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A T T E R   R E C E S S .    

The  Conférence  reconvened  pursuant  t o   recess  at  3:30   

o'clock  ».m.   

The  Chairman,  The  Conference  will  «indly  come  to  order.   

I  have  just  been  asked  b y   Governor  Crissinger  t o   bring  u D   a   

matter  that  is  not  on  the  program.  O n   yesterday  the  Federal   

Reserve  Board  passed  a  resolution  that  I  will  ask  Mr.  Harri-   

son  t o   read.   

wir,  Harrison.  M r ,   wjller  moved:  t I t   is  the  opinion   

of  the  Board  that  the  issues  i n   the  par  clearance  case  o f    

the  State  Bank  o f   Hugo,  mynnesota,  against  the  Federal  Re-   

serve  Bank  o f   winneapolis,  a r e   o f   interest  t o   every  Federal   

Reserve  Banks  and  that  arrangements  should  therefore  be  made   

for  presentation  of  the  System  interests,  and  further  that 
  

for  this  vurpose:  the  Board  recommend  the  emoloyment  o f   Mr.   

Baker  a 8   special  counsel  o n   behalf  o f   the  Reserve  Banks,  the   

cost.  o f   his  enployment  t o   be  prorated  among  the  various  Fed—   

eral  reserve  banks."   

The  Chairman,  The  point  is  this:  I n   almost  all  cases   

where  special  counsel  has  been  retained  i n   connection  with   

par  collection  litigation  i n   various  cases  the  Federal  Reserve   

Board  has  first  made  inquiry  o f   the  Conference  o f   Governors 
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as  to  whether  the  particular  case  presented  elements  of  such   

importance  that  i t   should  b e   déalt  with  a s   a  System  matter.   

This  is  simply  following  that  precedent,  and  from  what  I  have   

learned  o f   the  case  from  Governor  Young  and  Mr.  Baker,  m y   o m    

opinion  i s   that  i t   would  be  a  very  good  idea  t o   have  System   

counsel.  i r ,   Young  can  explain  the  character  o f   the  case.   

Governor  Young,  That  i s   entirely  agreeable  t o   me.   

Governor  Fancher.  W h a t   are  the  points  involved?   

Governor  Vellporn,  W a s   it  a  member  bank?   

Governor  Young,  N o ,   a  non-menber  bank,  I n   1919  when  we   

started  our  universal  par  collection  campaign  w e   put  the  e n    

tire  State  of  Minnesota  o n   the  par  list,  O n   April  lst.  W e    

wrote  several  letters  to  this  bank  in  an  effort  to  get  then   

to  agree  t o   remit  a t   par,  which  they  refused  t o   do.  T h e y    

even  went  further  than  that  and  notified  us  that  they  did  not   

want  t o   be  on  the  par  list,  When  the  items  started  to  come  in   

we  presented  t h e m   a t   the  bank's  counter  f o r   payment  i n   cash.   

They  were  paid  i n   cash)  n o   argument  about  it,  no  question   

about  it.  T h a t   ran  along  for  about  t w o w   eexs.  T h e n   the   

bank  wrote  u s   a  letter  that  they  had  started  t o   renit  for   

those  items  a t   par  and  if  we  would  send  them  through  the  mail   

they  would  renit  for  them  at  par.  T h a t   we  did  for  three,  four    
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or  five  months,  I  forget  which,  Then  the  banx,  according  to   

their  testimony,  said  that  they  read  about  the  Cattlets-   

purg  case  and  the  Brookins  CABE,  a n d   they  went  t o   see  a  rather   

prominent  attorney  b y   the  name  of  Syllivan,  and  he  told  them   

to  get  off  the  par  list,  and  to  notify  our  bank.  W e   took   

them  off  the  par  list.  T h e y   brought  suit  against  us  for   

nineteen  thousand-odd  dollars,  forty-two  hundred  dollars  loss   

of  exchange  and  fifteen  hundred  dollars  punitive  damages  o r    

exemplary  damages.  T h e   case  has  been  i n   the  courts  ever  since   

1925,  transferred  from  one  court  t o   another,  o u r   attorney   

finally  getting  the  case  into  Minneapolis,  where  h e   wanted  it,   

Governor  Fancher.  I n   what  court  there?   

Governor  Young,  I n   the  District  Court,  T h e   Board  has   

been  acquainted  with  all  of  the  conditions  surrounding  the   

case.  W e   invited  legal  assistance  but  no  one  seemed  to  consider   

of  sufficient  importance  to  have  anyone  else  in  it,  thinking   

that  Judge  Ulemd  could  represent  us  as  well  as  anyone.  H e   had   

hoped  that  the  Judge  would  take  the  case  from  the  jury,  but   

he  did  not  d o   so,  They  claim  that  when  the  bank  sent  this   

signed  letter  to  us  agreeing  to  rqnit  at  par  that  it  was  under   

coercion  and  that  they  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  i s   where  i t   is.  W e   plan  o n   avpealing  the   

case.   

The  Chairman.  W a s   a  verdict  rendered  against  you? 
  

Governor  Young,  O h ,   yes,  against  us.   

The  Chairman,  For  the  whole  sum?   

Governor  Young,  N o ,   The  evidence  they  put  u p   was  very 
  

poor,  They  did  not  have  any  o f   our  letters.  A l l   they  had  was   

the  draft  registry,  and  they  assumedthat  that 
 was  a  transit   

Letter.  They  showed  that  many  of  these  items 
 were  non-cash   

items  o n   which  they  could  charge  exchange  i f  
 they  wanted  to.   

But  the  judge  threw  that  out.  T h e   amount  was 
 brought  d o w    

to  $1334.99  or  something  like  that.   

The  Chairman,  D i d   they  assess  any  punitive  damages 
 agains”   

you?   

Governor  Young,  N o ,   they  threw  that  out.  They  had 
 n o   ev~   

idence  t o   show  that  there  had  been  any  damage 
 done  along  those   

lines.  I , s o   far  as  Minneapolis  i s   concerned 
 we  ceased  i n    

1920  o r   '21  making  collections  over  the  counter. 
 T h a t   was   

two  o r   three  years  before  t h e   Atlanta  d e c i s i o m  
 M y c h   o f   this   

will  be  outlawed,  but  there  i s   still  opportunity 
 for  many  of   

these  bans  t o   collect  from  us  if  this  decision 
 j s   upheld.  I t    

4s  an  extremely  important  case,  I  think,  a n d   has  some  bearing    
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on  this  Atlenta  situation.  I  do  not  know  whether  it  is  good   

law  or  not.  T h e   attonusife  tell  me  it  is  not;   

Governor  Fancher.  D o e s   Jydge  Ubdnc  want  the  Board'e   

counsel  i n   on  it?   

Governor  Young.  He  has  made  no  such  request,  About   

a  year  ago  I.  told  sir.  Wyatt  about  it  and  told 
 him  that  we   

would  welcome  Mr.  B a k e r   or  anybody  who  wanted  t o   cooperate.   

Jydge  Uldnc  has  been  extremely  successfulwith  our 
 cases.   

This  is  the  first  case  that  h e   has  lost.  H e   has  won  6  great.   

number  of  c a s e s  out  there.  H e   seems  to  be  convinced  that   

he  can  win  this  case.  I  know  w e   will  b e   very  glad  t o   have   

Mr.  Baker's  assistance  end  I  am  heartily  i n   favor  of  the  pro.   

posal  o f   the  Boards   

The  Chairman,  I f   there  is  no  further  discussion,  the   

guestion  i s   o n   Governor  Young's  suggestion  that:  he  favors   

the  Board's  recommendation  for  the  employment  o f   Mr,  Baker   

-  yn  thig  case  and  that  the  Board  be  so  advised.  A  ,l  those   

in  favor  of  the  motion  will  signify  i t   py?  saying  ayes   

(The  motion,  having  been  duly  seconded,  was  unanimously 
  

carried.)   

The  Chairman.  N o w ,   I  have  been  advised  b y   Governor 
  

-Griggsinger,  and  I  think  h e   spoke  t o   Governor  Fancher 
 about    
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it,  that  the  Federal  Reserve  Board  would  like  to 
 be  present   

at  further  discussions  o f   the  non-cash  axkietk  hte 
 proposi-   

tion  which  we  were  discussing  before  lunch»   

Mr.  Baker  has  requésted  that  he  sa  sticoal  to  have  a   

copy  o f   the  discussion  i n   which  h e   took  part  yesterday  morn- 
  

ing,  I f   t h e r e   is  no  objection  t o   t h a t   we  understood  that  he   

may  have  a  copy.   

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

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

mously  carried.)   

The  Cpaizman:  Now  the  Board  would  yike  to  be  present,   

as  I  said,  a t   any  further  discussion  o f   this 
 Minneapolis   

collection  proposition,  2 f   there  is  no  objection.   

Governor  Young.  N o n e   whatever,   

The  Chairman,  I f   there  is  no  objection  I  will 
 that  Mr.   

Eddy  notify  the  Board,   

(Whereupon,  at  3:05  o'clock  p.m,  Governor  Orissinger,   

Vice-Governor  Platt,  Mr.  wigzller,  sir,  Hamlin,  mr. 
 James  and   

wir,  Cunningham  entered  the  Conference  Room 
 and  the  follonm   

ing  proceedings  were  had):   

Governor  Grissinger.  T h e   question  pefore  the  Conference   

4s  the  discussion  o f   the  ruling  b y   the 
 Federal  Reserve  Board    
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on  t h e   optional  charge  o n   non-cash  collection  items  a n d    

the  siinneapolis  method  of  handling  non-cash  collection   

4tems.  T h a t   i s   o n   the  program  and  i t   was  thought  advisable   

when  that  matter  was  taken  u p   and  considered  that  the  Board   

be  present.  ,   

Mie.  F  ancher,  I  think  your  district  raised  the  question   

and  put  it  on  the  program,  as  well  as  Richmond,  Cleveland   

and  San  F,ancisco,  W i l l   you  please  open  u p   the  discussion?   

Governor  Fancher.  I  presented  t o   the  Confermce  this   

morning  a  review  o f   the  particular  transaction  that  led  t o    

its  being  brought  t o   the  at  tention  o f   the  Board,  a n d   a   

summary  of  the  correspondence  which  was  had  with  the  Board   

bearing  o n   the  matter,  S p o r t l y   after  maxing  that  presenta-   

tion  this  morning  I  was  called  out  of  the  meeting  and  7  am   

not  i n   a  position  t o   summarise  the  discussion,   

I  brought  out  the  inns  that  an  arrangement  had  been   
/   

sanctioned  o n   the  part  o f   the  Board  with  t h e   Mynneapolig   

Bank  which  was  a t   variance  with  the  Board's  letter  X-4677  ,   

which  meas  quite  explicit  a s   t o   the  d b   spification  t o   b e    

applied  t o   items  payable  a t   street  addr  eeses.  Slaturally   

we  were  somewhat  embarrassed  a t   our  bank  when  this  charge   

‘was  made  on  these  items  paid  at  the  Midland  National  Bank    
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&  Trust  Company,  b u t   w e   found  that  the  permission  given  t o    

the  Minneapolis  Bank  applied  t o   all  items  whether  payable   

at  banks  o r   payable  a t   street  addresses.  T h a t   was  at  va-   

riance  with  the  Board's  letter  and  I  found  that  the  other   

eleven  banks  had  not  b e e   advised  o f   the  change  i n   the   

arrangement.   

Governor  CGrissinger.  W a s   it  changed  by  the  Board  in   

letter?   

Governor  Fancher.  Yes.   

Governor  Crissinger.  W i l l   you  just  read  the  Letter?   

Governor  Fancher.  s h a l l   I  read  from  your  letter?   

Governor  Grissinger.  Y e s .    

Governor  Fancher,  I  will  read  the  Board's  letter   

X¥-4677,  dated  Séptember  24,  1926,  and  addressed  to  Gover~   

nors  of  all  Federal  Reserve  Ban*s,   

"FEDERAL  RESERVE  BOARD   

WaSHI'NGTON   

K-  46:77   
September  34,  1926,   

Dear  Sir:   

"In  the  considerations  which  have  been  given  during   

the  past  two  years  t o   the  question  o f   whether  o r   not  the    
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Federal  reserve  banks  should  discontinue  the  handling 
  

of  so-called  non—cash  colleotion  items,  consider  l e    

opposition  h a s   developed  t o   the  céntinuance  o f   the  service   

as  at  present;  that  is,  without  charge  and  without  limi-   

tation  as  to  items  payable  a t   street  addresses.   

"The  provisions  o f   the  Federal  Reserve  Act  authorize,   

put  d o   not  require  the  Federal  reserve  banks  t o   handle   

non-cash  items  and  the  inauguration  of  the  function  was   

not  t h e   result  o f   a n   order  b y   the  Federal  Reserve  Board,   

but  rather  a t   its  suggestion.   

I  think  with  respect  to  that  the  Board  found  that  at   

was  a  direction  on  the  part  of  the  Board.  The  banks  were   

directed  b y   letter  from  the  Board  i n   September,  i9Li.:  T h e    

letter  then  continues:   

"Phe  Board  wishes  to  suggest  to  the  Federal  reserve   

banks  that  eaoh  bank  exercisé  4ts  own  option  as  to  the   

collection  o f   non—cash  items  a t   street  addresses,  b u t   con- 
  

tinue  the  collection  o f   non-cash  items  geEseotites  a t   banks.  ®   

Governor  Crissinger,  W h a t   is  the  qpher  letter?   

Governor  Fancher.  I n   reply  to  a  letter  which  I  ad   

dressed  to  the  Board  under  date  of  March  and,  the  Board   

wrote  to  me  on  april  7,  1927,  as  follows:    
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¢  ‘"PEDERAL  RESERVE  BOsaD   

Washington   

April  7,  1927.   

Dear  Governor  Fancher:   

Receipt  i s   acknowledged  of  your  letter  of  warch  and,   

with  respect  t o   a  collection  charge  o f   one  tenth  o f   one   

per  cent  made  b y   the  Midland  National  Bank  and  Trust  Com-   

pany  o f   Minneapolis  o n   two  items  payable  a t   that  bank  which   

had  been  forwarded  for  collection  p y   the  Mellon  National   

Bank  o f   Pittsburgh  direct  to  the  Federal  Reserve  Bank  of   

Minneapolis.  T h i s   matter  has  received  the  careful  consid—   

eration  o f   the  Federal  Reserve  Board  but  apparently  there   

is  ,othing  that  the  Board  can  do  at  this  time  by  way  of   

bringing  about  a  change  i n   the  present  procedure  o f   the  Minne   

apolis  bank  i n   the  matter  o f   handling  non-cash  items  payabie   

at  banks  located  i n   iijnneapolis  and  Helena,  unless  i t   can   

be  shown  that  the  effeot  o n   the  collection  system  as  &  whole   

4g  detrimental.  T h e   ijnneapolis  b a n k   Ye  equested  the  Board's   

approval  prier  t o   its  adoption  o f   the  change  i n   its  procedure   

and  the  prOp0sal  made  b y   the  bank,  a n d   approved  b y   the  Board,   

clearly  permits  t h e   handling  o f   items  payable  a t   banks  i n    

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

tJn  giving  its  approval  t o   the  change  i n  
 the  procedure   

of  the  sijnneapolis  bank,  the  Board  did  so  with 
 the  distinct   

understanding  on  the  part  of  the  bank  that  if 
 it  sh  ould   

appear  a t   any  time  that  the  new  procedure 
 i s   having  4  detri--   

mental  effect  upon  the  Federal  Reserve  collection  system 
  

as  a  whole  the  Mynneapolis  bank  would  at  the  request 
 of  the   

Board  discontinue  same  and  revert  t o   the  practice  of  handling 
  

Minneapolis  and  Helena  items  a s   it  had  been  doing. 
 A f t e r    

the  changed  procedure  has  been  i n   operation  for 
 six  months,   

the  Board  wikl  give  consideration  t o   its  effect  o n   the  col- 
  

lection  system  as  a  whole  and  at  that  time  special  considera   

tion  will  ‘be  given  to  the  advisability  of  modifying  the  plan,   

if  it  is  to  continue,  s o   as  to  provide  for  direct 
 representa-   

tion  by  the  Minneapolis  bank  itself  of  ali  items  received  by   

it  which  are  payable  at  banks  located  in  iinneapolis  o r  
 Helena,   

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

Governor.  "   

Then  further,  i n   a  letter  under  date  o f   way  5,  there   

48  enclosed  to  me  copies  of  letters  exchanged  between 
 the   

Federal  Reserve  Board  and  Mr.  Mitchel,  Chairman  o f  
 the  Feder-   

al  Reserve  Bank  o f   Mynneavolis,  a n d   a  resolution  which 
 the   

Board  of  the  swiinneapolis  Bank  adopted,  i n   refer@mce  t o   the   

handling  o f   non-cash  items,  which  was  acceptable  t o  
 the  Fed-   

eral,  Reserve  Board,   
%   

Governor  Orissinger.  I  understand  the  complaint  t o   be   

that  after  the  original  letter  of  Dec  ember  the 
 Board  changed   

it  without  notifying  the  other  banke;  i s   that  Lt? 
  

Governor  Fancher,  Yes.  W e   received  a  letter  from  the   

Minneapolis  Bank  along  in  January,  a s   tot  h e   change 
 i n   their    
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procedure  o n   February  1,  we  notified  our  direct  sending 
  

member  banks,  amtall  of  our  b a n k s ,   but  Our  Brger  banks   

that  were  sending  direct  t o   Minneapolis,  t o   change  the 
 pro-   

cedure,  that  our  information  was  t o   the  effect  that 
 a  charge   

would  be  made  on  items  payable  at  street  addressee  and 
 that   

items  payable  a t   banks  would  b e   received  and  handled  a s  
 be-   

fore.  W e   assume  that  we  understool  the  situation,  i n    

the  absence  o f   any  advice  different  from  that  i n   the 
 Feder-   

al  Reserve  Board's  letter  X-4677;  but  apvarently  w e  
 weré  not   

fully  informed.   

Governor  Young.  J I   rather  o b j e c t   to  that  statement.   

Minneapolis  notified  ali  the  other  banks  what  the  resolution 
  

was,  b y   letter  —-  very  short,  very  concise,  understood  b y  
  

four  Reserve  banks  and  not  understood  by  eight.  They 
 sent   

in  many  wires  t o   our  bank  a s   t o   what  w e   would  d o  
 in  this   

ease,  i n   that  and  the  other  oasé,  8 0   I  prepared  a 
 wire  t o    

all  the  Reserve  Banks  covering  all  the  inquiries  made, 
 tell-   

ing  them  what  w e   would  d o   and  what  w e   would  not 
 do,  s o   that   

Sleveland  was  o n   notice  pefore  February  1.   

Governe  Crissinger.  H o w   does  it  happen  that  your   

bank  changed  the  original  order  that  was  made 
 before  that?   

Governor  Young,  B e c a u s e ,   in  the  ruling  that  the  Board    
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made,  there  was  no  possible  chance  of  Manneapolis  eliminat~   

ing  the  liability  and  working  ‘it.  out  under  the  old  method   

and  I  suggested  a  new  method,  whioh  was  approved  b y   the   

Federal  Reserve  Board.   

Governor  Crissinger.  i y   recollection  is  that  letter   

says  "street  addresses".   

Governor  Young.  N o .    

Governor  Wellborn.  Here  i s   a  copy  o f   the  létter 
 w e   re-   

ceived  from  Governor  Young:   

we  OPT   

FEDERAL  RESERVE  BANK  --   

MINNEAPOLIS,  MINN  920  Abb   

Jen.  &  1927   

WELL  BORN   
ATLANTA  GA   

ily  Letter  of  January  17  in  refermece  to  non  cash  collections   

has  prompted  a  number  of  inquiries.  Inasmuch  as  the  time   

is  short,  I  am  venturing  t o   reply  t o   all  communications  b y    

a   4   

this  method  and  advise  as  follows:  ©  .   

1.  Federal  Reserve  Bank  of  Mgnneapolis  will  continue   

in  the  future  a s   i n   the  past  t o   accept  all  non  cash  items   

for  collection,  reserving  the  right  to  refuse  to  handle  any   

non  cash  item  payable  a t   a  non  par  peint  which  m s t   b e     
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collected  through  a  non  par  dank  »   

Be  W o n   cash  collections  payable  i n   Minneapolis  will   

be  delivered  t o   winneapolis  member  banks  for  collection   

and  return  to  us,  This  applies  t o   Helena  also.   

3.  ifinneapolis  and  Helena  Banks  charge  for,  this  ser 
  

wice  one  d o l l a r   a  thousand  with  a  minimum  charge  of  ten   

cents,   

4.  A n y   charge  made  by  a  collecting  agent  will 
 be  de-   

dycted  by  us  when  proceeds  of  items  are  credited.   

5.  I t   is  not  our  intention  to  turn.  all  non  cash 
 items   

ever  t o   menber  banks  i n   Manneapolis  o r   Helena  for.  collec.   

sien.  O n l y   those  which  are  p a y a b l e   in  Minneapolis 
 o r   Hel  ena.   

Items  payable  ,utside  of  Mignneapolis  o r   Helena  will 
 be  hand-   

ted  a s   i n   the  past.   

6,  W e   will  not  refuse  + o   handle  non-cash  items 
 receiv—   

ed  from  direct  sending  member  banks,  S u c h   items  will  b e   ,   

handled  the  seme  a s   if  sent  t o   us  b y   another  Federal  reserve 
  

bank.   

yOuNG,  *   

That  covers  everything  and  there  couldn't  be  any  mis—   

understanding  about  it.   

Governor  Strong,  B u t   I  do  not  think  that  answers  the    
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main  question,   

Governor  Young,  I t   answers  that  question  satisfact-   

orily,   

Governor  Strong.  I  beg  to  differ  with  you  there,  G o v    

ernor  Young.  :   

Governor  Young,  I  did  not  say  the  main  question.  I  say   

4t  answers  that  o n e   question,   

Governor  Strong,  A s   to  whether  you  gave  notice  of  the   

particular  arrangement  made  i n   slinneapolis?   

Governor  Young.  Y e s ,   sir.   

Governor  Strong,  I  do  not  think  that  has  been  disvuted   

here,  h a s   it?   

Governor  Orissinger.  The  eritieism  I  understood  you  to   

make  was  that  the  Board  did  not  do  it,   

Governor  Strong,  There  are  really  two  questions  involved 
  

here.  O n e   i  t i e   question  o f   the  evieu  o f   the  proposition,   

which  has  been  discussed  for  the  last  four  years,  that  is 
  

of  handling  non-cash  collection  items  free  o r   with 
 a  charge;   

and  the  o t h e r   is  a  particular  procedur¢  which  has  been 
 adopt-   

ed  here  i n   creating  an  exception.  Whether  adequate 
 notice   

Was  sent  out  o r   y o t   i s   not  s o   material  anyway.  T h e   import-   

ant  thing  i s   that  one  reserve  b a n k   is  undertaking  a  method    
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of  collection,  with  a  charge,  which  at  least  nine 
 of  the   

reserve  banks  think  4 s   a  very  dangerous  thing 
 t o   the  collec.   

tion  system.   

Instead  o f   having  the  matter  reviewed  by  the  Board 
  

and  acted  upon,  i n   behalf  of  all  the  Reserve  Banks,  this 
  

particular  method  was  sanctioned.   

Sere  ce  te  t e    

I  discussed  this  morning,  i n   Governor  Fancher's 
 absence,   

simply  because  h e   and  I  have  had  opportunity 
 t o   go  over  i t    

together,  and  I  do  not  want,  unless  JT  am  asked 
 to  do  so,  Te-   

peat  all  I  said  this  ‘morning,  the  general 
 position  which  it   

gseens  t o   us  the  whole  matter  i s   left  i n  
 by  reason  o f   this   

isolated  exception  at  wynneapolis.  However, 
 the  discussion   

will  b e   o n   the  record.   

Governor  Seay,  Inasmich  a s   Governor  Strong 
 i s   i n   a  posi.   

tion  t o   summarize  the  discussion  which  took 
 place  this  morn—   

ing  I  suggest,  i f   there  is  no  objection,  that 
 he  be  request   

ed  to  do  80,  T h a t   is  about  the  best  way  of 
 getting  it  brief   

ly  before  the  members  o f   the  Federal  Reserve 
 Board  who  are   

now  present,  H e   may  feel  disinclined  t q   repeat 
 what  position   

he  took  this  morning,  but  i t   50  well  reoresents 
 the  views   

of  the  mijoarity  of  the  Reserve  Panks  that  I 
 think  he  could   

do  n o   better  than  present  that  ~ ~   t o   the  Board  a t   the  pre-    
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sent  time.   

Governor  Crissinger.  V e l l ,   w h y   not,  Governor  Strong?   

Governor  Strong,  I  think  the  subject  should  be  present-   

ed  in  its  logical  sequence.  T h e   history  of  the  non  cash   

collection  system  is,  briefly,  this:   

Following  the  adoption  of  the  par  collection  system,   

the  Heserve  Banks  were  struggling  with  the  subject  of  non-   

cash  collections.  W e   knew,  a s   did  the  Board,  that  it  was   

@  puzzling  a n d   difficult  subject  a n d   needed  study,  W e   d e f e r    

red  handling  these  items  completely,  w e   handled  none  of  them   

until,  i n   1917,  the  Board  sent  u s   a  sepitic  direction  t o    

undertake  the  handling  of  the  collection  o f   items  for  the   

menber  banks,  I t   was  done,  mith  a  service  charge  o f   15   

gents  a n   item.   

Leter,  when  the  Reserve  Banks  had-their  large  earnings   

and  were  endeavoring  to  increase  the  membership  of  State   

banks,  t h a t   charge,  a s   well  a s   a  service  charge  f o r   t h e   cash   

items  of  a  cent  an  iten,  was  discontinued,  N o w ,   ‘by  1924   

these  complaints  had  arisen,  largely  by  the  members  of  the   

American  Bankers!  Association,  a n d   subsequently  b y   the  B a r    

ton  Committee,  and  the  whole  subject  was  turned  over  to  a   

committee  of  the  Governors.  T h e   report  was  made  in  1924  |    
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which  recommended  that  we  handle  the  items,  that 
 we  handle   

all  items,  aah  Mont  w e   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  t w i c e  a  year:  it  has  peen  recomnendéd.:.to  the-   

Board  that  that  b e   the  action  of  the  System  and  the 
 Board,  .   

But  there  has-  undoubtedly  been  opposition  t o  
 it,  especially   

in  three  of  the  Reserve  Banks.  -   

Now,.as°I:  understand  i t , ,   at  our  last.Fall.meeting,  the   

Reserve  Banks  took  u p   for  consideration  a  Tuling 
 which  had   

just  been  made  by  the  Federal  Reserve  Board,  which 
 was  read   

here,  that  each  Reserve  Bank  might  decide*for: 
 itself  about:   

handling  items  o n   street  addresses,  I  do  not  understand   

that  that  dealt:  with  the  question  of  either  a  service. 
 charge   

or.  an  exchange  charge,  but  left  it  very:  largely 
 to  each  re-.   

gexrve  bank  to  decide  what.  it’  shoul  do,  W h e n   the  Confere-.   

ence  reassenbled  a  menorial  o r   recomnendation.  was 
 promptly   

submitted  to  the  Reserve  Board  pointing  out  the 
 dan  ger  of   

the  possible  developments  a n d   the  Board  s o   far  as  I  an   

aware  at  this  time,  has  taken  no  action  gn  that. 
 recomnenda—-   

tion.  W e   have  never  received  any  action  ber  te:  haveewe., 
 Mr..   

Harrison?    
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Mr.  Harrison.  W o ,   sir..   
Gov.  Strong:   
/I  think  the  particular  objection  as  to  the  method  of   

dealing  with  the  difference  of  view,.  arises  i n   this  point;   

That  immediately  following  the  Governors®  Conference,  a   

menoriel  being  placed  with  the  Board,  urging  need  for  uniform-   

i t y ,   an  arrangement  was  made  with  one  individual  bank  which,   

4n  point  of  fact,  and  which  I  believe,  had  all  the  aspects   

of  the  r e s u l t   of  that  action  been  considered  by  the  Board   

in  discussion  with  the  Governors,  i t   is  quite  unlikely  that   

the  Board  would  have  taken  the  action,  s i s   gah   

Let  me  point  out,  if  I  may,  some  of  the  things  that  o/--   

ecour..  L e t   us  suppose  that  the  Mynneapolis  Reserve  Bank   

went  aheal  with  its  partioular  method  of  dealing  with  the.   

non-cash  items.  Then  suppose  Governor  Bailey,  having  a n   idea   

that  h e   thought  was  better,  u n d e r t o o k   to  collect  everything   

except  street  address  items.  Then  let  u s   suppose  that  i n   New   

York  w e   should  undertake  t o   handle  everything  with  a  15  cent   

service  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?  T h e   ye  would  be  such  con   

fusion  i n   the  Federal  Reserve  System  thet  pt  once  the  Fed   

era]  Reserve  Board  would  have  t o   resolve  the  point  and  decide    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



upon  some  uniformity.   

As  I  l o o k   at  it  now,  with  the  Federal  Reserve  Bank  of   

Minneapolis  alone  undertaxing  to  collect  items  by  this  method,   

if  it  continues  t o   do  so,  the  Federal  Reserve  Board 
 will   

shortly  b e   obliged  t o   rule  that.  all  these  items  a r e   subject 
  

to  a  charge  o f   one-tenth  o f   one  per  cent,  The  consequence 
  

to  the  Reserve  Systen  i s   that  one  bank  a l o n e   in  the  Reserve   

System,  b y   being  given  this  opportunity  to  make 
 the  first   

break  i n   the  dike,  5 0   to  speak,  is  going  to  force 
 the  other   

eleven  banks  t o   adopt  its  partiouler  view,   

And  aside  from  that,  I  would  like  +o  call  the 
 at  tention   

of  the  Board  t o   one  curious  thing  about  this 
 p l a n  of  sinnea-   

polis.  I t   meets  Governor  Young's  situation,  W e  
 do  not  dis   

pute  that,  but  the  o b j e c t i o n s   that  have  been  raised 
 to  the   

par  collection  system  have  never  been  along  the 
 line  of  the   

partiquler  plan  now  undertaken  i n   Mgnneapolis  |  that  i s   by   

th  ose  within  the  Federal  Reserve  Sy  st  em.  W e   have  discussed   

here  whether  w e   would  o r   would  not  handle  street 
 address   

items.  W e   have  discussed  here  whether  w e  
 would  o r   would  not   

make  a  service  charge  for  them,  B u t   I  never  renember  joining   

in  any  discussi  o n   of  any  plan  by  whgch  the  door 
 would  b e    

gradually  opened  t o   allow  the  menber  banks  t o   make 
 these  col-   

;  §    
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1b  ctions  for  us  and  t o   make  a  charge  o f   one-tenth  o f   one   

per  cent  for  doing  so.  T h e   discussion  h a s   largely  c e n t e r    

ed  in  the  phase  as  to  whether  it  was  or  was  not  going  to   

cost  us  ten  to  fifteen  million  dollars  t o   perform  the  s e r    

vice.  This  doesn't  remedy  that,  it  doesn't  remove  that   

objection.  It  always  has  had  to  do  with  a  very  difficult  prob- 
  

len  in  Mynneapolis  of  whether  they  should  undertake  the  re~   

sponsibility  i n   collecting  items  through  banks  that  were  o f    

doubtful  solvenoy.  T h e   question  of  oubtful  solvency  is  only   

solved  a t   the  street  addresses  o f   the  two  cities  o f   Mjnnea-   

polis  and  Helena,  A411  the  other  collections  made  through—   

out  that  district  ate  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  c i t y   i n   this  country,  where  there  i s   a  Federal  Reserve 
  

bank  o r   branch,  where  the  member  banks  wil]  not  insist  upon   

charging  one  tenth  o f   one  per  cent  o n   these  items,  however 
  

they  ion  bol  tketed,  I  am  afraid  the  consequences  are  going   

to  be  very  widespread  and  cause  great  dissatisfaction,   

This  particular  method  o f   dealing  with  it  does  not    
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solve  our  problem  at  all,  O y r   problem  was  whether  we 
 should   

c e  a t   all,  or,  if  we  did,  whether  we  would  get  some   

of  the  expense  back...  T h i s   c  ontenplates  continuing  t o   handle   

all  these  items  and  to  pay  a  large  revenue  to  the  menbex   

banks.  Governor  Norris  says  i t   has  cost  eleven  t o   twelve   

thousand  dollars  i n   the  last  year,  and  it  would  amount  t o    

$170,000  i n   the  city  of  Philadelphia.  T f   it  is  $270,000  i n  
  

the  city  o f   Philadelphia  i t   will  b e   $750,000  i n   the 
 city   

of  New  York  —-  and  t o   the  member  banks;  w e   do  not  get  1%.   

