing about & change in the present procedure of the Minne-
apolis bank in the matter of handling non-cash items payable
at banks located in iinneapolis and Helena, unless it can
be shown that the effeot on the collection system as & whole
is detrimental. The iijnneapolis bank \r equested the Boardfs
approval prier to its adoption of the change in its procedure

and the proposal made by the bank, and approved by the Board,

clearly permite the handling of items payéble at banks in

Minneapolis and Helena in the manner in which it s handled
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the two items referred to in your letter.

"Tn giving its approval to the change in the procedure
of the sjnneapolis bank, the Board did 80 with the distinct
underetanding on the part of the benk that if it should
appear at any time that the new prooedure is having a detri-
mental effect upon the Federal Reserve collection system
as a whole the ifinneapolis bank would at the request of the
Board discontinue same and revert to the practice of handling

ilinneapolis and Helena items as it had been doing. Afterx

the changed procedure has been in operation Tor glx months,

the Board will give consideratioﬁ to its effect on the col-

lection system as a whole and at that time special considerg-
tion will be given to the advisability of modifying the plan,
if it is to continue so as to provide for direct representa-
tion by the Minneapolis bank itself of all items received by

it which 2re payable at banks located in iinneapolis or Helens,

Very truly yours, {Signed) D.R.Crissinger
Governor. "

Then further, in a let ter under date of say 5, there
i8 enclosed to me copies of letters exchanged between the
Federal Reserve Board and ur. iMitchel, Chairman of the Feder-
el Reserve Bank of iMjnneavwolis, and a resolution which the
Board of the uinneapolis Bank adopted, in reference 10 the
handling of non-cash items, which was scceptable to the Fed-
eral Reserve Board. .

Governor COrissinger. I understand the complaint to be
that after the original letter of Dec ember the Board changed
it without notifying the other banks; is that 1%7

Governor Fancher, Yes, We received a letter from the
Minneapolis Bank along in January, as to % he change in their
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procedure on February 1, we notified our direct sending
member banks, intall of our banks, but Bur Irger banks
that were sending dirsct to Minneapolis, to change the pro-
cedure; that our snformation was to the effect that & charge
would be made on items payable at street addresses and that
iteme payable at banks would be received and handied as be-
fore. We assume that we understood the situation, in
the absence of any advice different from that in the Feder-
al Reserve Board's letter X-4877; but apverently we were not
fully informed.

Governor Young. I rather object to that statement.
Minneapolis notified all the other banks what the resolution
was, by letter -~ very short, very concise, understood by
four Reserve banks end not understood by eight. They sent
in many wires to our bank &s to what we would do in this
case, in that and the other oase, 80 I prepared a wire 0
81l the Reserve Banks covering all the inguiries made; tell-
ing them what we would do and what we would not do, so that
Oleveland was on notice before February l.

Governe& Crissinger. How does it happen that your

bank changed the original order that wae made before that?

Governor Young, Because, in the ruling that the Board
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made, there was no possible chance of Minneapolis eliminat-

ing the liability and worting ‘it . out under the old method
and I suggested a new method, whioch was approved by the
Federal Reserve Board.
Governor Crissinger. idy recollection is that letter
says "street addresses'".
Governor Young. No.
Goveinor Wellborn. Here is a copy of the letter we re-
ceived fram Governor Youngs
"COPYX
FEDERAL RESERVE BANK -
MINNEAPOLIS, MINN 930 Ab
Jen. 25 1927

WELLBORN
ATLANTA GaA

ily letter of January 17 in reference 1O non cash collections
hes prompted & number of inguirieg. Inasmuch &8 the time
is short, I am venturing to reply to all commmications by

a4
I

this method and advise as follows: ]

1. Federal Reserve Bank of.Minneapolis will continue
in the future as in the past to accept all non cash items
for collection, reserving the right to refuse to handle any

non cash item payable at a non par péint which must be
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cellected through a non par bank,

oy Non cash collections payable in Minneapolis will
be delivered to iinneapolis member banks for collection
and return to us, This applies to Helena als80.

3. ilinneapolis and Helena Bgnks charge for this ser-
vice one dollar & thousand with a minimum charge of ten
gent s,

4, Any charge mede by & collecting agent will be de-
ducted by us when proceeds of items are credited.

5. It is not our: intention to turn all non cash items

over to member banks in Mynneapolis or Helena for collec-

tion, Only those which are payable in ilinneapolis or Helepa.

Items payable putside of Myjnneapolis or Helena will be hand-
1ed as in the past,

6, We will not refuse 10 handle non-cash items receiv-
ed from direct gending member banks, Such items will be
hendled the seme as if sent to us by enother Federal reserve
bank.

YOUNG, "

That coveré‘éverything and there cbuldn‘t be any mis-—

understanding aboﬁt it,

Governor Strong, But I do not think that answers the
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main question,

Governor Young, It answers that question satisfact-
orily,

Governor Strong. I beg to differ with you there GOV
ernor Young. ’

Governor Young, I did not say the main gquestion. I say
it answerse that one question,

Governor Stromg, As to whether you gave notice of the
particular arfangement made in sinneapolis?

Governor <Young. Yes, sir.

Governor Strong, I do not think that has been disputed
here, has it?

Governor Crissingef. The critioeism I understood you to
make was that the Board did not do it,

Governor Strong. There are really twWo questions involved
here. One iskfhe question of the nérits of the proposition,
which has been discussed for the last four years, that is

of handling non-cash collection items free oOr with & charge;

and the other'lé a particular procedurg which has been adopt-

ed here in creating an exception. Whether adequate notice
wag sent cut or not is not soO material anyway. The import-

ant thing is that one reserve bank is undertaking a method
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of collection, with a charge, which at least nine of the
Tegerve banks thiﬁk is a very dangerous thing to the collec-
tion system. ‘

Instead of having the matter reviewed by the Board
and acted upen, in behalf of all the Reserve Banks this

particular method was sanctioned.

O i

I discussed this morning, in Governor Fancher'!s absence,
simply because he &nd 1 have had opportunity to go over it
together, and I do not wan®; unless I am asked toc do so, Ie-
peat all I said this morning, the general position which 1%
gseems to us the whole matter is left in by reason of this
isolated exception at wynneapolis. However, the discussion
will be on the record.

Governor Seay, Inasmich a8 Governor Strong is in a posi~
tion to summarize the discussion which took place this morn-
ing I suggest 1if there is no objection, that he be request-
ed to do so, That is about the best way of getting it briei-

1y before the members of the Federal Reserve Board who are

now present, He may feel disthclined tqg repeat what position

he took thismorning, but it so well revresents the views
of the mjar ity of the Reserve Banke that I think he could

do no better than present that . - 10O the Board at the pre-
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sent time.

Governor Orissinger., Well why not, Governor Btrong?

Governor Strong, I think the subject should be present-
ed in its logical seguence. The history of the non cash
colleotion system is, briefly, this:

Following the adoption of the par collection system,
the Aeserve Banks were struggling with the subject of non-
cash collections. We knew, as did the Board, that 1t was
s puzzling and difficult subject and needed study, We defer-
red handling these items completely, we handled none of them
until, in 1917, the Board sent us a apebific direction to

undertake the hendling of the collection of items for the
menber banks, It was done, with a service charge of 15
gents an item.

Leter, when the Reserve Banks had their large earnings
end were endeavoring to increase the membership of State
banks, that charge, as well as a service charge for the cash

items of e cent en item, was discontinued,  Now, by 1934

these complaints had arisen, largely by the members of the

american Bankers' Association, and subsequently by the Bar-
ton Committee, and the whole subject was turned over %0 a

committee of the Governors. The report was made in 1934
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which recommended that we handle the items, that we handle

all items, and that we do it without charge.

Now, that report, which represented the views of nine
of the Reserve Banks, has been considered at every meeting
since then, and twice a-year: it has been recommendéd :to the-
Board that that be the action of the System and the Board,.
But there has-undoubtedly been opposition to it, especially"
in three of the Reserve Banks..

Now,.as* ] understand it, at’ our last Fall meeting, the
Reserve Binks took up for considération a Tuling which had
just been made by the Federal Reserfe Board, which was read
here, that each Reserve Bank might decide-for:itself about-
hendling items on street addresses, 1 do not understand
that that dealt with the question of elther.a service charge
or an exchange charge, but left it very largely to each re-
gerve bank to decide what. 1% shoulido, When the  Confere-.
ence reassenbled a menorial or r ecomnendation was prompily
submitted to the Reserve Board pointing out the den ger of
the possible develbpments,hénd the Boar&; go far as I am
gmere &t this time, las taken no action gn that. recomnenda--
tion. We have never received any action ;ﬁ~it, haveewe, Mr..

Harrison?t
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Mr. Harrisen. No, 8ir..

Gov, Strong:

/I think the particular objection as to the method of
dealing with the difference of view, arlses ln this points
That immediately following the Governors® Conference, a
menorial being placed with the Board, urging need for uniform-
ity, an arrangement was made with one individual bank which,
in point of fact, and which I believe, had 8ll the aspects
of the result of that sotion been considered by the Board
in discussion with the Governors, it is quite unlikely that
the Board would have taken the action, idhh

Let me point out, if I may same of the things that of--
gooure., Let us suppose that the lMjnneapolls Reserve Bank
went ahesd with its partioular method of dealing with the.
non-cash items. Then suppose Governor Bailey having an idea
that he thought was better, undertook to collect everything
except street address items: Then let us suppose that in New
York we should undertake to handle everything with a 15 cent
gervice charge instead of one-tenth of one per cent exchange
charge, Then suppose San Francisco should decide not to handle

any at all of these street items? Theqf would be such con-

fusion in the Federal Reserve System tha‘ at once the Fed-

era) Reserve Board wbﬁmd have to resolve the point and decide
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As ] look at it now, with the Federal Reserve Bank of
Minneapblis alone undertating to collect items by this method,
if it continues to do so, the Federal Reserve Board will
shortly be obliged to rule that all these:-items are gsubject
to & charge of one-tenth of one Pper cent, Tpe -consequence
to the Reserve System is that one bank alone in the Reserve
System, by being given thils opportunity to make the first
break in the dixe’.so to spesk, is going to force-the other
eleven banks to adopt:ite partioular view,

And aside from that, I would like to call the attention
of the Board to one curious thing about this plan of iinnea~
polis. It meets Governor Youngfs situation, We do not dis-
pute that, but the objections that have been ralsed t0 the
par collection system have never been along the line of the
particuler plan now undertaken in Minneapolis that is by
th ose within the Federal Reserve Sy st em. We have discussed
here whether we would or would not handle street gddress
items. We have discussed here whether we would or would not

make a service charge for them, But I never remember joining

in any discussi on of any plan by wh‘ch the door would be

gradually opened to allow the member banke to make these col-
' " ¥
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1 ctions for us and to make a charge of one-tenth of one

p;r cent for doing &o. The discussion has largely center-

ed in the phase as to whether jt was or was not going to
cost us ten to fifteen million dollars to perform the ser—
vice. This doesn't remedy that, it doeen't remove that
objection. It alwaye has had to do with & very difficult prob-
lem in Mynneapolis of whethexr they should undertake the re~
sponsibility in collecting items through banks that were of
doubtful solvenoy. The question of dubtiul solvency is only
solved at the street addresses of the two cities of Mjnnea-
polies and Helena, A1l the other cdilections made through-
out that district are made exactly as they have been made
heretofore.