Governor  Young,  O f   course  that  is  4  s s   statement.   

The  facts  are  that  the  menber  banks  would  not  /$170,000.   

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

wouldn't  pay  a  hundred  and  seventy  thousand,  o r  
 a  hundred,   

or  fifty,  o r   even  twenty-five  thousand.   

Governor  Fancher.  H o w   vould  they  get  then  there  — ~    

Governor  Young,  O h ,   any  bank  i n   Philadelphia  can 
 col-   

Lect  o n   New  York,  Pittsburgh,  Chicago  or  elsewhere  —- 
  

Govemor  Fancher,  B u t   can  any  bank  i n   Philedelphia  col-   

lect  o n   Minneavolis?   

Governar  Young,  T h e y   cannot,  and  there  is  a  reason  for 
  

Governor  Strong,  That  is  the  answer,  and  the  unfortunate 
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part  o f   the  plan  now  in  operation  i n   wiinneapolis,  b y  
 which   

all  these  Minneapolis  items  a r e   collected  through 
 M y   nneapolis   

member  banks,  i a   that  they  are  going  to  do  it  free  for 
 all   

member  banks  i n   that  District  and  not  member  banks  i n   other 
  

districts.   

Governor  Young,  The  most  natural  thing  in  the 
 world.   

Governor  Strong.  Sure,  i t   is  naturel,   

Governor  Young,  Philadelphia  doesn't  carry  any  accounts 
  

in  Minneapolis,  E v e r y   member  bank  in  the  ninth  district 
 car—   

ries  accounts  i n   Minneapolis.  They  don't  send  the  items  to 
  

us  and  haven't  done  it  for  five  years.  h y   should  they  get   

then  free  non?   

Governor  Strong.  How  about  Dallas?   

Governor  Young.  Dallas  carries  accounts  i n   Minneapolis 
  

to  get  then  handled  free.  W e   have  had  a  large  automobile   

concern  collecting  items  i n   Mynneapolis  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.  That  explains  the  Barton  committee 
  

attitude.   

Governor  Fancher,  w r .   Barton  has  gotten  exactly  what 
  

he  has  contended  for.  I n   the  non-cash  collection  items    
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handled  under  the  old  clearing  house  arrangement  which  was   

inaugurated  20-odd  years  ago  4h  Minneapolis  and  the  charges   

still  prevail  today.   

Governor  Young.  There  # 6   a  bond  dealer  i n   Minneapolis   

t  hat  hasn't  even  got  a  pay-roll  account  with  the  Twin  City   

banks,  and  yet  he  did  a  hundred  million  dollars  worth  of   

business  last  year,  M a y b e   the  Federal  Reserve  System  i s   in-   

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

Governor  Strong,  I  do  not  think  this  plan  will  correct   

that.   

Governor  Wellborn  I t   looks  to  me  like  we  are  not  going   

to  get  anywhere  in  discusding  this.  I t   has  been  going  on   

for  three  or  four  years,  It  has  been  said  that  unsettled   

questions  h a v e   n o   pity  for  t h e   repose  o f   nations,  I  a n   sure   

this  question  has  had  no  pity  o n   us  for  the  last  few  years,   

At  the  Conference  this  morning  I  suggested  a  compromise,   

Usually  things  like  this  are  compromised,  T h a t   compromise   

was  a  resolution  a d o p t e d   by  the  Kansas  City  Bank,  which  was   

submitted  to  me  by  Governor  Bailey.  T 4   didn't  suit  me  exact~   

ly.  I  want  t o   abolish  non-cash  collections  —  just  wipe  them   

off.  However,  i n   his  resolution  there  i e   a  very  liberal  pro-   

vision  t o   take  care  o f   the  collection  o f   a  good  many  o f   such    
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items,  a n d   I  think  i t   is  a  very  reasonable  compromise,   

Therefore  I  am  in  favor  o f   that  a s   a  compromise  and  I  bejive   

{t  is  the  only  way  you  will  ever  settle  this  question  sat-   

isfactorily.  Governor  Strong  spoke  of  not  saving  any  money   

through  the  Mynneapolis  plan,  That  is  true,  but  it  satisfies   

the  Minneapolis  Bank,   

Governor  Young,  I  will  correct  that  statement  a  little   

bit.  .  W e   have  saved  o n   it  because  w e   have  relieved  our~   

selves  from  a  tremendous  Liability,   

Governor  Strong,  D o   you  mean  as  to  items  payable  a t    

banks  i n   Minneapolis?   

Governor  Young,  A t   street  addresses,   

Governor  Strong,  I  an  talking  about  items  payable  at   

banks.   

Governor  Young,  A n d   I  am  talking  about  items  payable   

at  street  addresses,  Y o u   say  I  haven't  accomplished  any   

thing  that  I  hoped  to  acoomplish,  but  I  have.   

Governor  Strong,  T h e   original  pian  contemplated  b y   the   

Board,  of  which  we  all  had  notice,  had  to  do  with  street  ad-   

dress  items.   

Governor  Young.  Y e s .     
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Governor  Strong,  T h e   result  o f   the  arrangement  with   

you  gives  the  Myinneapolis  banks  a  charge  o f   one-tenth  o f    

one  per  cent  on  all  items  payable  at  street  addresses  or   

banks  too?   

Governor  Young.  T h a t   is  true,   

Governor  Strong,  T h a t   i s   certainly  a  surprise  t o   every   

reserve  bank,  quite  a  surprise,   

Governor  Young,  I  do  not  see  why  i t   is,   

Governor  Strong,  I n   the  first  place,  i t   is  an  exception   

from  the  Board's  ruling,  their  only  ruling.   

Governor  Young,  The  Board  made  another  ruling  and  I   

wired  your  bank  about  it.   

Governor  Yellborn,  I  had  not  quite  finished,  I  would   

like  t o   say  another  word.   

Governor  Crissinger.  G o   ahead  |  Governor  Wellborn.   

Governor  Wellporn,  Now,  t h e   letter  which  wag  sent  out   

by  the  Board  i n   September  has  b e e n   discussed  and  the  gentic-   

men  say  it  has  been  changed.  J  think  there  i s   one  thing  i n    

4t  that  no  one  disputes,  and  that  is  that  the  Federal  Re-   

serve  Act  authorizes  but  does  not  require  Federal  Reserve 
  

‘banks  t o   do  this.   
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Governor  Wellporn,  I t   authorizes  but  does  not  require   

the  Federal  Reserve  Bank  to  handle  these  items.   

Governor  Fancher,  B u t   the  Board  by  direction,  and  you   

have  the  letter  in  your  files,  directing  you  to  procced  to   

collect  these  items.   

Governor  Wellborn,  Tyat  is  a  matter  of  courtesy.  W e    

are  just  trying  to  get  together,   

Governor  Harding,  M a y   I  say  a  word  on  this  subject?   

Governor  Grissinger.  Y e s ,   Governor  Harding,   

Governor  Harding,  Reference  has  been  madeto  the  fact   

that  in  1917,  in  September,  I  think  it  was,  the  Federal  Re-   

serve  Board  directed  the  Federal  Reserve  banks  to  put  into   

operation  a  non-cash  collection  system.  T h a t   is  correct,   

That  letter  was  inspired,  primarily,  because  of  ite  bearing   

on  the  par  renittance  o f   checks,  and  this  action  today  has   

an  equally  direct  bearing  o n   the  par  remittance  of  checks.   

The  situation  in  September  of  1917  was  this:  Shortly   

after  the  passage  of  the  Hardwics  amendment,  which  was  twist.   

ed  around  so  that  it  reversed  exactly  ies  its  proponents   

wanted  i t   t o   do,  there  was  a  little  Sep  liay  against  the  par   

remitting  system  o n   the  part  o f   various  country  banks,  T h e y    

complained  they  were  obliged,  under  the  amendment  of  June  21,    
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1917,  t o   keep  their  entire  reserve  with  the  Federal  reserve   

bank;  that  they  had  their  balances  with  their  city  corres—   

pondents;  that  they  were  constantly  having  iteme  that  they   

had  t o   send  t o   these  various  reserve  banks  cities,  a n d   they   

wanted  the  privilege  of  sending  those  items  to  the  Federal   

Reserve  bank  and  have  then  attended  t o   and  not  t o   some  other   

bank  where  they  had  no  account  probably  and  would  be  charged   

for  it.  T h e y   said  those  banks  i n   the  cities  get  checks  o n    

us  and  they  put  t h e m   i n   the  Federal  reserve  bank  a n d   they   

are  sent  t o   us  and  w e   have  got  t o   renit  for  them  a t   par.   

It  seemed  t o   the  Board,  a s   a  matter  of  forecast,  that  w e    

had  t o   put  i n   this  direction.  I  assume  m y   part  o f   the  re-   

sponsibility  for  it.   

It  has  gone  along  and  the  main  question  u p   to  date  has   

been  the  question  o f   little  drafts,  items  o n   street  addres   

Bes  |  and  I  do  not  think  i t   i s   material  whether  the  banks   

collect  those  street  address  items  or  not,  I t   won't  amount   

to  a  row  of  p i n s   i n   Boston.  I  do  not  know  now  it  i s   i n    

other  cities.  ‘ h e r e   a  note  o r   an  acceptance  i s   payable  a t    

a  bank  i t   seens  t o   me  that  the  Federal  Reserve  Bank  ought.   

to  continue  t o   a t t e n d   to  that,  because  i t   i a   compensated   

for  and  you  do  not  have  t o   go  there  and  present  it.  a s a     
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matter  o f   fact  all  you  have  to  do  is  to  present  it  at  the   

bank  where  payable,  There  is  where  you  get  the  check  for   

it.  T h a t   i s   a  different  proposition  f r m   a n   ordinary  acceot-   

ance  draft  o n   a  street  address,   

Just  a s   this  question  wassrelated  t o   the  par  collec-   

tion  of  checks  in  1917,  the  reverge  practice  will  have  an   

equal  bearing  o n   the  par  collecting  system,  because  the   

country  banks  will  say  here  i s   a n   item  on  Mynneapolis,  w h y    

should  w e   send  i t   there  when  they  make  a n   exception  o f   their   

own  Member  banks,  a n d   if  all  the  other  banks  adopted  some   

plan  such  as  winneapolis  has  adopted  then  w e   h a v e   a  univere   

sal  system  of  charging  on  non-cash  items.  Then  the  coyntry   

banks  are  going  to  use  that  as  an  argument,  and  justly  80,   

as  t o   why  they  should  b e   penalizedby  Having  t o   give  u p   ,   

their  exchange  o n   their  checks  when  they  don't  get  all  the   

advantages  i n   the  collection  o f   these  other  items.  S o   TI   

think  there  is  a  good  deal  t o   think  about  i n   this,   

I  should  think  that  as  the  matter  has  been  u p   before   

the  Board  s0  very  long,  that  it  ig  important  that  the  Board   

ake  some  definite  and  final  ruling  on  the  subject.  I t   was   

suggested  this  morning  that  a  committee  be  appointed  t o   go   
e   

out  t o   Minneavolis  t o   study  the  situation  for  six  months,     Digitized for FRASER 
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or  something  of  that  sort,  and  report  t o   the  next  Conference,   

either  next  October  or  November,  A n y   damage  that  is  going  to   

be  done  by  this  thing  will  have  been  done  i n   the  meantime.   

I  very  much  hope  that  the  Board  will  give  very  vrompt   

consideration  t o   this  subject  which  i s   a  very  important  one   

at  a  great  many  banks.  I f   it  cannot  reach  a  unanimous  vote,   

take  a  majority  vote  and  settle  this  question,  because  you   

are  the  only  people  who  can  d o   it.  The  people  sitting  around   

this  table  cannot  decide  it,  but  the  Board  under  the  Federal   

Reserve  Act  has  the  power  to  do  s0,  I  know  that  you  are  vit—   

ally  interested  i n   the  successful  operation  o f   the  system  and   

I  want  t o   warn  you  that  this  i s   a  situation  which  needs  atten   

tion  and  which  needs  a  ruling  one  way  o r   the  other,  a s   to   

uniformity.   

Governor  Young,  Y o u   a  Seana  t h a t   the  section  o f    

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

which  specifically  authorizes  us  to  handle  these  items  and   

nothing  é¢lse,  I  will  be  glad  t o   compromise  if  the  Board  will   

issué  &  ruling  t o   the  effect  that  we  shal]  handle  these  notes   

end  bills  and  nothing  else  -—~   

Governor  Strong,  A n d   other  items  K.   

Governor  Young,  N o   other  items,  Section  15  authorizes    
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you  t o   handle  matured  notes  and  bills.  I t   does  not  mean   

past  due  notes,  i t   does  not  mean  a  pending  draft,  i t   does   

not  mean  a  draft  with  a  lot  of  securities  attached,  bills 
 of   

lading  or  anything  else.  I t   means  a  matured  note  or  bill.   

Governor  Seay.  D o e s   it  mean  matured  bills  or  just  bilis? 
  

Governor  Young,  M a t u r e d   notes  and  pills,   

Governor  Seay,  That  qualification  does  not  neoessarily   

apply  to  the  word  "bills",  but  applies  to  matured  notes,   

Governor  Young.  L e t   the  Board  rule  definitely  what   

they  do  mean  by  it,  and  Mynneapolis  will  get  in 
 line.  That  is   

what  i t   means,  matured  notes  and  bills,   

Mx.  James.  I t   o c c u r s   to  me  that  the  question  of  these   

eh  e a s   items  and  the  handling  o f   them  affects 
 only   

twelve  bank  cities  and  33  branch  cities,  W h e t   I  am  trying   

to  get  through  m y   mind  i s   whether  o r   not  the  procedure 
 a t   the   

Minneapolis  Bank  discriminates  in  any  way  for  or  against  the   

banks  i n   Mynneapolis  a s   relate  t o   other  member  banks  i n   your 
  

district?  I n   other  words,  you  have  at  the  Federal  Reserve   

Bans  of  Minneapolis  collection  items  Of  Bismark, 
 South  Dakota,   

Governor  Young,  O n   Bismargk?   

idr,  James,  Yes,  payable  a t   gome  place  i n   Bismarck. 
  

Governor  Young,  Y e s ,    

ur.  James.  A s   I  understand  it,  your  procedure  is  to    
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handle  i t   in  Minneapolis  just  as  you  would  handle  i t   if  it   

came  t o   y o u   i n   Bismarck;  i s   that  right?   

Governor  Young,  Yes,  sir.  That  is,  i f   the  menber  bank   

would  send  us  a  non-cash  item  on  Bismarck,  North  Dakota,  w e    

would  send  it  t o   B i s m a r c k   to  the  member  bank  there  i f   there   

is  on  e;  i f   there  i s   not  a  member  bank  w e   would  send  i t   t o    

the  non-member  bank  provided  it  is  on  the  par  list.  T h a t    

benk  may  charge  o r   may  not  charge.   

Mr.  James..  I t   is  optional?   

Governor  Young,  Yes,  sir.  The  chances  are  that  it  won't   

charge  |  because  a  great  mumber  o f   them  are  under  t h e   impres—   

gion  that  they  have  t o   renit  t o   us  for  non-cash  items  without   

deduction  for  exchange.   

Mr.  James.  T h e   last  circulars  thet  I  have  seen  o n   the   

subject  from  the  banks  state  that  this  does  not  prevent  you   

from  making  a  charge,   

Governor  Young,  Yes,  that  is  in  our  circular.   

Mr.  James.  @ &   member  bank  i n   cities  other  than  Federal   

Reserve  Bank  and  branch  cities  i s   on  notice  that  a  charge  i s    

legitimate  and  that  there  i s   n o   objection  t o   its  making  i t    

if  it  s o   desires?   

Governor  Young,  T h a t   i s   right.   

Mx.  James.  Consequently,  a s   I  understand  the  procedure,    
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you  have  placed  the  banks  i n   Winneapolis  o n  
 the  same  basis,   

as  far  as  non  cash  collections  are  concerned,  a s   though  they   

were  located  i n   the  same  city.   

Governor  Young.  Y e s .    

Mr.  James.  a n d   t o   be  specifio  you  have  put  the  sinnea-   

polis  branches  o n   exactly  the  same  plane 
 with  the  St.  Paul   

bank  8?   

Governor  Young,  Yes,  a  uniform  pasis.   

Governor  Fancher.  E x c e p t   that  i n   idg4nneapolis  they  have   

@  clearing  house  rule  and  they  do  not  i n   Bismarck.   

iv.  James.  H o w   about  St.  Paul?   

Governor  Fancher.  T h e   same  thing  i n   St.  Paul,   

Governor  Strong,  I  think  there  is  this  d i f f e r m   oe  also:   

The  Federal  Reserve  Bank  o f   dinneapolis  4 s   located  i n   -iinnea- 
  

polis,  and  naturally  one  of  two  things  will 
 arise,  A s   I  un-   

derstand  it,  the  Federal  Reserve  Bank  of  idjnneapolis  now  dis. 
  

tributes  all  of  the  items  o n   the  banks  i n   zqnneapolis,  does  i t    

not?   
y   

Governor  Young,  T o   six  member  banks.   

Governor  Strong.  Now,  supoose  we  undertook  to 
 do  that   

in  NewYork?   

wr.  James.  I  do  not  think  the  Board's  ruling  goes  that    
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Governor  Strong,  W e l l ,   that  is  what  i t   has  done.  You   

have  got  t o   choose  between  o n e   o f   two  courses.  Y o u   have   

either  got  to  distribute  those  itemsmfaiRL¥  among  all  the   

member  banks  i n   the  city,  and  I  think  we  have  115  in  New   

York  City,  o r   you  have  got  t o   concentrate  them  i n   a  few,   

and  i f   we  concentrate  them  i n   a  few  those  will  charge  ex-   

ghange  for  collecting  drafts  o n   all  the  others,  and  if   

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

lous  situation,  you  have  got  t o   admit,  i f   we  should  run  112   

collection  accounts  i n   the  City  of  New  York,  Something   

goes  against  the  grain  with  me  to  send  a  collection  item   

of  ten  thousand  dollars  or  a  hundred  thousand  dollars  to   

the  First  National  Bank,  when  your  messenger  can  walk  d o m    

the  street  t o   the  bank  and  make  a  collection  at  the  bank,   

and  then  charge  one  tenth  of  one  per  cent,  4  dollar  a  thous.   

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

with  the  public  o r   with  the  member  banks  o r   the  country  banks,   

Now  the  fact  i s   we  happen  t o   occupy  35  cities  i n   the   

United  States  with  head  offices  andbranches,  andwe  ought  to   

be  able  t o   collect  these  items  ourselves  without  facing  all   

these  problens  and  handing  out  a  big  revenue  t o   the  member    
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banks.  W e   have  always  gotten  along  pretty  well  at  New  York, 
  

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

they  have  i n   Mjnneapolis.   

Mr.  James.  T h e   trouble  i s   that  the  thing  i a   not  only  go-   

ing  to  be  in  ifjnneapolis.  There  are  other  cities 
 besides   

New  York,  and  as  I  see  it  they  have  Some  rights  too.   

Governor  Strong,  Yes,  I  xnow,  Mr.  James,  and  I  say  that   

after  consideration  o f   the  importance  o f   New  York,  t h e  
 size   

of  it,  and  all  that,  but  I  cannot  believe  that  these  diffi- 
  

culties  of  this  character  are  more  peculiar  t o   those  three   

districts  where  the  opposition  i s   encountered  in  the  reserve   

banks  than  to  other  districts.  I  do  not  see  that  the  menber   

banks  are  so  different  from  the  member  banks  i n   all  the  other   

districts  that  these  ¢~rce  situations  are  peouliar  to  these   

three  districts.   

Mir.  James.  W o ,   I  cannot  agree  with  you,  if  you  will  ver~   

mit  m e   t o   say  so,  because  o f   the  physical  relationship  that   

exists  between  Minneapolis  and  St.  Paul,  I t   does  not  seem   

fair  t o   me  to  the  bank  i n   .inneapolis  t o   allow  the  St,  Paul   

banks  t O   have  their  items  collected  through  the  mioaneapolis   

bank  without  charge  and  then  the  Minneapolis  banks  have   

their  items  o n   St.  Paul  subjected  t o   charge,     Digitized for FRASER 
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Governor  Strong.  W h a t   is  the  difference  between 
 the   

situation  i n   winneapolis  and  St.  Paul  and  in  the  city  of 
  

New  York,  where  we  have  the  Borough  o f   Manhattan,  the  Borough   

of  Brooklyn,  Staten  Island,  Jersey  City,  Hoboxen  and  the   

Bronx,  where  this  has  all  been  worked  out?   

Governor  Harding,  M r .   James  n o   doubt  remembers  the   

competition  between  the  various  cities  i n   1914  for  reserve   

banks.  N o   city  declined  t o   be  a  reserve  bank  city,  T h e y    

were  a l l   anxious  f o r   it.  I  d o   not  think  a n y   city  ever  de-   

clined  t o   be  a  branch  city  o r   objected  t o   raising  its 
 re-   

serve  from  seven  to  ten  per  cent  to  be  a  branch  city,  T h e n    

wr,  James  spoke  about  Minneapolis  operating  with 
 the  bank  i n    

Dismarck  or  some  other  place,  that  they  charged  these 
  

drafts  while  Minneapolis  could  not.  T h e   whole  thing  is  relat~   

ed  again  t o   the  par  colleotion  system  o f   cheeks. 
 Every  Fed.   

eral  Reserve  Bank  prefers  remittance  for  those 
 checks  i n   im-   

mediately  available  funds.  T h e   fact  that  usneseaeise  i s   the   

site  o f   a  Federal  Reserve  Bank  gives  the  city  a  tremendous 
  

advantage  i n   getting  accounts  o f   country  banks,  I t   certainly   

gives  them  a  tremendous  advantage  i n   getting  accounts 
 o f   these   

country  banks,  which  completely  offsets  any  loss 
 of  exchange   

they  might  have.    
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Mr,  James.  That  i s   a  valid  argument. 
  

Governor  Harding,  I  do  not  try  to  make 
 any  other  kind,   

wir.  James,  T h i s   whole  thing  is  directly 
 related  to  the  par   

collection  system.  Y o u   will  remember  originally  the 
 Board   

authorized  a  service  charge  o n   checks  and  on 
 these  drafts,   

based  o n   the  amount  o f   the  item,  T h e r e  
 i g   no  more  trouble   

attached  t o   presenting  a n   item  for  ten 
 thousand  dollars  than   

one  of   
there  ie  for  /two  and  a  half  dollers.  a  service  charge  is   

one  thing,  but  t o   charge  one-tenth  o f  
 oné  per  cent  o f   the   

amount  o f   t h e   instrument  i s   not  4  service 
 charge  but  a n    

exchange  charge,   

ir.  James.  I  agree  with  that.   

Governor  Harding,  A n d   thereby  you  get  this  whole 
 propo-   

sition  of  exchange  worked  right  back  into  this 
 thing,   

Mr.  Miller.  I s   it  not  also  a  fact  that  the  sinneapolis   

Bank  gets  a  seoondary  service  and  the  signneapolis 
 Bank  and   

the  St.  Paul  Banks  are  in  effect  working  o n   4  emaller 
 reserve   

than  t h e   other  banks?   

ide.  James.  I s n ' t   that  offset  b y   the  differace  i n  
 the   

reserve  requirenent?   

Governor  Young,  S t .   Paul  has  the  same  requirement,   

Mr.  Miller,  T e n   per  cent.    
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Governor  Young,  T h e y   have  practically  Advantage  that 
  

Minneapolis  banks  have.   

wr.  Miller.  H o w   do  they  get  it?   

Governor  Young.  They  get  currency  within  half  an  hour; 
  

they  can  get  clearing  within  half  a n   nour,  They  can  beat 
  

our  Mail  schedule  >  by‘.  half  an  hour.   

Mr.  Willer.  B y t   how  actually  physically  d o   they  get   

Governor  Young,  Motor  trucks,  armored  cars,   

ir,  silgller.  D o   the  slinneapolis  banks  also  have  armor 
  

ed  cars  to  get  their  supply  from  the  Reserve  bank?   

Governor  Young,  N o ,    

Mir.  Mller.  S o   that  it  does  put  them  under  a  certain   

advantage.   

Governor  Young,  The  two  largest  banks  are  just  e@cross 
  

the  street,  and  just  around  the  corner.   

vir,  gller.  Exactly,  and  the  winneapolis  Reserve   

Bank  »  practically  speaking,  i s   their  bank.  I %   is  their   

annex,  T h e y   use  i t   and  they  probably  dominate  it.  I   

suppose  the  plain  fact  is  they  want  revenue.   

Governor  Young,  There  isn't  any  argument  o r   question 
  

about  that.    
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Vice-Governor  Platt,  They  want  balances,   

Governor  Young,  They  want  balances  or  they  want  revenue,   

one  or  the  other,  o r   both.   

Mr.  Miller,  They  want  both.   

Governor  Young,  W o ,   because  i f   they  have  the  balances   

they  d o   not  take  the  revenue,   

wir.  Maller.  A n d   in  order  to  placate  them  we  are  going   

to  nibble  into,  and  probably  disintegrate,  the  non-cash  colleo-   

tion  system  which  has  been  i n   vogue,  which  is  well  establish   

ed  and  which  i s   useful.  I t   strikes  m e   that  the  Federal  Re-   

gerve  System  in  this  matter,  i f   you  gentlemen  around  the   

table  eannot  compromise  it  among  yourselves,  i s   very  in-   

capable.   

Aimee  Strong,  I  would  like  t o   answer  that.  W e   did   

not  compromise  this.  W e   did  not  settle  it,  T h e   Federal  Re-   

serve  Board  settled  it  by  a  private  arrangement  with  this   

bank,  without  advance  notice  t o   us,   

Mr.  Miller,  A s   I  remenber,  there  were  three  banks  voting   

in  the  negattive.   

Governor  Strong.  Y e s .    

Mr.  Miller.  I f   the  Governors  had  been  unanimous  o n   jt—   

Governor  Strong,  I s   the  Board  always  unanimo\s?    
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ir.  Miller.  N o .    

Mr.  James.  V e r y   rarely.   

Govemor  Strong.  T h e   fact  is  that  if,  when  this  appli-   

cation  came  in  from  Minneapolis,  the  Board  had  said  "We  are   

going  t o   decide  the  principle  o f   this  par  collection  system   

for  the  reserve  banks,  for  all  the  banks}  this  thing  never   

would  have  arisen.   

Governor  Grissinger,  I n   the  use  of  the  Reserve  bank   

don't  the  Minneapolis  benks  have  an  easier  use  of  your  bank   

than  the  St.  Paul  banks?   

Governor  Young.  B y   thirty  minutes,  I  should  say.   

Governor  Crissinger.  They  have  to  maintain  motor  cars?   

Mr.  Miller,  They  can  get  i n   after  half  past  two,  a n d    

the  St.  Paul  banks  cannot.   

Governor  Grissinger.  A s   a  matter  o f   fact  your  banks   

have  a n   advantage  over  the  St.  Paul  banks,  d o   they  not?   

Governor  Young,  Y e s ,   sir.   

Governor  Norris.  Without  going  into  the  details  o f   the   

advantages  and  disadvantages  a s   between  Minneapolis,  St.   

Paul,  o r   any  other  cities,  I  venture  to  say  that  every  one   

of  us  constantly  hears  the  remark  from  member  banks  that  the 
  

Reserve  bank  i s   a  splendid  thing  for  the  banks  i n   the 
 city     Digitized for FRASER 
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where  i t   is  located  But  &  great  many  o f   them  are  constantly   

saying  that  it  is  of  very  little  use  to  a  bank  i>  locate  &.  -   

outside  o f   the  reserve  city.   

Governor  Strotig,  There  is  one  sitvation  that  has  not   

been  brought  out.  I  do  not  know  that  it  is  clear  to  anybody   

‘in  the  room,  and  that  is  that  this  arrangement  with  Minneapolis   

necessitates  sending  all  items  payable  at  the  Northwestern   

National  Bank  t o   the  First  National  Bank,  a n d   sending  ell:   

items  payable  at  the  First  National  Bank  to  the  Nor  thwest-   

ern  National  Bank  i n   order  that  they  may  chatge  exchange  t o    

each  other,   

Governor  Young,  N o ,   sir,   

Governor  Strong,  I s   there  any  exchange  charged  o n   those   

items  which  g o   direct  t o   the  bank  where  payable?   

Governor  Youngs  Y e s ,   sir.   

Governor  Strong,  They  are  still  charged?   

Governor  Young,  Y e s ,   sir.   

Governor  Strong,  Right  at  the  bank  where  the  item  is   

payable?   

Govern  or  Young,  Yes.   

Governor  Strong.  I  em  glad  to  know  that.   

Governe  Fancher.  This  would  not  b e   a  controverted     Digitized for FRASER 
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point  i f   there  were  not  clearing  house  arrangements  with   

ertain  of  these  cities,  and  that  is  all  there  is  to  it.   

You  have  an  old  arrangement  i n   St.  Paul  and  mnneapolis   

that  has  been  i n   effect  for  more  than  twenty  years  and  the   

rates  have  not  been  modified  a t   ell.  T h o s e   rates  were  built   

up  for  exohange  charges  on  the  basis  that  at  certain  times   

ef  the  year  i t   costs  more  t o   make  exchange,  currency  w a s    

shipped  back  and  forth,  and  on  that  basis  today  you  are  per- 
  

mitting  the  member  banks  o f   Minneapolis  t o   make  a  charge.   

There  ien't  any  justifioation  i n   the  world  today  for  charging 
  

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

erpayable  a t   that  bank,  and  you  cannot  justify  the  charge   

today,  I t   is  oniy  made  because  there  is  an  iron-colad  clear~   

ing  house  rule  that  has  stood  for  more  than  twenty  years,   

If  you  did  not  have  that  arrangement  this  thing  wouldn't  b e  
  

bothering  you  at  all,   

Mrs  Barton  has  gotten  just  exactly  what  he  started  out   

to  get,  This  has  been  a  complete  laydow  on  our:partas  it   

stands  today,  There  isn't  any  other  explanation  of  it.  W h a t    

Barton  went  out  t o   get  he  has  gotten,   

Governor  Seay,  T h i s   matter  has  so  many  ramifications   

that  it  is  not  easy  to  follow.  Governor  Harding  has  @lied    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



301,   

attention  t o   the  fact  that  i t   involves  the 
 par  oollection   

system;  i t   involves  the  subject  o f  
 not  vaying  interest  o n    

reserve  deposita,  and  te  /involved  menbership  i n  
 the  Federal   

reserve  systen.   

Governor  Harding  stated  that  the  Board  was 
 moved  to   

make  this  ruling  requiring  reserve  banks  t o   handle 
 items  be-   

cause  of  the  complaints’  of  the  country  banks 
 that  they  had   

abandoned  o r   reducedtheir  correspondents  and 
 had  no  means  o f    

collecting  these  things.  I t   has  been  argued  i n   defense  o f  
  

not  paying  interest  o n   reserve  deposits  thet  members 
 o f   the   

Federal  Reserve  System  were  n o   longer  required 
 t o   maintain   

city  correspondents  because  the  Reserve  banks  could  handj}e   

these  items  for  them,  Furthermore,  i t   has  been 
 argued  that   

the  reserves  set  free  by  that  were  i n   leTge  measure 
 compensa-   

tion  for  the  lack  o f   interest  o n   reserve  deposits.   

Now  i t   has  been  brought  out  here  that  one 
 bank  that  wanted   

to  oollect  these  items  over  i n   Mgmneapolis  had 
 been  compelled   

to  place  an  account  there.  W e   are  going  back  to  just  where   

we  atarted,  Recently  we  had  quite  an  important 
 State  bank   

and  trust  company  i n   Cperleston,  West  Virginia, 
 join  the  Sys-   

tem.  V e r y   soon  thereafter  they  handled 
 s o m   o f   these  items   

on  Minneapolis  and  they  had  to  pay  a  charge, 
 a §   I  remenber  it,    
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of  twenty  dollars  a n d   ten  dollars. 
 T h e y   wrote  i n   and  asked   

to  know  if  it  was  possible  that  member 
 benks  had  to  pay  &   

charge  on  notes  payable  not  at  street 
 addresees  but  at  bank   

ing  institutions  i n   those  places,  T h a t   bank  i s   managed  b y    

geome  of  the  most  intelligent  people  that 
 I  have  ever  come  i n    

contact  with,  either  member  or  non-menber 
 banks,  and  they   

were  emazed  that  that  state  of  affairs  could  exist» 
  

Now,  i t   involves  membership  i n   the 
 Federal  Reserve  Sys-   

tem,  as  I  have  stated,  because  if  theme  country 
 banks  can   

maintain  all  of  these  advantages  b y  
 maintaining  city  corres-   

péndents,  and  if  they  are  driven  by  this 
 aetion  to  plf&oe   

again  bank  accounts  with  city  correspondents, 
 then  i t   has  a   

decided  influence  upon  the  question  of 
 future  menbership  i n    

the  Federal  Reserve  System,   

Governor  Strong,  T o   collect  o n   Minneapolis  you  have 
 got   

to  have  a n   account  there.   

Governor  Young,  I s   there  4  menber  bank  in 
 the  Federal   

Reserve  System  that  has  not  a  correspondent 
 account?  T h e    

answer  i s   no  and  there  is  no  use  thinking 
 about  it,   

Governor  Seay,  I f   you  say  t o   the  same  degree  I  can  answer 
  

it  no,   

Governor  Young.  T h a t   is  right,    
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Governor  Seay,  I  can  answer  no  to  the  question  i n  
  

another  way.  H a s   it  as  many  correspondents 
 as  it  formerly   

had?  I  say  no.  Therefore  I  say  that  the  amount 
 which  the   

member  ban’  is  compelled  to  keep  with 
 its  correspondent   

for  the  vurpose  o f   having  their 
 business  taken  care  of  has   

been  tremendously  reduced.   

Governor  Young.  I  think  I  can  answer  that  inquiry 
 jin   

a  minute.  Y o u   spoke  o f   the  v a n   i n   Charleston 
 being  very   

much  surprised  besause  i t   had  t o  
 ,@y  an  exchange  charge  a t    

Minneapolis,  That  would  they  do  in  St. 
 Paul??  Would  they   

be  surprised  at  St.  Paul?   

Governor  Seay,  Minneapolis  being 
 a  reserve  city,  that   

was  the  nature  o f   their  surprise.   

ifr.  My  ller.  L e t   me  make  a  suggestion.  How 
 rrould  it  do   

for  the  Boare  to  reclassify  St,  Paul 
 and  reduce  the  required   

reserve  t o   seven  per  cent?   

Governor  Strong,  O h ,   they  would  all 
 want  that.   

Governor  Young,  P u t   St.  Paul  on  6  seven 
 per  cent  basis   

and  Minneapolis  o n   a  ten  per  cent  pasis,  o n   account  o f   this   

coliection  business?   

Mr.  Miller,  Exactly.   

Governor  Young,  There  was  one  remark 
 made  that  I  resent    
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just  a  bit,  and  that  i s   that  Barton  accomplished  what  h e    

wanted  to  arid  that  I  laid  dorm  to  hin.  T h e   only  time  I  ever   

lay  down  t o   anybody  i s   when  they  xnock  m e   down.   

Governor  Bailey.  W e   look  at  the  thing  froma  little   

different  angle  than  you  do,  W e   have  elways  contended  that   

the  Federal  reserve  bank  had  n o   business  t o   have  its  messeng-   

ere  out  on  the  street  collecting  street  address  items.   

When  w e   received  that  letter  from  the  Board  o n   the  27th   

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

over  with  Mr,  Young  and  Mr.  Wellborn,  but  we  did  not  come  to   

any  agreement,  and  we  agreed  to  go  home  and  talk  with  our   

boards  of  directors  and  try  t o   come  to  some  agreement.   

We  have  always  felt  that  t o   put  the  Federal  reserve  bank   

out  o n   the  street  collecting  items  was  not  the  purpose  o f   the   

Federal  Reserve  Aot;  that  i t   wags  an  institution  which  did  busi-   

ness  with  the  banks  rather  than  with  the  individual,  s o   we   

drafted  this  and  w e   sent  i t   here  and  exvected  t o   shoot,  I   

thought  we  had  the  authority,  under  that  September  business,   

but  before  I  could  get  the  ramrod  jamned  down  we  got  word  to   

lay  off.  T h i s   i s   the  way  i t   reads;   

Mifective  January  1,  1927,  t h e   Federal  Reserve  Bank   

of  Kansag  City  will  limit  the  operation  of  its  non-cash    
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collection  department  t o   the  handling  o f   items  drawn  o n    

or  payable  at  banks™  »  and  will  discontinue  the  handling   

of  items  payable  a t   street  addresses  which  necessitate   

either  presentation  o r   notification,  The  following  condi-   

tions,  effective  January  1,  1927,  should  therefore  be  oare-   

fully  observed:   

Section  I.  GENERAL  PROVISIONS.   

Character  of  Items  Which  May  be  Forwarded  as  Collections.   

Member  banks  may  forward  to  the  Federal  Reserve  Bank   

of  Kansas  City  for  collection  anderedit,  checks  or  drafts   

dravm  o n   or  payable  at  banks;  oertificates  o f   deposit;   

coupons  and  bonds  payable  at  banks;  notes  and  acceptances   

payable  at  banks;  orders  on  pavings  banks.  checks  previously   

protested;  a n d   other  similar  items  drawn  o n   or  payable  a t    

banks.  W e   will  also  handle  for  colleotion,  couponsmdetached   

from  bonds  held  in  safekeeping  b y   Federal  Reserve  Banks  for   

their  member  banks,  a n d   sight  o r   demand  bill  o f   lading  drafte   

discounted  b y   Federal  Reserve  Banks  f o r   their  members.   

     
<r,  a m e ,    

(Footnote)  *Wherever  the  word  ‘banks!  is  used  in  this   
jetter,  the  word  shall  be  held  to  mean  in-   
corporated  banks  o r   trust  companies,  o r    

regularly  organized  commercial  banking  in-   
stitutions  receiving  deposits  subject  t o   check,     Digitized for FRASER 
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Items  “hich  Will  Not  Hereafter  b e   Handled: 
  

The  Federal  Reserve  B a n k   o f   Kansas 
 C i t y   will  not  here-   

after  handle  for  collection,  promissory 
 notes;  time,  sight   

and  demand  drafts;  creamery  checks;  city,  county, 
 school   

district  andstate  warrants;  o r   items  of  a  similar 
 nature;   

except  i n   cases  where  a n y   such  i t e m   a r e   drawn  o n   o r   pay-   

able  a t   banks.   
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If  we  get  that  we  will  b e   perfectly  satisfied.   

Now,  speaking  about  equipment,  w e   have  armqed  equipment   

at  Kansas  City,  w e   have  one  a t   each  one  o f   our  branches.  W e    

were  robbed  of  $200,000.  I  don't  know  whether  they  are  any   

tore  virtuous  i n   Minneapolis  than  we  are,  but  wo  got  a  part   

of  the  money  back,  W e   got  it  in  Denver.   

Governor  Young.  T h a t   was  a  non-cash  collection  that   

we  were  Quite  willing  to  collect  gratuitously,   

Governor  Bailey,  T h i s   is  as  far  as  Kansas  City  feels   

that  it  wants  to  go.  I  do  not  believe  i t   would  disturb  the   

colle  ction  system  if  we  were  to  keep  off  the  street  and  let   

us  clear  the  rest  of  it.   

Vice  Governor  Platt.  I  would  like  t o   hear  what  Goveryjor   

Fancher  has  to  say  about  that,  W h y   wouldn't  that  work  all   

right?   

Governor  Fancher.  W e   have  gone  on  here,  Governor  Platt,   

since  1917,  and  obtained  nothing  from  the  large  volume  o f    

business.  D o   you  want  now  to  be  in  a  position  of  declining   

to  handje  all  items  upon  street  addresses?  T h a t   will  leave   

a  very  small  volume  cof  items  payable  at  banks»   

Vice-Governor  Platt.  W o u l d n ' t   the  result  b e   that  most   

of  them  would  be  drawn  payable  a t   banks?    
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Governor  Fancher.  T h e y   could  not  bes   

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.   

Vice  Governor  Platt.  B u t   i f   they  would  d o   it?   

Governor  Bailey,  I  know  that  out  in  the  ididdle  West   

the  big  banks  are  opposed  t o   this  non-par 
 collection.  T h e y    

have  had  i t   uo  with  the  American  Bankers! 
 Association,  they   

have  had  i t   up  i n   their  State  conventions, 
 I n   attending  a   

State  convention  o n   the  Pacifié  Coast  I  was 
 surrounded  by   

a  number  o f   bankers  and  they  asked  me  how 
 I  stood  o n   the   

thing  and  I  told  them  flatly.  I  do  not  think  the  Federal   

Reserve  Bank  of  San  Francisco  has  found  that 
 out,  but  I  found   

44  out  when  I  got  out  there,   

Governor  Galkins.  I n   answer  t o   that  suggestion  I  will 
  

say  that  the  Federal  Reserve  Bank  o f   San 
 Fyancisco  knew  it   

before  you  went  out  there,   

Governor  Bailey,  Y  ou  were  not  trying  t o   follow  out   

the  dictates  of  your  constituents,  i f   this 
 was  60;  that  is  alt.   

Governor  Orissinger.  M h a t   do  you  say  about  having  uni+   

formity  i n   the  System?    
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Governoy  Bailey,  M a k e   i t   all  this  way. 
  

Governor  Grisginger.  All  your  way,  you  mean?   

_  Governor  Bailey,  .  Yes.  —   

Governor  Fancher,  W h a t   are  the  clearing  house 
 rates   

“i  Kaneas  City  for  clearing  items?  a e    

Governor  Bailey,  O h ,   this  won't  change  them. 
 -:   

Governor  Fancher.  Have  you  a  clearing  house  arrangement   

which  charges.  for  non-cash  items?   

Governor  Bailey,  Yes,  I  think  w  have.   

Governor  Seay,  Has  Atlanta?  ,   

Governor  Bailey,  I  don't  know,  but  this  doesn't  con-   

template  changing  that,  W h a t   we  want  to  get  rid  of  is  this   

busimess  of  someone  wanting  us  to  go  down  t o   a 
 bank  a e   = a    

lease  a  mortgage,  and  all  that  kind  of  thing.  They 
 sent  col-   

lections  from  the  Pacific  Coast  divided  up 
 into  twenty  dif-   

ferent  drafts,  and  one  bill  of  lading  o n   canned  fish, 
 and   

we  have  to  meite  aedty  letters.  W e   finally  concluded  we 
  

wouldn't  do  that  any  more,  and  without  any  authority 
 from  the   

Board  w e   just  send  them  baok.   

Mr.  Miller.  W h y   was  that  b e c a u s e   you  thought  i t  
 was  an   

improper  service?   

Governor  Bailey,  Y e s ,   I  thought  i t   was  an  imposition 
 o n     
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Mr,  Mjller.  B u t   didn't  you  think  i t   was  a  disadvantage   

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

bank  that  were  using  your  facilities?   

Governor  Bailey,  I  think  i t   ought  t o   have  m e e   t o   8   

commercial  bank.  They  would  make  a  charge  for  it..  I  do  not   

think  they  have  any  right  t o   send  that  kind  of  thing  i n   to   

us  and  have  us  write:  .  twenty-odd  jetters.,  We  did  under   

take  to  do  that.once  and  we  lost  three  thousand  dollars  o n    

it,  and  iat  Sux  ea  uk  of  sucking  eggs."   

hr  Ma  Lier.  D o   you  think  your  member  banks  should  lose   

$3,000  on  it?   

Governor  Bailey,  W e   lost  it,  W e   didn't  take  the  right   

kind  o f   receipt  from  this  fellow  to  whom  the  fish  were  shipped.   

Governor  Fancher,  W h a t   would  haopen  i n   the  case  o f    

a  bank  in  Youngstown,  Ohio,  with  a  collection  dram  on  a   

street  address  in  Kansas  City,  sent  to  some  bank  selon  Kant   

4t  to  the  bank  at  Kansas  City  —-  what  would  happen?   

‘Governor  Bailey,  They  would  charge  him  for  it,   

Governor  Fancher,  T h e   clearing  house  rate,  certainly.   

Governor  Seay.  I t   is  significant  that  at  these  three   

places  a t   which  this  controversy  arises  there  are  clearing    
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house  arrangements  charging  éxchange  —— 
 Atlanta,  Mjnneapolis   

and  <ansas  City.   

Governor  Wellborn:  H o w   about  Birmingham,  Nashville 
  

and  Jacksonville?   

Governor  Seay,  I  do  not  ‘now.  Y o u   might  carry  i t   fur- 
  

ther,  T h e r e   i s   one  other  thing  while 
 w e   are  o n   the  subject.   

A  large  part  o f   the  objection  that  has 
 been  raised  t o   Fed.   

eral  Reserve  banks  collecting  street  addresses 
 has  arisen   

from  the  fact  that  they  would  not  receive  the 
 character  of   

funds  that  the  commercial  banks  have  received. 
 T I   think  G o v    

erner  Young  stated  that  in  Minneapolis  it 
 was  the  custom   

to  receive  checks,  not  certified  checks,  but 
 to  receive   

checks  for  etain  drafts  and  not  require  the 
 payer  of  the   

draft  t o   have  his  oheck  certified,  A 
 very  large  part  of   

the  dissatisfaction  and  comp  lait  has 
 arisen  because  of   

the  loose  practice,  loose  banking  practice  and  practices 
  

which  have  prevailed  in  certain  localities 
 in  this  country,   

There  is.  no  winting  at  it.  Banks,  b y   reason 
 of  competition,   

have  engaged  to  take  from  their  oustomers, 
 thei  customers   

peing  the  public,  almost  any  character  of 
 funds  which  they   

tender  and  put  themselves  t o   the  trouble  o f  
 getting  a  check   

certifieé  or  converting  it  into  oash,  and  60 
 forth,  and  many    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



311   

practices  which  may  justly  be  regarded  as  loose  banking   

practioes,which  prevail  i n   certain  localities  because  of   

competition.  That  i s   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  which  reasonable  b a n k   requirements  would  exact   

under  the  same  conditions.   

Governor  sicDougal.  I f   the  First  National  Bank  of  Chi-   

cago  sends  a n   item  o f   this  character  t o   the  First  National   

Bank  of  wijnneapolis,  18  that  iten  exposed  to  the  same  charge   

as  if  you  forwarded  the  same  item?   

Governor  Young.  I  think  so,   

Governor  mM  cDougal,  Y o u   are  sure  of  that,  n o   matter   

what  the  relations  might  be?   

Governor  Young.  I f   Chicago  had  a  balance  i n   -iinneapolis   

they  would  handle  i t   gratuitously,  -:..:  Chicago  has.not  a   

balanee,  but  sijnneapolis  has  one  i n   Chicago,   

Governor  .ioDougal,  This  thing  puts  the  banks  i n   the  un—   

fortunate  position  of  not  being  able  t o   get  through  Minnea_   

polis  the  service  that  the  imynneavolis  banks  oan  still  get   

through  the  other  thirty-~odd  units  of  the  Federal  Reserve   

System.  T h a t   i s   where  the  trouble  comes  in.    
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Governor  Young.  N o ,   I  do  not  agree  with  that.  Mgnnea-   

polis  oan  get  certain  services  in  New  York  and  certain  ser   

vices  i n   Chicago  a n d   San  Francisco  o r   any  place  where  t h e y    

happen  t o   have  a n   account.   

Governor  McDougal,  That  i s   indirectly,  T h e y   d o   get  i t    

through  the  Federal  Reserve  System  but  we  cannot?   

Governor  Young,  N o ,    

Governor  wicDougal,  I t   is  available  t o   them  if  they  want   

Governor  Young,  I t   is  slower,  T h e y   do  not  want  it.  They   

send  i t   out  themselves  and  get  i t   quicker.  T h e y   d o   not  use   

it  for  the  same  reason  that  our  member  banks  i n   our  own  dis-   

trict  do  not  use  the  collection  system  very  much.  T h e   ser-   

vice  is  quicker  through  the  correspondents,   

Governor  Strong.  I  was  wondering  mhat  the  consequence   

would  be  if  in  every  city  where  there  was  a  reserve  bank  or.   

branch  they  discover  the  fact  thet  there  i s   4  profit  here  and   

set  up  a  system  of  clearing  house  charges  and  subject 
 all   

of  these  non-cash  collection  items  t o   charges  i n   those  cities.   

I  suppose  the  customers  o f   the  i y   nneapolis  banks  would  begin   

to  cick  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  an  wondering  what  the  effect  would   

be  o n   business  generally,  I n   our  bank  i n   the  month  o f   april   

ee  h e   -   exchanges   
we  collected  in  non-cash  items  $162;4G2,00Qrat  encharge  of   

$11,400  .-~  n  |   
“about  /  o r   about  sév/cents  a  thousand,  I  am  wondering  i f  

  

that  whole  amount  was  charged  a t   one-tenth  o f   one  per  cent   

what  would  happen.  I  do  not  think  t h e   Federal  Reserve  System 
  

was  o r g a n i z   ed  purely  for  the  benefit  o f   the  banks,  I  think   

there  is  something  beyond  all  of  that»   

Governor  Norris,  This  practice  is  for  the  benefit  o f  
  

a  favorite  few  menber  banks  i n   a  particular  reserve  city,  and 
  

at  the  expense  of  all  other  banks  in  the  country  and  their   

customers,  except  those  in  the  Eleventh  District.  O f   course   

conditions  vary  i n   different  parts  o f   the  country  a g  
 t o   the   

popularity  o r   unpopularity  o f   this  service,  O f   course  I  can   

only  speak  a s   to  our  own  district,  T h e   popularity  o f   it  in 
  

our  district  i s   pretty  well  evidenced  b y   the  fact 
 that  the   

number  o f   items  w e   handle  i n   @ollar  amount  has  inereased  every 
  

year  from  1920,  Between  1921  and  1926  it  grew  from  321,000   

items  t o   522,000  items,  W e   were  used  for  that  service  last   

year  b y   41  city  banks  and  429  country  banks,  and  it  is  those 
  

country  banks  who  would  most  strenuously  object  t o   any  ourta  i1-    
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ment  of  the  service,  W e   might  as  well  all  recognize   

and  bear  i n   mind  the  fact,  which  we  xnow,  that  the 
 one   

thing  more  than  anything  e l s e   thet  militates  against  t h e  
  

popudarisy  o f   the  Federal  Reserve  city  and  the 
 joining  o f    

additional  members  is  the  fact  that  the  member  bank  is   

obliged  t o   xeep  its  reserve  without  getting  any  interest   

on  it.  N o w   if  in  addition  t o   requiring  that  of  them  we   

are  going  to  subject  then  to  a  charge  that  we  are  now  rend-   

ering  as  a  compensation  for  that,  and  still  cépel 
 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  idgnneavolis  —~  and 
  

4f  this  System  continues  i n   wignneapolis  it  has  got  to  be 
  

extended  to  all  the  other  Federal  Reserve  cities  and  branch   

cities.  MNeiher  our  banks  nor  those  o f   New  York  o r   san   

Francisco  or  anywhere  else  are  going  to  stand  by  and  see   

the  Federal  Reserve  Bank  o f   Mynneapolis  |«  .  throv  a  trémen- 
  

dous  profit  t o   4ts  member  banks  i n   its  city  and  be 
 satis,   

fied  that  the  banks  in  their  cities  should  not  extend 
 the   

same  favor  t o   them,  T h e r e f o r e   this  system  o f   maxing  charges 
  

will  either  beoome  universal  og  else  the  manber  banks,  i n    

addition  t o   Keeving  their  reserve  without  interest 
 a t   the    
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Federal  Reserve  bank,  will  be  required  +o 
 maintain  balances   

all  over  the  country  t o   make  these  collections. 
  

Governor  Young,  I f   a  bank  i n   wanneapolis  receives 
 from,   

say,  @  bank  in  Philadelphia,  a  draft  of 
 a  thousand  dollars   

with  stock  attached,  and  they  have  to  make 
 a  street  present   

atién  o f   that,  a n d   collect  i t   b y   certified 
 check  o r   i n   any   

way  they  want  to,  i t   taxes  time  and  it  takes 
 labor  and  they   

are  entitled  to  pay  for  that,  I  won't  say  one-tenth  of  one   

per  cent,  but  they  are  entitled  t o   something. 
 T h e r e   cannot   

be  any  argument  about  that.   

Govemor  Norris.  I f   they  receive  i t   direct,  and 
 not   

through  you.   

Governor  Young.  Y e s .   They  are  entitled  t o  
 some  pay  for   

the  wort  that  they  have  done.  There  isn't 
 any  argument  about   

that»   

Governor  Strong,  Y o u   think  not?  W e   have  quite  a  large   

security  business  i n   New  Yor’  City  and 
 the  menber  banks  i n    

New  York  City  have  abolished  their  charges 
 o n   all  of  those   

{tems  and  do  all  o f   that  for  nothing.   

Governor  Young.  Y e s ,   and  they  a 
 subsidiary  corpora   

tions  that  are  selling  bonds  all  the 
 way  from  ten  t o   fifty   

dollars  —    
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Governor  Strong.  A l l   seourities  are  delivered  o n    

collection  i n   New  York  without  a n y   charge.   

Governor  Young,  T h e y   are  made  i n   sldmneavolis  without  a n y    

charge.   

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

Governor  Young.  §  wre,  and  you  are  going  to  get  a  lot   

more.  J t   is  going  to  grow  and  I  make  the  prediction  that   

4t  i s   going  t  o  cripple  your  bank  some  day»   

wi.  Hamlin,  I  am  reminded  o f   the  story  o f   the  lady  who   

watched  the  regiment  march  by  in  which  her  son  was,  and  said   

that  Johnnie  was  the  only  man  in  step,  that  the  otheré  were   

all  out  of  step.  I  havehad  a  good  many  doubts,  but  I  telieve   

this  i s   one  of  the  cases  where  uniformity  i s   absolutely  desir.   

able  and  essential,  and  either  we  should  take  Governor  Young's   

rule  as  the  wniform  rule  o r   we  shouk  accept  the  feeling  o f    

nine  out  o f   the  twelve  banks.  T h a t   i s   the  conclusion  that  I   

have  reached.  +  seems  t  o  me  monstrous  for  a  bank  to  make   

a  charge  for  collecting  from  itself  end  when  the  payer  o f    

the  note  has  a n   account  a t   the  bank,  I  believe  i n   lots  o f    

States  the  banks  are  allowed  to  pay  that  off  and  charge  it   

to  the  account.   

Governor  Strong,  Some  have  that’  andsome  have  not,    
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Mr.  Hamlin.  A t   any  rate  it  seems,  wholly  apart  from 
  

any  legal  question,  a  monstrous  charge  t o  
 mes.   

Govermmor  Young,  I  wi  11  agree  with  you.  I f  
 you  could   

discriminate  i n   the  items  from  a  practical  standpoint  I 
 would   

be  willing  to  do  that.  B , t   you  cannot  discriminate  and 
 that   

46  all  there  i s   t o   it,  I t   cannot  b e   done,  even  b y   the  sug-   

gestion  that  Governor  Bailey  makes,  with  all 
 due  r e s p e c t   to   

Governor  Bailey.  A  sharp,  clever  Man  can  beat  ite   

Governor  Bailey,  W e   never  contenplated  that  this  would 
  

change  any  of  our  collections  a t   banks,  but 
 only  presente-   

tion  at  street  items.  I t   i8  a  growing  proposition.  I f    

there  i s   a  mistake  i n   a  bill  w e   have  t o   present 
 i t   four  o r    

five  times.  T h e   statement  has  been  made,  with 
 regard  t o    

country  banks,  P e :   d o   not  get  paid  o n   their  balances,   

you  have  taken  away  their  exchange,  a n d  
 they  are  willing  t o    

accept  cash  items.  T h e y   believe  it  necessary 
 for  them  to  do   

business  and  it  reduces  the  float,  With  these 
 other  items   

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

that  day,  the  next  day  o r   next  weed, 
 I  xnow  the  feeling   

of  the  banks  out  i n   our  section  o f   the  country 
 i s   that  they   

want  t o   get  back  s o   they  can  charge,  and 
 they  say  that  every—   

thing  that  goes  to  the  Federal  Reserve  Bank 
 is  free  —-    
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Governor  Seay.  H o w   about  the  440.odd  country  banks   

which  use  Governor  Norris'  reserve  bank  for  the  collection   

of  these  items?   

Governor  Bailey,  Well,  those  fellows  down  there  are  so 
  

Slow  that  they  didn't  catch  it.   

Governor  Crissinger.  i r ,   Strater,  d o   you  want  t o   en-   

jighten  u s   on  this  subject?   

Mr.  Strater.  I  will  b e   glad  t o   give  m y   views  o n   it.   

There  does  not  appear  to  be  any  distinction  made 
 between   

colleotion  items  pe.  yable  out  in  the  country  and 
 co  Llection   

items  payable  in  a  Federal  “eserve  City,  There  is  a 
 tremen.   

dous  distinction.  They  d o   not  have  anything  i n   common, 
 T h e    

country  bank  that  gets  colleotion  items  from 
 a  reserve  bank   

has  @  perfect  right  to  charge  for  them,  They  handle 
 them   

juet  exactly  as  they  would  handle  them  if 
 they  got  them   

direct  from  a  memoer  bank  i n   the  district. 
 T h e y   have  got   

to  take  then,  present  them  and  renit  for  them,  Therefore 
 it   

is  n o   hardship  o n   the  country  bank.  I t   does  not  mean  anything   

to  the  country  bank  whether  i t   gets  non-oeash  items 
 from  the   

Federal  “eserve  Bank  or  some  other  bank.  «In  the  Federal 
  

Reserve  Bank  cities  it  ts  an  entirely  different 
 proposition   

because,  as  Governor  Young  has  undertaxen  to  do  in  Mgjnneapolis    
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if  he  turns  over  t o   the  menber  b a n   these  collections 
 h e    

is  doing  something  which  the  Federal  Reserve  bank 
 could  do   

just  a s   well  as  not,  probably  through  the  clearing 
 house.   

Now  i t   may  be  that  i s   not  pnossible  i n   Minneapolis, 
 b u t   i t    

is  possible  i n   a  great  many  cities,  I t   is  done  i n   New  York,   

Philadelphia,  Pitteaburgh,  St.  Louis  and  doxens  of  other   

places.   

I  think  the  real  important  factor  about  this  thing 
  

4s  this;  I f   you  are  going  t o   consider  a  note  payable   

at  a  bank  subject  t o   an  exchange  oharge  I  think 
 i t   is  not   

much  of  a  step  to  justify  an  exchange  charge  o n  
 checks.   

If  you  are  going  to  justify  an  exchange  charge  on 
 checks   

in  a  Federal  reserve  bank  city  o f   coyrse  you  are 
 going  t o    

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   

Ajabama  situation  may  have  arisen  out  o f   something 
 just  as   

intangible  a s   this.  I t   is  possible  that  other  suits  may   

be  brought  i n   Governor  Young's  District  a s   @  result 
 o f   this   

thing,  H e   is  now  confronted  with  a  suit  for  collection  of 
  

exchange.   
the   

Then  there  i s   /  matter  o f   reserve,  I t   will  affect  the    
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reserves,  because  a  member  bank  or  any  bank  that  is  obliged   

to  oarry  accounts  i n   35  cities  has  got  t o   tie  u p   a  tremend-   

ous  lat  of  money  i n   addition  t o   its  reserve  i n   the  Federal   

reserve  bank.  N o w   they  c a n   get  that  service  through  t h e    

Federal  reserve  bank  and  they  are  not  required  t o   keep  ail   

of  those  accounts.  That  t o   a  bank  i n   an  ordinary  city  is   

something  that  is  going  to  be  a  tremendous  hardship  t o    

them,  T a k e   the  banks  i n   cities  like  Youngstown  and  Colum-   

bus  and  various  other  cities  i n   our  district.  T h e y   all  have   

collections  payable  i n   Minneapolis  and  in  other  Federal  Re-   

serve  banksoities.  I f   they  are  going  to  be  required  t o   carry   

ten,  twenty  or  fifty  thousand  dollars  i n   35  different  places   

they  are  going  t o   pretty  nearly  exhaust  Sneir  resources;  o r    

if  they  have  cot  t o   pay  very  heavy  exchange  charges  it  is   

going  t o   run  w i e   ®  lot  of  money.   

Governor  Young,  w r .   Strater,  you  send  items  out  to   

the  small  country  banks  i n   your  district,  a n d   they  have  every   

right  t o   charge  exchange.  I t   may  be  a  note  on  the  Great  Lakes   

Drainage  &  Dock  Company  for  $17,  000,  payable  a t   their  own   

bank,  The  customary  charge  of  one  tenth  of  one  per  cent  is   

$17,  When  you  meke  a  charge  of  that  kind  MA  that  kind  of   

an  operation  d o   you  ever  complain  t o   the  Federal  Reserve    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



32k   

Board  about  it?  I s   the  charge  paid  o r   isn't  it?  I s   one-   

tenth  of  one  per  cent  a  fair  charge  for  that  bank  to  make?   

wr,  Strater,  N o ,   I  wouldn't  say  that  i t   was,   

Governor  Young.  D i d   you  complain  t o   the  Federal  Reserve   

Board?   

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

Governor  Young,  You  are  conplaining  about  Minneapolis   

maxing  a  charge  o f   this  kind.  W h y   don't  you  clean  u p   your   

own  district  first?   

wr,  Strater.  The  average  cost  in  our  district  i s   six   

cents  a  thousand,   

Governor  Young,  I  don't  care  about  the  average  cost.  I   

am  interested  i n   the  maximum  cost,  which  i s   one-tenth  o f   one   

per  cent,  which  some  of  them  charge.   