I do not want to exaggerate the consequences of this,
but I am very sure that in a short time there will not be
one city in this country, where there is a Federal Reserve
bank or branchJ where the member banks will not insist upon
charging one tenth of one per cent on these items, however
they are collecteds I am afraild thefoonsequences are going
to be very widespread and cause great dissatisfaction,

This particular method of dealing with it does not
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solve our problem at all, Ouyr problem was whether we should
handlZ?ztems at all, or, if we did, whether we would get some
of the expense back.. This ¢ ontemplates continuing to handle
all these items and to pay a large revenue to the member
banks. Governor Norris says it has cost eleven to twelve
thousand dollars in the last year, and it would amount %o
$170,000 in the city of Philadelphie. If it is $170,000 in
the city of Philadelphia it will be $750,000 in the city
of New York — and to the member banks; we do not get it.

Governor Young, Of course that is a maxx§g% statement.
The facts are that the menber banks would not/$170,0000’

They woull route it to get it there in some way where they

wouldn't vay a hundred and seventy thousand, or a hundred,

or fifty, or even twenty~five thousand.
Governor Fancher. How would they get them there —
Governor Young, Oh 6 any bank in Philadelphia can coOl-
lect on New York, Pittsburgh, Chicago oOr elsemwhere -~
Governor Fancher, But can any bank in Phila delphia col-
lect on Minneapnolils?

Governar Young, They cannot, and there is a reason for

Governor Strong, That is the answer, and the unfortunate
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part of the plan now in operation in Jiinneapolis, by which
all these .iinneapolils stems sre collected through Msnneapolis
member banks, is that they are going to do it free for all
member banks in that District end not member banks in other
districts.

Governor Young. The moet natural thing in the world.

Governor Strong. Sure, it is npatural,

Governor Young, Philadelphila doeegn't ocarry any accounts
in Minneapolis, Every member bank in the ninth district car-
ries accounts in iinneapolis. Tpey don't send the items to
us snd haven't done it for five years., Wny should they get
them free now?

Governor Strong. How about Dallas?

Governor Young, Dallas carries accounts in iMinneapolis
to get them handled free, We have had a large automobile
concern collecting items in iinnespolis for the last six
years through our bank, Since this has gone in what have they
done? They opened up an account in Minneapolis.

Vice-Governor Platt. Tnat éxplalins the Barton committee

attitude.

Governor Fancher. ir. Barton has gotten exactly what

he has contended for, In the non-cash collection items
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handled under the old clearing house arrangement which was
inaugurated 30C-odd years ago ih Minneapolis and the charges
8till prevail today.

Governof Young. There is a bond dealer in Minneapolils
t hat hasn't even got a pay-roll account with the Twiﬁ’city
banks, and yet he did a hundred million dollars morth of

business la st year, Maybe the Federal Reserve System is in-

. tended for that, but I do not think so.

Governor Strong, I do not think this plan will correct

that,

Governof #ellborn ~ It looks to me like we are not going

to get anywhere in discusding thiss It has been going on
for three or four yesars. It has been said that unsettled
questions have no pity for the repose of nations, I'am sure
this question hes had no pity on us for the last few years,
At the Conferenge this morning I suggested a compromise,
Usually things like this are compromised, That compromise
mas & resolution adopted by the Kansas City Benk| which was
pubmitted to me by Governor Bailey. It didn't suif me exact-
ly. I want to abolish non-cash collections — just wipe them
off. Heowever, in his resolution there is a very liberal pro-

vision to take care of the collection of 2 good many of such
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items, and I think it 1s a very reasonable compromise,
Therefore I am in favor of that as a compromise and I be}ive
it is the only way you will ever settle this question sat-
isfactorily. Governor Strong spoke of not saving any money
through the Minneapolis plan, That is true, but it satisfies
the Minneapolis Bank.

Governor Young, I will correct that statement a little
bit. = We have saved on it because we have relieved our-
selves from & tremendous liability,

Governor Strong, Do you mean &g to items payable at
banks in Minneapolis®

Governor Young, At street addresses.

Governor Strong, I am talving sbout items payeble at

banks.

Governor Young. 4nd I am talting about ltems payable

at street addresses, You sey I haven't accomplished any-
thing that I hoped to acoomplish, but I have.

Governor Strong, The original plan contemplated by the
Board, of which we all had notice, had to do with street ad-
drese items.

Governor Young. Yes.
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Governor Strong, The result of the arrangement with
you gives the Minneapolis banks & charge of one-tenth of
one per cent on all items payable at street addresses Or
banks too?

Governor Young. That is true,

Governor Strong, That is certainly a surprise to every
reserve bank, quite a surprise,

Governor Young, I do not see why it is,

Governor Strong, In the first place, 1t is an exception

from the Board's ruling’ their only ruling.

Governor Young., The Bpard mede snother ruling and I
wired your bank about it.

Governor Wellborn, I had not gquite finished, I would
like to say another word.

Goverpor Crissinger. Go ahead, Governor Wellborn.

Governor Wellporn, Now, the letter which wag sent out
by the Board in September has been discuesed and the gentle-
men say it has been changed. I think there is one thing in
1t that no one disputes, end that is that the Federal Re--
gerve Act authorizes but does not require Federal Reserve
‘banks to do this.

Governor Seay.: But the Board requi‘ea it.
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Governor Wellporn. It authorizes but does not require
the Federal Resgerve Bank to handle these items.

Governor Fencher, But the Board by direction, and you
bave the letter in your files, directing you to proceed to
collect these items.

Governor Wellborn, That is a matter of courtesy. TWe
are just trying to get together,

Governar Harding, May I say a word on this subject?

Governor Crissinger. Yes, Governor Harding,

Governor Harding, Reference has been madeto the fact
that in 1917, in September, I think it was, the Federal Re-
gerve Board directed the Federal Reserve banks to put into
operation a non-cash collectlon gystem. That 1s correct,
Thet letter was inspired, primarily, because of ite bearing
on the par remittance of checks, and this action today has
an eqpaliyldirect bearing on the par remittanoce of checks.
| The’situation‘in September of 1917 was this: Shortly
after the passage of the Hardwick amendment, which was twist.

ed around so that it reversed exactly wha‘ its proponents

wanted it to do, there was a 1ittle feeling againet the parx

remitting system on the part of various coumtry banks ~ They

complained they were obliged, under the amendment of June 21,
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1917, to keep thelr entire reserve with the Federal reserve
bank; that they had their balanoces with their city corres-
pondents; that they were constantly having items that they
had to send to these various reserve banks cities, and they
wanted the privilege of sending those items to the Federal
Regerve bank and have them attended to and not to some other
bank where they had no account probably and would be charged
for it. They said those banks in the cities get checks on
us and they put them in the Federal reserve bank and they
are sent to us and we have got to remit for them at par.
It seemed to the Board, as a matter of forecast that we
had to put in this direction. I assume my part of the re-
sponsibility for it.

It has gone along and the main question up to date has
been the question of little drafts, items on street addres-
Bes and I do not think it is material whether the banks
collect those street address—items or not, It won't emount
to & row of pins in Boston. I do not know how it is in
other cities. Mhere @ note or an acceptance is payable at

s bank it seems to me that the Federal Reserve Bank ought.

to continue to attend %o that, because it ig compensated

for and you do not have to go there and present it. a8 a
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matter of fact all you have to do is to present it at the
bank where payable. There is where you get the check for

it. That is a different proposition fr am an ordinary accept-
ance draft on a street address,

Just as this question wgssrelated to the par collec-
tion of checks in 1917, the reverse practicc will have an
equal bearing on the par collecting system, because the
country banks will say here is an item on ljnneepolis, why
should we send it there when they make an exception of their
own member banks, and if all the other banks adopited some
plan such as :innespolis has adopted then we have a univer-
sal system of charging on non-cash items. Then the cognt;y
banks are going to use that as an argument, and justly 80,
ae to why they should be penalizedby Hawing to give up
their exchange on their checks when they don't get all the
advan tages in the collection of these other items. 8o I
think there ie a good deal to think sbout in this.

I should think that se the matter has been up before
the Board so very long, that it is important that the Board
fiake some definite and final ruling on the subject, It was

suggested this morning that a committee be appointed to go

%«
out to Minneapolis to study the situation for six months,




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

288
or something of that sort, and report to the next Conference,
either next October or November., Any damage that is going to
be done by this thing will have been done in the meantime.

I very much hope that the Board will give very vprompt
consideration to this subject’ which is a very important one
et a great many banks. If it cannot reach a unanimousd vote,
teke & majority vote and settle this question, because you
are the only people who can do it. The people sitting around
this table cannot decide it, but the Board under the Federal
Resexrve Act has the power to do so, I know that you are vit-
ally interested in the sueccessful operation of the system.ahd
I want to warn you that this is a situation which needs atten-
tion and which needs & ruling one way or the other, as to
uniformity.

Governor Young. You willamemanﬁer that the section of

the Act, under which we handle notes and bills, is section 13,

which specificaily authorizes us to handle these items and

nothing else. I will be glad to compromise if the Board will
issue & ruling %6 the effect that we shall handle these notes
and bills and nothing else —

Governor Strong, And other items

Governor Young, No- other items. Bection 13 authorizes
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you to handle matured nmotes and bills. 1%t does not mean
past due notes, it does not mean a pending draft, it does
not mean a draft with a lot of securities attached, bills of
lading or anything else. It means & matured note or bill,
Governor Seay. Does it meen matured bills or just bills?
Governor Young., Matured notes and bills,
Governor Seay_ That qualification doee not neoaesgarily
apply to the word "bills%, but epplies to matured notes.
Governor Young. Let the Board rule definitely what
they do mean by it, and Minneapolis will get in lipe. That is
what it means, matured notes and bills,
Mr. James. It occurs to me that the guestion of these
cash
nonfeollection items end the handling of them affects only
twelve bank cities and 23 branch cities, TWhat I am trying
to get through my mind is whether oOr not the proecedure at the
Minneapolis Bank discriminates in any way for or against the
banks in Minneapolis as relate to other member banlks in your

district? In other words, you have at the Federal Reserve

Bank of iinneapolis collection items Of Bismark, South Dakota,

Governor Young, On Bismargk?
Mr, James, Yes, payable at gome place in Bismarck.
Governor Young, Tes,

r, James. As I understand it, your procedure is to
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handle it in Minnedpolis just as you would handle it if it
ceme to you in Biemarck; is that right?

Governor Young, Yes, sir. That is, if the member bank
would send us & non-cash item on Bigmarck, North Dakota we
would send it to Bismarck to the member bank there if there
is on e; if there is not a member bank we would send it to
the nop-member bank provided it is on the par list. That
benk may charge or may not charge.

Mr. James. It is optional?

Governor Young, Yes, sir. The chances are that it won't
cha,rgeD because a great mumber of them are under the impres-
gsion that they have to remit to us for non-cash items without

deduction for exchange.

Mr. James. The last circulare thet I have seen on the

subject from the banke state that this does not preveni you
from making a charge,

Governor Young, Yes, that is in our circular,

My, James. A& member bank in cities other than Federal
Reserve Bank and branch cities is on notice that a charge is
legitimate and that there is no objection to 1its making it
if it so desires?

Governor Young, That is right.

Mr. James. Consequently, as I understand the procedure,
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you have placed the banks in yiinneapolis on the same basls,
as far as non cash collections are concerned, as though they
were located in the seme clity.

Governor Young. Yes.

sir. James. and to be specifio you have put the sinnes~
polis branches on exectly the same plane with the S%. Paul
banks?

Governor Young, Yes, a uniform basis.

Governor Fancher. Except that in idynneapolis they have
& clearing house rule and they do not in Bismarck.

Mr. Jemes. How about St. Paul?

Governor Fancher. The same thing in St. Paul,

Governor Strong, I think there is this differen oe also:

The Fed:zral Reserve Bankz of ﬂinneapoiis is located in .iinneg—
polis, and naturally one of two things will arise, As I un-
derstand it, the Federal Reserve Bank of iinneapolis now dis-.
tributes all of the items on the banks in £inneapolis, does 1t
not? |

Governor Young, To six member Danks.

Governor Strong. Now, supnose We undertook to do that
in NewYork?

ur. James. I do not think the Board's ruling goes that
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Governor Strong, Well, that is what it hes done. You
have got to choose between one Qf two courses. You have
either got to distribute those itomsnfaiR1L¥ emong all the
member banks in the city, and I think we have 113 in New
York City, or you have got to concentrate them in a few,
and if we concentrate them in a few those will charge ex-
ghange for collecting drafts on all the others, and if

you distribute it ameng 112 banks it is a perfectly ridicu-

lous situation, you have got to admit, if we should run 112

csollection accounts in the City of New York K  Something

goes against the grain with me t0 send a collection item

of ten thousand dollare or & hundred thousand dollars to

the First National Bank, when your messenger can walk down

the street to the bank and meke & collection at the bank,

and then charge one tenth of one per cent, A dollar a thous-

and, I do not think we would ever be able to justify it

with the public or with the member banks or the country banks,
Now the fact is we happen to occupy 35 cities in the

United States with head offices andbranchee, andwe ought to

be able to0 collect these iteme ourselves without facing all

these problens and handing out a big revenue to the member
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banks. We have always gotten along pretty well at New York,

and I am sure they have as large or a larger volume than

they have in Minneapolis.

Mr. James. The trouble is that the thing is not only go-
ing to be in ifinneapolis, There are other cities besides
New York,6 and as I see it they Have Some rights t0 0,

Governor Strong, Yes, I know, Mr. James, gnd I say that
after consideration of the importance of New York the slze
of it, and all that, but I cannot pelieve that these diffi-
culties of this character are more peculiar to those three
districts where the opposition 1s encountered in the regerve
banks than to other districts. I do not see that the member
banks are so different from the member banks in all the other
districts that these ‘- r¢ Bituations are pecullar to these
three distriocts,

iir. James. Wo, I cannot agree with youy, if you will per-
mit me to say so, because of the physical relationghip that
exists between iiinneapolis and St. Paul, It does not seem
fair to me to the bank in :inneapolis to allow the 8t, Paul
banks t0 have their items collected through the winneapolis
bank without charge and then the Minneapolis banks have

their items on 8%, Paul subjected %0 charge,
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Governor Strong. What is the difference between the
situation in .inneapolis and St. Paul and in the city of
New York, where we have the Borough of Manhattan, the Borough
of Brooklyn, Staten Island, Jersey City, Hoboken and the
Bronx, where this has all been worked out?

Governor Harding, ifir. James no doubt remembers the
competition between the various cities in 1914 for reserve
banks. No city declined to be a reserve bank c¢ity, They
were all anxious for it. I do not think any city ever de-
clined to be a branch city or objected %o raising its re-
serve fram seven to ten per cent to be a branch city, Then
sr, James spoke about idjnneapolis operating with the bank in
Dismarck or some other place, that they charged these
drafts while Minneapolis could not. The whole thing is relat-

ed again to the par colleotion system of checks. Every Fed-

eral Reserve Bank prefers remittance for those checks in im-

mediately available funds. The fact that Minneapolis is the
gite of a Federal Reserve Bank gives the city a tremendous
advantage in getting accounts of country banks, It certainly
gives them & tremendous advantage in getting accounts of thesc
country banks, which completely offsets any loss of exchange

they might have,




Mr, Jemes. That is a valid argument.

Governor Harding, I do not try to make any other kind,
yr. James. Thie whole thing is directly related to the par
collection system. You will remember originally the Board
authorized a service charge on checks and oOn these drafts,
based on the amount of the item, There ig no more trouble
attached to presenting an item for ten thousand dollare than

one of

there is for /two and a half dollars. 4 service charge 1is

one thing, but to charge one-tenth of one per cent of the

amount of the insgtrument is not a gervice charge but an

exchange charge,

iir. James. 1 agree with that.

Governor Harding, And thereby you get this whole DTOpO-
sition of exchange worked right back into this thing,

Mr. Miller. Is it not also a fact that the sinneapolis
Bank gets a seoondary service and the Jdinneapolis Bank and
the St. Paul Banks are in effect working On & smaller reserve
than the other banks?

jir. Jemes. 1Ien't that offset by the differece in the
reserve requirement?

Governor Young, g+, Paul has the same requirement,

Mr, Miller, Ten per cen%.
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any
Governor Young, They have practically/edvantage that

Minneapollis banks have.

ur. Miller. How qo they get it?

Governor Young.~They get currency within half en hour;
they can get clearing within half an nour,  They can beat
our mail schedule : ¥y ' half &n hour.

sir. iiller. Byt how actually physically do they get

Governor Young, iotor trucks, armored ©ars,

e, sijller. Do the .iinneapolis banks &also have armor-
ed cars to get their supply from the Regerve bank?

Governor Young, Ko,

Mr. sjller. So that it does put them under a certain

advantege.

Goverhofc Young, The two largest banks are just across

the street, and just around the cormer.

sir, sgller. Exmctly, and the sinneapolis Reseive
Bank, pracﬁically speaking, is their bank., It 1is thelr
annex, They use it and théy probably dominate it. I
suppose the plain fact is they want revenue.

Governor Yqung? There ien't any argument or question

about that.




Vice-Governor Platt, They want balancess

Governn: Young, They want balances or they want Trevenue,
one or the other, or both.

Mr. Miller. They want both.

Governor Young, No, bocause if they have the balances
they do not take the revenue,

Mr. Msller. And in order to placate them we are going
to nibble into, and probably disintegrate, the non-cash wlleo-
tion system which has been in vogue, which ie well establigh-
ed and which is useful. It strikes me that the Federal Re-
gerve System in this matter, if you gentlemen around the
table ocannot compromise it among yourselves, is very in-
capable, |

Géﬁernor Strong, I would like to answer that. We did
not compromise this. We did not settle it., The Federal Re-
serve Board settled it by e private arrangement with thie
bank, without advance notioe to us,

Mr. Miller, As I remember, there were three banks voting
in the negative.

Governor Strong. Yes.

idr. #Miller. IXf the Governors had been unanimous on it

Governor Strong, Is the Board always unanimops?
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Mr., Miller. No.

Mr. James. Very rarelyes

Govemmor Strong. The fact is that if, when this appli-
cation came in from Minneapolis, the Board had said "We are
going to declde the principle of this par oollection system
for the reserve benks, for all the banks] this thing never

would have arisen.

Governor Crissinger, In the use of the Reserve bank

don't the iinneapolis benks have an easier use of your bank
than the St. Paul banks?

Governor Young. By thirty minutes, I gshould say.

Governor Crigsinger. They have to maintein motor cars?

Mr. Miller. They can get in after half past two, and
the S8t. Paul banks cannot.

Governor Crissinger. As a matter of fact your banks
have an advantage over the St. Paul banks, do they not?

Governor Young. Yes, sir,

Governar Norris. Without going into the details of the
advantages and disadvantages as between Minneapolis, 8t.
Paul, or any other cities, I venture to say that every one
of us constantly hears the remark from member banke that the

Regerve bank is a splendid thing for the banks in the city
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where it is located Bub & great many of them are constantly
gaying that it is of very 1little use to a bank i located -
outside of the reserve city.

Governor Strong, There is one situation that has 1ot
been brought out. I do not know that it is clear to anybody

in the room, and that is that this arrangement with Minneepolis

neceseitates sending all items peyeble at the Northwesterp

National Benk to the Firdt National Bank, and sending all:
items paysble at the First National Bank to the Nor thwest-
ern National Bank in order that they may charge exchange %o
each other,

Governor Young, No, sir,

Governor Strong, Is there any exchange charged on those
items which go direct to the bank where payoble?

Governor Young. Yes, sir.

Governor Strong, They are still charged?y

Governor Young, Yes, sir.

Governor Strong, Right at the bank where the item is
payable?

Govern or Young, Yes.

Governor Strong. I &m glad to know thai.

Governar Fanchers This would not be a con®roverted
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point if there were not cleardng house arrangements with
eertaln of these oities, gnd that is all there is %o it.

You have an old arrangement in St. Paul and sMynneapolis

that has been in effect for more than twenity years and the
rates have not been modified at &ll. Those rates were built
up for exchange charges on the basis that &t certain times

of the vear it costs more to meke exchange, currency was
ehipped back and forth, and on that basis today you are per-
mitting the member banks of Minneapolis to make a charge.
There isn't any justifibgtion in the world today for charging

the iidland National Bank $17 on an item or note of its custom-

erpayable at that bank, and you cannot justify the charge

today. It is only made because there is an iron-clad clear-
ing.house rule that has stood for more than twenty years,

If you did not have that arrangement this thing wouldn't be
bothering you at all,

Més Barton has gotten just exaoctly what he started out
to get, This has been a complete laydown on our-paitas it
stands today, There isn't any other explanation of it. What
Barton went out to get he has gotien,

Governor Seay, This matter has so many rgnifications

that 1t is not easy to follow. Governor Harding hage called
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attention to the fact that it involves the par oollection
system; it involves the subject of not paying interest on
reserve deposite, and zz;gnvolves membership in the Federal
regserve systen.

Governor Hexding stated that the Board wes moved to
make this ruling requiring reserve banks %o handle items be-
cause of the complainte of the country banks that they had
abandoned or reducedtheir correspondente and had no means of
collecting these things. It has been argued in defense of
not peying interest on reserve deposits thet members of the
Federal Reserve System were no longer required to maintain
city correspondents because the Reserve banks could handle
these items for them, Furthermore, it hes been argued that
the reserves set free by that were in le7ge measure COMPENSE~
tion for the lack of inferest on reserve deposits.

Now it has been brought out here that one bank that wanted
to ocollect these items over in sMinneapolis had been compel led
to place an account there. We &re going‘back to just where
we started, Recently we had quite an important State bank
and %rust company in Cnharleston, West Virginia, join the 8ys-

tem. Very soon thereafter they handled some of these items

on iMinneapolis and they had to pay & charge &® I remendber it,
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of twenty dollars and ten dollars. They wrote in and asked
to know if it was possible thet member banks bad to pay &
charge on notes payable not at street addresges but at bank-

ing institutions in those plaoces, That bank is managed by

gome of the most intelligent people that I have ever come in

contact with, either member or non-member banks and they
were smazed that that state of affaire could exist.

Now, it involves membership in the Federal Reserve Sys-
tem, as I have stated, because if thewe country banks can
maintain all of these advantages by maintaining city corres-
péndents, and if they are driven by this astion to plioe
again bank acoounts with city correspondents, then it has a
decided influence upon the question of future membership in
the Federal Reserve System,

Governor Strong, ToO collect on Minneapolis you have got
%o have an account there.

Governor Young, Is there a member bank in the Federal
Regerve System that has not a gorrespondent account? The
answer is no and there is no use thinking about it,

Governor Seey, If you say 10 the same degree 1 can answer
it no.

Governor Young. That is right,
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Governor Seay. 1 can answer no to the qguestion 1n

another way. Has it as many correspondents as it formerly
had? I say no. Therefore 1 say that the amount which the
member bank is compelled to keep with its correspondent
for the purpose of having their bueginess taken care ©f has
been tremendously reduced.