Governor  Strater.  S o m e   of  them  may  charge  that,  non-~membe:   

bank  8   

Governor  Young,  But  do  you  complain  about  that?   

Mr.  Strater,  There  is  no  occasion  to  complain  to  the  Fed   

eral  Reserve  Board  about  the  action  of  a  non-member  bank.   

Governor  Young,  Then  why  bother  Minneapolis?   

wir,  Strater.  You  are  dealing  with  member  banks.   

Governor  Young.  A n d   you  are  dealing  with  member  banks-~    
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Governor  Bailey.  Suppose  i t   comes  to  .ijnneapolis  and   

Minneanolis  sends  it  to  Bismarcs,  i f   Bismarck  charges—~   
4   Se  Cee   

Governor  Young.  B i s m a r c h   does  charge;  s o   y o u   can  taxe   

Bismarok.   

Governor  Bailey.  T h e y   don't  o n   all  items.   

Governor  Strong.  I f   we  are  going  t o   be  forced  to  make   

a  charge  in  New  Yor’  to  collect  these  items,  we  are  going  to   

collect  them  and  get  the  charge,   

Governor  Young.  There  is  one  point  I  wanted  to  take  up   

with  «wr.  Streter,  T h e r e   i s   a  possibility  o f   winneapolis   

having  some  more  losses.  T h i s   non-cash  collection  i s   one   

of  the  evils  of  the  System,  W e   are  going  to  have  more  law   

suits,  but  they  are  not,  going  to  come  from  Atlanta  o n   non-   

eash  collections  but  they  are  going  t o   come  from  some  drug   

store  dom  at  Cattletsburg  or  some  such  place  as  that.  That   

is  where  it  is  coming  from,   

Mr,  Miller.  W h a t   would  b e   your  position  before  a  commit,   

tee  of  Congress  if  you  had  ‘to  justity  the  imposing  of  an  ex.   

change  charge  o n   items  payable  at  banks  i n   Minneanolis?   

Governor  Young.  -  That  would  be  my  position  before  Con-   

gress?   

wir.  wiiller.  . T h e y   haven't  abandoned  the  system  which  was    
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pursued  up  to  last  January,  was  it  not?   

Governor  Young,  J u s t   the  same  as  it  was  two  or  three   

years  ago,  I  have  skt  habe  the  liability  on  the  part  of   

our  bank  and  we  want  t o   avoid  it  and  get  rid  of  it.   

ir,  Myller,  B u t   wherein  i s   the  serious  Liability?   

Governor  Young,  I n   collecting  checks  with  securities   

attached,  bills  of  ladi  ng  attached.   

mx,  miller.  A t   banks?   

Governor  Young,  No.   

wir.  Miller.  I  am  talking  about  a t   banks,   

Governor  Young,  A t   banks,  the  only  argument  I  can  vut   

no  t   

up  at  all  i s   that  i t   is  possible  t o   discriminate  between   

items,   

Mr,  Miller.  D i d   you  find.  that  t o   be  a  sort  o f   handicap   

@  hardship  when  you  were  practicing  that  system?   

Governor  Young,  Yes,  sir.   

Mr,  -Miller.  D i d   the  member  banks  find  i t   60?  W h a t    

is  the  difference  between  the  situation  i n   Minneapolis  and   

in  the  other  reserve  cities?   

Governor  Young,  I t   i g   extremely  different.   

wir,  Miller,  I n   what  way?  I  mean,  f o r   items  payable   

at  banks?    
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Governor  Young.  I  think  the  Board  can  correct  that   

very  easily  b y   issuing  a  regulation,   

air,  Mgller.  I  understand,  but  we  want  t o   know  what  kind   

of  a  regulation  to  issue,  we  want  the  information  on  which   

uw  can  proeeed;  and  I  want  t o   see  whether  there  is  some   

rationale  i n   this  thing.   

Governor  Young.  I  cannot  set  u p   a  very  good  defense,   

ily.  willer.  Y o u   cannot?   

Governor  Young,  N o .    

Vice-Governor  Platt,  The  Board  might  try  it  out  b y   having   

Minneapolis  change  the  proposition  t o   apply  wholly  to  street   

address  items  and  seé  how  that  would  work,  S t o p   collecting   

tems  o n   street  addresses  and  simply  collect  those  at  banks.   

I  think  there  is  no  reason  whatever,  i n   the  case  of  notes  pay—   

able  at  a  bank  and  charged  to  a  men's  account,  for  taxing  any   

thing  o u t   o f   i t   whatever.   

Governor  Bailey.  W e   never  charge  them  i n   Kansas  City,   

Vice  Governor  Platt,  W h e t h e r   h e   draws  a  check  o n   <   

or  whether  it  is  charged,  i t   doesn't  make  any  difference,   

They  do  not  do  any  work  at  all,  A l   they  do  is  charge   

some  thing.   

Governor  Fencher,  I n   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  o r   passed  through  the  clearing.   

Governor  Strong.  Security  drafts  have  been  mentioned,   

that  you  got  for  collection,  which  cause  liability  -~  those   

came  fromNew  York?   

Governor  Young,  N o t   all  o f   them.  $ o m e   came  from  Chicago.   

Governor  Strong,  B u t   most  of  them  come  from  Federal   

reserve  cities,  d o   they  not,  like  New  York  and  Chicago?   

Governor  Young.  Y e s .    

Governor  Strong.  H a v e   you  ever  taken  that  u p   with  us  in   

New  York  t o   see  whether  those  were  sent  t o   you  direct,  i n    

accordance  with  the  regulations  i n   New  York.  W e   do  not  re-   

ceive  them  ourselves.   

Governor  Young.  I  think  we  have  received  some  direot   

from  you,   

Governor  Strong,  Mighty  few  of  them.  O u r   rule  is  not  to   

receive  them,  and  i t   strikes  m e   that  i f   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  1923  or  192],   

Tet  A e   one  of  my  objections  t o   the  non-cash  collections,    
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Governor  Fancher.  Y o u   spoke  o f   your  great  risk  i n   h a n d    

ling  these  street  address  items,  H a v e   you  ever  made  any   

loss  o n   them  in  Minneanolis?   

Governor  Young.  N o ,    

Governor  Fancher.  I  do  not  n o w   o f   any  Federal  reserve   

bank  that  has  ever  sustained  any  losses  through  the  handling   

of  those  items  i n   their  cities.  I f   they  have  done  s o   I  would   

like  to  xnow  of  it.   

Governor  Bailey,  N e   had  one.   

Governor  Fancher,  B u t   that  was  not  because  anything   

haopened  t o   the  collection  but  perhaps  was  failure  o n   your   

part  t o   exercise  due  diligence.   

Governor  Strong,  W e   do  not  handle  seourity  drafts.   

They  have  t o   g o   direct.  B u t   t h e   fact  i s   that  t h e   loss  between   

bankprand  broxers  a n d   between  t h e   proxers  themselves  i n   del—   

ivering  seourities  i n   Ner  York,  where  orobably  the  hazard  i s    

a  thousand  times  as  great  every  day  as  it  “ould  be  in  a  year   

in  Minneavolis,  i s   practically  negligible.  I n   fact  I  cannot   

nor  recall  os  instence  where  any  such  losses  occurred,   

Governor  Young.  Well,  the  passibility  of  loss  is  there,   

Now,  I  have  repeatedly  tried  to  get  my  story  with  regard   

to  wdinneapolis  over,  I  do  not  sean  t o   get  very  far  with  it,  T I     
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am  going  t o   try  i t   once  more,   

We  get  grain  drafts  thetrun  s u c   between 
 200,000  and   

600,  000  dollers  a  day.  W o w   i f   we  took  that  draft  down 
 t o    

the  grain  concern  and  asked  them  t o  
 give  u s   cash  for  i t   we   

wouldn't  get  anywhere  with  that,  I f   we  stated  to  the  grain   

concern  w e   wanted  a  certified  check  we 
 wouldn't  get  anywhere   

with  that.  T h e   method  o f   procedure  w e   follow 
 i s   this:  O u r    

collector  goes  t o   one  grain  concern 
 and  leaves  the  drafts.  I n    

some  oases  there  is  a  till  of  lading  attached, 
 H e   comes   

away  and  goes  t o   the  next  place. 
 I t   takes  him  an  hour  t o   sover 

  

all  of  these  grain  concerns.  I t   is 
 true  with  the  bill  of  lading   

attached  there  wouldn't  be  as  much  liability, 
 B u t   he  goes   

to  these  places  and  he  throws  the  draft 
 in,  and  by  the  time   

he  gets  back  t o   the  first  nan  h e  
 gets  a  checs.  T h e n   h e   goes   

to  the  second,  third  and  fourth  fellows 
 and  gets  his  check,   

Now  do  you  tell  m e   that  there  isn't 
 any  liability  there?   

Governor  §trong,  W h y   does  he  have  to  go  back?   

Governor  Young.  H e   has  to  go  back  t o  
 get  his  check,  t o    

save  time.   

Governor  Harding.  A r e   they  bill  of  lading  drafts? 
  

Governor  Young,  The  great  majority  are, 
  

Governor  Harding.  W h y   couldn't  you  send  &@  Man  around 
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to  leave  notice  saying  that  they  would  find  the  draft  and   

bill  o f   lading  attached  a t   the  Federal  Reserve  Bank  and  t o    

send  a  man  u p   with  a  certified  check.   

Governor  Young,  W e   could  do  that.   

Governor  Harding  That  would  relieve  you  from  liability   

in  thet  w a y ,    

Governor  Young,  Y o u   could  do  that  but  you  would  get  4   

how]  f r o m   your  merchants.   

Governor  Harding,  L e t   them  howl,   

Governor  Strong,  T e   have  been  conducting  the  business   

for  a  little  over  ten  years,  a n d   the  only  loss  I 
 have  ever   

heard  o f   ‘is  the  one  Governor  Bailey  mentioned  o f   several   

thousand  dollars,   

Governor  Young,  W e   have  lost  money  from  cash  collections~—   

not  i n   sijnneapolis,  but  we  have  lost  it  out  in  the  country. 
  

Governor  Strong,  I  mean  i n   the  city.   

Governor  Young,  L e t   me  go  a  little  further,  W e   have   

the  Northwestern  National  Bank,  t h e   First  National  B a n k  
 a n d    

the  siidland  National  Bank,  who  charge  more  O n   these  grain   

drafts  than  we  do,  N o w   if  our  grain  draft  facilities  are   

open  t o   one  bank  they  are  open  to  any  bank,  J I   have  talked   

them  out  o f   it  before  but  just  a s   sure  a s   you  go  back 
 o n     
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that  other  basis  they  are  going  to  dump  them 
 on  us  and  we   

have  got  to  collect  them,  and  instead  of 
 taxing  a  liability   

of  from  two  to  six  hundred  thousand  we  will 
 take  a  million   

or  more  dadly.   

Governor  Strong,  W e   do  not  have  that  i n   New  York,   

wir,  James.  H o w   do  you  handle  items  where  there  i s  
 a   

pill  of  lading  attachedwita  the  privilege  + ¢  
 bo  given  for   

examination  of  goods?  T a k e   the  cotton  drafts,  for  in-   

stance,   

Governor  Young,  I  do  not  xnow  about  that, 
 Y o u   would   

have  t o   leave  them.   

cider.  Jamese  W i t h   regard  t o   cotton  drafts,  where 
 @  Tan   

dovm  i n   the  country  ships  cotton  with  bill 
 o f   lading,   

Governor  Strong,  T h a t   is  not  a  serious  thing 
 with  us.   

Se  do  not  receive  much  cotton  t o   speak 
 o f   i n   NewYork,   

wr.  James.  I t   is  a  very  difficult  thing  and 
 I  have   

contended  all  along  that  local  conditions 
 are  responsible   

for  a  lot  of  these  troubles.  -   

Governor  Strong»  I n   the  handling  o f   fruit  i n   New.  York, 
  

4+  is  perishable  stuff  and  a  lot  o f  
 it  would  be  useless  i n    

48  hours.  I t   i s   almost  all  handled  6 n   drafts 
 o f   this  c h a r    

acter  and  many  o f   t h e m   ate  handled 
 a t   the  Reserve  Bank:    
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We  have  sone  special  arrangements  t o   facilitate 
 handling   

them,  I  do  not  ‘now  what  t h e   detail  o f   i t   is  but  w e   never   

have  a n y   losses.  W e   have  never  lost  a  penny  o n   any  o f   t h e    

non-,ash  collection  items.   

air,  James.  I  do  not  think  the  Reserve  panss  have,  but   

how  about  their  customers?   

Governor  Strong,  ‘ h y   should  the  customers  lose  if  the   

drafts  are  handled  through  ue  any  more  than  if  through 
 mem   

bers?   

wiz.  Jemes.  There  was  aprominent  cotton  man 
 i n   memphis  who   

complained  to  me  very  bitterly  about  the  Rese@ve 
 bank  hand-   

ling  non-cash  business,  because  this  transaction 
 necessitated   

his  carrying  the  cotton  between  Saturday  trrelve 
 o'clock  noon  |   

and  wionday,  and  it  lost  him  a  good  many  thousand  dollars,  he   

claimed,   

Governor  Strong,  I  would  like  to  see  that  contract.   

Governor  Seay.  H o w   about  the  other  side  of  the  question? 
  

Would  the  drawer  o f   the  draft  have  been  xept 
 out  o f   the  funds   

during  that  time?  w l a y b e   he  had  a n  
 equitable  right  t o   col-   

lection  o f   the  draft.   

wir.  James.  B u t   the  point  he  made  was  that  handling  the   

item  through  the  Federal  Reserve  bans  o r   branch 
 a t   Memphis    
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he  was  prevented  from  getting  the  document  completed  i n  
  

time  t o   make  the  transfer  and  ship  the  cotton.  T h e   cotton   

was  practically  sold  t o   McFadden  &  Son  o f   Philadelphia. 
 H e    

was  compelled  t o   let  the  cotton  l a y   there  uncovered,  I n    

the  cotton  industry  i n   Memphis  cotton  buyers  and  cotton  mér— 
  

chants  seldom  have  money  enough  t o   pay  for  the  cotton  that 
  

they  buy  and  handle,  but  they  must  take  the  documents  t o    

their  bank  and  negotiate  a  loan  against  them,  o r   at  least   

have  a  draft  against  the  party  to  whom  it  is  sold,  and  in 
  

that  way  they  are  able  t o   clear  one  against  the  other; 
 but   

they  cannot  get  a  loan  and  cannot  get  a  certified  check  un-   

‘less  the  documents  are  placed  i n   the  bank  that  i s   going  t o    

certify  the  check  o r   take  the  loan  or  give  them  the  cash 
 t o    

pay  it.   

Governor  @  rissinger.  T h a t   occurred  o n   Saturday  about   

noon?   

air,  James.  A  little  before  noon  on  Saturday.   

Governor  Orissinger.  H e   didn't  have  time  to  get  down   

to  the  Federal  Reserve  Bank,   

Governor  Strong,  This  question  of  responsibility  for 
 hand.   

ling  collection  items  has  been  considered  i n   the  New  Yors  Fed 
  

eral  Reserve  bans  ten  years  o r   more,  and  wehave 
 on  our  board    
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bankers  o f   great  experienoe;  a n d   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.  A f t e r   a  great  deal  of  discussion  we  de-   

cided  to  set  uo  a  reserve  fund  against  any  unusual  losses   

because  o f   this  service,  ‘Yith  the  approval  o f   the  Federal   

Reserve  Board  we  set  aside  a  fund  of  a  million  dollars,   

which  w  invested  i n   Government  bonds,  This  business  has   

grown  through  one  of  t  he  most  perilous  periods  i n   our 
  

history  o f   bank  credit  generally,  that  i s   during  the  war,   

and  the  amount  that  w e   hold  i n   that  fund  today  i s   nearly   

a  million,  nine  hundred  thousand  dollars,  with  accumulated   

qnterest,  because  we  have  never  charged  one  penny  of  loss   

against  it.  I  cannot  believe,  i n   the  face  of  the  record   

in  New  Yor’  im.”  the  Federal  Reserve  bans,  through  this  period   

of  ten  years  o f   very  great  peril  t o   American  banking,  that 
  

these.  alarming  things  that  we  hear  about  the  liability  in 
  

the  collection  service  are  very  material.  I  thins  we  should   

maintain  i n   the  reserve  banks  a  reasonable  reserve 
 t o   d r a w    

from  in  case  of  some  unexpected  loss,  like  a °   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  i f   we  do  that  w e   will 
 eliminate  a  great  many   

of  the  risks  from  the  whole  collection 
 system  which  w e   never   

will  eliminate  i f   we  xeep  monkeying  with 
 this  non-cash  collec   

tion  business.  Z v e r y   time  it  comes  up  it 
 invites  further   

discussion  from  a  dozen  different  banks.  W e   thought  i t   was   

all  settled  at  one  time.  N o w   this  thing  has  started  it  all   

off  again.  I  am  not  afraid  of  the  liabilities. 
 1  had  some   

thought  o f   the  possibility  o f   it  some  ten 
 years  ago,  but  our   

experience  has  dissipated  all  that.   

Mr.  James.  I  am  not  concerning  about  the  liability 
  

of  the  Federal  reserve  bank  making  losses. 
 T h a t   has  never   

entered  into  m y   consideratim  o f   the 
 matter  a t   all,   

Governor  Strong,  I f   we  can  collect  a  draft  as  promptly 
  

as  any  commercial  bans  can,  I  maintain 
 that  with  our  connec-   

tions  w e   ought  t o   do  it  better  than  they  cen.   

Governor  Harding,  I f   they  don't  want  a  draft  t o   come   

through  the  Federal  Reserve  Bank  let  them 
 kegp  it  out,  W e    

do  not  want  t o   disrupt  the  whole  system 
 on  account  of  it,   

we,  James.  I  understand  thet  that  i s   being  done,   

Governor  Harding.  A411  right,  let  them  do 
 it,   

Governor  Calsins,  I  would  like  t o   make 
 two  or  three  incon   

sequential  observations.  T h e   first 
 i s   I  cannot  see  why  a  -    
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Federal  Reserve  Bank  should  not  b e   as  well  equipped  and   

as  well  qualified  t o   transact  the  business  that  we  have   

been  discussing  as  any  commercial  bank  i n   the  country.  I   

believe  that  they  are.   

Second,  i t   is  a  very  curious  thing,  and  this  conviction   

has  been  growing  upon  me  for  four  years,  that  all  of  the   

aifficulities  that  w e   have  been  discussing  i n   connection  with   

the  non-cash  collection  system  have  occurred  or  arisen  i n    

the  three  districts  that  have  always  been  opposed  t o   the  non-   

gash  collection  system;  that  no  difficulties  of  any  oonse-   

quence  have  arisen  i n   any  of  the  other  nine  districts,  Third,   

that  the  argument  uoon  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  opoortunity  to  maintain  rela-   

ions  for  the  purpose  of  mating  these  colle  ations,  That  rea—   

son  is  just  as  good  today  as  it  was  when  it  was  first  given,   

and  vossibly  stronger,  F o r   u s   t o   abandon  this  system  a t    

this  t  ime  is  for  us  to  akandon  those  banks  for  whom  it  was   

set  Upe   3   

Governor  Seay.  I  would  lixe  t o   say  that  I  am  convinced   

that  a  very  lerge  portion  of  the  evil  which  comes  from  the    
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situation  lies  in  its  uncertainty,  A s   long  as  there  is   

any  uncertainty  o r   any  doubt  about  the  action  o f   one  Federal   

Reserve  Bank  o r   another  o r   about  the  a c t i o n   of  the  system,   

then  that  uncertainty  about  the  s i t u a t i o n   is  going  t o   be  one   

of  the  chief  evils.   

Governor  Strong.  Y o u   asked.  for  a  recomnendation  from   

the  Conference,  Governor  Crissinger,  T h e r e   was  a  difference   

of  views,  a s   you  are  aware.  Three  members  o f   the  Conference   

are  opvosed  t o   it.  N i n e   favor  it.  Those  three  w h o   are  supposed   

to  it  have  some  differences  between  themselves  a s   t o   what  they   

would  like  t o   do,  Therefore  I  can  only  speak  for  the  nine   

members  who  are  agreed  woon  continuing  it.  I  would  like  t o    

express  again  w h a t   I  believe  t o   be  their  recomnendations,   

They  will  dissent  from  it  i f   1  do  not  express  it.  I  think   

they  are  unanimous  in  their  recomnendation  and  thei#  desire   

é&hatothe  non-cash  collection  service  should  continue;  that   

it  should  cover  items  norm  handled  and  should  b e   conducted   

free  of  charge;  that  if  the  Board  desires  to  take  the  respons—   

ibility  o f   any  change  i n   that  respect  that  i t   should  b e   made   

as  a  principle  a n d   not  a s   e  particular  method  i m   a n y   one  bank;   

and  that  that  change  of  principle  should  b e   such  a  change   

as  will  not  permit  any  group  of  member  banks  to  make  a  profit   

out  o f   this  business;  that  i f   we  surrender  any  of  our  present    
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methods  o r   abandon  any  of  t  hem  that  any  charge  that  i s   i m    

posed  should  inure  t o   the  benefit  o f   the  Federal  Reserve   

banksfor  services  that  they  pe  rform.  I  think  most  of  these   

nine  men,  i f   not  all  of  them,  believe  that  t h e   only  material   

dissent  n o w   is  i n   relation  t o   the  street  address  items;  that   

there  would  not  be  any  difference  o f   opinion  by  any  of  the   

Governa@  s  98  to  the  continuance  o f   the  service  a s   t o   all   

items  except  those.  I s   that  right?   

Governor  Young,  N o ,   I  would  have  t o   change  that,   

Governor  Strong,  I  understood  y o u   t o   say  6 0   this  morn—   

ing.   

Governor  Harding.  W o u l d   you  be  willing  to  go  as  far   

as  matured  notes  and  bills?   

Governor  Young.  I  think  I  am  prepared  to  recomnend  to   

our  directors  that  i f   it  is  made  a s   to  matured  notes  and   

bills  and  i t   i s   specified  what  matured  notes  and  bills  are,   

and  not  let  i n   a  let  of  drafts  withnbills  o f   lading  attached,   

and  whet  not,  that  they  approve  it.  I  think  our  people  would   

be  willing  t o   agree  t o   that.   

Governor  Strong,  How  about  coupons?   

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

oF  out,    
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Governor  uicDougal,  D o   you  refer  t o   matured  notes  and 
  

drafts  vayable  a t   banks?   

Governor  Young.  Y e s .    

Governor  .icDougal.  A n d   not  at  street  addresses?   

Governor  Young,  N o ;   matured  notes  and  drafts  payable 
  

at  banks.   

Governor  Orissinger.  I  do  not  think  there  i s   anything   

further  that  canecome  out  o f   this  discussion.  I t   is  for  the   

Board  to  take  action  i n   the  matter,   

(  Thereupon,  a t   4:55  p.m,,  the  Federal  Reserve 
  

Board  retired  from  the  Conference  Room 
 and  the  Confer-   

ence  of  Governors  proceeded  as  follows:  )   

The  Chairman  (Governor  ideDougal  presiding: 
 )  G o v e r n o r    

Norris,  I  think  you  are  responsible  for  this 
 extra  session,   

What  topics  have  you  i n   mind?   

Governor  Norris.  T h e r e   are  two  or  three 
 topics  which   

we  might  dispose  of,   

Governor  Seay,  Topic  J~H  has  not  been 
 aisposed  of.   

The  Chairman,  V e r y   well.  w e   will  take  that  up-   

I.  CREDIT  TRANSACTIONS  AND  POLICIES   
   

H.  T h e   possible  effect  o f   decision  o f  
 Supreme  Court    
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Texas  i n   rendering  trade  accept  ances  non-negotiable  where   

they  contain  the  clause:  " T h e   obligation  of  the  acceptor   

hereof  arises  out  of  the  nurchase  of  goods  from  the  drawer,   

maturity  being  i n   conformity  with  the  original  terms  o f   pur-   

chase."   

Governor  Norris.  I f   I  may  make  a  suggestion,  i t   seems   

to  me  that  if  that  decision  of  the  Supreme  Court  of  Texes   

was  ‘esussdicby  of  the  word  “maturity  being  in  conformity  with   

the  original  terms  of  purchase",  that  the  decision  was  per   

feotly  right  and  i t   does  not  affect  the  business  generally,   

If  A t   was  o n   any  other  ground  i t   was  a  wrong  decision,  but   

wust  a s   likely  t o   b e   followed.  I s   there  anything  e l s e   that   

we  can  say  or  d o   about  1%?   

Governor  Talley,  I  had  an  idea  that  we  might  just  refer   

that  topic  t o   the  acceptance  committee.   

The  Chairman  l e t   me  interrupt  just  a  moment,  w r ,   Hurri-   

son  has  made  t h e   suggestion  that  wir.  D e w e y   h a s   expressed 
 a   

desire  t o   come  before  the  conference  and  take  u p   the  currency   

program,  i r ,   Harrison  says  h e   believes  this  i s   a  good  time  t o    

procure  ar.  Dewey,   

ir.  Harrison,  I  do  not  x n o w   that  I  can,  b u t   i f   a g r e e    

able  to  him,  i t   would  be  a  good  time  to  do  it.    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



339   

Governor  Biggs.  I  think  the  Governors  who  are  absent   

would  b e   very  much  interested  i n   that.   

Governor  Norris.  Yes,  I  think  they  would  be.   

Mr.  Harrison.  T h e n   I  will  withdraw  the  suggestion,   

Governor  Norris.  G o v e r n o r   Talley  was  saying  that  h e    

had  i n   mind  suggesting  that  this  matter  be  referred  t o  
  

the  standing  committee  on  acceptances.   

Governor  Calkins.  J I   so  move.   

Governor  Fancher.  I  will  second  the  motion.   

Governor  Talley.  I  just  want  to  say  further  that  I   

asked  our  counsel  the  direct  question  i f   he  thought 
 that  the   

deoision  o f   the  Supreme  Court  o f   Texas  was  inspired  largely 
  

by  the  latter  part  of  that  clause,  tmaturity  being  i n  
 oonform-   

ity  with  the  original  terms  of  purchase",  and  he  stated  em- 
  

phatically  that  h e   thought  not.   

:  Governor  Calkins.  I  think  he  is  wrong  about  that  Gover— 
  

nor  Talley.   

The  Chairman.  I  have  n o   doubt,  Governér  Talley,  that 
 most   

of  those  present  have  brought  something  from  their  counsel   

on  this,  but  if  it  is  going  to  be  referred  to  the  committee  on 
  

acceptances  we  need  go  no  further  with  it.   

Governor  Talley,  I  will  undertake  t o   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.  T h e   thought  is  in  my  mind  that  if  is  like-   

ly  to  affect  not  only  the  negotiability  o f   the  trade  accept—   

ances  but  the  eligibility  clause  of  the  bankers’  acceptances   

that  i t   might  have  the  same  effect  i n   every  State.   

The  Ohairman,  The  motion  is  to  refer  this  question  to   

the  standing  committee  on  acceptances,  T h a t   motion  has  been   

6  econded.   

Governor  Seay,  I  would  like  t o   ask  i f   it  is  not  the   

opinion  of  Dallas  and  its  counsel  that  this  matter  could  be   

easily  reached  b y   a  change  i n   the  formla.  I t   seems  t o   me   

44  would  be  a  very  easy  matter  toctrahes  the  formula  so  as  to   

accomplish  the  purpose  the  Board  h a s   in  mind  andyet  avoid   

eny  alteration  of  the  negotiability  of  the  instrument,  M y    

thought  is  that  it  might  be  handled  mor  e  expeditiously  by   

being  referred  t o   the  Board's  counsel  than  through  a  comnittee,   

and  w e   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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secretary  would  be  willing  t o   collaborate  with  the  Board's   

counsel  i f   desired.   

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

Governor  Seay.  I  will  offer  a  substitute  motion  that   

our  secretary  be  requested  t o   t e   c o u n s e l   o f   the  Fed-   

eral  Reserve  Board  t o   determine  whether  o r   not  this  question,   

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  i n   mind  i n   making   

the  original  formula.   

Governor  Calkins.  I  will  seoond  the  motion.   

(The  motion,  having  been  d u l y   seconded,  w a s   unanimously 
  

carried.)   

Governor  Norris.  N o w ,   may  we  not  take  up  &-D?  O r   was   

that  done  this  morning  before  I  came  in?   

Governor  Seay,  I t   was,  and  no  action  taxen.   

might   
Governor  Norris.  I  think  we/disposec.  of  IV“B,  Revision   

of  Treasury  Department  Circular  No.  92."   

*  I  suggest  that  our  secretary  take  the  matter  u p   with   

Mr.  Dewey  and  try  t o   secure  action,  I f   that  i s   satisfactory   

to  the  Conference  I  will  withdraw  that  f r o m   the  program.   

Governor  Fancher.  M a y   we  not  take  u p   the  r e p o r t s   on  page    
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IV.  OPERATION  AND  ADMINISTRATION.   
   

Ie   Repott  of  Leased  Wire  Committee.   

The  Chairman,  Report  of  the  Leased  Wire  Committee  is   

‘as  follows:   

REPORT  O F   THE  LEASED  WIRE  COMMITTEE   

-  TO  THE  GOVERNORS!  CONFERENCE   

May  9,  1927,   

At  the  last  Governors!  Confermce  the  question  o f   an   

additional  supply  o f   Federal  Reserve  Code  Books  was  discus— 
  

sed  and  referred  to  the  Leased  Wire  Committee  with  power  to   

act.   

In  order  to  determine  how  many,  if  any,  books  should   

be  printed  a t   this  time,  the  committee  wrote  t o   all  of  the   

Federal  Reserve  banks  to  ascertain  b e   condition  of  the  books   

which  they  now  have  o n   hand  and  the  probable  length  of  time  b e    

fore  they  would  need  additional  copiés-  T h e   replies  receivwé   

indicate  that  most  o f   the  banks  h a v e   a  sufficient  number  o f    

code  books  to  meet  their  requirementg  for  a  minimum  period   

of  approximately  two  years  |  and  i t   is  believedthat  t h e  
 supoly   

held  by.  the  Board  will  take  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  o f   extra  copies  ean  b e   deferred  for 
 another  yea,   

at  which  time  the  desirmility  o f   some  revision  i n   the   

code,  a S   well  as  the  question  o f   an  additional  supply, 
 will   

be  considered.   

With  respect  t o   the  Leased  Wire  System,  your  committee 
  

has  t o   report  that  there  has  been  n o   change  i n  
 the  arrange-   

ment  o f   the  circuits  since  the  last  conference  and 
 that   

the  present  facilities  a r e   ample  a n d   the  service 
 apparently   

satisfactory.   

Governor  Norris.  I  move  that  the  report  b e   received   

and  filed.   

Governor  Fancher.  I  will  second  that,   

(Te  motion,  having  been  duly  seconded,  was  unani—   

mously  carried.)   

The  Cy,airman  T h e   next  i s   the  report  o f   the  Insurance 
  

Committee,  which  is  as  follows:   

REPORT  OF  THE  INSURANCE  COMMITTEE  T O   THE  GOV- 
  

ERNORS'  CONFERENCE  -  Way  9,  1 9 2 7 .   A   
     

Since  the  last  Governors!  C o n f e r m  
 c e   n o   nermmatters   

have  been  referred  t o   this  committee  and 
 n o   matters  have  come    
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up  requiring  a  meeting  of  the  committee, 
 6 0   that   

is  nothing  t o   be  reported  a t   this  cues   

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,  Chairman,  I  have  4  copy  of  the  re-   

port  of  the  subcommittee  of  the  general  Committee  o n   Bankers! 
  