Governor Young. I think I can an swer that ingquiry in
a minute. You spoke of the dbank in Charleston being Vvery
much surprised because it had to &y an exchange charge at
Minneapolis, That would they do in 8t. Pault? Would they
be surprised at St. Paul?

Governor Seay, Minneapolils being o reserve city, that
was the nature of their surprise,

iir, Mgller. Lef me make a suggestion. How mould it do
for the Boare to reclassify St. Paul and reduce the required
reserve to seven per cent?

Governor Strong, Oh, they would all want that.

Governor Young, Put g4, Paul on a seven per cent basis
and Minneapolis on a ten per cent basis, on account of this
coliection business?

Mr. Miller, Bxactly.

Governor Young, There was Oneé remark made that I resent
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just & bit, and that is that Barton eaccomplished what he
wanted to and that I laid down to him. The only time I ever
lay down t0 anybody is when they knock me down.

Governor Bailey, We look at the thing from a little
different angle than you do, We have elways contended that
the Federal reserve bank had no business to have its messeng-
ers out on the street oollecting street address items.

When we received that letter from the Board on the 27th

of last September, we waited until I came up here to talk it

over with ir, Young and ir. Wellborn, but we did not come %O
any agreement, and we agreed to go home and talk with our
boards of directors and try to come to some agreement.

We have always felit that to put the Federal reserve bank
out on the street collecting iteme was not the purpose of the
Federal Reserve Aot; that it was an institution which did busi-
ness with the banks rather than with the individual, so we
drafted this and we sent it here and exvected to shoot. I
thought we had the authority, under that September business,
but before I couldd get the ramrod jamned down we got word to
lay off. This i1s the way it reads;

"Effective January 1, 1927, the Federal Reserve Bank

of Xensas City will limit the operation of its non-cash
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collection department to the handling of items drawn on

or payeble at banks™ , and will discontinue the handling

of items payable at street addresses which necessgitate

either presentation or notification, The following condi-

tlons, effective January 1, 1937, should therefore be oare-

fully observed:

SBection I. GENERAL PROVISIOHS.

Character of Items Which liay be Forwarded as Collectlions.
Member banks may forward to the Federal Reserve Bank

of Xansae City for collection anderedit, checks or drafts

drawn on or payable at banks; oertificates of deposit;

coupons and bonds payable at banks; notes and acceptances

payable at banke; orders on pavings banks: checks previously

protested; and other similar items drawn on or payable at

banks., We will also handle for colleotion, couponsmdetached

from bonde held in safekeeping by Federal Reserve Banks for

their member banke, and sight or demand bill of lading drafts

discounted by Federal Reserve Banks for thelr members.

.

(Footnote) *Wherever the word 'banks' is ueed in this
letter, the word shall be held to mean in-
corporated banks or trust companies, or
regularly organized commercial bapking in-
stitutions receiving deposits subject to check,
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Items Which Will Not Hereafter be Handled:

The Federal Reserve Bank of Kansas City will not here-

after handle for collection, nromigsgory notes; time, sight

and cemand drafts; creamery checks; city, county, school
distrioct andstate warrants; or items of a gimilar nature;
except in caseg where any such item are drawn On OT pay-—

able at banks.
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If we get that we will be perfectly satisfied.

Now, speaking about equipment, we have armged equipment
at Kensas City we have one at each one of our branches. We
were Tobbed of $2300,000. I don't know whether they are any
more virtuous in uinneapolis than we &are but w- got a part
of the money back, We got it in Denver.

Governor Young. That was a non-cash collection that
we were quite willing to collect gratultously,

Governor Bailey. This is as far as Kansas City feels
thet it wants to go. I do not believe it would disturb the
collection system if we were to keep off the street and let
us clear the rest of 1it,

Vice Governor Platt. I would like to hear what Goverpor

Fancher has to say about that, Why wouldn't that work all

right?

Governor Fancher. We have gone on here, Governor FPlatt,
since 1917, and obtained nothing from the large volume of
business. Do you want now to be in a position of declining
to handle all iteme upon street addresses? That will leave
a very small volume cf items payable at banke.

Vice-Governor Platt. Wouldn't the result be that wmost

of them would be drawn payable at benks?
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Governor Fancher. They could not Dbe.

Governor Young. I think all of them would be,

Vice Governor Platt. Governor Young says all of them

grain drafts.

Governor Fancher. I do not agree with that,

Yice Governor Platt. But if they would do it?

Governor Bailey, 1 xnow that out in the iiddle West
the big banks are opposed to this non-par collection. They
haeve had it up with the American Bankers' Association, they
have had it up in their State conventions, In attending a
btate convention on the Pacifié Goast I was surrounded by
a number of bankers and they asked me how I stood on the
thing and I told them flatly. I do not think the Federal
Reserve Benk of San Francisco has found that out, but I found
i1t out when I got out there.

Governor Calkins. In answer to that suggestion I will
say that the Federal Reserve Bank of San Francisco knew it
before you went out there,

Governor Bailey, Y ou were not trying to follow out
the dictates of your constituents, if this was 80; that is al’

Governor Crissinger. #hat do you say sbout having uni~

‘formity in the System?




Governor Bailey, iake it all this way.

Governor Crissinger. All your way, you meanf¥

~ Governor Bailley, Yes.
Governor Fancher. What are the clearing house rates
" {n Rensae City for clearing items?

Governor Bailey, Oh, this won‘t”éhange them, '

Governor Fancher. Have you & clearing house arrangement
which charges for non-cash items?

Governor Bailey, Yes, I think we have,

Governor Seay, Has Atlanta? ‘

Governor Balley, I don't know, but this doesn't con-
template changing that,  What we went to get rid of isitﬁis
busAmess of someone wanting us to go down to a bank and Te-
lease a mortgage, aﬁd all that kind of thing., They sent col-
lections from the Pacific Coast divided up into twenty dif-
ferent drafte, and one bill of lading on cenned fish, and
we have %0 wwite-twenty lefteié;A We finally concluded we
wouldn't do that any more, andrﬁiéhout any authority from the
Board we just send them badk.

Mr. Miller, Why was that because you thought it was an
jmproper service?

Governor Bailey, Yes, I thought it was an imposition on
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Mr., Mjller. But didn't you think it was a disadvantage

t0 the commerce of the country and to the customers of the

bank that were using your faoilities?

Governor Baileyo I thiok it ought to hgve gohe to ﬁ
commercial bank. They would meke & charge for it, I do not
think they have any right to send that kind of'thing in to
us and have us write : . twenty«odd'letters.- We did under—
take tb do that once and we lost three thousand dollars on
{4, and that'buréd'us of sucking eggs."

dr. Miller. Do you think your member banks should lose
$3,000 on it?

Governor Bgiley, We lost it, We didn't take the right
kind of receipt from this fellow to whom the fish were shipped.

Governor Fancher, What would happen in the case of
& bank in Youngstown, Ohio, with & collection dramn on &
street address in Kansas City, sent to some bank whiéh sent
it to the bank at Kensas City — what would happen?

Governor Bailey, They would charge him for it,

Governor Fancher, The clearing house rate, certainly.

Governor Seay., It ie significant that at these three

places at which this controversy arises there are clearing
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house arrangements charging éxchangeé — Atlanta, ljnneapolis
and Kansas City.

Governor Wellborn. How about Birmingham, Naghville
and Jacksonville?

Governor Seay, I do not Xnow. You might carry it fur-
ther, There is one other thing while we are on the subject.
A large part of the objection that has been raised 10 Fed.-
erel Reserve banks oollecting street addresses hes arisen
from the fact that tﬁey would not receive the character of
funds that the commercial banks have received. I think Gov-
erner Young stated that in Minneapolis it was the custom

to Teceive checks, not oertified checks, but to receive

checké for grain drafts and not require the payer of the

draft to have his oheck certified, A very large part of
the dissatisfaction and complaihm has arisen because of

the loose practice, loose banking practice and practices
Which nave prevailed in certain localities in this country,
There ie no winking at 1t. DBanks, by reason of competition,
have engaged to take from their oustomers, theircustomers
being the public, almost any character of funds which they
tender and put themselves t0 the trouble of getting a check

certifieé or converting it into oash, and so forth, and many
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practices which may justly be regarded as loose baniing
practioces,mhich prevail in certain localities because of
competition. That is the basis for a great deal of the ob-
jection which has arisen and for complaints against the
Federal Reserve System and the Federal Reserve Banks for
exacting funds whieh reasonable bank requirements would exact
under the same conditions.

Governor sicDougal. If the First National Bank of Chi-
cago sends an item of this character to the First National
Bank of sinneapolis, is that item exposed to the same charge
as if you forwarded the same item?

Governor Young. I think so,

Governor i cDougal, You are sure of that, no matter
what the relations might be?

Governor Ydung. If Chicago had a balance in .iinneapolis
they would handle it gratuitously . .: Chicago has.not a
balanece, but u.jinneapolis has one in Chicago,

Governor .cDougal, This thing puts the banks in the un-

fortunate ‘position of not being gble to get through iLiinnea.

polis the service that the ujnneavolis banks can still get
through the other thirty-odd units of the Federal Reserve

System. Thet 18 where the trouble comes in.
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Governor Young. WNo, I do not agree with that. iynnea~
polis oan get certain services in New York and certain ser-
vices in Chicago and San Francisco Or any place where they
happen to have an account.

Governor lMcDougal, Tnat is indirectly, They do get it
through the Federal Reserve System but we cannot?

Governor Young, No,

Governor scDougal, It is avaeilable to them if they want

Goverpnor Young, It is slower, They do not want it, They

send it out themselves and get it quickers  They do not use

it for the se&me reason that our member banks in our own die-
trict do not use the collection system very much., The ser-
vice is quicker through the correspondents,

Governor Strong. I was wondering what the consgquenoe
would be if in every city where there was a TeServe bank or.
branch they discover the fact thet there is a profit here and
set up a system of clearing house chgrges and subject all
of these non-cash collection items to charges in those cities—
I suppoee the ocustomers of the s@iinneapolis banke would begin
to kick like steers if they had to pay on these items.

Governor Young, I do not thipk so. They have paid them
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for a long while,

Governor Strong. I am wondering what the effect would

be on business generally, In our bank in the month of April

ﬁé ééiiécfé& iﬁfnén—cas£ items $162,482,00Q0t ée ﬁéig%éof
$11,400, - n :
‘about / or about sév/cents a thousand. I am wondering if
that whole amount was charged at one-tenth of one Der cent
what would happen. I do not think the Federal Reserve System
wag organized pufely for the benefit of the banks, I think
there is something bevond all of thats
Governor Norris, This practice is for the benefit of
a favorite few member banks in & particular reserve City, and
at the expense of all other banks in the country and their
customers, except those in the Eleventh District. Of course
conditions vary in different parts of the country as to the

popularity or unpopularity of this service, Of course 1 can

only speak as to our own district, The popularity of it in

our district is pretty well evidenced by the fact that the

number of items we handle in dollar emount has increased every
year from 1920, DBetween 1821 and 18936 it grew from 221,000
jtems to 532,000 items, We were used for that service last
year by 41'city banks and 439 country banks, and it is those

country benks who wouldmost strenuously object to eny curta il -
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ment of the servioce, We might as well all recognize
and bear in mind the fact, which we know, that the one
thing more than anything else that militates against the
popuddrisy of the Federal Reserve city and the joining of
additional members is the fact that»the meanber bank is
obliged to keep its reserve without getting any interest
on it. Now if in addition to requiring that of them we
are going to subject them to a charge that we are now rend-
ering as a compensation for that, and still cébel them
to keep balances with other banks —— Governor Young has
suggested that Philadelphia or any other of the banks might
avoid this charge by opening accounts in iynneavolis —— and
1f this System continues in sgnneapolis it has got to be
extended t0 all the other Federal Reserve cities and branch
cities, Neiher our banks nor those of New York or 3an

Francisco or anywhere else are going %o stand by and see

the Federal Reserve Bank of idjnneapolis i . throw a tremen~

dous profit to §ts member banks in jts city end be satis_
fied that the banks in their cities should not extend the
same favor to them, Therefore this system of maxing charges
will either beeome universal oy else the member banks, in

addition to keening their reserve without interest at the
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Federal Reserve bank, will he required to maintain balances
all over the country to make these collections.

Governor Young, If a bank in .inneenolis receives from,
say, & bank in Philadelphia, a draft of a thousand dollaxrs
with stock attached, and they have to meke a street present-
atidn of that, and collect it by certified check or in any
way they want to, it takes time end it tekes labor and they
are entitled to pay for that, I won't say one~tenth of one
per cent, but they are entitled to something. There cannot
be any argument about that,

Governor Norris. If they recseive it direct, and not
through you.

Governor Young., Yes. They are ent;tled to some pay for
the wort that they have done. There isn't any argument about
that.

Governor Strong, You think not? We have quite a large

security business in New YoIrx City and the member banks in

New York City have gbolished their charges On all of those

{tems and do all of that for nothing.
Governor Young. Yes, and they ‘eve gubsidiary cOIDOra~
tions thet are selling bonds all the way from ten to fifty

dollars ——
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Governor Strong. All securities are delivered on
collection in Wew York without eny charge.

Governor Young. They are made in .linneavnolis without any
charge.

Governor Strong, I mean those that come into New York.

Governor Young. 8§ ure, and you are going to get a lot
more. It is going to grow and I make the prediction that
it is going t o cripple your bank some day.

sir. Hamlin, I am reminded of the story of the lady who
watched the regiment march by in which her son was, and saild
that Johnnie was the oaly man in step, that the others were
all out of step., I havehad a good many doubts, but I telieve
thie is one of the cases where uniformity is absolutely desir-
able and essential, and either we should take Governor Young's
rule as the uniform rule or we should accept the feeling of
nine out of the twelve banks. That is the conclusion that I
have reached. 4t seems t 0 me monstrous for a bank to make
a charge for collecting from itself end when the payer of

the note has an account at the bank, I believe in lots of

gtates the banks are allowed to pgy that off and charge it

to the account.

Governor Strong, Some have that” andsome have not,
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Mr. Hamlin. At any rate 1t seems, wholly spart from
any legal question, a monsirous charge to me.. .,

Governor Young, I wi 11 agree with you. If you could
disoriminate in the items from & practical gtandpoint I would
be willing to do that. Byt you cennob discriminate and that
is 2ll there is to it, It cannot be done, even by the sug-
gestion that Governor Bpiley makes, with all due respect to
Governor Bailey. A sharp,clever man can beat it.

Governor Bailey, We never contemplated that this would
change any of our collectione at banks, but only presenta—
tion at street items. It ie a growing proposition. If
there is a mistake in a bill we have to present it four or
five times. The statement has been made, with regard %o
country banks, thai?they do not get paid on their balances,
you have taken away their exchange, and they are willing to
accept cash items., They believe it neoessary for them to do

business and it reduces the float, #With these other 1ltems

you don't know whether you are going to get credit for them

¥

that day, the next day or next weei, I wnow the feeling
of the banke out in our section of the country is that they
want to get bac: 80 they can charge, and they say that every-

thing that goes to the Federal Reserve Bgnk is free -
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Governor 8eay. How sbout the 440.odd country banks
which use Governor Norris! reserve bank for the collection
0f these items?

Governor Balley, Well, those fellows down there are so
glow that they didn't qatoh it.

Governor Crissinger. Mr, 8trater, do you want to en-
lighten us on this subject?

ifir. Strater. I will be glad to give my views on it.

There does not appear to be any distinction made between

colleotion items peyable out in the country and collection

items payable in a Federsl feserve City, There is & tremen-
dous distinction. They do not have anything in comnon, The
country bank that gets collection items from a reServe bank
hee & perfect right to charge for them, They handle them
just exactly as they would handle them if they got them
direct from a member bank in the district. They have got
to take than? present them and remit for them, Therefore it
18 no hardship on the country bank. I% does not mean anything
to the country bank whether it gets non-oash items from the
Tederal feserve Bank or some other bank, + In the Federal
Resexve Bgnk cities it 1s an entirely different proposition

because, as Governor Young has undertaten to do in Mjnneapolig,
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if he turns over to the member baék these collections he
ig doing something which the Federal Reserve bank could do
just as well as not, »robably through the clearing house.
Nor it may be that is not nossible in sMinneapolis, but it
is possible in a great many citles, It is done in New York,
Philadelphia, Pittsburgh, S8t. Louis and doxens of other
places.

I think the real important factor about this thing
{8 this: 1If you are going to consider a note payable

at a bank subjeot to an e&change charge I think it is not

mach of & step to justify an'exchange charge on checks.

If you are going to justify an exchange charge on ohecks

in a Federal reserve bank city of course you are going to
justify it in every city in the country, I think the check
collection system is right now in great peril on thet ac-
count. It is my opinion it is not at all lixely that that
Anabams situation may have arisen out of something Jjust as
intangible as this. It is pos sible that other suits may

be brought in Governor Young's District as q‘result of this
thing, He is now confronted with a suit for eollection of
exchange-

the
Then there is / metter of reserves, It will affect the
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reserveg, because a member bank oOr any bank that is obliged
to oarry soccounts in 35 cities has got to tie up a tremend-
ous 1ldt of money in addition to its reserve in the Federal
reserve bank. Now they can get that service through the
Federal reserve bank and they are not required to keep all
of those sccounts. That to a bank in an ordimary city is
something that is going to be a tremendous hardship %o
them, Take the banks in cities like Youngstown end Colum-
bue and various other cities in our district. They all have
collections payable in iinneapolis and in other Fedcral Re~
serve banksoities. If they are going to be required to carry

ten, twenty or fifty thousand dollars in 35 different plaaes

they are going to pretty nearly exhaust thelir resources; or
if they have got to pay very heavy exchange charges it is
going to run intova lot of moneys.

Governor Young, ur. Strater, you send items out to

the emall country banks in your district, and they have every

right to charge exchange. It may be a note on the Great Lakes

§ 4 ‘\ -y
Drainage & Dock Company for $17,000, payable at their omn

bank, The customary -charge of one tenth of one per cent is
$17, When you meke a charge of that kind 3@ that kind of

an operation do yéu ever complain to the Federal Heserve
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Board about it? Is the charge paid or iesn't it? 1Is one-
tenth of one per cent a fair charge for that bank to make?

sr, Strater, ©No, I wouldn't say that it was,

Governor Young. Did you complain to the Federal Reserve
Board?

Mr. Strater. I do not fuite get your point.

Governor Young, You are camplaining about ifinneapolls
making a charge of this kind., Why don't you clean up your
own Gistrict first?

sMr, Strater. The average cost in our district is six
cents a thousand,

Governor Young, 1 don't care about the averesge cost. I
am interested in the maximum cost, which is one-tenth of one
per cent, which some of them charge.

Governor Strater. Some of them may charge that, non-membe:
bank s.

Governor Young., But do you complain about that?

Mr. Strater, There is no occasion to conplain to the Fed-
eral Reserve Board about the action of a non-member bank.

Governor Young, Then why bother Minneapolis?

sir. Strater. You are dealing with member banks.

Governor Youngs And you are dealing with member banks--
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Governor Bailey.v Suppose it comes to .iinneapolis and
Minneanolis sends it to Bismarck, if Bismarck.qharges--

Governor Y;ungc Bismarch does charge; so.yéu can take
Bismarok.

Governor Bailey.  They don't on all items.

Governor Strong. If we are going to be forced to make
a charge in New York to collect these items, we are going to
collect them and get the charge,

Governor Young. There ie one point I wanted to take up
with .ir. Streter, There is a possibility of .uinneapolie
having some more losses., Thie non-cash collection %s one
of the ewils of the System, We are going to have more law
suits, but they are not, going to come from Atlanta on non-
cash collections but they are going to come from some drug
store down at Cattletsburg or some gsuch place as that, That
is where it is coming from,

Mr, Miller. What would be your pqsit;on before a commit-
tee of Congress if you hed 'to justjfy the imposing of an ex-

change charge on items payable at banks 1in dinneanolis?

Governor Young.. +hat mould be my position before Con-

gress?

Wir. usiiller. .They haven't abandoned the system which wae
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pursued up to last January, was it not?

Governor Young, Just the same as it was two or three
years ago, 1 have mentionéd the liebility on the vart of
our benk and we want to avoid it and get rid of it.

r. Myller, But wherein is the serious 1iability?

Governor Young, In collecting checks with securities
attached, bills of ladi ng attached.

Mr. #iller. At banks?

Governor Young, No.

sir. Miller. I am talking asbout at banks,

Governor Young, At baenks, the 6nly argunent I can out

no t
up at all is that it is possible %o discrfiminate between

items,
Mr, Miller. Did you find. that to be a sort of handicaep
o hardship when you were practicing that system?
Governor Young., 1Yes, sir.
ir, -Miller. Did the member bapks find it so? Whet
is the difference between the situation in iinneapolis and
in the other reserve cities?
Governor Young, It is extremely different,
dr. siller, In what way? I mean, for items payable

at banks?

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




334

Governor Young. I think the Board can correct that
very easily by issuing a regulation,

sr, Myller. I understand, but we want 1o know what kind
of a regulation to issue, we want the information on which
w< can prooeed; and I want to see whether there is some
rationale in this thing.

Governor Young. I cannot set up a very good defense.

r. sMiller. You camnot?

Governor Young. No.

Vice-Governor Platt, The Board might try it out by having
iinneapolis change the proposition to apply wholly to0 street
address items and see how that would work. Stop collecting
items on street addresses and simply collect thcse'at banks.

I think there is no reason whatever, in the case of notes pay-
able at a bank and charged to a men's acoount, for taking any-

thing out of it whatever.

Governor Bailey, We never charge them in Kansas City,

Vice Governor Platt, Whether he draws a check on it
or whether it is charged, it doesn't mgke any difference,
They do not do any work at all, A11 t3ey do is charge
something.

Governor Fancher, In many cases there is an order filed
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with the bank authorizing them to charge to the account of
the depositor matured notes as they come in, whether presented
at the counter or passed through the clearing.

Governor Strong. Security drafts have been mentioned,
that you got for collection, which cause liabllity -~ those
came fomNew York?

Governor Young, Not all of them. $Some ceme from Chicego.

Governor Strong. But most of them come ffom Federal
reserve cities, do they not, like New York and Chicago?

Governor Young. Yes.

Governor Strong. Have you ever taken that up with us in
New York to see whether those were gsent to you direct, in
accopdance with the regulations in New York. We do not re-
ceire them ourselves.

Governor Young. I think we have reeeived some direot

from you,

Governor Strong, Mighty few of them. Our rule 1s not to

receive them, and it strikes me that if you had taken that
up with the Federal Reserwe Bank of New York you might have
gotten rid of that liability,

Governor Young., I think I mentioned it in 1933 or 193],

fdaﬁ,ha one of my objections to the non-cash collections,
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Governor Fancher. You spoke of your great risk in hand-
ling these street address items, Have you ever made any
loss on them in iinneanolis?