Acceptances.  I t   does  not  seem  t o   be  o n   the  vrogram,   

Mir.  Harrison.  A t   the  t  ime  the  program  was  made  u p    

the  Committee  told  me  they  had  nothing  t o   report.   

The  Chairman.  M r .   Harrison,  you  read  that  report,  pleas:   

(The  report  referred  to  is  as  follows  :)   

REPORT  OF  THE  SUB-COMMITTEE  OF  GENEPAL  COMMITTEE 
  

ON  BANKERS  ACCEPTANCES  T O   GOVERNORS!  CONFERENCE, 
  

May  2,  _3987.   
   

Since  the  last  conferenée  no  question  has  been  reported 
  

to  the  SubCommittee,  consequently  there  i s   nothing 
 new  to    
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report  a t   this  time.   

Your  Committee,  however,  again  respectfully  calls  atten-   

tion  t o   the  fact  that  the  matters  referred  t o   i n   the  report   

of  the  General  Committee  o n   Bankers  Acceeptances,  submitted   

to  the  Conference  of  March  22,  1926,  printed  o n   page  570-378   

of  the  Stenographic  Record  o f   that  Conferenoe,  outlining   

certain  principles  and  rules  desired  by  the  Conference  i n   its   

consideration  of  a  general  broadening  of  practice  i n   bankers!   

domestic  acceptance  credits  and  approved  b y   that  Conference,   

have,  your  Comnittee  understands,  still  t o   be  disposed  o f    

by  the  action  o f   the  Federal  Reserve  Board.   

Respectfully  submitted,   

W.  W.  Paddock,   
0.  R.  McKay,   
F.  J.  Zurlinden,   
BE.  R,  Kenzel,  Chairman.   

Governor  Fancher.  I  move  that  the  report  b e   received   

and  that  the  Secretary  b e   directed  t o   caJl  the  attention  o f    

the  Federal  Reserve  Board  t o   the  matter  touched  o n   i n   the  re.   

port,  and  transmit  a  copy  of  the  report  t o   the  Federal  Reserve   

Board.   

Governor  Talley,  I  will  second  that,   

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

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



346   

Governor  Talley,  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  b y   shipping  documents   

covering  domestic  shipment  o f   agricultural  products  s o   it   

will  include  all  staple  non-perishable  commodities,  suoh  for   

example  as  flour,  bran,  cot  tonseed  meal,  eto,  as  well  as   

reimbursement  drafts  for  the  proceeds  of  other  bille’  carry.   

ing  shipping  documents.   

The  Chairman,  d r e   you  ready  to  take  that  up,  Governor   

Talley?   

Governor  Talley,  Y e s ,   Mr.  Chairman,  I  move  that  that   

matter  be  referred  to  the  Advisory  Committee  o n   Legislative   

Matters,   

Governor  Fancher,  I  will  second  that  motion.   

(The  motion  was  put,  and  being  duly  seconded,  was  unani-   

mously  carried.)   

The  Chairmen  Now,  gentlemen,  are  there  any  other  topics   

that  weeoan  take  u p   at  this  time?   

wir:  .Harrison,  wir,  Chairman,  I  might  report  on  the  matter   

of  the  gold  holdings  of  the  Federal  reserve  banks.   

The  Chairman  V e r y   well,  ir.  Harrison.    
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(ir.  Harrison  then  reported  t o   the  Conference  o n   the   

matter  o f   the  gold  held  b y   the  several  Federal  reserve   

benks,  and  was  requested  to  send  the  table  of  figures  t o    

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,  1927,  a t   9:50  o'clock  a.m.  )   
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TRiRD-  D A T s    

May  11,  1927,   

9:%0  o'clock  a.m.   

CONFERENGS  O F   GOVERNORS  O F   THE  FEDERAL  RSSERVSE  BANKS.   

The  Conference  o f   Governors  o f   the  Federal  Reserve   

Banks  reaséinbled  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  proceed   

ings.)   

The  Chairman  (Governor  Strong  presiding!)  W e   will   

pass  Topics  &  and  B  for  discussion  then  we  meet  with  the   

Board,  unless  there  i s   objection.   

Governor  Seay,  Has  the  time  been  set  for  the  meeting   

with  the  Board?   

The  Chairman  l o t   yet.  N o r ,   i f   you  please,  I  would   

like  t o   skip  Topic  ©  because  I  have  t o   be  absent  for  a  few   

minutes,  and  I  would  like  t o   be  here  when  that  is  discussed.   

We  can  take  up  topic  D,  continuous  borrowers,  T h i s   was   os  ?   °    
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carried  over  from  t h e   former  conference,   

I.  OREDIT  TRANSACTIONS  AND  POLICIES   
   

D.  C o n t i n u o u s   Eorrwoers.   

Report  t o   be  submitted  b y   each  Federal  reserve  bank   

showing  number  o f   borrowing  banks  i n   each  district  w i t h    

particular  reference  to  number  of  banks  which  have  been   

borrowing  for  a  year  or  more,  the  amount  o f   their  capital,   

surplus  and  total  resources,  and  the  average  amount  of   

their  borrowings  f r o m   the  Federal  reserve  bank.  ( S e e   par—   

agraph  5  of  Secretary's  Mnutes  of  November,  1926,  Gov-   

ernors!  Conference.  )   

Governor  Wellborn.  Oyt  of  500  and  some—odd  member   

banks  in  our  District  we  have  47  who  atethe  present  time   

are  continuous  borrowers,  including  jJast  year  and  this.  I   

have  a  list  o f   t h e m   here,   

Governor  Harding.  W e   have  banks  borrowing  continuously   

for  one  year  or  more  as  of  January  1,  1987,  seven  banks,   

all  comparatively  small  banks,  a n d   the  borrowings  are  ne-   

glible.  wm%>st  of  them  are  o n   Government  seourities,.   

Governor  idcDougal,  H o w   many  members  have  you?   

Governor  Harding.  4287,   

Governa  Y o u n g ,   I  have  a  report  prepared  o n   that,    
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The  Chairman,  Suppose  we  hand  these  reports  to  the   

Secretary?   

Governor  Young.  W e   have  23  banks  who  are  borrowing  con-   

tinuously,  out  of  760-odd  banks.  I n   the  State  of  montana   

every  bank  out  there  cleared  u p   last  vear  with  the  exception   

of  one  bank.  T h e   continuous  borrowing  i s   not  a  vrobdlem   

with  us  any  more,  except  some  banks  that  are  just  about  dom   

and  out,   

Governor  Seay,  W e   have  58  member  banks  whowere  continu-   

ous  borrowers,  from  May  1,  1926,  through  April  30,  1927;  one   

of  them  continues  from  1917,  two  from  1919,  two  from  1920,   

three  from  1921,  two  from  1922,  three  fr  om  19283,  six  from   

1924,  nineteen  f r   om  1925,  and  26  from  1926,  T h e   average   

amount  borrowed  is  $5,873,000,   

Governor  Biggs.  W e   have  618  member  banks.  Sixteen   

of  them  have  been  borrowers  continuously  for  twelve  months,   

Four  o f   them  have  borrowed  continuously  for  four  or  five   

years  and  have  never  gotten  out.  The  rest  of  t  hem  are  in   

the  northern  prt  o f   Illinois  and  along  the  Iowa  line,  where   

they  are  pretty  hit  on  land,  T h e y   are  not  in  serious  condi-   

tion  but  have  not  been  able  t o   clean  up.   

Governor  Talley,  O  yt  of  a  total  of  838  member  banks,  134    
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were  borrowing  from  us  at  the  close  of  business  o n   April   

30th,  O f   this  number  3 8   have  been  continuously  i n   debt  t o    

us  since  May,  1926.   

We  have  also  included  i n   the  report  a  liat  showing   

sixteen  banks  which  have  been  i n   debt  t o   us  almost  conti-   

nuousiy  for  +  he  past  year.  They  have  been  i n   and  out,  and   

have  cleaned  up  only  for  a  short  time.  W e   compiled  our   

report  for  the  twelve  months!  period  just  prior  t o   May  1,   

1927,  I f   we  compiled  it  on  the  basis  of  the  calendar  year   

1926  there  would  only  be  three  banks  borrowing  for  a  period   

of  three  months.   

Governor  Fancher.  O u t   of  853  borrowers,  213  of  the   

tanks  were  borrowing  o n   April  30th,  O f   that  number  4 3   have   

borrowed  since  May  1,  1926.  O f   that  number  18  banks  were   

borrowing  exclusively  , n   Governments  o r   o n   Governments  and   

rediscounts,  and  17  of  them  were  borgowing  on  rediscounts.   

They  are  small  banks,  The  total  borrowing  of  the  43  banks   

is  three  and  a  half  million  dollars.  O n l y   two  of  the  number   

are  borrowing  i n   excess  o f   capital  and  surplus,   

Governor  McDougal,  O n   the  basis  o f   the  year  1926  o f    

1320  menber  banks  115  have  been  borrowing  continuously  dur   

ing  the  year,  Fifteen  o f   them  have  paid  out  entirely  since    
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the  first  o f   the  year,  That.  is  about  the  status  now. 
  

Governor  Bailey,  O t   o f   1190  banks  the  total  borrowing   

for  the  year.  was  49,  total  capital  $2,  260,000,.  and  surplus   

$536,000,  and  t  he  average  borrowing  $49,  520,.   

Governor  Calkins.  W e   have  719  member  banks,  o f   wh  ich   

about  176  have  borrowedthroughout  the  year  1937  for  a   

three  months  period,  A s   I  recall  i t   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  o r   five  years,  mainly  o n   Government 
  

securities,  W e   have  n o   contin  uous  borrowing  problem  i n    

our  District  at  present.   

The  Chairman,  I  will  ask  Mr.  Harrison  to  maxe  @  report   

for  New  York,  and  I  will  asx  Governor  iucDougal  to  take  the   

chair  for  a  few  moments.   

(Governor  McDougal  thereupon  took  the  Chair.)   

ir.  Harrison,  I  would  like  t o   make  4  report  for  New   

York,  A t   the  end  of  1926  we  had  919  member  banks.  During   

the  year  603  of  those  banks  have  porrowed  from  us.  A t   the   

end  o f   t h e   year  317  were  i n   debt  t o   us.  A t   the  close  o f    

business  a s   of  April  25,  1927,  w e   had  935  banks,  278  o f    

mhich  sere-eon  borrowing  from  us,  W e   have  had  no  bagks  in    
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debt  t o   us  for  a  year  o r   more  gince  the  year  1925.  W e    

have  now  32  menber  banks  that  have  been  borrowing  for  six   

months  or  more,  but  not  i n   excess  of  a  year,  W e   have  four   

member  banks  who,  a t   the  end  of  April,  were  borrowing  i n    

excess  o f   their  capital  and  surplus.   

The  Chairman.  I  would  suggest  that  w  dispose  of  this   

matterby  recording  i n   the  minutes  simply  the  number  o f   banks   

that  are  reported  t o   be  continuous  borrowers  for  the  period   

of  a  year.  O u r s   was  115,   

Governor  Seay,  Would  i t   not  be  well  to  also  incor—   

porate  the  average  amount  i f   available,  f o r   that  would  b e    

the  most  signifioant  part  of  it?   

The  Chairman.  Our  average  amount  would  be  approximate-   

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  how  much  of  the  resources  o f   the  Federal  reserve  banks   

have  been  monopolized  b y   these  catinuous  borrowers,   

Governor  Norris.  I  do  not  think  the  report  from  the   

Philadelphia  district  has  been  entered  o n   the  minutes,   

The  Chairman,  Governor  Seay  suggests  that  mw  report  the   

number  o f   oc  ontinuous  bor  rowers  i n   each  district  a n d   t h e     
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aggregate  amount  and  the  average  amount 
 involved.   

Governor  Seay,  I  just  suggest  that  because  I  believe 
  

that  i s   the  most  significant  part  of  t  he  whole  business. 
  

The  Cpaisman.  Wqthout  objection,  that  course  will  be 
  

pursued,  I n   Chicago,  we  had  115  continuous  borrowers; 
 dur—   

ing  1926  the  average  borrowings  were  $5,800,  000.   

Governor  Y o u n   I  haven't  the  accurate  figures  but  will   

supply  (hen  a t e r . *   As  of  end  of  April  1987  there 
 were  @   

banks,  borrowing.  continously  for  a  year  or  more  with 
 an  aggre-   

gate  average  of  about  890  thousand.   

Governor  Harding,  4 7   banks  have  been  borrowing  cont  i-   

nually,  T h e   average  of  the  aggregate  porrowings  can 
 be   

figured  from  this,   

Governor  Seay,  I t   is  incorporated  i n   the  statement  I   

have  handed  in.  5 8   banks  with  an  aggregate  average  of   

$5,873,  000,   

Governor  Oalxins.  I  will  supply  the  figures  called  for.   

Governor  Biggs.  W e   have  1 6   borrowing  banks,  o f   which   

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

000,  W e   have  one  large  bank  that  has  been 
 a  continuous  bor-   

rower  for  about  half  of  that  amount.  T h e   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,   

Governor  Talley,  w y   report  is  made  o n   the  basis  of  a    
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year  and  shows  t  he  average  borrowing  o f   each  bank,  I   

haven't  a  summary,   

The  Chairman,  H a v e   you  a  statement  a s   to  the  number  of   

current  b a   rowers?   

Governor  Talley.  Yes,  28.   

The  Chairman.  D o   you  know  abcut  how  much  they  are  bor—   

rowing  i n   the  aggregate?   

Governor  Talley.  N o ,   m y   report  isn't  made  u p   o n   that   

basis.  I t   shows  the  average  borrowing  of  the  individual]  banks,   

and  the  aggregate  can  be  determined  from  the  report  ,   

Governor  Fancher.  A s   o f   April  30th  4 3   banks  borrowing   

continuously  for  a  year;  total  average  borrowings  o f   the  4 3    

banks  $3,331,000,  C o m b i n e d   surplus  of  the  43  banks  $9,960,-   

000  T w o   banks  borrowing  i n   exoess  o f   capital  and  surplus,   

Governor  Norris.  O , t   of  771  member  banks  we  had  60   

that  borrowed  continuously  during  the  calendar  year  1926.   

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

borrowers  as  of  April,  1926,  O f   that  number  borrowed  entire-   

ly  on  Government  obligations,  1 3   on  Governments,  and  paper;   

9  entirely  o n   paper.  I  think  w e   should  file  a  complete  state~   

ment  giving  the  names  o f   those  banks,  their  capital  and  sur.   

plus,  deposits,  maximum  and  minimum  borrowings  i n   19286,  I    
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haven't  thae  figures  totalled.  I  did  not  understand  it   

was  the  desire  they  should  be  totalled.  I 
 haven't  a n   adding   

machine  with  m e   s o   I  cannot  g i v e   t h e   total  now, 
  

Governor  Bailey.  Q , ¢   of  1100  banks  49  in  the  District   

have  borrowed  continuously  for  a  year,  T h e i r  
 capital  i s    

a  little  over  three  million  dollars.  7  .  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   

be  weet  Whe  oe  cur  Biateds  YJ  will  file  tee  whole  thing.   

Governor  McDougal.  Fifteen  of  my  banks  have  been  out 
  

entirely  since  the  first  of  the  year.  4 7   banks  will  pvrobab-   

ly  be  out  and  43  vrobably  will  a e   b e   out.   

ir.  Harrison.  I n   1926  o f   the  919  member  banks  i n   the   

New  York  District  there  were  n o   banks  a t  
 that  time  which  had   

been  continuous  borroweis  for  as  long  as  @ 
 rer:   

The  Cpairman,  W e   will  now  take  un  Topic  I-E,  T h a t  
  

topic  is  submitted  by  the  Federal  Reserve 
 Board.  Dees  any   

bank  representative  here  have  those 
 notes  t o   contend  with?   

I.  CREDIT  TRANSACTIONS  AND  POLICIES      

E.  Should  notes  held  b y a   member  bank  bearing 
 endorsée—   

ment  o f   officers  of  nonmember  banks  he  considered 
 eligible   

for  rediscount  a t   Federal  Reserve  Bank  8?    
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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,  T h a t   would  be  true  with  us   

if  we  answered  it  in  the  abstraot,  that  a t   this  time  we   

have  no  member  baikkpaper,  but  we  have  had  a  good  deal  of   

trouble  t o   eliminate  it.   

This  condition  prevails  with  us,  I  do  not  think  i t    

prevails  a t   Dallas  or  at  Mynneapolis.  T h e   cattle  indus-   

try  must  b e   financed  outside  o f   the  territory  where  the   

range  i s   located.  Those  are  little  e a e   o u t   there  and   

they  cannot  do  it,  and  at  every  stock  yards  center  there  are   

banks  organized  for  the  purpose  of  maxing  these  loans  o n    

these  ranch  cattle.  I  know  of  no  other  way  that  they  can   

finance  that  great  industry  than  by  coming  d o m   t o   the  stock   

yards  centers  and  borrowing  money  t o   carry  these  herds  d u r  
  

ing  the  summer  o n   the  ranches.  I t   is  cussbumary  for  every   

one  o f   thee  stock  yards  banks  t o   have  a  representative  a t    

each  section,  I n   a  especial  case,  let  me  say,  they  had  a   

stock  yards  bank  at  Omaha.  M r .   Van  Zandt  was  president  a t    

the  time.  H e   has  since  left  the  bank  but  the  principle  there   

is  just  the  same.  H e   selected  a  man  out  i n   the  N,jrthwest,    
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in  Nebraska,  t o   make  those  loans  for  him,  Somebody  said   

that  it  was  a  poor  system  to  sdliit  loans,  but  it  is  done   

by  every  live  stock  bank  that  I  snow  of.  They  xnov 
 the   

good  cattle  men  out  there  and  they  tell  them  that 
 they  will   

be  glad  t o   carry  them  for  a  certain  gmount  o n   their  cattle.   

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

have  to  know  cattle,  they  have  to  inspect  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  o f   a  little   

non-member  bank  with  a  len  basis  of  $3,000,  N o w   these   

loans  run  fran  ten  to  fifty  thousand  dollars  on  these  cattle.   

They  are  counted  and  a  chattel  mortgage  is  given  and  they   

are  handled  i n   that  way,  N o w   because  this  man  was  president   

of  a  little  non-menber  bank,  t h e   idea  teated  out  some  way   

that  the  non-member  bank  was  getting  advantage  of  it,  and   

that  t h e   thing  should  be  decided  on  its  merits.  N o w    

non-member  banks  get  no  benefit  from  that,  and  I  know  that 
  

to  be  true  i n   this  case  because  I  have  looked  a t   the  state- 
  

ment»  N o w   we  have  our  managers  come  in  once  &  month  to  @   

meeting  at  the  head  office  and  we  tell  them  that  before  they 
  

make  any  loans  they  must  carefully  review  the  matter  and 
 see    
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whether  they  had  any  non-member  paper  park  i n   there,  a n d  
  

they  assured  m e   that  they  did  not.  W e   went  through  our  o w    

paper»  The  fact  is  I  asked  him  why  he  didn't  take  some 
 Man   

that  was  not  the  president  o f   a  bank  and  the  question  could 
  

not  be  raised,  and  he  said  "Well,  I  knew  this  man;  he  is 
 a   

competent  cattle  man;  h e   was  a  man  I  would  lik  to  have   

represent  me  out  there,  and  I  didn't  think  the  fact  that 
 h e    

was  president  of  a  little  bank  that  could  loan  $3,000  would 
  

Make  his  paper  eligible."   

Now  I  would  like  a  resolution  passed  that  i t   i s  
 the   

sense  o f   the  Board  o f   Governors  that  the  facts 
 ought  t o   g o v    

ern  these  cases.  T h a t   i f   it  is  to  the  benefit  o f   these   

little  country  banks  that  the  paper  ought  t o   be  eligible.   

There  i g   no  other  way  to  finance  this  great  industry, 
 g e n    

tlemen,.   

Governor  Harding.  I  will  offer  a  resolution  and  lay   

it  open  for  discussion.   

Resolved,  that  i n   the  opinion  of  this  Conferen  ce,   

any  offer  to  it  for  Semsdaiast  b y   a  member  bank  which  bears   

the  endorsement  o f   ‘am:  officer  o f   the  non-member  bank, 
 puts   

the  Federal  Reserve  bank  o n   notice  that  i t   should 
 investi-   

gate  the  facts;  that  if  t h e   facts  show  that  i t   f i     
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is  not  i n   effect  a  rediscount  for  the  Bedefai  of  the  non-   

member  bank,  that  there  is  nothing  in  the  endorsement  t o    

impair  the  eligibility  o f   the  paper.   

Governor  Bailey.  T h a t   i s   absolutely  satisfactory.   

Governor  Harding.  T h a t   i s   as  clear  a s   a  bell.  T h e    

endorsement  cannot  possibly  affect  the  eligibility  under   

the  law.   

Governor  Young.  I  second  the  motion,   

The  Chairman,  I  think  Governor  Harding's  resolution   

covers  the  case  perfectly,   

Governor  Bailey,  Y e s .    

(The  motion,  having  been  duly  seconded,  was  unanimously   

carried.)   

The  Chairman,  T h e   next  topic  is  submitted  by  the  New   

York  Bank,  and  I  think  it  advisable  to  await  Governor  Strong's   

ye.  eturn,   

Governer  Seay,  M r .   Chairman,  {1  suggest  that  we  take   

up  Topic  ZV,  F  and  G,  Should  not  Fedepal  Reserve  Banks  be   

reimbursed  b y   Federal  Land  Banks  f o r   expense  involved  i n    

paying  Federal  Farm  Loan  couvons?  And,  G,  Air  Mail  Service;   

to  what  extent  i s   i t   being  used  o r   should  b e   used  b y    

Federal  Reserve  banks,  and,  seco#d,  its  effect  o n   time  sched—    
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ules?   

IV.  OPERATION  AND  ADMINISTRATION.   
   

F,  Should  not  Federal  Reserve  Banks  b e   reimbursed  b y    

Federal  Land  Banks  for  expense  involved  i n   paying  Federal 
  

Farm  Loan  coupons?   

At  the  last  conferm  o e   it  was  voted  that  each  Governor   

submit  a  new  estimate  o f   expense  involved  i n   handling  these   

coupons.  ( S e e   paragraph  4 1   of  Secretary's  Mjnutes  o f   Nov—   

ember,  1926,  Governors!  Conference.)   

G.  a i r   Mail  Service.   

1.  T o   what  extent  is  it  being  used  or  should  be   

used  by  Federal  Reserve  Banks?   

2,  I t s   effect  o n   Time  Schedules?   

The  Onairman,  W 4 1 1   you  discuss  that  topic,  Governor 
  

Seay?   

Governor  Seay,  T h e   question  is,  should  n o   the  Federal   

Reserve  Bank  b e   reimbursed  b y   Federal  Land  Banks  for  ex- 
  

pense  involved  i n   paying  Federal  Farm  Loan  coupons? 
 I   

move,  iir.  Chairman,  that  it  is  the  sense  of  the  meeting  that 
  

the  Federal  Reserve  banks  should  be  so  reimbursed. 
  

Governor  Norris.  T y a t   topic  has  been  o n   the  program   

at  one  o r   two  previous  conferences,  a n d   i t   develop 
 that    
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there  was  a  very  wide  difference  i n   the  different  banks   

in  their  estimates  of  t  he  cost,  For  that  reason  it  was   

voted  at  the  last  conference  that  a  new  estimate  of  ex-   

pense  involved  should  be  submitted  at  this  Conference.   

Therefore  I  think  we  had  better  get  the  respective  estimates   

of  cost  so  that  we  may  know  what  the  size  of  the  problem  4s,   

Governor  McDougal,  What  is  the  cost  to  the  Philadelphia   

Bank?   ,   

Governor  Norris.  During  1926  our  coupon  department  hand-   

led  approximately  3,700,000  Sekip  ota  o f   which  n e s   s   

129,  681  were  Land  Bank  coupons,  ebout  3.1/2  per  cent.   

“The  total  salaries  of  the  Department  emount  to  $8,220,   

and  at  3-1/2  per  cent  the  proportionate  share  would  be  $300.   

However,  as  it  takes  twice  as  long  to  handle  Land  Bank  cou-   

pons  a s   Lyberty  bond  coupons,  g600  would  seem  t o   me  to  b a a    

fair  estimate  of  the  expense  to  be  reimbursed.   

Governor  Harding,  O n   that  basis  $500  would  be  a  fair  es—   

timate  for  Boston,   

Governor  Fancher.  W e   estimated  that  the  Cleveland  bank   

has  an  expense  of  $960,   

Governor  Talley,  O y r   expense  is  negligible,  $9.73  for   

a  month's  operating,  ahdindteriébedr  some  thing  for  clerk 
 hire,    
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I  think  the  reimbursement  should  be  made  o n   application 
  

by  the  bank,  and  w e   would  not  want  t o   make  application.   

Governor  Biggs.  I t   is  $341  for  St.  Louis  and  the   

three  branches  for  a  year,   

Gevernor  Talley,  W e   would  not  want  t o   make  application   

because  it  would  cost  us  more  to  go  through  the  form  of  mak-   

ing  the  application-than  we  would  receive.   

Governor  Calkins.  S e c o n d i n g   Governor  Talley's  sugges—   

tion,  I  will  say  that  unless  the  expenditures  o f   other  banks   

justify  it.  o r   the  cost  increases,  i t   would  b e   extravagant   

for  us  t o   make  a  claim  because  i t   would  cost  more  t o   set   

up  the  machinery  than  we  would  get;  our  bill  for  1926   

LwaGe  $57.39.   

Governor  Seay.  O u r   experience  coincides  ‘ith  that   

of  the  Philadelphia  Bank:  That  is  that  it  takes  twice  as   

long  t o   handle  Land  Bank  coupons  a s   it  does  t o   handle  G q v    

ernment  coupons.  T h e   amount  i s   insignificant  i n   our  case,   

anounting  t o   only  $271.  B u t   i n   view  of  the  fact  that  i t    

seems  t o   be  the  practice  t o   ask  t  he  Federal  Reserve  Banks 
  

to  absorb  this,  that  and  the  other  services  at  their  own   

expense,  ..  I  might  say  the  increasing  practice,  I  believe   

a  matter  o f   principle  that  the  reserve  banks  should  b e     
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reimbursed  for  this  expense,  particularly  when  they  are   

called  upon  t o   perform  that  b y   governmental  agencies.  1   

would  b e   perfectly  willing  t o   accept  the  amendment  suggested   

by  Governor  Talley,  but  I  do  believe  a s   a  matter  o f   prin-   

ciple,  for  the  reasons  that  I  have  stated,  that  these  people   

should  be  asked  to  pay  the  expenses  incurred  by  the  Federal   

Reserve  Banks  i n   rendering  these  services.   

Governor  Wellporn.  T h e   expense  involved  to  us  in  hand—   

ling  Federal  Land  Bank  coupons  i s   s0  inconsequential  that   

it  i s   immaterial  t o   u s   whether  w e   are  reimbursed.   

Governor  Young,  I t   is  such  a  small  thing  i n   ijnneapolis   

that  I  cannot  figure  the  expense  o n   it.   

The  Chairman.  That  is  the  case  in  the  Chicago  bank,   

according  to  figures  submitted,  that  is  about  $660  a  year.   

But  Governor  Seay  has  stated  i t   is  not  s o   much  the  expense   

involved  as  it  is  the  matter  of  principle.  What  was  the   

amendment  you  suggested,  Governor  Talley?   

Governor  Talley,  I  suggested  that  Governor  Seay'!s  motion   

be  amended  that  the  Federal  Reserve  banks  Be  reimbursed  for   

the  expense  whenever  they  make  ojaim  for  it.   

Mr.  Harrison.  I n   New  Yorks  we  handled  practically  600,  000   

coupons  during  the  year  1926,  aggregatiag  about  $18  ,800,  000.    
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As  close  a s   w e   c a n   estimate  i t   the  total  cost  o f   our  h a n d    

ling  these  coupons  was  $2400.  O n   the  other  hand,  w e   be-   

yieve  very  clearly  that  i f   we  should  abandon  the  handling   

of  these  coupons  that  w e   would  not  save  $2400,  because  t h e    

Liberty  loan  coupon  department  handles  them,  and  the  dates   

are  s o   well  staggered  that  they  don't  interfere  with  the   

work  o f   our  Liberty  lcan  department.  W e   would  not  make  a   

proportionate  saving  b y   a n   abandonment  o f   the  present  prac—   

tice.  O u r   recommendation  s o   far  as  te  are  concerned  i s    

that  w e   should  not  ask  for  reimbursement.   

Governor  Fancher.  D o e s n ' t   the  Land  Bank  marry  with   

you,  Mr.  Harrison,  a n   account  of  some  magnitude?   

Mir.  Harrison.  &  balance  i s   maintained  b y   the  Land  Banks   

with  u s   aropaciae  about  two  million  dollars.   

Governa  Fancher.  There  is  nothing  o f   that  sort  i n   the   

other  eleven  banks,   

Mr.  Harrison.  I t   does  us  no  good  so  far  as  earnings  are   

concerned.   

The  Opairman,  T h e   question  is  on  Governor  Talley's   

amendment  t o   Governor!  Seay's  motion,  W h a t   was  that  motion, 
  

Mr.  Harrison?   

wir.  Harryson.  Governor  Seay  moved  that  the  Federal  Re—    
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serve  banks  b e   reimbursed  for  the  expense,  a n d   Governor   

Talley  amended  it  by  suggesting  they  be  reimbursed  if  and   

when  requested  b y   the  Federal  reserve  banks.   

Governor  Seay,  I  would  like  t o   suggest  some  qualifica-   

tion  i n   regard  to  the  amount,  that  is,  i f   the  amount  in-   

volved  i s   sufficient.   

Governor  Talley,  I  would  b e   perfectly  willing  t o   say   

"If  the  amount  involved  i s   sufficient  t o   warrant  a  Federal   

reserve  benk  i n   maxing  claim  for  reimbursement."   

Governor  Norris.  Isn't  that  implied?   

Covernor  Seay.  I t   is  implied,  but  I  think  it  would   

preserve  the  principle  more  clearly  i f   i t   was  stated,   

Governor  Norris.  B u t   i f   we  adopt  that  amendment  t o    

Governor  Seay‘s  motion,  as  suggested  by  Governor  Talley,   

pee  fish  pra  dically  impose  obligation  o n   the  New  York  Bank   

to  ask  for  reimbursement,  i f   it  acted  i n   accordance  with   

the  expressed  sentiment  o f   the  Conference.  I  take  i t   they   

do  not  wish  t o   make  that  request.   

The  Chairman,  I  do  not  think  4t  will  impose  such  a   

responsibility  o n   the  New  York  Bank,  because  they  would  not   

file  their  claim.   

Governor  N,rris.  B u t   Governor  S e a y   asked  Governor  Talley   

to  add  to  his  amendment,"if  the  amount  is  material."    
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The  Chairmen.  E e c h   bank  i s   entitled  t o   determine   

for  itself  whether  the  amount  involved  justifies  the  re-   

quest.   