Governor Young. No,

Governor Fancher. I do not »now of any Federal reserve
bank that has ever sustained any losses through the handling
of those iteme in their cities. If they have donme so I would
like to know of it.

Governor Bailey, We had one.

Governor Faencher, But that was not because anything
haopened to the collection but perhaps was failure on your

part to exerclise due diligence.

Governor Strong, We do not handle seourity drafts.

They have to go direct. But the fact is that the loss between

bankﬁrand brokers and between the brokers themselves im del-
ivering seourities in New York, where nrobably the hazard 1is
a thousand times as great every day as it "ould be in a year
in iinneapolis, is practicelly negligible. In fact I cannot
nor recall pus instence where any such loeses occurred,
Governor Young. Well, the pqesibility of loss is there.
Now, I have repeatedly tried to get my story with regard

to iinneapolis over, I do not seem tO get very far with it, I
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am going to try 1t once more,

Te get graein drafts ghsprun s between 200,000 and

6009000 dollers a day. Now if we took that draft down toO

the grain concern and gsked them to give us cash for it we
mouldn't get enywhere with that, 1f we stated to the grain
concern we wanted a certified check we mouldn't get anywhere
with thate. The method of proocedure we follow is this: Our
collector goes to one grain concern and leaves the drafts. 1In
some oases there is a W1l of lading attached, He comes
away and goes to the next vlace. 1t takes him ap hour to oover
a1l of these grain concerns. It is true writh the bill of lading
attached there wouldn't be as much liebility, But he goes
to these places and he throws the draft in, and by the time
he gets back to the first man he gets a check. Then he goes
to the second, third and fourth fellows and gets his check,
Now do you tell me that there isn't any 1isbility there?
Governor Strong, Why does he have to go back?
Governor Young. He has to go back to get his check, to
save time.
Governor Harding. Are they bill of leding drafts?
Governor Young, The great majority are.

Governor Harding. Why couldn't vou send & man around
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to leave notice saying that they would find the draft end
bill of lading attached at the Federal Reserve Bank and to
gend @ man up with a certified check.

Governor Young, We could do that.
Governor Harding  That would relieve you from liability

in that way,

Governor Young, You could do that but you would get a

howl from your merchants,

Governor Harding, Let them howl.

Governor Strong, We have been conducting the business
for a 1ittle over ten years, and the only loss I have ever
heard of ‘is the one Governor Bailey mentioned of several
thousand dollars.

Governor Young, We have lost money from cash collectiong-—

in uinneapolis, but we have lost it out in the country.

Governor Strong, I mean in the city.

Governor Young, Let me go a little further, We have
the Northwestern National Bank, the Tirst National Bank and
the siidland National Bank, who charge more On these grain
drafts than we do, Now if our grain draft facilities are
open to one bank they are open to any bank, I have talked

them out of it before but just as sure as you go back on
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that other basis they are going to dump them on us and we
heve got to collect them, and instead of taking a liability
of from two to six hundred thousand we will take a milliom
or more dadly.

Governor Strong, We do not have that in New York,

sir. Jemes. How do you handle items where there 1is a
bill of lading attachedwith the privilege ‘¢ Lo gilven for
examination of goods? Take the cotton drafte, for in-
stance,

Governor Young, I do not know about that, You would
have to leave them.

~jir, James. With regard to cotton drafts, where a man

down in the country ships ocotton with bill of lading,

Governor Strong, That 1s not a serious thing with us.
Te do not receive much cotton to speak of in NewYork,

vir, Jemes. It is a very difficult thing and I have

contended all along that local conditions are responsible

for a lot of these troubles,'

Governor Strong. In the handling of fruit in Nem Y,Trk,
it is perishable stuff and a 10t of it would be useless 1in
48 hours. 1t is almost all handled on drafts of this char-

acter end many of them ate nandled at the Reserve Bani




e have some special arrangements 1O facilitate handling
them, I do not %now what the detail of it is but we never
have any losses. e have never lost a penny on any of the
non-oash collection items.

sr. James. I do not think the Reserve banks have, but
hom about their customers?

Governor Strong, Why should the customers lose if the
drafts are handled through us any more than if through mein-
bers?

yir. Jemes. There was aprominent cotton man in memphis who
complained to me very bitterly about the Rese8ve bank hand-
ling non—-cash business, because this transaction necessitated
his carrying the cotton between saturday twelve o!clock noon |
and sonday end it lost him a good many thousand dollars, he |
claimed,

Governor Strong, I would like to see that contract.

Governor Seay. How about the other side of the question?

Would the drawer of the draft have been rept out of the funds
during that time? daybe he had an equitable right to col-
lection of the draft.

Jr. James. But the point he made was that handling the
item through the Federal Reserve bvan or branch at iMemphie
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he was prevented from getting the document completed in
time to make the transfer and ship the ocotton. The cotton
was practically sold to WcFadden & Son of Philadelphia. He

was compelled to let the cotton lay there uncovered, In

b
the cotton industry in iemphie cotton buyers and cotton mer-

chants seldom have money enough to pay for the cotton that
they buy and handle, but they must take the documents to
their bank and negotiate & loan ageinst them, Or at least
have a draft against the party to whom it is sold, and in
that way they are able to clear one against the other; but
they cennot get a loan and cannot get a certified check un-
less the documents are placed in the bank that is going to
certify the check or make the loan or give them the cash to
pay it,

Governor C rissinger, Thet occurred on Saturday about
noon?

dr, Jeames. A little before noon on Saturday.

Governor Orissinger. He didn't have time fo get domm
to the Federal Reserve Bank,

Governor Strong, This question of reeponsibility for hand-
ling collection items has been considered in the New York Fed;

eral Reserve benkt ten years OTr MOTE, and wehave on our board
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bankers of great experienoe; and I myself had some reserva-
tions about the non-cash collection service at New York, where
the items are very large at times, lest it might not put some
liability on us. After a great deal of discussion we de~
cided to set up a reserve fund ageinst any unusual losses
because of this service, Tith the approval of the Federal
Reserve Board we set aside a fund of a million dollars,

which w invested in Government bonds, This business has
gromn through one of t he most perilous periods in ouf
history of benk credit generally, that is during the war,

and the amount that we hold in that fund today is nearly

a million, nine hundred thousand dollars, with accunulated

1nterest’ because we have never charged one penny of loss

against 1t. I cannot believe, in the face of the record

in New York im~ +the Federal Reserve bank,lthrough this period
of ten years of very great peril to American banting, that
these alarming things that we hear about the liability in

the collection service are very material. I think we should
maintain in the reserve banks a reasongble reserve to draw
from in case of some unexpected loss, like " &° grain draft
for fifty thousand dollars coming baok, andl make up our minds

to tackle this proposition and go ahead and perform the ser-
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vice; I think if we do that we will eliminate a great many

of the risks from the whole collection system which we never

will eliminate if we keep monkeying with this non-cash collec.

tion business. Zvery time it comes up it invites further
discussion from a dozen different banks. We thought it was
all settled at one time. Now this thing has started it all
off agein. I am not afraid of the lisbilities. 1 had some
thought of the possibility of it some ten years ago, but our
experienoe has dissipated all that.

Nr. James. 1 am not concerning about the liability
of the Federal reserve bank making losses. That hag never
entered into my consideraiitm of the matter at all,

Governor Btrong, If we ocan collect & draft as promptly
as any commercisl ban% can, I maintain that with our connec-
tions we ought to do it better than they ceane.

Governor Harding, If they don't want a draft to come
through the Fedsral Reserve Bank let them kegp it out We
do not want to disrupt the whole system on account of 1t

d4r. James. I understand that that is being done,

Governor Harding. A1l right. let them do it,

Governor Cal:ine, I would like to make tmo or three incon

gequential observgtions. The first is I cannot see why a
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Federal Reserve Bank should not be as well eguipped and
as well qualified to transact the business that we have
been discussing as any commercial bank in the country. I
believe that they are.

Second, it is a very curious thing, and this conviction
has been growing upon me for four years, that all of the
difficulties thét me have been discussing in connectlon with
the non-oash oollection system have occurred or arisen in
the three districts thet have always been opposed t0 the non-
cesh colleotion systemy that no difficulties of any oonse-
quence have arisen in any of the other nine districts, Third,
that the argument upon which the Federal Reserve Board
directed the setting up of the non-cash collection system
was that the meber banks, particularly the remote country
banks,'had been deprived of an opvortunity to maintain rela-
tions for the purpose of ma'zing these colleotions, That rea-
son is just as good today as it was when it was first given,
and nossibly stronger, For us to abandon this system at
this t ime is for us to ehendon those benks for whom it was
set UpPe

Governor Seay. T would like to say that I am convinced

that a very large portion of the evil which comes from the
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situation lies in its uncertainty, As long as there is
any uncertainty or any doubt about the sction of one Federal
Reserve Bank or another or gbout the action of the system,

then that uncertainty about the situation is going to be one

©f the chief evils.

Governor Strong. You asked for a recomnendation from
the Conference, Governor Crissinger  There was a difference
of views, as you are aware. Three members of the Conference
are opvosed to it. WNine favor it. Those three who are supposed
to it have some differences between themselves as 10 what they
mould like to do, Therefore I cen only speak for the nine
mexnbers who are agreed unon continuing it. I would 1like to
express again what 1 belleve to be their recommendations,
They will dissent from it if I do not express it I think
they are unanimous ‘in their recomnendation and thei# desire
&hatothe non-cash collectiqn gservice should continue; that
it should cover items now handled and should be conducted

free of charge; that if the Bpard desires to take the respons-

ibility of any change in that respect that 1t should be made

as a principle and not as & particular method fm any one bank}
and that that change of nrinciple should be such a change
as will not permit any group of member banks to make & profit

out of thie business; that if we surrender eany of our present
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methods or abandon any of t+ hem that any charge that is im-
posed should inure to the benefit of the Federal Reserve
banksfor services that they pe rform. I think most of these
nine men, if not all of them, believe that the only material
dissent now is in relation to the street address items; that
there would not be any difference of opinion by any of the
Governar s 8 to0 the continuance of the service as to all
items except those. Is that right?

Governor Young, No, I would have to change that.

Governor Strong, I understood you to say 80 this morn-

ing.

Governor Harding,  Would you be willing t0 go as far

as matured notes and bills?

Governor Young. I think I am prepared to recomnend to
our directors that if it is made as to matured notes and
bills and it is specified what matured notes and bills are,
and not let in a lot of drafts withbills of lading attached,
and what not, that they approve it. i think our people mould
be willing to agree to that.

Governor Strong, How sbout coupons?y

- Governor Young. I don't care whether you leave them in

or out,
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Governor scDougal, Do you refer %o matured notes and
drafts vpayable at banks?

Governor Young. TYes.

Governor .cDougal. 4&nd not at street addresses?

Governor Young, No; matured notes and drafts payable
at banks.

Governor Crissinger. I do not think there is anything
further that caneccme out of this discussion. It 4s for the

Board to take action in the matter,

( "hereupon, at 4:55 p.m,, the Federal Reserve
Board retired from the Conference Room and the Confer-

ence of Goverpors proceeded as follows:)

The Chairman (Governor iicDougal presiding:) Governor
Norris, I think you are responsible for this extra session.
That topics have you in mind?

Governor Norris. There are two or three topics which

we might dispose of.

Governor Seay, K Topilc I-H has not been disposed of.

The Chairman, Very wells We m 1l teke that up.