Governor  Bailey.  I  think  the  first  amendment  covers   

Governor  Seay,  I  am  not  at  all  insistent,  because  it   

is  perfectly  clear  that  the  amount  i s   insignificant;  b u t   I   

would  like  t o   get  a t   the  opinion  here,  a n d   I  do  not  believe   

we  have  gotten  a t   it,  a s   to  whether  the  principle  I  have   

endeavored  to  present  i s   a  correct  one,  that  the  Federal   

reserve  banks  should,  a s   a  rule,  b e   reimbursed  for  services   

which  they  render  t o   other  governmental  agencies  which  are   

sustained  b y   their  own  income,   

Governor  Norris.  I  think  we  are  all  in  agreement   

with  that  as  a  matter  of  principle,   

Governor  Seay,  T h a t   i s   the  vrinciple  I  would  like  t o    

see  established.  O f   course  I  do  not  want  t o   bind  any  Fed-   

eral  Reserve  Bank  to  do  anything  that  is  not  wholly  agree-   

able  to  it.   

Governor  Calxins.  Suppose  we  do  this:  Resolved,  that   

in  principle  the  Federal  reserve  banks  should  be  reimbursed    
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for  services  performed  for  governmental  agencies,  other   

than  t h e   Treasury,  w h e n   the  expense  i s   sufficient  t o   justify   

the  filing  of  a  claim  by  the  individual  bank  ng  concerned,   

Governor  Seay,  T h a t   substitute  i s   perfectly  satisfac-   

tory  to  me,  wr,  Chairman.   

Governor  Fancher.  I  will  second  the  substitute.   

Governor  Young.  W o u l d   thet  apply  t o   the  War  Finance   

Corporation?   

Governor  Seay,  I  had  that  i n   mind.   

Governor  Young,  T h e   reason  I  make  t h e   inquiry  i s   this:   

We  have  a  building  i n   s y n n e a p o l i s   that  we  cannot  possibly   

rent  space  t o   anybody  in.  The  building  i s   not  designed  s o    

that  w e   can,  The  War  Finance  Corporation  occupies  some  space   

there  which  we  have  given  them,  I +   does  not  cause  Us  any   

incenvenience  o r   trouble  a t   all  and  it  saves  the  Government   

in  the  neighborhood  of  six  or  eight  thousand  dollars  a4  year.   

Governor  Harding,  There  is  a  difference  between  the  War   

Finance  Corporation  and  other  agencies,  i n   that  the  War  Fin—   

ance  Corporation  i s   omed  entirely  by  the  Treasury,  I n   the   

case  o f   the  Farm  Loan  banks  i t   amounts  t o   very  little.  T h e    

War  Finance  Corporation  would  come  under  the  Treasury,   

Governor  Young,  I t   costs  us  nothing  and  saves  the   

Treasury  six  or  eight  thousand  dollars  a  year,    
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Governor  Seay,  A t   the  seme  time  I  have  this  i n   mind:   

The  work  done  b y   the  Wat  Finance  Curporation  was  bi-mrtisan 
  

work  very  largely.  Nevertheless  i t   i s   doubt  fullwhet  her 
  

the  corporation  could  have  performed  this  work  without 
 the   

aid  of  the  Federal  Reserve  Banks,  a n d   the  Federal  Teserve   

banks,  I  imagine,  i n   the  popular  estimation  received  very   

little  credit  for  the  work  that  they  have  performed,  which 
  

was  very  onerous  and  very  expensive,  and  for  which  the  War   

the   

Finance  Ccrporation  reaped  benefits.   

The  Chairman,  I  thins  i t   is  the  policy  of  the  War  Fi-   

nance  Corporation  t o   reimburse  the  banks  for  at  least  a 
  

considerable  part  o f   it.   

Governor  Seay,  Y e s ,   but  I  do  not  think  either  the  pub- 
  

lic  or  the  War  Finance  Qorporation  itself  accorded  to  the 
  

.  they   

banks  recognition  o f   the  great  deal  of  work  that  ““ 
 performed.   

Governor  Calins.  w i r .   Chairman,  m y   purpose  i n   this 
  

was  to  state  the  principle  and  leave  the  application  o f  
 it   

to  each  bank.   

(There  were  calls  for  the  questions  and  the  motion   

having  been  numerously  seconded,  was  unanimously 
 carried.)   

Governor  Harding.  i r ,   Chairman,  c a n   we  not  take  u p    

Topic  I-G?    
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The  Chairman.  Y e s .    

I.  CREDIT  TRANSACTIONS  aND  POLICIES   
   

G.  Desirbbility  of  amending  that  part  of  Section   

13  relating  t o   discount  o f   demand  and  sight  drafts  secured   

by  shipping  documents  covering  domestic  shipment  o f   agricul- 
  

tural  products  s o   i t   will  include  ali  staple  non-perishable   

commodities,  such  for  example  as  flour,  bran,  cottonseed   

Meal,  etc.  a s   well  as  reimbursement  drafts  for  the  proceeds   

of  other  bills  carrying  shipving  documents.   

Governor  Harding,  I  think  I  can  say  something  that  will   

throw  some  light  o n   it,  I t   seems  to  me  the  guestion  of   

authorizing  the  discount  o f   denand  o r   sight  drafts  seoured   
é   

by  shipping  documents  covering  staple,  non-perishable  commodi-   

ties,  such,  for  example,  as  flour,  bran,  cottonseed  meal,  and   

so  forth,  can  be  handled  by  regulation  of  the  Board.  I t   does   

not  require  a n   amendment  t o   the  Act.  I  base  that  opinion  o n    

this:  L o o k   at  Section  13,  i n   the  paragraph  above  the  one   

which  authorizes  these  transactions  there  i t   Says  "Nothing 
  

in  this  Act  contained  shall  b e   construed  t o   prohibit 
 such   

notes,  drafts  a n d   bills  o f   exchange,  secured  b y   stable  agri-   

cultural  vroducts,  o r   other  goods,  wares,  o r   merchandise,   

from  being  eligible  for  such  discount,  and  the  notes,  drafts 
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and  bills  of  exchenge  of  factors  issued  as  such 
 maxing  ad-   

vances  exclusively  to  producers  of  staple  agricultural  pro- 
  

aucts  i n   their  raw  state  shell  b e   eligible  for 
 such  discount,  *   

and  s o   forth,  T h a t   i s   the  very  section  applicaie  t o  
 wir.   

Talley's  question,  whether  a  reserve  bank  might 
 purchase   

bills  o f   exchange  payable  a t   sight  o r   on  demend,  which 
 are   

drawn  to  finance  domestic  shipments  o f   non-perishable,  read- 
  

ily  marketable,  stable  agricultural  products.  I t   does  not   

say  ‘in  the  raw  state"  there.  I  think  the  Board  can  very   

easily  rule  that  the  refinements  o f   these  agricultural   

products  of  wheat,  flour,  bran,  cottonseed  meal,  and 
 so  forth,   

should  b e   included.   

Governor  Young.  W e   had  these  flour  drafts  for  a  long 
  

while  and  it  was  interpreted  that  they  were  agricultural 
 pro-   

ducts.  B u t   someone  took  u p   the  question  o f  
 whether  o r   not   

it  was  a n   agriowltural  praduct  and  it  was  stooped. 
  

Governer  Harding.  T i e   Board  could  rule  despite 
 that,  and   

Let  Someone  ratse  another  c a s e   against  t h e  
 ruling,  B u t   y o u    

have  a  distination  between  agricultural  products 
 i n   their   

raw  state,  in.  this  factors  proposition  o f  
 staple,  non—per  ish—   

able  agricultural  nroducts.   

Governor  Talley.  The  Board  has  ruled  exactly 
 contrary    
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to  what  Governor  Harding  h a s   suggested, 
 T h e   Board's  coun-   

sel  has  construed  that  paragraph  you  have  just  read 
 in  its   

entirety,  £ 0   shen  you  to  include  agricultural  ordducts 
 i n    

their  raw  state.   

Governor  deaerstct  I  think  it  ought  to  come  lip  ‘again   

for  Soqnuidatstion.   

Governor  Talley.  |  I  agree  with  that  exactly,  but  I 
  

am  unable  t o   get  the  Board  to  rule  that  way:   

duremer  Caltins.  H , w   rould  it  do  to  suggest  to 
 the   

Board  to  ieee’  whe  matter  reviewed  again  i n   order  to 
 deter   

mine  whether  it  had  rower  to  rule?  That  is  the 
 question.   

There  ip  ac  Seabt  that  the  matter  c m   be  oaured  by  a  ruling,   

if  the  —  h a c   authority  t o   make  such  a  ruling.  Personally 
  

I  believe  that  iat  have,  as  Governor  Harding  has  said,  but   

‘the  Bisse''s  coonset  advises  them  to  the  contrary, 
  

we  Talley,  The  Board's  counsel  has  predi  cated   

his  Opinion  upon  the  Gourt  decisions  referred  to  by  Governor 
  

Young.  <   

The  Chairman,  This  question  "as  disposed  o f  
 yesterday   

by  passing  i t   along  t o   the  advisory  committee 
 o n   legislative   

matters.  N o w   Governor  Harding  suggests  that  i t   be 
 reovened   

for  reconsideration,  I f   there  i s   n o   objection  t h e   question    
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is  open  for  reconsideration.   

Governor  Bailey,  W h y   not  form  #  resolution  asking  the   

Board  t o   reconsider  it?   

The  Chairman,  Governor  Harding,  will  you  put  your  state—   

ment  i n   the  form  o f   a  motion?   

Governor  Harding,  I  offer  a  motion  that  this  Conference   

request  the  Federal  Reserve  Board  t o   reconsider  its  previous   

ruling  that  agricultural  products  in  the  secondary  stage,   

such  as  flour,  bran,  cottonseed  meal,  and  so  forth,  cannot   

be  included  o n   the  ground  that  i f   Congress  wished  to  con-   

fine  this  t o   non=perishable,  readily  marketable  and  staple   

agricultural  products  i n   their  raw  state,  i t   would  have   

said  so,  just  a s   it  said  i n   the  preceding  paragraph,  i n    

regard  t o   factors,  where  i t   specifically  says  that  these   

products  must  b e   i n   the  raw  state.   

Governor  Bailey,  I  will  second  that.   

Governor  Norris.  I  have  n o   personal  interest  i n   this   

thing,  b u t   I  think  t h e   gentlemen  w h o   are  anxious  t o   get   

this  action  will  get  it  quicrer  b y   an  amendment  t o   the  act   

than  b y   undertaxing  t o   get  the  Board  t o   review  or  change  its   

previous  decision,  because  I  do  not  believe  the  Board  will  d o    

that,  I f   they  rule  that  anything,  t h e   base.  of  which  i s   agri-    
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cultural,  still  retains  the  character  o f   an  agricultural  p r o    

duct,  where  o n   earth  is  it  going  to  end?  T h e   Board,  I  think,   

has  ruled  that  canned  goods  i n   which  the  base  is  tomatoes,   

or  whatever  it  may  be,  representing  25  or  30  ver  gent  of  the   

value  of  the  finished  product,  are  net  agricultural  producta.   

Now,  would  you  say  that  broom,  for  instance,  was  an  agricul.   

tural  »roduct?   

Governor  Calkins.  There-is  the  most  delightful  opportun   

ity  t o   argue  i n   regard  t o   the  definition,  There  i s   no  question   

about  that,  I t   appears  t o   me,  however,  t h a t   i t   i s   perfectly   

pra  Gicable  and  possible  to  get  a  definition  which  would  be   

sufficiently  inclusive,  Governor  Norris  illustrates  with  a   

broom,  which  i s   good,  but  which  i s   not  a s   good  as  it  might   

De.   

Governor  Norris.  I  have  no  doubt  you  could  improve  on   

it,  Governo®,  224.  $2147   

Governor  Oalkins.  Taking  what  Governor  Harding  has  said,   

you  notice  the  list  of  absuridities  that  arise  in  thie,  For   

instance,  sweet  votatoes  are  a  non-perishable  agricultural   

VOOR  S S   t h e y   are  put  i n   a  dry  xiln  and  dried  s o   that   

they  are  less  perishable  they  are  outside  the  ruling  o f   the   

Board.  There  are  many  other  caseg  that  are  just  a s   absurd  as    
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that.   

Governor  Bailey,  I  think  Governor  Harding's  motion   

covering  bran,  flour,  cottonseed  mea,  and  so 
 forth,  will   

cover  it.  Thoge  are  the  things  that  affect  us.   

Governor  Seay,  I t   might  g o   a  little  further  than  that,   

and  that  i s   t o   consider  whether  o r   not  b y   a n   amendment  t o    

the  act  i t   would  not  b e   desirable  t o   have  denand  bills  o r    

ing   

drafts  cover  /other  commodities.   

Governor  Harding.  O f   course  i f   you  want  t o   amend  the   

ACt  t h a t   is  one  thing,  I t   is  easier  to  get  the  Board  to   

make  a  regulation  than  i t   is  t o   amenathe 
 Act,  and  much  safer.   

Governor  Oalkins.  I  agree  with  Governor  Harding  i n    

his  last  statement,  a n d   for  that  reason 
 I  suggest  that  a  re-   

solution  be  adopted,  and  that  the  other  resolution 
 refer—   

ring  the  matter  t o   the  legislative  committee 
 b e   not  rescind—   

ed,  the  status  being  then  (ae  i e   Board  did  not  amend  the   

regulations;  t h e   legislative  committee  could  do  its  duty. 
  

(Governor  Strong  returned  t o   the  Gonference 
 Room  and   

resumed  the  Chair.)   

The  Chairman,  Gentlemen,  i f   I  ey  interrupt, 
 Under—   

Secretary  wills  has  never  met  all  of  the 
 menbers  o f   this  or-   

ganization,  H e   is  just  publishing  the  call  for  the 
 balance    
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of  the  second  Libertys,  which  have  to  be  paid  off  in  Noven-   

ber.  T h e   Treasury  has  an  extensive  orogram  ahead  of  it.   

In  view  of  that  fact  I  thint  it  would  be  very  desirable  i f    

we  could  have  opnortunity  now  to  hear  from  him  something  of   

what  h e   proposes.  H e   will  b e   i n   shortly.   

Governor  Harding,  L e t   us  dispose  of  my  motion,  «ar.  Chair:   

man,  I t   has  been  made  and  seconded.   

(.dr.  Harrison  then  read  the  motion.  )   

(The  motion,  having  been  duly  seconded,  was  unanimously   

carried.)   

The  Chairmen  I  have  a  message  just  received  from  wr.   

Newton  D.  Baxer,  addressed  to  mr.  Wyatt:   

"Jill  be  glad  to  have  Governors’  C a n f e r m   ce  know  that   

I  appreciate  their  e R   e e   T i 1 1   arrange  t o   g o   t o   wiinneaL   

polis  at  an  early  date  but  will  await  your  wire  before  matting   

plans  t o   meet  Parker.  "   

(Thereupon  Under  §  ecretary  Ogden  wills  entered  the   

Conference  Room  and  a  utecdies  follow:d,  t h e   Revorter  r e    

tiring  f r o m   the  Conference  R o o m   a t   the  direction  o f   the  Chair.   

V.  FISCAL  aGzvoy.   
   

Ae  Possible  improvements  in  method  of  allotting  Treas-   

ury  Notes  or  Certificates.  ( i t h   particular  reference  to    
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desirability  of  reasonably  firm  district  quotas.)   

(The  discussion  o f   this  subject  was  opened  by  Governor   

Norris  i n   the  eosence  o f   the  Reporter,  T h e   Reporter  was  r e    

called  t o   the  Conference  Room  and  the  vroceedings  continued   

as  follows:)   

Governor  N,jrris.  I  put  this  topic  o n   the  program  for  the   

purvose  o f   ascertaining  whether  i t   would  be  nossible  for  the   

Treasury  to  eliminate  the  preferential  allotment  on  small  sub-   

scriptions  and  to  fix  a  reasonably  firm  quota  for  each  district.   

Governor  Fancher.  W e   were  i n   corresvondence  with  under-   

Seoretary  Winston  i n   November  o f   1926,  They  sent  a  communica—   

tion  received  from  the  Denuty  Governor  of  the  Kansas  City   

Bank,  t o   the  other  districts,  and  I  am  sure  you  received  it.   

In  our  reply  t o   wr.  Winston's  letter  w e   wrote  very  fully  as   

to  the  basis  of  the  allot  nents  and  the  abuses  we  had  observed,   

and  all  that  sort  o f   thing,  T h o s e   are  about  the  views  of  our   

bank  at  the  present  time.  I  suggest  that  they  are  on  file  in   

your  office,  mr,  Secretary.   

Under  Secretary  sills.  I  have  them  here  with  me.   

Governor  Harding,  W e   have  a  considerable  number  of  fic-   

titious  subscriptions  handed  i n   to  us  at  Boston,  O y r   situation   

is  a  good  deal  like  that  o f   Governor  Norris.  I  was  wondering,    
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in  view  of  the  fact  that  the  Treasury  seems 
 + o   want  t o   have   

popular  c i l   sevkiins  and  to  encourage  the 
 individual  s u b    

soriber,  i f   a  certain  amount  for  indivifual  subscriptions 
  

could  b e   set  aside  and  forwardeddrectly  t o   each 
 reserve  bank,   

in  addition  t o   the  district  quota,  anc  i f   the  banks 
 get   

shut  out  or  if  there  is  any  deficiency  i n   the 
 individual   

subscriptions,  give  the  banks  their  allotments  ~ 
  

The  Chairman.  W o u l d n ' t   they  just  get  around  that   

by  sending  these  subscriptions  indirectly?  O n e   difficulty   

is  that  i n   some  of  the  districts,  not  i n   ours,  the  notice 
  

of  the  subscription  i s   not  far  enough  i n   advance  for 
 the   

individual  subscriptions  t o   be  made  anyway-   

Governor  Harding,  Couldn't  the  notice  be  given 
 a  little   

further  i n   advance?   

Under  Secretary  Mills.  I t   is  pretty  difficult  t o   do   

that.   

Governor  Calkins.  W e   have  a s   rauch  complaint  a s   anyone   

on  that  ground.  I t   is  a  fact  that  i n   some  cases  the  notice 
  

of  the  issue  does  not  reach  a  subscriber  until 
 a  consider—   

able  time  has  elapsed  after  the  subscription  has 
 been  closed.   

That  i s   a  common  stanton.   

Governor  Norris.  Does  that  anount  t o   anything?  I s n ' t     
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it  true  that  the  fellow  who  does  not  get  the  announcement   

would  not  subscribe  i f   he  did  get  it?   

The  Chairmen  I  don't  xnow  about  that,  Governor  Norris.   

The  Treasury  mailing  list  is  six  or  eight  hundred  thousand   

names,  which  they  got  from  their  subscriptions  t o   Liberty   

loans.  T h e s e   people  have  received  circulars  o f   every  one  o f    

these  offerings  and  a  very  large  number  o f   them  have  been   

received  after  the  sale  has  been  concluded;  t h e y   have  sent   

in  subscriptions  which  have  had  t o   be  returned.   

Governor  Calkins.  They  have  sent  i n   subscriptions  and   

payments.   

Governor  Fencher.  T h i s   situation  has  developed.  G o i n g    

back  t o   the  time  when  the  small  banks  had  subscriptions   

from  their  depositors,  w e   have  some  1900  banks,  but  the  fact   

are  that  w e   haven't  had  subscriptions  from  a  number  o f   the   

small  banks.  W e   send  the  notice  to  them,  but  we  do  not   

hear  f r o m   them  at  all  because  anything  under  four  per  cent   

they  a r e   not  interested  i n   and  have  not  been  interested  i n    

for  a  long  time.  The  subscriotions  we  get  now  may  come  from   

100  to  120  banks,  and  going  back  two  or  three  years  we   

would  have  them  from  four  or  five  or  six  hundred  banks.  V e    

attempt  t o   reach  the  small  banks  b y   wire,  a n d   I  think  now    
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that  i t   is  both  money  and  effort  wasted.   

Governor  Young,  Two  or  three  years  ago  we  had  a  great   

deal  of  difficulty  with  these  small  subscrribers  who  would   

not  get  the  notice  i n   time,  W e   rather  adopted  a  plan,   

something  along  the  line  suggested  by  Governor  Harding,   

of  taxing  a  hundred  or  two  hundred  thousand  i n   addition,   

and  if  some  little  subscription  o f   five  hundred  or  a  thous—   

and  dollars  comes  i n   we  taxe  care  of  it.  W e   haven't  had  to   

do  that  i n   the  last  year  and  a  half,   

Governor  Fancher.  I  think  the  small  b a n   has  passed   

out  of  the  victure  i n   this  matter  ~ith  regard  to  buying  low   

rate  Government  certificates»   

Governor  Oalxins.  I  agree  to  a  certain  extent  with   

Governor  Fancher,  but  I  think  the  enall  subscriber  still  e x    

ists.  There  is  throughout  the  country  a  considerable  nun.   

ber  o f   individual  subscribers  w h o   still  b u y   these  l o w   rate   

government  securities  i f   they  have  opvortunity,  A s   to  whe-   

ther  that  group  i s   o f   enough  consequence  t o   maxe  i t   desir-   

able  for  the  Treasury  Department  t o   permit  them  to  survive,   

or  not,  I  do  not  <now.  I  think  i t   is  very  doubtful  myself,   

but  i f   the  Treasury  Department  does  feel  that  it  ought  to   

make  offerings  which  can  b e   availed  o f   b y   these  subscribers    
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to  past  issues,  that  t  he  best  opportunity  for 
 doing  that   

4s  through  some  modification  o f   the  conditions  of 
 the  war   

loan  deposit  accounts.  T h a t   i s   the  pest  opportunity  the 
  

Treasury  has  s o   far  as  I  can  see.  I n   addition  t o   that  I   

think  i t   would  b e   effective  t o   revise  the  list 
 o f   accept   

able  securities  very  closely.   

Governor  Seay,  T h a t   last  suggestion  i s   the  most  import— 
  

ant  feature  of  it,  fron  our  point  of  view.   

Governor  Young.  I  would  like  to  give  you  the  benefit   

of  the  experience  i n   uinneapolis  o n   that  proposition,  F o r    

five  years  we  have  accepted  nothing  but  United  States 
 Gov   

ernment  securities  o n   war  loan  account,  a n d  
 i t   does  not  in-   

terfere  with  Rie,  subscriptions  a t   all;  not  a  bit.   

Governor  Oalkins.  I  think  that  i s   probably  the  experi-   

ence  of  a  great  many  of  the  districts,  but  not  all. 
 I  do  not   

think  that  would  work  a s   well  i n   New  York  a s   it  would 
 i n   Minn—   

eanolis,  for  instance.   

Governor  Young,  I  just  wanted  t o   give  the  experience 
 that   

we  have  had  in  Mynneapolis  for  five  years.   

Under  Secretary  Mills.  I  would  like  t o   hear  the  experi-   

fence  of  New  York.  Y o u   have  done  more  to  eliminate  padding 
  

than  anything  else.    
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The  Chairman,  ‘ W e   recognize  that  these  securities   

in  our  district  are  mainly  sold  to  large  banks  for  the   

advantage  o f   the  devnosits,  and  t o   some  extent  t o   yery   

large  corporations  who  have  funds  to  invest  and  who  sub—   

scribe  through  their  banks,  a t   the  solicitation  of  their   

bank,  i n   arder  t o   get  the  benefit  o f   the  deposit,  W e   have   

had  some  padding,  b u t   whenever  i t   has  become  amparent  w e    

have  tacten  i t   up  with  the  bank  and  I  believe  it  is  almost   

entirely  eliminated,   

It  occurred  to  me  that  the  experience  in  the  different   

districts  varies  s o   that  w e   might  get  two  o r   three  o f   the   

banks  +0  send  experienced  menaver  here  to  Washington  t o    

handle  this  end  of  i t ,   i n   consultation  with  ir,  Mills!  men,   

and  consider  whether  some  revision  o f   the  oresent  practice   

is  not  desirable.  T h e y   could  make  recommendation  o n   it.   

Governor  Fancher.’  I  think  that  would  be  a  very  practical   

way  to  handle  it.  I t   would  be  well  for  Mr,  Mills  to  have   

the  advantage  of  the  experience  of  these  men  who  have  lived   

with  these  various  issues  for  some  years  and  «now  all  the  dev- 
  

lopments,  short  cuts  and  abuses  that  have  sprung  up.   

Governor  Harding,  I  think  Governor  Young  has  indicat—   

ed  a  solution  of  this  thing.  I n   the  Federal  Reserve  Bank  of    
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Boston,  for  instance,  that  bank  got  the  entire  subscription   

for  its  omm  account,  a n d   i t   resulted  i n   its  getting  a  legi-   

timate  350,000,  O u t   of  that  allotment  we  could  take  care   

of  the  legitimate,  bona  fide  small  subscriber.   

Under  Secretary  willis,  W o u l d   you  compel  the  individual   

subscriber  to  deal  directly  with  the  Federal  Reserve  Bank?   

Governor  Harding,  Not  necessarily,  but  t o   investigate   

it  and  find  out  i f   it  was  a  legitimate  proposition,  a n d   then   

send  i t   t o   them  a t   cost.   

We  followed  exactly  the  vractice  that  Governor  Young  re-   

ferred  to,  ‘ T e   used  t o   take  a  few  hundred  thousand  o f   these   

to  meet  legitimate  small  subscriptions,  but  we  have  stooped   

doing  that  because  w e   have  not  any  more  calls,   

The  Cyairman.  Suppose  the  practice  was  changed  t o   this   

extent,  that  the  Treasury,  i n   its  next  circular,  i n   a  rather   

prominent  way,  possibly  o n   @  separate  niece  o f   vaper,  notify   

everybody  - —   putting  i t   i n   the  cireulars  going  t o   the  banks 
  

as  well,  t h a t   t h e   requirement  f o r   a  fairly  short  notice  o n    

closing  “of  the  subscriptions  could  not  be  changed,  but  that   

arrangements  had  been  made  with  the  Federal  reserve  banks 
 b y    

which  a  moderate  fund  of  these  certificates  would  b e   taxen  b y    

the  reserve  banks  e n d   the  small  subscribers  mould  b e   allotted    
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out  o f   that  amount  i n   the  order  i n   which  applications  were 
  

received.   

Under  Secretary  Mylls.  T h e n n y o u   would  eliminate 
 the   

small  subscribers  entirely,  those  of  the  thousand  dollar 
 class?   

Governor  Norris.  I t   would  c u t   out  t h e   preferential  al-   

fotment  t o   than  .   

Under  Secretary  mills.  Y e s ,   cut  it  out  entirely. 
  

Governor  Norris.  Yes,  because  the  small  subscriber 
 prac-   

tically  does  not  exist,  a n d   t h e   only  effect 
 o f   the  preferen-   

tial  allotment  is  to  make  the  bank  that  wants 
 a  big  bunch   

of  them  enter  its  subscriptions  i n   thousand  dollar 
 units,  in-   

stead  of  sending  in  a  single  subscription  for 
 a  million  or   

five  million,  o r   whatever  it  wants.   

Under  Secretary  Mills.  I  think  it  would  be  a  mistake 
 to   

admit  officially  that  that  class  does  not  exist. 
 Inother   

words,  I  think  i t   rould  b e   an  unfortunate 
 position  for  the   

Treasury  t o   take  sind.  that  the  Government  securities 
 are  now   

simply  bank  investments,   

Governor  Norris.  I t   is  not  necessary  t o   admit  i t   at  all,   

The  Chairman.  W h y   not  claim  that  i t   exists, 
 that  the   

Treasury  wants  t o   encourage  its  development, 
 a n d   that  this   

means  i s   being  employed  t o   do  it?    
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Governor  Fancher.  I  think  i n   some  cases,  perhaps  t h e    

email  sibecriber  has  bean  discouraged  b y   the 
 prompt  closing   

of  the  offer.  H e   gets  his  notice  a n d   then,  perhaps  before   

he  gets  the  notice  fram  us,  i n   some  cases,  h e   gets  official   

notice  mailed  t o   him  that  the  off’em  has  been  closed 
 and   

he  thinks"what  i s   the  use;  I  do  not  have  opportunity,  We   

have  done  as  the  other  banks  have  done.  W e   have  taken  a  few   

thousand  to  take  care  of  our  small  subscriptions,  in  order   

to  keep  the  small  banks  sat  isfied.   

Governor  Wellvorn,  I n   the  Atlanta  District  we  do  not   

think  much  o f   making  district  quotas  because  a t  
 certain  times   

we  can  take  more  than  we  can  a t   others.  “Bysiness  conditions 
  

vary.   

Under  Secretary  Mills.  I  think  that  was  one 
 of  the  prin-—   

ciple  reasons  which’  led  to  the  abandonment  o f   the  former   

system  which  existed,  a s   I  understand,  until  1922.  T h e   chang   

was  made  i n   view  o f   experience  and  efter  very  thorough 
 study.   

Governor  Wellborn.  W e   made  a  special  effort  t o   get  the   

individual  subscribers  and  a  great  many  of  them 
 came  into  the   

bank  and  subscribed,   

Governar  Norris.  T o   3-1/8  and  3-1/4  securities?   

Governor  Wellborn,  Y e s ,   sir.    
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Nolen  Remrdtaty  Mills.  Did  you  take  eare  of  the  indivi-   

dual  subscriptions  aiong  the  line  suggested  by  Governor  Young?   

Governor  Wellborn,  Yes.  W e   made  a  special  effort  t o    

take  care  of  the  individual  subscribers.  O f   oourse  some  of   

the  individual  subscriptions,  from  corporations,  come  through   

the  banks  themselves,  from  customers  that  have  surplus  funds   

they  want  t o   use  i n   that  way,  T h e   present  method  i s   satisfac   

tory  i n   our  district.   

Governor  Seay.  T h e   only  effect  of  these  various  sugges   

tions  to  restrict  the  subscriptions  would  be  to.  greatly  re   

duce  tne  volume  o f   these  apparent  bona  fide  subscriptions,   

as  it  now  stands,  I  take  it  that  that  is  not  only  misleading   

but  harmful.   

Governor  Ngrris.  Yes.  I t   ig  a  clear  evidence  of  the   

absurdity  of  the  situation  when  an  issue  is  four  or  five  times   
afterwards  is   

oversubscribed,  and  then  for  weeke/offered  around  at  a  dis.   

count,   

Governor  Wellborn,  Don't  you  think  the  last  offer  will   

rather  correct  that  abuse?   

Governor  Norris.  T h e   result  of  the  last  offer  will  be  to   

make  i t   easier  to  get  a  correction  of  this  situation  now  than   

it  has  ever  been  before,  but  I  do  not  think  i t   will  i n   itself    
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entirely  cure  it  unless  there  is  some  action,   

The  Chairman  H e r e   i s   a  suggestion  o f   a  solution.  S u p -    

pose  Governor  Harding,  Governor  Norris,  Governor  Fancher,   

and  w e   i n   New  York,  designate  a  man,  i f   t h e   Treasury  de-   

sires  it,  a n d   have  those  men  a t   the  call  o f   the  Treasury   

to  attend  ta*  meeting  here,  discuss  the  matter  with  the   

men  i n   the  Treasury  and  handle  this  matter.  W i l l   that  be   

satisfactory?   

Under  Secretary  wills,  That  will  b e   satisfactory.   

Governor  Calkins.  M i r .   Chairman  ,  there  i s   another  topic   

that  w e   might  include  with  that.  ‘peyision  o f   Treasury  De-   

partment  Circular  No.  9 8   i s   directly  related.   

Governor  Talley,  I s   it  the  understanding  that  there   

would  b e   publicity  given  b y   the  Treasury  t o   the  fact  that   

the  Federal  reserve  banks  would  guarantee  allotments  o f    

small  subscriptions?   