I. CREDIT TRANSACTIONS AND POLICISS

H., The possible effect of decision of Supreme Court
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Texas in rendering trade accept ances non-negotiable where
they contein the clause: "The obligation of the acceptor
hereof arises out of the nurchase of goods from the drawer,
maturity being in conformity with the original terms of pur~
chase.,"

Governor Norris. If I may make a suggestion, it seems
to me thét if that decision of the Supreme Court of Texes
was ‘¢susadichy of the word ™meturity being in conformity with
the original terms of opurchase", that the decision was pET-
feotly right and it does not affect the business generally,

If At was on any other ground it was a wrong decision, but

mst a8 1likely to be followed. Is there anything else that

we can 8say or do abput 1t?

Governor Talley, I nad an idea that we might just refer
that topic to the acceptance committee.

The Chairman  Let me interrupt just @ moment, Wr Huarri.-
son has made the suggestion that uir. Dewey has expressed a
desire to come before the conference and take up the currency
orogram, iir, Harrison sayes he believes this is & good time to
procure sr. Dewey,

sir. Harrison, I do not know that I cun, but if agree-

eble to him, it would be & good time to do it.
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Governor Biggs. I think the Governors who &are absent

would be very much interested in that.

Governor Norris. Yes, I think they would be.

Mr. Herrison. Then I will withdraw the suggestion.

Governor Norris. Governor Talley was saying that he
had in mind suggesting that this matter be referred to
the standing committee on acceptances.

Governor Calkins. I so move.

Governor Fancher. I will second the motion,

Governor Telley. I just want to say further that I
asked our counsel the direct question if he thought that the
deoision of the Supreme Court of Texas was inspired largely
by the latter part of that clause, '"maturity being in oonform-
ity with the original terms of purchase", and he stated em-
phatically that he thought not.

‘ Governor Oalkins. I think he is wrong about that, Gover-
nor Talley.

The Chairman. I have no doubt, Governér Tglley, that most
of those present have brought something from their counsel
on this, but if it ies going to be referred to the committee on
acceptances we need go no further with it,

Governor Talley, I will undertake to have the whole
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question briefed for that committee, including the argument
for a motion for rehearing before the Supreme Court of Texas,
which was denied. The thought is in my mind that 1f is like-
1y to affect not only the negotiability of the trade accept-
ances but the eligibility clause of the bankers' acceptances
that it might have the same effect in every State.

The Ohairmen, The motion is to refer this guestion %0
the etanding committee on acceptances, That motion has been
s econded.

Governor Seay, I would like to ask if it is not the
opinion of Dallas and its counsel that this matter could be
easilY reached by a change in the formula., It seems to me
1t would be a very easy matter tociadige the formula so as to
accomplish the purpose the Board has in mind endyet avoid
gny alteration of the negotiability of the instrument, My
thought 1e that it might be handled mor e expeditiously by

being referred to the Board's counsel than through a commlittee,

and we might get quicker aotion.

Governor Norris. Perhaps Governor Talley will accept
that amendment.

Governor Talley, Yes, I will be glad to try that.

Governcr Seay, I am taking it for granted that our own
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georetary would be willing to collaborate with the Board's
counsel if desired.

Mr, Harrison. I wouwld be glad to do so 1if it would help.

Governor Eeay. I will offer a substitute motion that
our secretary be requested to advisg}zﬁe counsel of the Fed-
eral Reserve Bpard to determine whether or not this gquestion,
which has arisen from the decision of the Texas Supreme Court,
might not be obviated by a change in the formula’ which would
answer the purpose which the Board had in mind in making
the original formula.

Governor Calkins. I will seoond the motion.

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

Governor Norris. Now, may we not take up 8-D? Or was
that done this morning before I came -in?

Governor Seay, It was, and no action taxen.

might i
Governor Norris. I think wq/%ispose@Aof IV~B, Revision

of Treasury Department Circular No. 92."'

« 1 suggest that our secretary take the matter up with
Mr. Dewey and try to secure action, 1If that is satisfactory
to the Conference I will withdraw that from the program.

Governor Fancher. Iday we not take up the reports on page
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IV. OPERATION AND ADMINISTRATION.

Te Repozt of Leased Wire Committee.

The Chairman, Report of the Leased Wire Committee is

‘as follows:

REPORT OF THE LEASED WIRE COMMITTEE
* TO THE GOVERNORS' CONFERENCE
May g, 1927.

A%t the last Governors' Conferance the guestion of an
additional supply of Federal Reserve Code Booke was discus-—
sed and referred to the Leased Wire Committee with power to
acte

In order to determine how many, if any, Dooks should
be printed at this time, the committee wrote to all of the

Federal Reserve bagnks to ascertain fthe condition of the books

which they now have on hand and the probable length of time be-

fore they would need additional copiese The replies receivwé
indicate that most of the banks have a sufficient number of
code books to meet their requirementg for a minimum period

of approximately two years and it is believedthat the supoly
held by the Board will teke care of the needs of the remaining

banks for a similar period.
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In view of the foregoing, the committee feels that the
printing of extra copies ean Dbe deferred for another yeer,
at which time the desireb ility of some revision in the
code, as well as the question of’an additional supply, will
be considered.

With respect to the Leased Wire System, your commnittee
has to report that there has been no change in the arrange-
ment of the cirouits since the last conference and that
the present facilities are ample and the service apparently
satisfactory.

Governor Nerris., I move that the report be received
and filed.

Covernor Fancher. I will second that,

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

mously carried.)

The COpalirman The next is the report of the Ipsurance

ommittee, which is as follows:
REPORT OF THE INSURANCE COMMITTEE TO THE GOV~

ERNORS! CONFERENCE - May 9 1937, .

Since the last Governors' Conferen ce& no newmatters

have been referred to this committee and no matters have come
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up requiring a meeting of the committee, &0 that
is nothing to be reported at this time.
Respectfully,
F. Taylor
H. Dillard
k. Kenzel, Chairman
Insurance Committee.

Governor Norris. I move that the report be received
and filed.

Governor Fancher., I second the motion.

(The motion was duly put, seconded and carried.)

Governor Fancher, ifr, Ohairman I have & copy of the re-
port of the subcommittee of the general Gommittee on Bapkers!
Aoceptances. It does not seem to be on the program,

Mr. Harrison. At the t ime the program Wwas made up
the Committee told me they had nothing to report.

The Chairmen. Mr. Harrison, you read that report, pleae-

(The report referred to is as follows:)

REPORT OF THE SUB-COMMITTER OF GENEFAL COuMITTEE

ON BANKERS ACCEPTANCES TO GOVERNORS' CONFERENCE,

May 9, 3927.

Since the last conferen@e no question has been renorted

to the Sub.Committee, consequently there is nothing new to
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report at this time.

Your Comrittee, however, again respectfully calls atten-
tion to the fact that the matters refsrred to in the report
of the General Committee on Bankers Acceeptances, submitted
to the Conference of March 22, 1926, printed on page 370-378

of the Stenographic Record of that Conferenoe, outlining

certain principles and rules desired by the Conference in its

consideration of a general broadening of practice in bankers'!
domestic acceptance credits, and approved by that Conference,
have, your Comnittee understands, still to be disposed of
by the action of the Federal Reserve Bpard.
Respectfully submitted,

W. #. Paddock,

C. R. McKay,

F. J., Zurlinden,

E. R, Kenzel, Chairman.

Governor Fancher. 1 move that the report be received
and that the Secretary be directed to call the attention of
the Federal Reaerve Board to the matter touched on in the re-.
port and transmit a copy of the report to the Federal Reserve
Board.

Governor Talley, I will second that,

(The motion was put, duly seconded and carried.)
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Governor Telley. There is one topic we can dispose of,
Topic I-G, at t he bottom of the first page, Desirability
of amending that part of Section 13 relating to discount
of demand and sight drafts secured by shipping documents
covering domestic shipment of agricultural products 8o it
will include all staple non-perishable commodities, such for
example as flour, bran, cottonseed meal, eto., a8 well as
reimbursement drafts for the proceds of other bills carry-
ing shipping documents.

The Chairman, Are you ready to take that up, Governor
Talley?

Governor Talley, Yes, Mr., Chairman, 1 move that that
matter be referred to the Advisory Committee on Legislative
Matters,

Governcr Fancher, I will second that motion.

(Tpe motion was put, and being duly seconded, was unani-
mously carried,)

The Ghairm&n; Now, gentlemen, are there any other topics
that weeocan take up at this time?

yirs .Harrison, ur, Chairman, I might report on the matter

of the gold holdings of the Federal reserve banks.

The Chairman Very Weil, uir. Harrison.
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(ur. Harrison then reported to the Conference on the

matter of the gold held by the several Federal Teserve
benks, and was recuested to send the table of figures to
each of the reserve banks for their information.)
(Whereupon, at 5:30 o'clock p.m., upon motion duly
seconded, the Corf erence of Governors adjourned until to-

morrow, Wednesday, May 11, 1937, at 9330 o'clock a.m. )

P
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TRIRD DAY,
May 11, 1937,

9:30 otclock a.m.
CONFLRENCZ OF GOVIRIORS OF THT FEDIZRAL REISERVE BaliKS.

The Conference of Governors of the Federal Reserve

Banks reaséhbled in the Hearing Room of the Federal

Reserve Board, Tyeasury Building, Washington, D.C.
PRESENT

(As indicated in the record of the first day's mroceed-

ings.)

e

The Chaeirman (Goveérnor Strong presiding:)  We will
pass Topics 4 and B for discussion when we meet with the
Board, unless there is objection.

Governor Seay, Has the time been set for the meeting

with the Board?

The Chairman 1ot yet. Yo, if you please, 1 mould

like to skip Topic C becsuse I have to be absent for a few
minutes, and I would like to be here when that is discussed.

Te can teke up topic D, continuous borrowers, This was
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carried over from the former conference.

I. COREDIT TRANSACTIONS AND POLIGIES

D. Continuous EBorrwoers.

Report to be submitted by each Federal reserve bank

showing number of borrom ng banks in each district with
particular reference to nunber of banks which have been
Yorrowing for a year or more, the amount of their capital,
surplue and total resources, and the average amount of
their borrowings from the Federal reserve bank. (8ee par—
agraph 5 of Secretary's uynutes of November, 1936, GoOv-
ernors' Conferenoce.)

Governor Wellborn. Oyt of 500 end some-odd member
banks in our District we have 47 who atethe present time
are continuous borrowers, including last year and this, I
have a list of them here,

Governor Harding. We have banks borrowing continuously
for one year or more as of January 1, 1937, seven banks,
all comparatively small banks; and the borrowings are ne-
glible. upst of them are on Governmént securities,

Governor iicDougal,6 How many membere have you?

Governor Harding. 4237,

Governar Young, I have a report prepared on that,
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The Chairman, Suppose we hand these reports to the
Secretary?

Governor Young. We have 23 banks who are borrowing con-
tinuouasly, out of 76C-o0dd banks. In the State of ilontana
every bank out there cleared up last vear with the exception
of one bank. The continuous borrowing is not a problem
with us any more, except some banks that are just about domwn
and out,

Governor Seay, We have 58 member banks whowsyre continu-
ous borrowers, from iay 1, 1926, through April 30, 1937; one
of them continues from 1917, two from 1919, two from 1930,

three from 1921, two from 19223, three fr om 1923, six from

1924, nineteen fr om 1935, and 26 from 1936, The average

amount borrowed ie $5,873,000,

Governor Biggs.. We have 618 member banks. Sixteen
of them have been borrowers continuously for twelve months,
Four of them have borrowed continuously for four or five
years and have never gotten out. The rest of t hem are in
the northern prt of Illinois and elong the Iowa line, where
they are pretty hit on land, They are not in serious condi-
tion but have not been able to clean up.