The  Chairman.  N o ,   there  would  not  be  anything  of  the   

sort.   

Governor  Talley,  I t   was  sugzested  a  moment  a g o   t o   put   

an  extra  sheet  i n   the  circular  t o   the  effect  that  the  banks   

would  take  care  o f   them,   

The  Chairman,  Y e s ,   but  they  would  only  be  allotted  i n     
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the  order  of  their  r e c e t p t . .   There  would  be  70  different   

rule  pop  lied  to  the  original  offer.   

3  ‘Governor  calc  ine.  Lire  i c a   I  would  like  t o   ask   

wabhies  i t   would  Hot  b e   Ten  izacte  t o   include, 
 with,  S e e   Tepre-   

sentatives  t o   meet  here  a  c o s e ’ .   o f   some  more  remote   

benk,  ‘aaviek  a  somewhat  different  situation  than 
 you  have   

“heret  i  e e   3   

“the  oneizaan,  i f   you  can  set  hen  to 
 pomne  y e s s    

‘Wocuecee  Galtine.  o t   think  Gevereut  ‘Talley.  would  b e  
 glad   

to  send  a  ‘man,   

‘Governor  Talley.  Y e s ,   we  w i l l  be  glad  to  send  some.  one   

ig  Mt  46  desired.   

G e v e e e   Fancher.  W e   w e e   be  glad  t o   send  a 
 man.   

vp  o a   Then  it  will  be  understood  that  Boston, 
  

Philadelphia,  Cleveland,  Dallas  and  New  York,  if  it  is  de- 
  

sired,  t o a   send  men  et  the  coe  o f   the  Under 
 Secretary,  of   

>   

the  tr  ents   

|  a  oeathoy  b e  T h e n   thet  “will  also  include,  I 
 suppose,   

a  aipouseion  of  +  he  revision  of  dicular  92, 
  

The  Chairman,  Y e s .   N e   might  suggest  to  the  Under  bea. 
  

retary  now  that  in  sending  his 
 call  he  give  ample  time  for   

preparation  of  the  data  and  should  include 
 a  statement  of  the    
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matter  t o   de  discussed,   

Under  Secretary  ills.  H o w   mich  time  d o   you  think   

should  b e   allowed?   

The  Chairman,  Y e l l ,   considering  the  distance  from  Dal- 
  

las,  I  should  say  about  ten  days  will  be  suffi  cient.   

Governor  Talley.  T h e   notice  to  reach  us  ten  days  be-   

fore  the  day  of  the  meeting.   

The  Chairman,  I s   there  anything  else  that  we  “ish  t o    

discuss  with  wir.  sigl1ls?  W e   have  taken  u p   @  lot  of  his  time,   

We  have  on  the  program  a  discussion  that  the  conference  al- 
  

ways  has  i t h   the  Treasury  Currency  Committee,  o f   which  air,   

Dewey  i s   Chairman...   

Under  Secretary  Mills.  H e   is  away  today,  but  I  think  h e    

will  b e   here  tomorrow.   

The  Chatrman.  We  coulidiscuss  the  topic  |.  III-C.   

III.  C O I N ,   CURRENCY  aND  CIRCULATION.      

CG.  Future  Currency  Program.   

Has  the  time  approached  t o   consider  i n   anticipation 
  

some  program  as  t o   the  two  per  cent  gonsols  now  held 
 t o    

secure  national  bank  note  circulation?   

The  Chairman,  I n   connection  with  the  discussion  o f   our   

portfolio  situatiog  the  question  came  up  as  t o   the 
 pos  sibility    
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of  the  Treasury  finding  means  o f   carrying  o u t   the  real  pur-   

pose  o f   the  Federal  Reserve  Act  i n   retiring  national  bank 
  

notes,  which  would  add  a  great  deal  to  the  portfolio  of  the   

reserve  banks,  7 5   million  twos  can  be  called  now,  and  the   

reme.ining  500  million  can  b e   called  i n   19350.   

There  seem  t o   be  two  or  three  important  questions.  T h e    

first  one  is  that  effect  will  it  have  on  the  banks  with  re-   

gard  to  their  right  to  issue  currency  i n   these  national  bank   

notes.  I t   ig  one  of  their  privileges.  Another  question   

has  t o   do  with  the  handling  o f   the  igsued  currency  required   

to  take  the  place  o f   a  national  b a n k   note,  because  w e   are   

now  deprived  o f   the  means  o f   issuing  Federal  Reserve  bank   

notes  eauake  tne  lapse  of  time.  Tye  opportunity  to  acquire   

500  millions  of  twos  for  that  purpose  has  pesdedjand  the  Act 
  

contains  no  provision  by  which  thet  operation  is  cumulative.   

There  are  difficulties  i n   connéction  with  that,  There  i s  
  

the  diffioult  y  of  the  Treasury  issuing  higher  rate  securi-   

ties  and  increasing  the  debt  held  by  the  public  in  arder  to   

retire  the  two  per  cent  bonds  held  b y   the  National  Banks. 
 T h o    

are  the  three  principal  difficulties,  I  think.   

The  Tpeasury  is  now  at  work  on  the  technical  arrangement   

for  the  retirement  o f   the  twos  i n   case  it  is  decided  that 
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should  be  done.  B y t   the  chief  question  i s   to  find  out  what   

will  b e   the  reaction  o f   the  national  banks.  T h e r e   i s   a  con-   

cern  i n   Washington  that  is  opposed  to  the  retirement  o f    

national  ban:  notes  and  they  are  agitating  the  question   

among  t h e   national  banks.   

What  would  be  the  feeling  of  the  National  Banks  i n   your   

country,  Governor  Young,  about  retiring  the  national  bank   

notes?   

Governor  Young.  ‘ i t h   the  larger  banks  I  do  not  think   

it  would  make  any  differece  a t   all,  because  they  haven't   

any  circulation,  o r   a  very  small  amount,  i f   they  have  any.   

It  i s   true  that  t h e   smaller  oanks  l i k e   t h e   circule  tion,   

regardless  o f   whether  they  maxe  money  o n   it  or  not.  I t   may   

be  a  case  of  the  officers  lixing  their  name  o n   the  bill,  I   

don't  “now.  A t   all  events  they  do  like  it,  and  you  would  get   

some  criticism,  I  think,  from  the  smaller  banks.  However,   

it  is  an  issue  that  we  have  to  age  at  some  time  and  I  think   

we  should  face  it  now  while  the  going  is  good.   

Governor  Harding.  The  great  majority  of  the  banks  would   

not  c a r e   anything  about  it.  A s   a  matter  o f   fact  I  supnose  only   

about  half  of  t h e m   have  eny  circuletion  now.  Byt,  a s   sir.  Young   

says,  some  o f   them  think  very  highly  o f   t h e   orivilege.  I    
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heard  of  a  case  not  very  long  ago  where  the  president 
 o f   a   

in  Maine   

little  national  ban's/came  down  to  Boston  and  put 
 uo  at  the   

hotel.  H e   brought  with  him  some  currency  in  sheet  form. 
 H e    

had  had  the  cashier  sign  it  but  did  not  sign  it  himself 
 and   

did  not  cut  them.  H e   put  those  i n   his  vocket,  and  when 
 he   

went  t o   pay  his  bill  he  asked  the  clerk  +o  give  him  a  pen,   

and  he  signed  the  currency  and  handed  {°3u.   

The  Chairman,  ‘ T h a t   about  your  bank,  Governor  Nellborn?   

Governor  Yellporn.  I  do  not  think  it  would  make  very   

“much  difference  t o   the  banks.  S , m e   o f   the  smaller  banks   

probably  look  upon  it  as  an  advertisement  and  wuld 
 rather   

that  it  be  not  discontinued,  but  I  do  not  think  there 
 will   

be  any  serious  o b   jection  o n   their  part,   

Governor  Seay.  A  considerable  number  of  the  small  banks,   

I  think,  Mr,  Chairman,  would  object,  not  so  much  because  of   

the  deprivation  of  income,  but  because  of  the  distinction 
  

they  appear  to  think  it  gives  them  to  be  able  to  issue 
 money.   

On  the  part  of  the  larger  banss  1  do  not  believe 
 there   

would  b e   any  objection.   

Governor  Calkins.  I  have  t h e   same  report.  S o   far  a s    

voluge  i s   concerned  there  would  be  no  considerable  objection. 
  

any  o f   the  smaller  banks  mould  take  the  position 
 that  i t   was    
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taxing  s o m e t h i n g   away  from  them.  Horfever,  s o   far  a s   the  7 5    

million  are  concerned,  I  think  it  is  timeto  begin.   

Governor  Biggs.  I  concur  i n   the  position  taken  by  Gow   

ernor  Calxins  and  Governor  Seay,  1  think  the  larger  banks   

will  not  care,  but  the  smaller  banks  would,  although  not  all   

of  them.   

Governor  Talley.  T h e   chief  value  that  the  banks  attach   

to  the  circulation  privilege  is  that  of  advertising.  T h e r e    

would  be  some  kick  from  the  small  banks  which  have  not  amort-   

ized  their  premium  o n   circulation  bonds.  S o m e   o f   the  larger   

banks  have  a n   idea  they  make  a  little  vrofit  out  o f   it.   

There  may  b e   some  mild  renonstrance  from  them,  i t y   idea  i s    

that  i t   should  be  done,  because  national  bank  circulation  is   

just  a  fifth  wheel  o n   the  currency  mchine,  and  that  is  all   

there  i s   to  it.   

The  Chairman.  Yes,  and  very  expensive.   

Governor  Talley,  I t   becomes  so  difficult  i n   our  district   

that  w e   have  refused  t o   take  any  circulated  notes  i n   from   

menber  banks  — —    

The  Chairman,  There  is:  great  diffiq  lty  i n   getting  them   

in  circulation.   

Governes  Talley,  Y e s ,   sir.    
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Governor  Fancher.  I  think  very  little  objection   

will  come  from  the  larger  banks,  I n   fact  many  of  our  larger   

banks  have  circulation  now  only  in  a  small  emount.  B u t    

there  would  be  some  objection  from  the  smaller  banks  o n   ac-   

count  of  the  quite  substantial  profit.  T n e n   there  is  the   

advertising  feature  o f   it.  They  feel  that  i t   would  b e   some- 
  

thing  taken  away  from  then  that  they  had  been  doing  for 
  

some  years,  I  think  we  could  very  easily  test  the  situa.   

tion  by  &  vrogram  that  would  taxe  in  the  75  million  dollars 
  

that  can  be  called  now.  I  think  after  we  had  started  a  oro-   

gram  to  absorb  those  and  reduce  the  national  bahk  circulation 
  

we  could  then  chart  a  pretty  clear  course  as  to  what  t o   do   

with  a  lerge  program.   

Governor  Norris.  :  ir.  Cheirman,  I  would  only  repeat   

statements  that  have  already  been  made.   

Governor  .icDougal,  M r .   Cpairman,  I  am  sure  that  the   

small  banks  find  a  lot  o f   satisfaction  i n   this  currency  issue   

privilege.  I  do  not  know  how  the  larger  banks  feel  about 
 4t   

or  how  it  affects  then.   

Governor  Bailey,  I n   our  district  I  think  the  change  has   

been  discounted  anyway,  I t   was  the  purnose  o f   the  original   

act  a n d   from  all  those  I  have  talked  t o   I  have  learned 
 that    
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the  tendency  h a s   already  b e e n   t o   discount  it.  O f   course,   

these  little  fellows  who  lixe  to  write  their  name  on  it   

might  object,  but  that  would  be  incidental  and  I  do  not   

think  there  would  be  any  adverse  reaction  at  all,   

The  Chairman  I  do  not  think  there  would  b e   much  Xick   

in  our  district.  I  am  certain  that  the  larger  banks  would   

make  no  objection.  T h e   president  of  one  of  the  larger  banks   

said  to  me,  when  I  asked  him  about  it,  that  they  are  waiting   

for  t h e   thing  t o   hanpen  anyway.   

(Further  discussion  of  this  matter  was  had,  which  the   

Reporter  was  directed  not  t o   take,  a t   the  conclusion  o f   which   

Under  Secretary  Mills  retired  from  the  Conference  Room.  )   

The  Chairman.  Now,  gentlemen,  I  have  promised  t o   make   

some  progress  o n   this  Open  wiarket  Committee  revort.  I  think   

if  the  committee  had  a  very  brief  meeting  now  it  would  b e   i n    

a  position  imnediately  after  luncheon  t o   submit  the  commit—   

tee!s  repor  t  before  the  C o n f e r e n c e .   We  could  then  ask  the   

Federal  Reserve  Board  t o   meet  with  the  committee  i n   the   

course  o f   the  afternoon,   

(hereuvon,  a t   12:35  o'clock  p.m.,  upon  motion  duly   

seconded,  the  Conference  recessed  until  2  o'clock  p.m.  o f    

the  same  day.)    
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CcHSS.   

The  Conference  reassembled  pursuant  t o   recess,  a t    

o'clock  p.m.   

The  Chairman,  T h e   meeting  will  kindly  come  t o   order.   

Before  taxing  up  the  Open  warkxet  Committee  Teport  sup-   

pose  we  take  up  the  next  item  on  the  program,  which  can  be   

taken  u o   i n   Mr.  Dewey's  absence,  a n d   that  i s   "Proposed  Revi-   

sion  of  the  Federal  Reserve  Board  Regulations  4A,"  which  will   

involve  considerable  discussion.   

Governor  Calkins.  Have  not  all  the  banks  been  asked  to   

submit  suggestions  direct  to  the  Federal  Reserve  Board,  and   

have  not  they  done  so?   

The  Chairman  I  imagine  80>   

Governor  Fancher.  i r s   Chairman,  I  will  make  a  motion   

that  the  Conference  recomme,ds  t o   the  Board  that,  i f   agree—   

able,  a  committee  from  the  operating  staff  of  some  of  the   

Federal  Reserve  Banks  be  asked  ceetgist  the  counsel  of  the   

Board  i n   giving  consideration  t o   the  suggested  amendment  t o    

the  Board's  regulations,  t o   put  i n   definite  shape  modifica   

tions  o r   amendments  t o   the  regulations,  and  that  i n   that  form   

these  modifications  a n d   amendments  b e   submitted  back  t o   the   

Reserve  banks  for  final  consideration,  after  taxing  into  ac-    
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count  all  suggestions  that  have  been  offered  b y  
 the  various   

reserve  banks.   

Governor  Talley,  I  will  second  that  motion.   

(The  motion,  having  been  duly  seconded,  was  unanimously   

carried.)   

The  Chairman,  L e t   us  take  Tonic  1V-0,  which  was  suggestec   

by  New  York.  T h a t   can  be  referred  t o   the  committee  and  not   

discussed  here.  I t   does  relate  t o   regulations,  b u t   i t   is   

rather  a  domestic  question  with  us.   

IV.  OPURATION  aND  ADMINISTRATION.   
   

C.  Regulation  relating  t o   method  o f   commuting  member 
  

bank  reserves  for  penalties.   

The  Chairman.  Unless  some  one  wants  t o   discuss  this  gen- 
  

erally,  i t   will  b e   passed  and  referred  t o   this  committee. 
  

Governor  Young.  o l f .   Chairnan  d i d   I  see  somewhere   

that  New  York  had  madé  a  suggestion  that  the  reserves 
 b e   fig-   

ured  over  night?   

The  Chairman  W o ,   we  never  made  that  suggestions  although   

the  Board  understood  something  we  did  say  as  implying  that.   

What  we  did  say  was  this:  T h a t   i n   the  Oentral  Reserve   

cities  o f   Chicago  and  New  York  the  computation  o f   reserves   

and  the  imputation  o f   penalties  b y   the  present  method 
 re—    
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sulted  in  a  very  distorted  picture,  inaemuch  as  it  is 
 im-   

possible  for  the  bank  i n   New  York  and 
 in  Chicago  to  adjust   

its  reserve  every  day  because  the  most  of  the  payments  they   

receive  are  in  clearing  house  funds  that  are  not  reserve 
  

funds  until  the  next  day,  W e   suggested  that  two  continuous 
  

days  o f   impaired  reserve  would  result  i n  
 penalties,  a n d   that   

the  banks  would  be  required  to  pay  for  three  days  instead 
  

of  one.   

Governor  Young,  I  can  pass  this  suggestion  on  to  you. 
 ‘   

do  not  know  whether  you  can  use  it  or  not.  The  spread 
 in   

Minneavolis  i s   always  between  five  and  seven  million 
 dol-   

lars  betwee  Tuesday  and  Wednesday,  T h e   banks  all  cover   

on  Wednesday,  and  wé  just  take  eight  of  the  large 
 banks  i n    

Minneapolis  and  St.  Paul,  and  we  have  o n e   figure  the  reserve 
  

Thursday  and   

Tuesday,  another  Wednesday,  another/Friday,  wand  we 
 cut  the   

spread  about  two  million  dollars.  t  do  not  know  whether   

that  i s   vossible  f o r   Chicago  o r   not,  b u t   y o u   can  divide  your   

banks  u p   four  ways.   

The  Chairman,  I t   is  a  good  suggestion,  Governor 
 Young,   

It  would  be  difficult  because  there  are  So 
 “any  of  them.   

Governor  Young,  I t   wouldn't  make  any  difference  t o     
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them  o n   what  day  they  settled.  I t   has  c o r r e c t e d   the  situa-   

tion  somewhat  i n   our  district  but  hasn't  corrected  all 
 of  it,   

The  Cnairmen,  T h e   understanding  is  that  all  the  com   

ments  b y   the  different  banks  o n   the  proposed  draft  o f   regula-   

tions  will  be  sent  b y   each  reserve  bank  t o   Mr.  Harrison,   

excepting  those  that  have  already  handed  :  them.   

Ne  can  go  ahead  now  with  the  report  of  the  Open  Market   

Committee.   

This  report  i s   submitted  a s   the  recomnendation  o f   the   

Open  Market  Committee.  I  have  advised  Governor  Crissinger   

that  some  time  after  two  o'clock  this  afternoon  w e   would   

like  to  have  a  meeting  with  the  Board,  that  this  committee   

wants  t o   submit  this  report  t o   the  Board.   

Governor  Calkins.  T h e   first  paragraph  refers  t o   the  at— 
  

tachedmemorandum.  I s   that  memorandum  to  be  attached?   

The  Chairman.  T y a t   i s   &  memc  andum  which  you  gentl  emer   

just  gave  pack  to  Mr.  Harrison,  and  it  is  being  mimeographed,   

Governor  Calkins.  W e   will  get  that  layer.   

The  Opairman.  Yes.  W e   had  all  the  drafts  returned  to   

(ir.  Harrison  because  of  the  changes  made  i n   the  final  draft. 
  

They  d o   not  amount  t o   m c   b u t   I  went  t o   be  sure  that  you   

all  have  the  yvroper  copies.   

Now,  gentlemen,  have  you  comments  that  you  wish 
 t o   offer    
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with  regard  to  the  recommendations  “in  this  report? 
 T h e    

committee  offered  this  as  its  v e r y .  best  ‘judgment,  after   

“quite  a  good  deal  of,  discussign  and.  after  discussion 
 with   

the  Federal  Reserve  Boards  « 0   5   

3  Guecruiet  Calkins.  The  question  comes  up  whether  we 
  

are  to  discuss  merely  .  this  memorandum.  or  ‘the  much  more  elpbor-— 
  

ate  memorandimn  to  be  attached...   

.  ‘ T h e   Onetmman.  T h e   firet  document  prepared  in  the  office 
  

in  e w   York  was  saberited  =  b e   the  Committeels  report. 
 I t    

did  nit  aretine  se.  iareteen  ane  me  as  being  the  method  that 
  

was  best  designed  to  deal  with  this  situation,  because  it  did   

not  go  into  the  subject  thoroughly  enough, 
 8 0   instead  of  pre-   

paring  a  draft  o f   the  report  o f   the 
 committee  w e   prepared  a   

memorandum  a s   to  the  present  situation  and  submitted 
 that  t o    

the  Committee,  submitted  a  preliminary  draft  of 
 it  to  the  Boarc   

“fer  Acequaeion  ae.  shh  basis  o f   the  preparation 
 o f   the  report   

ar  the  Oommittee,  w h i c h   mould  contain 
 t h e   recommendations   

of  the  Comittee.  T h e   memorandum  contained  ‘no  recomnenda- 
  

tions  at  h l   no  suggestions  that  anything  should  be  done,   

but  was  simply  a  statement  o f   what  w e   regarded 
 a s   certain   

facts  upon  which  the  Committee  would  base  its  report.  T h e  
  

report  will  b e   attached  t o   the  memorandum 
 and  you  will  all    
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have  i t   and  the  committee  i s   going  ahead  and  considering   

some  o f   the  possibilities  o f   dealing  with 
 the  question  o f    

the  portfolio,  such  as  we  discussed  this  morning 
 |  the  retire—   

ment  o f   national  bank  notes.   

Governor  Seay,  I  did  not  catch  that  expjanation,  and   

that  would  cover  what  I  had  i n   mind.  I  notice  that  i n   this   

report  i t   makes  a  recommendation  that  no  further  sales 
 of   

system  securities  b e   made.   

The  Chairman.  I %   does  not  make  that.   

Governor  Seay,  (Governor  Seay  quoted  from 
 the  report.)   

The  Chairman,  That  is  8  very  different  matter. 
  

Governor  Seay-e  T h e   amount  o f   securities  already  sold 
 is   

about  fifty~odd  million?   

The  Chairman,  6 3   or  64  million,   

Governor  Seay,  T h o s e   sales  are  not 
 only  t o   offset  gold   

importations  which  had  already  taken  place, 
 but  to  a  certain   

extent  thee  which  were  ‘nown  to  be  coming  forward? 
  

fhe  Chaiman.  N o ,   the  figures  are  all  contained 
 i n   the   

memorandum.  S o m e   68  millions  I  think  we  sold 
 in  order  to   

pay  for  gold  which  remains  i n   London.   

Governor  Seay.  I f   the  gold  purchased  i n  
 London  remains   

there  i t   c a n   have  n o   effect  o v e r   here  which  needs  t o   b e   o f   fi.    
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met,  can  it?  i e   t e   tay   

The  bi  i n c a   T s   ould  i f   we  pay  for  it  by  giving.  our   

menbéer  banks  -a  credit,  but  tf  w e   pay  for  i t   by  giving  then   

jaomeethas  out  o f   our  P  puettorie,:;  Af  a t e r   iii  see  it,  to  use   

a  feahionanie  phrase.  N o w ,   of  course,  if  we  eetd  that,  as   

I  said  this  morning  you  get  paid  in  deers  for  it.  That   

would  take  back  out  of  the  marxet  the  credit  which  would  have   

been  put  i n   as  it  ngghved  and  enable  iaieh  puy  back  the  60   

3  million  ‘securities  whioh  were  turned  over  t o   the  banks  t o    

pay  for  it,  :  -  4   

Governor  Calxins.  W h e n   Under  Accéhnee  i s s   came  i n    
4   

Mr,  Hartison  was  a b o u t   to  embark  upon  an  explanation,  onwhich   
ae  x   

he  was’  cut.  off.  I s   that  what  you  are  now  asking  him  to  ex.   

plain?-   

The  Chairman.  1  do  riot  think  Governor  Seay  really  got   

the  full  details  of  exactly  what  this  gold  movement  amounted   

“¢o  and  how  it  was  handled.’   

Mr.  Harrison.  The  diffioulty  is  that  the  full  story  about   

the  gold  movenent  has  been  told  only  to  the  Open  Market  In-   

vestment  Committee  andnot  t o   the  whole  Conference.   

The  Chairman,  The  whole  story  is  in  the  memorandum,   

Mr.  Harrison.  S o   far  as  the  effect  o n   the  market  is  con—   

cerned,  i f   the  Federal  Reserve  Bank  o f   New  York  buys  gold    
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and  pays  for  it  in  dollars,  i t   is  quite  insignificant  a s  
  

a-matter  o f   fact  whether  we  hold  the  gold  in  New  York 
 or   

in  London.   

Governor  Seay,  That.is  true,  but  the  question  I 
 asked   

is  have  you  already  done  that?   

Mr.-.Harrison.  W e   have  actually  paid  for  it.  W h a t    

happens  is  this:  O n   a  recent  date  we  got  advice  fron  the   

Bank  o f   England  that:  they  were  holding  approximately  6 0  
  

million  dollars  for  credit  for  our  account,  o n   order  of 
 the   

Bank  of  Fpancee  a t   the  same  time  we  got  instructions  from   

the  Bank  of  France  to  pay  for  that  gold  by  crediting  their 
  

account  a n   equivalent  amount  o f   dollars.  Then  we  got 
 another   

instruction  fran  the  Bank  of  France  to  please  invest 
 60  mil-   

lion  dollars  i n   securities,  and  at  that  point 
 we  had  to  de.   

cide  whether  w e   wanted  t o   oteet  i n   securities  o n   the  market   

or  whether  we  wanted  4s  Yad  Rice  some  of  our 
 own  securities.   

Governor  Seay,  That  was  the  fact  that  was  unknomm 
 s o    

far  a s   I  am  concerned.  T h a t   has  not  been  done?   

Mx.  Harrison.  Yes,  that  was  completed  on  May  Oth,   

Governor  Seay,  Those  sediniicie  that  were  sold 
 were   

sold  practically  t o   the  Bank  o f   Francs.   

Mir,  Harrison.  That  is  right,  on  May  6th.  Entirely    
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apart  from  that  particular  transaction  o f   60  million  dol—   

lars  i n   gold  that  w e   bought  and  “ept  i n   “hendionton,  there   

were  other  shipments  of  gold  that  had  already  been  des—   

patched  under  a  contract  between  the  Bank  of  France  and  a   

member  bank  in  New  York,  which  were  sold  to  us  by  the  mem-   

ber  bank  in  New  York,  and  the  proceeds  of  which  we  had  to   

invest  upon  order  of  the  Bank  of  France  just  exactly  as  we   
in:   

had  invested  the  proceeds  of  the  gold  which  we  bought.London,   

The  total  amount  o f   investments  out  o f   the  proceeds  o f    

gold  which  was  actually  s  hipped  to  us,  about  nine  million   

dollars,  I  have  not  the  figures  before  me  on  that.  T h e    

total  reduction  of  the  holdings  of  the  System  on  account   

of  this  Bank  of  France  gold  transaction  to  date  has  been   

about  68  millions  o f   dollars.  T h e r e   is  another  shipment   

of  s i x   million  dollars  which  arrives  i n   N e w   York  today,   

the  proceeds  o f   which  will  b e   paid  t o   a  member  bank  for  the   

account  o f   the  Bank  o f   France.  T h e n   we  will  get  instruc-   

tions  from  the  Bank  o f   France  t o   invest  those  proceeds  i n    

securities,  and  under  this  resolution  or  recommendation   

which  the  Open  Market  Investment  Committee  has  finally  adopt—   

ed,  instead  of  selling  the  securities  to  the  Bank  of  France   

out  o f   our  investment  account  w e   will  g o   out  into  t h e   market     Digitized for FRASER 
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and  purchase  them  f o r   then.   

Governor  Fancher.  T h a t   will  i n   effect  mean  that  the   

gold  has  found  its  way  into  the  open  market  and  there  will   

have  been  that  much  added.   

Mr.  Harrison,  T h a t   i s   right.  I n   other  words,  b y    

having  gone  into  the  open  market  instead  o f   going  t o   our  in-   

vestment  account  w e   have  not  sterilized  it.  T h e r e   isn't   

much  more  coming  now,  about  17  million  after  this  six  million.   

Governor  Calkins.  a  matter  which  Mr.  Harrison  aporoach-   

ed,  but  did  not  finish,  owing  to  the  arrival  of  the  Under  Sec-   

retary,  was  some  discussion  i n   regard  t o   the  participation   

by  the  banks  i n   the  holding  of  gold  abroad.   

iv.  Harrison,  A s   I  explained,  w e   purchased  bars  o f    

gold  at  bar  value,  the  mint  value  of  which  was  approximately   

$59,700,000,  W e   paid  for  that  gold  an  amount  approximately   

$210,000  less  than  the  mint  value  of  it  and  we  credited  that   

$210,000  to  suspense  account.  W h a t   will  happen  to  it  will   

depend  o n   what  happens  t o   the  gold,  a t   what  price  we  sell   

the  gold.  B y t   the  thing  that  the  men  in  New  York  are  very   

anxious  t o   decide  upon  now  is  whether  o r   not  various  other   

Federal  reserve  banks  wish  t o   participate  i n   the  purchase  o f    

the  gold  which  i s   being  ear  marked  i n   London.    
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Governor  Young-  D o   you  want  us  to  participate?   

Governor  Galkias..  Iy,asmuch  as  the  other  banks  -——   

The  Chairman,  J u s t   a  moment.  L e t   u s   answer  Gover—   

nor  Young's  question  first,  which  is?   

Governor  Young,  D o e s   Nee  York  want  the  other  Federal   

reserve  banks  to  participate?   

The  Chairman,  W e   want  t h e m   t o   use  their  o w n   judgment   

about  it,:  -   

Governor  Bailey.  W h a t   would  you  advise  us  to  do?  W e    

usually  follow  your  smoke.   

Governor  Young.  Perhaps  I  didn't  put  the  inquiry  i n    

the  manner  i n   which  I  should  have  put  it.   

The  Chairman  |  L e t   me  tell  the  story,  and  then  you   

can  ask  the  question.   

Governor  Young.  L e t   me  correct  my  question  a  little   

bit.  W h a t   I  want  t o   tnow  is  whether  it  is  too  much  account—   

ing  trouble  for  New  York.   

The  Chairman,  O h ,   no,  I t   goes  further  than  that.   

Governor  Young,  A l l   right,  I  will  recommend  to  our   

people  that  w e   participate.   

The  Chairman,  The  real  point  is  this:  W h e n   wé  paid   

for  this.  gold  by  taking  y o u r s e c u r i t i e s   yor  took  an  interest,     Digitized for FRASER 
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but  i f   you  do  not  participates  i n   the  sale  o f   the  gold,  i f    

there  is  any  profit  i n   it,  we  would  get  all  the  profit.   

It  is  only  progr  aucfair  that  you  should  participate  i n    

that.  I f   we  are  iucky  we  might  make  a  couple  o f   hundred   

thousand  dollars  o n   it  and  it  ought  to  be  divided  up.  I f    

you  d o   not  want  t o   be  bothered  with  i t   or  think  there  i s    

@  chance  o f   not  selling  at  a  profit  w e   would  take  it.  M y    

best  judgment  i s   t  hat  w e   are  not  going  t o   lose  anything   

on  i t   but  that  w e   will  make  a  nice  little  profit.   

Governor  Young,  I  am  not  going  into  it  for  profit,  but   

I  am  gradually  getting  educated  t o   some  o f   these  foreign   

transactions  and  I  will  be  glad  t o   recommend  t o   our  people   

that  w e   gointo  it.   

The  Cpairman.  I f   we  can  sell  this  for  dollars  today  at   

substantially  the  mint  price  ebroad,  o r   anything  like  it,  w e    

would  make  that  yrofit.   

Governor  McDougal.  Isn't  i t   true  that  w e   are  already   

participating  i n   this?  H a v e   not  the  securities  been  i n    

effect  delivered  and  each  bank  charged  accordingly?   

ix.  Harrison.  I  cannot  vouch  for  it,  but  the  book.   

keeping  that  should  have  taken  place  e t   the  moment  has  been   

that  y o u   have  keen  credited  with  the  progeeds  o f   the  sales    
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of  securities.  N o w   the  question  i s   whether  you  want  t o    

give  back  that  credit  and  take  one  i n   London.   