Governor Talley, Opt of a total of 838 member banks, 134
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were borrowing from us at the close of business on April
30th, Of this number 38 havée been continuously in debt to
us since iay, 1928.

We have also included in the revort a list showing
sixteen banks which have been in debt to us almost conti-
nuously for t he past year. They havé been in and out; and
have cleaned up only for & short time. We compiled our
report for the twelve months' period just prior to iay 3,
1937, 1If we compiled it on the basis of the calendar year
1928 there would only be three banks borrowing fo: a peried
of three mohths.

Governor Fancher. Out of 853 borrowers, 213 of the
tanks were borrowing on April 30th, 0f that number 43 have
borrowed since May 1, 1936. Of that number 12 banks were
borrowing cxclusively on Governments or on Governments and
rediscounts, and 17 of them were bopgowing on rediscounts.
They are small banks. The total borrowing of the 43 banks

is three and & half million dollarss Only two of the number

are borrowing in excess of capital and surplus.

Governor iicDougal, On the basis of the year 1928 of
1320 member banks 115 have been borrowing continuously dur-—

ing the year, Fifteen of them have paid out entirely since
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the first of the year.;That-iS3about.the status now.

Governor Bgiley, Oyt of 1100 banks the total,borrgwing
for the year was 49, total capital $2,360,0QO,,and surplus
$536,000, and t he average borrowing $49,320,.

Governer Calkins. We have 719 member banks, of which
about 176 have borrowedthroughout the year 1937 for &
three months period, 4s I recall it we have about twenty
banks that have-been borrowing continuously. ~That number
does not include some very small banks that are and have
been borrowing for four or five years, mainly on Government
securities, We have no contin uous borrowing problem in
our District at present.

The Chairman. I will ask Mr. Harrison to make & report

for New York;,and I will ask Governor McDougal to take the

chair for a few moments.

(Governor McDougal thereupon took the Chair.)

iir. Harrison, I would like to make a report for New
York, At the end of 1926 we had 919 member banks. During
the year 603 of those banks have bar rowed from us. At the
end of the year 317 were in debt to us. At the close of
business as of April 25, 1937, we had 935 banks, 278 of
which ¥ere ecn borroving from us, We have had no bagks in

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




353
debt to us for & year or more since the year 1935. We
hnave now 32 member banks that have been borrowing for six
months or more, but not in excess of a year, We have four
member banks who, at the end of April, were borrowing in
excess of their capital and surplus.

The Chairman. I would suggeet that wr dispose of this
mgtterby recording in the minutes simply the numnber of banks
that are reported to be continuous borrowers for the period
of a yesar. Oure was 115,

Governor Seay, Would it not be well %o also incor-
porate the average amount if available, for that would be
the most signifioant part of it?

The Ghairman: Our average amount would be epproximate-

ly $50,000 per bank.

Governor Seay, The main object, as I understand it, in
finding the am ount that has been borrowed continuously,
is now much of the resources of the Federal reserve banks
have been monopolized by these camtinuous borrowers,

Governor Nerris. I do nbt think the report from the
Pniladelphia district has been entered on the minutes.

The Chairman, Governor Seay suggests that w report the

number of ¢ ontinuous bar rowers in each district and the
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aggregate amount and the &average amount involved.
Governor Seay, I just suggest that because I believe
that is the most significant part of t he whole business.
The Chaliman. Wjthout objection, that course will be
pursued, In Chicago, we had 115 continuous borrowers; dur-
ing 1926 the average borrowings were $5,800, 000,

Govern 1+ the accurate figures but will
supply t%emé é%%%Eg'AsIS%a%%%.of April 1927 thé%e were a5

banks, borrowing centinously for a year oI more with an aggre-
gate average of about 890 thousand,

Governor Harding, 47 banks have been borr;wing conti-
nually, The average of the aggregate borrowings can be
figured from this.

Governor Seay, It is incorporated in the statement I
have hanaed in. 58 banks with an aggregate average of
$5,873, 000,

Governor Oalxins. I will supply the figures called for.

Governor Bjggs. We have 16 borrowing banks, of which

15 have an average borrowing of $40,000, or a total of $600,_

000, We have one large bank that has been & continuous bor-—
rower for about half of that amount. The 15 banks are in
the agricultural sections. The total average is about $80,00C,
or a little in excess of a million dollars for the 16 banks,
Goverdor Talley, Uy report is made on the basis of a
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year and shows t he average borrowing of each bank, I
haven't a summary,

The Chairman, Have you a statement as to the number of
current ba rowers?

Governor Talley. Yes, 28.

The Chairman. Do you know abcut how much they are bor-
rowing in the eggregate?

Governor Talley. No’ my report isnt't made up on that
®asis. It shows the average borrowing of the individual banks,
and the aggregate can be determined from the report ,

Governor Fancher. As of april 30th 43 banks borrowing
continuously for a year; total average borrowings of the 43
banks $3,331,000, Combined surplus of the 43 banks $9,960,-

000 Two banks borrowing in exoess of capital and surplus,

Governor Nprris. Oyt of 771 member banks we had 60
that borrowed continuously during the calendar year 19236.

Eleven of t hem have since paid off, being 49 continuous

borrowers as of april, 1926, Of that number borrowed entire-

ly on Government obligations, 13 on Governments, and paper;

9 entirely on paper. I think we should file a complete state-
ment giving the names of those banks, their capital and sur-

plus, deposits, meximum and minimum borrowings in 1936, I
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haven't thoe figures totalled. I did not understand it
wes the desire they should be totalled. I haven't an adding
mochine with me so I cannot give the total now,

Governor Bailey. Oyt of 1100 banks 49 in the District
have borrowed continuously for a yéar. Their capital 18
a little over three million dollars. | . The aver-
age borrowings were $49,320 and the total borrowings $2,416,-
000, I also have it by States, giving the name of the banks
in each one of our States. I will fiie the whole thing.

Governor icDougal. Fifteen of my banks have been out
entirely eince the first of the yearl. 47 Pbanks will oprobab-
1y be out and 43 probably will nét be out.

Mr. Harrison. In 1828 of the 919 member banks in the

New York District there were no banks at that time which had

been continuous borrowers for as long as & year,

The Cpairman, We will now take uo Topic I-E, That
topic is submitted by the Federal Reserve Board. D28 2my
bank representative here have those notes to contend with?

1. CREDIT TR.NSACTIONS AND POLICIES

E. Should notes held by a menber bank bearing endorse-
ment of of flicers of nonmember banks he considered eligible

for rediscount at Fede;al Reserve Banks?
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Governor Bailey, I would like to talk about that a
minute. I notice that in reply to the letter that the
Board sent out to every bank, every bank have answered
that they have no such paper, That would be true with us
if we answered it in the abstraot, that at this time we
have no member batkkpaper, but we have had a good deal Of
trouble to eliminate it.

This condition prevails with us, I do not think it
prevails at Dallas or at sMinneapolis. The cattle indus-
try must be financed outside of the territory where the
range is located. Those are little banks out there and
they cannot do it, and at every stock yards center there are
banks organized for the purpose of making these loans on
these ranch cattle, I know of no other way that they ocan
finance that great industry than by coming domm to the stock

yards centers and borrowing money to carry these herds dur-

ing the summer on the ranches. It is custtumary for every

one of thee stock yards banks to have a representative at
each section, In a special case, let me say, they had a
gtock yards bank at Omaha. Mr. Van Zandt was president at
the time. He has since left the bank but the principle there

is just the same. He selected a man out in the Northwest,
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in Nebraska, to make those loans for him, Some body said
that it was a poor system to sdlint loans, but it is done
by every 1ive stcck bank that I know of. They knov the

good cattle men out there and they tell them that they will
be glad to carry them for a certain smount on their cattle.

They select a man who is familiar with the country, They

have to know cattle, they have to imspect them and count

them and watch them during the summer and see that they have
grass and water.

In this special case the man was president of a little
non-member bank with a lpen basis of $3,000, Nov these
loans run from ten to fifty thousand dollars on these cattle.
They are counted and s chattel mortgage is given and they
are handled in that way, Now because this man was president
of a little non-member bank, the idea leakted out some way
that the non-member benk was getting advaniage of it, and
that the thing should be decided on its merits. Now
non-member banks get no benefit from that, and I know that
to be true in this case because I have looked at the state-
ment. Now we have our managers come in once & month to a
meeting at the head office and we tell them that before they

make any loane they must carefully review the matter and see
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whether they had any non-member paper batik in there, and
they assured me that they did not. We went through our own
paper. The fact is I asked him why he didn't take someé man
that wae not the president of a bank and the question could
not be raised, and he said "Well, I knew thie man; he is a

competent cattle man; he was a man 1 would lik to have

represent me out there, and I didn't think the fact that he
was president of a little bank that could loan $3,000 would
mgke his paper eligible.®

Now I mould like a resolution passed that it is the
gense of the Board of Governors that the facts ought to gov—
ern these cases. That if it is to the benefit of these
little country banks that the paper ought to be eligible.
There is no other way to finance this great industry, gen-
tlemen.

Governor Harding. I will offer & resolution and lay

1t open for discussion.

Resolved, that in the opinion of this Conferen ce,

any offer to it for residcount by @ member bank which bears
the endorsement of am: of ficer of fhe non-member bank, puts
the Federal Reserve bank on notice that it should investi-

gate the facts; that if the facts show that it SR
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is not in effect a rediscount for the Bedefdk of the non-
member bank, that there is nothing in the endorsement to
impair the eligibility of the paper.

Governor Bailey. That is absolutely satisfactory.

Governor Harding. That is as clear es a bell., The
endorsement cannot possibly affect the eligibility under
the law.

Governor Young. I second the motion,

The Cphairman, I think Governor Harding's resolutioen
coverse the case perfectly,

Governor Balley, Yes.

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

The Chairman, The next topic is submitted by the New
YTork Bank, and I think it advisable to await Governor Btrong's

T eturn,

Governer Seay, ir. Chairman, I suggest that we take

up Topic IV, F and G, Should not Fedegal Reserve Banks Dbe
reimbursed by Federal Land Banks for expense involved in
paying Federal Farm Loan couvons? 4nd, G, Air iail Service;
to what extent is it being used or ghould be used by

Federal Reserve banks, and, secoyd, its effect on time sched-
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IV. OPERATION AND ,DdINISTRATION.

F. Should not Federal Reserve Banks be reimbursed by
Federal Land Banks for expense involved in paying Federal
Farm Loan coupons?

At the last conferen ce it was voted that each Governor
submit a new estimate of expense involved in handling these
coupons. (See paragraph 41 of Secretary's iijnutes of Nov—

ember, 1926, Governors' Conference.)

G. Air Mail Service.

1. To what extent is it being used or should be
used by Federal Reserve Banks?
5, TIts effect on Time Schedules?

The Opairman., W31l you discuss that topic, Governor
Seay?

Governar Seay, The question is, should not the Federal
Reserve Bank be reimbursed'by Federal Land Benks for eX-
pense involved in paying Federal Farm Loan coupons? I
move, Mr. Chairman, that it is the sense of the meeting that
the Federal Reserve banks should be so reimbursed.

Governnr Nprris, That topic has been oOn the program

at one or two previous conferences, and 1t developd that
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there mas a very wide difference in the different banks

in their estimates of t he cost, Forithat reason it was
voted at the last conference that a new eétimate of ex
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