Governor  Harding.  O u r   officers  meet  next  Wednesday.   

if  there  isan  sAtciedind  i d e   will  let  me  get  back  for   

that  time  I  will  recommend  that  we  take  our  participation.   

The  Chairman,  W e   can  carry  it  for  a  week  i n   our  a c    

count.   

iy.  Harryson.  T h e   only  advantage  i n   doing  this  at   

once,  i f   we  are  t o   do  it,  i s   this;  I t   ts  going  t o   be  a   

matter  o f   considerable  comment  i n   the  newspapers  w h e n   i t    

is  disclosed  that  there  i s   an  increase  i n   the  gold  holdings   

abroad  amounting  to  some  sixty  millions  of  dollars,  and  if   

we  do  i t   at  once  the  New  York  statement  would  b e   the  only   

one  which  would  show  an  inerease  i n   gold  abroad.   

Governor  Harding.  W h e n   d o   you  make  that  statement?   

mr.  Harrison.  T o d a y .    

Governor  Harding,  I f   it  will  help  matters  any,  with   

the  understanding  that,  i n   the  very  improbable  event  that   

the  Directors  should  turn  me  down  on  this,  I  will  take  the   

participation  now.   

Governor  Norris.  a n d   I  will.   

Governor  Fancher.  Y e s o      Digitized for FRASER 
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Governer  Young,  I  will  take  a  chanoe,   

ir.  Harrison.  W e   can  agree  to  buy  back  any  gold  that   

you  are  not  i n   a  position  t o   take.   

Governor  Norris.  W e   are  in  a  position  todo  it.  1   

have  always  participated  i n   every  foreign  account.  I  do  not   

think  there  i s   a  shadow  o f   doubt  but  what  our  directors  will   

approve  it,  b u t   I  have  always  given  them  an  opportunity   

to  pass  o n   it.   

Mr.  Harrison.  ‘Thete  is  only  one  factor  that  might   

be  considered,  and  that  i é   whether  any  one  of  the  reserve   

banks  has  got  a  reserve  position  that  might  i n   any  way  be   

affected  substantially  and  where  it  might  be  their  best  judg   

ment  t o   keep  out  of  the  participation.   

Governor  McDougal,  I t   seems  t o   me  the  banks  ought  t o    

be  notified  of  what  i s   going  t o   take  place  because  it  will   

affect  our  statements.   

Mig.  Harrison.  With  the  authority  o f   the  Conference  I   

will  have  the  New  York  Bank  participate  the  total  amount  o n    

the  usual  basis  and  advise  each  Federal  reserve  bank  that  —   

that  has  been  done  and  mention  that  the  action  had  the  appro-   

val  o f   the  Governors!  Conference.   

Governor  wm  Dougal.  W e   can  report  this  to  our  boards    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



410   

when  the  time  comes.  I t   will  be  all  right,  and  it  seems  to   

me  it  i s   identical  with  what  w e   have  been  doing.   

The  Gpairman.  Quite.  T h i s   is  4  sort  of  emergency  situ-   

ation  and  we  had  t o   act  as  promptly  a s   possible.  W e   realiz   

ed  in  New  York  that  if  any  reserve  bank  felt  a  reluctance   

to  carry  some  part  of  their  gold  abroadawhere  it  would  not   

count  a s   reserve  w e   would  have  t o   take  i t   over;  but  unless   

we  had  acted  at  once  w e   would  have  hadnall  that  gold  over   

here  with  little  likelihood  o f   getting  i t   out  again,  W e    

conferred  with  the  committee  b y   telephone  ami  they  all  agreed   

to  do  it  as  a  committee  protedure.  W e   took  it  Up  with  the   

Federal  Reserve  Board  and  told  them  exactly  what  the  situa   

tion  was  and  that  it  might  work  out  very  happily  with  a   

profit.  I f   we  can  short  cut  the  gold  over  there  we  have   

got  a  chance  t o   make  a  profit.   

Governor  Seay  ,  I s   this  gold  in  the  form  of  American   

bars,  Governor  Strong?   

The  Chairman,  N o t   all  o f   it.  S o m e   o f   it  is  i n   South   

African  bars  and  some  British  bars.  There  is  some  little  coin,   

I  do  not  knov  h o w   much,  W e   have  bought  i t   all  at  its  fine   

gold  value.  O f   course  there  isn't  a  very  large  amount  o f    

coin,  but  t o   the  extent  that  there  i s   coin  there  w e   probably    
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tender   

Will  be  able  to  dispose  of  it  at  its  legal  value 
 and  make   

a  profit  there.   

Now  the  question  i s   how  the  Conference  feels 
 about  the   

Committee's  recommendations  i n   this  document.   

Governor  Young,  I  move  its  approval,   

The  Chairman.  Perhaps  as  a  menber  of  the  canumittee 
 I   

should  move  its  approval.   

Governor  Young.  T h e n   I  will  second  it.   

(The  motion,  having  been  duly  seconded,  was  unanimously 
  

carried,  )   

The  Chairman,  The  next  topic  is  D,  suggested 
 by  New   

York  and  Minneapolis,  having  t o   do  with  the 
 Mdfadden  bill.   

Each  district  has  been  asked  t o   submit  a 
 report  a s   t o   the   

effect  tpon  branch  banking  i n   the  different 
 districts  of   

the  passage  o f   the  weFad  ten  Bill.   

IV.  OPERATION  AND  ADMINISTRATION.      

D.  M@addcen  Bill,  (H.R.  2)   

1.  Effects  o f   McFad?%en  bill  o n   branch 
 banking  i n   the   

different  districts.  (Each  district  i s   asked 
 to  submit  a   

report.)   

9.  -Prospects  of  State  banks  converting 
 into  national   

banks  i n   view  of  terms  of  McFadcen  bill. 
 ( E a c h   district    
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is  asked  to  submit  a  report.)   

3,  A r e   there  any  other  questions  requiring  discussion 
  

which  are  raised  by  enactment  o f   udadcen  bill?   

Governor  Bailey,  Mr.  Chairman,  we  have  no  branch 
  

banks  i n   our  district.   

Governor  e n  I a w i l l   report  i n   a  moment.   

Govern  Norris.  W i l l   you  please  pass  me  for  a  moment? 
  

Governor  Fancher.  I n   some  parts  o f   our  district,  parti-   

cularly  in  Ohio,  they  permit  branch  benking.  However,  it   

seams  a  little  early  yet  to  tell  just  what  effect  the  pass- 
  

age  of  the  McFadden  A c t   has  had.  W e   have  had  only  one   

application  for  a  branch  ;  from  a  bank  i n   Cincinnati, 
 and   

that  raises  the  question  now  as  to  interpretation  of  the 
  

act  as  to  city  limits.  It  is  pretty  squarely  up  to  the  Board   

to  intérpret  i t   beoause  i t   i s   almost  entirely  surrounded 
 b y    

the  city  of  Cincinnati  and  really  within  the  corporate  limits   

It  will  be  necessary  t o   interpret  that  pro  vision  of 
 the  act.   

fle  have  had  no  state  banks  that  have  converted 
 t o   national   

banks.  I t   is  a  little  early  t o   note  the  effect  both  with  re— 
  

gard  t o   branch  banking  and  also  with  regard  t o  
 state  banks   

taking  out  national  bank  charters,   

Governor  Bailey,  Y o u   are  discussing  Topic  II  as  well 
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as  Topic  1?   

Governor  Fancher.  Y e s ,   sir.   

Governor  Bailey,  W e   are  going  to  get  some  additions   

to  the  National  bank  system  as  @  result  o f  
 4%.  4  dasrow  of   

two  cases  where  they  had  a  savings  bank:  which 
 is  going  to   

convert  t o   a  national  bank  and  another  one 
 is  doing  the  same   

thing  o r   contemplating  it.  N e   have  had  more  inquiries  since   

the  bill  was  passed  by  state  banks  with  regard 
 to  taking   

out  charters  than  w e   had  before.   

Gevernor  iicDougal.  I n   regard  to  topic  1,  there  is 
 only   

one  o f   our  States  i n   the  Sefenth  District 
 which  permits   

branch  baniing.  W e   have  not  seen  that  this  bill  has   

had  any  noticeable  effect  i n   the  State  o f  
 Michigan,  except   

some  inguiry  a s   to  some  points  involved.  There 
 has  been  a   

lot  of  discussion  and  some  inquiries  out  there, 
 having  for   

their  basis  the  determination  o f   the  question  of 
 the  advisab—   

11437  S t   converting  State  banks  into  National 
 banks.  O n e    

or  two  large  banks  have  been  considering  it,  but 
 I  do  not   

know  o f   any  steps  that  have  been  taken  definitely. 
  

Governor  Norris.  I n   New  Jersey,  i n   anticipation  o f    

the  MicFadden  bill  passing,  they  passed  an  act  providing  for   

branch  banking  and  it  is  being  very  satisfactorily 
 worked    
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out  b y   a  system  o f   cooperation  petween  the  State  bagking   

department  and  the  Comptroller's  office.  I  do  not  know  the   

details  o f   it,  a n d   I  haven't  h a d   opportunity  t o   learn  them,   

but  I  know  it  is  being  worked  out  in  a  very  satisfactory   

and  cooperative  way.   

At  the  last  session  of  the  Pennsylvania  Legislature,   

which  closed  a  few  weeks  ago,  they  passed  a  bill  which,   

while  i t   is  in  the  form  of  a  bill  prohibiting  branch  bankp   

ing,  actually  legalizes  and  authorizes  and  permits  it  in 
  

those  cities  where  banks  have  heretofore  maintained  branch-   

es  or  branch  offices,  I t   is  practiced  i n   Delaware,  i n    

Pennsylvania  to  a  limited  extent,  and  in  New  Jersey  gener—   

ally,  I t   will  result  in  extending  the  operations  of  estaby   

lished  banks  through  the  opening  of  branches.   

As  to  the  second  inquiry,  in  some  sections  of  the  dis-   

trict,  particularly  thae  where  there  is  a  large  foreign  pop-   

ulation,  the  national  banks  are  in  much  better  standing   

than  the  State  instuttons,  and  in  those  sections  w  e  expect   

to  get  some  conversions;  and  further,  when  a  national  and 
  

state  institution  consolidates,  we  should  now  expect  to  see   

a  greater  number  o f   consolidated  institutions  continuing  under 
  

the  national  charters.    
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Governor  Talley,  M r .   Chairman,  T  h a v e   a  report  here,   

but  the  effect  o f   the  McFadden  Act  will  b e   60  unimportant 
  

in  the  Eleventh  District  that  I  do  not  believe  i t   i s  
 of   

sufficient  consequence  t o   take  up  the  time  of  the  Conference.   

Governor  Biggs.  T h e   present  s t a t u s  of  branch  banking   

in  the  Eighth  District  i s   as  follows:   

Branches  a r e   prohibited  b y   statute  i n   Arkansas,   

none  are  i n   operation  b y   member  banks.   

Branches  are  prohibited  b y   statute  i n   Tilinois,  a n d   none 
  

are  i n   operation  b y   member  banks  i n   that  part  o f   the 
 State   

included  i n   District  No.  8.   

Branches  are  prohibited  b y   statute  i n   Indiana,  a n d   none 
  

are  none  are  i n   operation  b y   member  banks  i n   that 
 part  o f    

the  State  included  i n   the  Bighth  District.   

In  Kentucky  full-fledged  branch  banks  are  prohibited 
  

by  a  court  ruling,  but  additional  offices  o r   tellers’ 
  

windows  may  be  established  i n   the  saw  city  where  the 
 parent   

bank  is  located.  For  a  number  of  years  the  Bank  Commissioner 
  

had  permitted  such  additional  offices,  b u t   a  year 
 o r   S O   ago   

he  refused  t o   permit  the  state  b a n k s   in  Louisville  t o   estab-   

lish  any  more  of  them,  The  matter  was  taken  +o 
 court,  and   

on  February  8th,  1927,  the  highest  tribunal  of  the 
 State  issu:    
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an  opinion  upholding  the  right  of  a  state  bank  to  establish   

additional  offices  i n   the  same  city  where  i t   is  located  for   

purposes  o f   receiving  d e p o s i t s   and  paying  checks,  and  en—   

joining  the  Bank  Commissioner  from  interfering.  Therefore  a   

non-member  bank  i n   Kentucky  may  now  e s t a b l i s h   ms  many  o f    

such  o f f i c e s   as  it  desires  without  asking  anyone.  However,   

the  member  state  banks  are  required  by  condition  of  member—   

ship  to  obtain  permission  of  the  Federal  Reserve  Board  be- 
  

fore  doing  so.   

The  only  member  banks  in  that  part  of  Kentucky  included   

in  District  No.  8  having  branch  offices  are  located  i n    

Louisville.  They  are  as  follows:  National  Bank  of  Kentucky,   

which  has  one  branch  office;  Gtizens'  Union  National  Bank,   

which  has  one.  Louisville  National  Bank  ,  which  has  five;   

First  National  Bank  w h i c h   has  two  and  has  been  authorized   

to  open  four  others,  and  Lyberty  Insurance  Bank,  which  has   

six  and  has  been  authorized  to  open  another.   

In  Mississippi  branches  a r e   prohibited,  excenot  that   

banks  i n   cities  o f   ten  thousand  o r   over  May,  with  approval  o f    

the  ban  king  department  |  establish  additional  offices  i n    

the  same  city  where  the  parent  bank  is  located,  and  that  out—   

side  branches  already  established  may  be  removed  with  the    
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consent-of-the  banking  department,  from  ome  municipality  t o    

another.  T h e   only  member  bank  i n   that  part  o f   Mississippi   

included  i n   the  eighth  district  having  branches  i s   the  Grenada   

Pank,  which  has  12  branches  lbcated  in  other  fowns.   

Branches  are  prohibited  b y   statute  i n   Myssouri  and  n o    

member  banks  have  any.   

In  Tennessee  branches  are  permitted  i n   the  same  county   

in  which  the  parent  bank  i s   located.  T h e   only  member  bank  i n    

that  part  o f   Tennessee  included  i n   this  District  having  branch—   

es  i s   the  Union  and  Planters!  Bank  and  Trust  Company  o f   Mem-   

phis,  which  has  two  branch  offices  i n   that  city.   

So  far,  the  only  effects  o f   the  McFadden  Bill  o n   branch   

banking  i n   the  Eighth  District  have  taken  place  in  Kentucky.   

Before  the  bill  was  passed.  the  First  National  Bank  of  Louis-   

ville  had  no  branches.  A f t e r   the  bill  became  a  law,  i n   o m    

der  to  meet  competition  of  the  local  banks  having  branches,   

it  applied  for  six  additional  offices,  A t   the  same  time,   

the  Lyberty  Insurance  Bank,  @  state  bank,  applied  for  permis—   

sion  t o   increase  its  branch  offices  from  five  t o   seven,  T h e    

Chief  National  Bank.  Exeminer’  and  the  Assistant  Federal  Reserve   

Agent  visited  Louisville,  looked  over  the  proposed  locations,   

and  discussed  t h e   situation  with  t h e   j o a }   bankers,  w h o   agreed     Digitized for FRASER 
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to  limit  the  number  o f   branches  they:  would  request.  S o    

far  as  we  know,  the  only  other  member  bank  i n   Louisville   

now  desiring  branches  is  the  Citizens  Union  National  Bank,   

Which  has  only  one  and  may  want  another.   

Governor  Calkins.  I t   seems  to  me  I  have  heard  some   

thing  about  branch  banking,  although  I  am  a  little  hazy   

about  i t   right  now.   

Most  o f   the  effects  o f   the  iicFadden  Bill,  a s   applying   

to  branch  banking,  were  anticipated  i n   California.  Two  of   

the  seven  States  i n   our  district  permit  branch  banking  —   

4rizona  andCalifornia,  The  others  do  not.  T h e r e   have   

been  very  few,  practically  no,  important  developments  that   

were  not  under  way  at  the  time  the  bill  was  passed,  Since   

its  passage  it  is  too  early  t o   judge  of  the  effect  o n   the   

disposition  o f   state  banks  with  regard  t o   joining  the   

national  system,  although  we  anticipate  @  movement  in  that   

direction.  T h e r e   have  been  two  conversions  o f   state  t o    

national  banks.  O n e   the  Benk  of  Italy  and  the  other  the   

Commercial  Bank,  a  small  bank,  There  has  been  one  conversion   

from  state  to  national  bank  applied  for  and  refused  by  the   

Comptroller.  T h e r e   has  been  one  consolidation  o f   a  national   

bank  with  a  state  bank,  with  the  operation  o f   the  former    
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state  bank  a s   a  branch  o f   the  national  bank.   

Three  non-member  banks  have  aoplied  for  branches  locat—   

ed  at  points  other  than  the  city  o f   their  home  offices  and   

have  received  permission  from  the  state  department  i n   Cali-   

fornia.  T h e r e   have  been  quite  a  number  o f   additional  c i t y    

branches  established,  that  is  established  i n   the  city  of  the   

head  office.  W e   have  informal.  information  that  there  has   

been  some  discussion  about  the  consolidation  o f   state  and   

savings  banks  now  owned  o r   controlled  b y   national  e t k a    

The  points  under  consyderation  are,  first,  that  they  be-   

jieve  more  economical  operation  would  b e   possible  with   

the  affiliated  savings  bank  merged  with  the  national  bank,   

@  somewhat  more  flexible  movement  with  regard  t o   savings   

deposits  than  under  the  State  law;  also  more  liberal  c o h   oads   

requirenents  for  national  banks,  There  is,  of  course,  o m    

opportunity  a t   this  early  date  t o   say  what  the  net  results   

of  the  passage  o f   the  woFad  den  Bill  upon  the  conversion  o f    

state  banks  will  be.  3  My  own  impression  i s   that  there   

will  be  in  our  district,  not  only  in  the  State  of  Califor-   

nia,  but  elsewhere,  a  disposition  o n   the  part  of  state  banks   

to  consider  whether  they  would  b e   better  o f f   i f   they  got   

into  the  national  system  o r   whether  they  would  b e   just  a s     
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well  off  without  becoming  members  of  the  Fedral  Reserve   

System  and  without  nationalizing.  I  think  that  inquiry  is   

quite  general  among  the  better  banks  that  are  outside  of   

the  system  now.   

Governor  Seay,  I n   our  district,  West  Varginia  pemits   

branch  banking.  T h e r e   a e   n o   developments  i n   branch  bank-   

ing  s o   far  as  I  xnow,  which  can  properly  b e   tracmil  t o   the   

passage  of  the  McFadden  Bill,  o r :   t o   its  effect  upon  state   

banks  i n   inducing  them  to  convert  into  national  banks.  W e    

feel  that  i t   is  premature  t o   venture  a n   expression  o n   that.   

Governor  Wellborn,  I n   the  Atlanta  District  the  States   

of  Louisiana,  Tennessee,  i  ssissippi  and  Georgia  permit   

branch  banking,  and  Alabama  t o   a  limited  extent.  Tyat  is   

banks  that  already  have  branches  there  cmkeep  them,  but   

they  cannot  have  any  more.   

The  sicFadden  bill  had  a  marked  effect  in  Georgia,  It   

has  resulted  i n   the  largest  state  bank  w e   have  i n   Georgia   

being  converted  into  a  national  bank  and  they  have  received   

their  charter  already,  That  is  a  bank  with  65  millions  in   

deposits.  They  immediately  took  stepe  to  convert  and  the   

Comptroller  approved  it  .  I n   Nashvillg  the  First  National   

has  established  five  o r   six  branches  i n   their  o m   city.    
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Governor  Harding.  .  T h e   banks  i n   Byston  a n d   Providence   

and  some  o f   the  larger  Maine  citieswre  already  pretty  well   

provided  with  branch  offices  before  the  McFadden  Act  was   

passed.  I  do  not  think  any  o f   them  have  added  t o   their   

number  o f   branches  since,   

An  interesting  development  took  place  about  a  month  ago.   

One  of  the  non-member  suburban  trust  companies  went  to  the   

Massachusetts  Legislature  and  asked  for  a  special  act  to   

enable  them  to  establish  a  branch  in  a  tom  outside  of  their   

own  county,  S o m e   o f   the  suburban  national  banks  objected   

and  pointed  out  that  the  object  o f   the  iicFadcen  Act  was  to   

equalize  competitive  methods  between  national  banks  and  trust   

companies,  a n d   this  would  result  i n   an  inequality,  a n d   succeed—   

ed  in  having  the  Legislature  turn  it  down.  T h e   effect  b e    

the  M c F a d d e n   Act  I  think  willit  b e   most  favorable  for  the  per   

petuation  o f   national  banks  i n   the  district.  F o r   some  time   

past  a  merger  has  been  under  way  i n   Hartford  between  the  Hart—   

ford  National  Bank  and  a  large  trust  company,  the  trust  com-   

pany  having  considerably  larger  deposits  thah  the  Hartford   

National  Bank,  T h e   consolidation  i s   all  fixed  and  I  expect   

it  has  gone  through  already,  T h e y   hung  i n   the  balance,  even   

after  the  passage  o f   the  wcFadden  Act,  a s   to  whether  the  cua     Digitized for FRASER 
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consolidated  institution  would  take  out  a  national  charter   

or  a  state  charter.  ‘the  trust  company  i s   strong  for  a  state   

charter,  and  sowe  of  the  national  bank  people  had  cold   

feet  o n   the  national  charter.  T h e   sticking  point  w a s   t h e    

continuity  of  trusts,  t t   seems  that  some  lawyer  “ + e    

in  Cincinnati  gave  a n   opinion  t h a t   t h e   wicFadden  act  d i d    

not  provide  f o r   the  continuity  o f   trusts  carried  b y   trust   

companies.  T h e   Comptroller  o f   the  Currency  sent  o n e   o r   two   

of  his  denuties  out  there  and  finally  convinced  these  people   

that  the  trusts  would  not  be  disturbed,  N o w   it  has  been   

definitely  decided  that  the  combined  institution  will  con-   

tinue  business  a s   a  national  bank.   

The  Chairman.  Governor  Young?   

Governor  Young.  I n   answer  t o   No.  ‘ys  there  i s   n o   occa—   

sion  for  branch  banxifig  anywhere  i n   the  Northwest,  except   

iinneapolis,  St.  Paul  and  Dyluth.  T h e   towms  are  too  small.   

In  winneapolis,  St.  Paul  and  Dyluth  the  state  lew  prohibits   

then.   

In  answer  t o   No.  2 ,   w e   have  had  a  great  number  o f   in-   

Guiries  with  reference  t o   national  Qan‘*s.  I  think  that   

comes  about  for  three  reasons,  T h e   first  reason  is,  be-   

cause,  a s   Governor  Norris  said,  the  public  for  some  reason    
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or  other,  seems  t o   prefer  the  word  "national".  W e   have   

some  very  S e  a r   e e e   o f   that  right  i n   mynneavolis.   

The  First  Wational  o f   iiinneanolis  owmed  the  Bloomington  B a n k    

through  stock  owmership.  T h e   Bloomington  Bank  lost  some   

$250,000  i n   deposits  out  there.  T h e y   took  out  a  national   

charter  a n d   got  i t   back  and  some  more,  a n d   still  everybody   

knows  i t   is  the  same  organization,  Y o u   just  cannot  ex-   

plain  it,   

The  second  reason  i s   the  fear  o f   the  passage  o f   guaranty   

laws  i n   wontana  and  sijnnesota.  T h e   good  banks  out  there   

are  going  to  get  out  of  the  State  system  if  the  guaranty   

law  is  passed.  I n   signnesota  i t   i s   killed  for  two  years  and   

won't  come  up  again,   

The  third  reason  f o r   taking  o u t   national  charters  i s   that   

in  Mjnneapolis  and  St.  Paul  the  large  banks  have  had  t o   un—   

scramble  their  branches.  B e f o r e   the  McFadden  bill  was  vassed   

it  was  not  »orofitable  for  them  to  take  out  $200,000  capital.   

Now  that  t h e   wcFadden  Bill  is  passed  I  thin  every  one  of   

those  outlying  banks  will  b e   national  banks.  I n   ad“ition   

to  that  w e   have  had  some  consolidations  between  state  banks   

and  national  banks.  T h e   good  consolidations  have  come  our   

way,  T h e   poor  ones  have  not  come  our  way,  not  because  they     Digitized for FRASER 
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didn't  want  to,  but  because  the  Chief  National  Bank  Examiner   

nushed  them  the  other  way.  S o ,   all  told,  I  feel  that  the   

idcFadden  Bill  has  been  beneficial  i n   the  agricultural  s e c    

tions.  I  do  not  think  we  are  going  to  get  s o   many  national   

banks,  but  those  that  w e   do  get  are  going  t o   be  the  good  ones.   

The  Chairman,  I  think  New  York  has  noticed  the  effect   

of  it.  W e   have  t h e   northern  half  o f   New.Jersey  a n d   there   

have  been  23  new  branches  opened  there.  I n   New  York  I  think   

there  are  26,  mating  49  altogether,  T h e r e   is  one  noticeable   

thing,  I  think  |  with  us,  a s   with  you,  andthat  i s   the  tendency   

to  taxe  out  State  charters  i n   these  consolidations  basbeen   

arrested.   

One  thing  that  strikes  u s   i s   that  there  certainly  has   

been  an  impetus  given  t o   membership  i n   our  district,  I  re-   

memoer  t h e   report  I  got  when  I  was  abraoad  w a s   that  w e   had   

nine   
just  gotten  Sar  o i d   edtimenber.  I  notice  since  m y   return   

that  it  is  up  to  934,  and  I  think  @ted@-.  higher  now.  Not-   

withstanding  that  the  surplus  has  not  yncreased.  O u r   capital   

and  surplus  together  has  crossed  the  one  hundred  million  dol-   

lar  mark,  due  to  increase  i n   capital  from  the  new  banks,  t o    

consolidation  w i t h   national  charters  o f   members  o f   the  system   

and  increases  i n   c a p i t a l   .  of.  some  o f   the  larger  banks,    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



425   

I  do  not  know  whether  there.  are  any  particular  develoo~   

ments  in  connection  with  the  passage  of  the  McFadden  Act   

which  raise  any  questions  which  could  be  disposed:.of  -at*:   

this  meeting.  I t   was  ‘put  os  a  nrograd,  but  me  h a v e   no   

queetion  i n   our  district.  |   

Governor  Fancher.  W e   have  none.  S e r e   e s    

Governor  Norris,  I  ‘would  like  t o   ask  one,  question  that   

is  applicable  t o   the  whole  piecees  There  has  been.very  con—   

siderable  variance  in  iy  ae  kus  of  the  Federal  Reserve  Board   

on  the  question  of  reserves,  2  to.  what  is  the  outlying  sec-   

tion  of  '&  city,  I n   Chicago  I  think  the  whole.  city  is  out—   

lying  except  a-little  block  i n   the  financial  center.  I n    

Philadelphia  we  have  no  sone  van  sections  at  all,  although   

there  are  points  14  miles  distant  from  the  City  Hall.   

Now,  under  the  .ioFadden  Bill,  if  the  Comtrolier  allows   

an  i n s t i t u t i o n   to  be  incorporated  with  a  smaller  capital  be-   

cause  it  is  in  an  outlying  secelaa.  aan  the  Federal  Reserve   

Board,  o f   which  it  is  &  member,  say  that  t h a t   is  not  an  out-   

lying  section  as  Sie  ke  HeeeeTes  are  concerned?   

Governor  Young.  I  thins  so,  I  f  that  bank  i s   handling   

country  bank  accounts  a n d   bank  balances  I  think  they  would   

be  justified  i n   saying  that  they  would  have  t o   cariy  a  higher    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



426   

reserve,  T h a t   would  b e   taxen  under  consideration  and  deter   

mined  b y   the  Board.   

Governor  Norris.  T h e y   have  not  done  so.   

Governor  Young,  T h a t   i s   what  they  have  done  with  ue.   

Governor  Norris.  W e   had  a  number  o f   cases  that  w e   have   

put  up  to  them,  small  banks  i n   residential  sections,  most   

distinctly  outlying  sections  of  the  city,  which  had  definite   

names,  although  they  were  within  the  corporate  limits  of  Phila-   

delphia|  These  were  just  local  institutions,  Little  institu.   

tions,  that  had  no  outside  bank  accounts  a t   all,  but  they   

have  always  held  that  they  were  not  outlying.   

Governor  Young,  D i d   your  board  make  a  favorable  recom   

mendation?   

Governor  Norris.  Y e s ,    

Governor  Young.  T h a t   is  peculiar,  because  they  have   

always  granted  i t   t o   Minneapolis.   

Governor  Harding,  T h e r e   i s   another  important  thing  i n    

connection  with  the  passage  o f   the  wicFadden  legislation,  i n   my   

opinion,  and  that  is  the  desirability  of  statytory  definition   

of  savings  deposits,  The  powers  of  national  banks  t o   lend   

money  o n   real  estate  i s   very  greatly  increased,  because  now   

they  can  lend  I  think  5 0   per  cent  o f   their  savings  deposits,    
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In  the  Boston  banks,  most  of  the  national  banks  there   

have  a  savings  department  w i t h   a  savings  pass  book  a n d   they   

pay  four  per  cent  interest.  T h e y   place  n o   limit  whatever   

upon  t h e   amount  o f   savings  that  c a n   b e   carried  i n   one  pass   

book,  O n e   of  the  large  Boston  banks  recently  put  in  a  rule   

thet  they  would  pay  four  per  cent  only  on  the  first  ten  thous-   

and  dollars,  and  over  and  above  ten  thousand  dollars  the  rate   

would  be  three  per  oent.  U n d e r   that  limit  that  bank  has  sone   

accounts  o f   a  hundred  and  fifty  and  two  hundred  thousand  dol-   

lars.  Another  bank  which  has  n o   limit  a t   all  o n   the  amount   

of  savings  t o   be  carried  i n   any  one  pass  book,  has  issued   

one  pass  book  t o   a  corporation  for  a  million  dollars  savings   

account,  a t   4  per  cent.   

The  Chairman,  A n d   $30,000  reserve  with  you  on  that.   

Governor  Harding.  Y e s .   I t   seems  t o   me  that  sooner  o r    

later  we  have  got  t o   have  legislation  from  Congress  with  a   

view  o f   having  a  statutory  definition  m a d e   of  what  a  savings   

account  is.   

Governor  Bailey.  Hasn't  that  been  the  question  i n   Cali-   

fornia  f o r   a  good  while?   

Governor  Calkins.  T h e y   have  the  half  andhalf  situa—   

tion,  the  savings  certificates.    
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Govetnuor  wiclougal.  T h i s   q u e s t i o n   is  a  very  imoortant   

one,  I  think.  W e   had  s o   many  cases  with  the  Board  i n   r e    

gard  t o   it  that  tre  feel  very  strongly  the  necessity  for  some   

authority  ruling  s p e c i f i c a l l y   what  is  meant  b y   savings  de-   

posits.  i t   do  not  know  whether  any  attention  has  been  given   

to  1%.-or  not,  b u t   unless  ‘it  i s   done  there  i s   going  t o   b e   c o m    

fusion  and  everything  that  goes  with  it,  I  t h i n k  the  aver—   

age  bank  under  present  conditions  and  i n   t h e - f a c e   of  the   

‘law  vill  continue  t o   use  time  devosits  until  they  are  stopped.   

Governor  Calkins.  -Isrift  i t   true  that  the  Comptroller   

of  the  Currency  is  now  considering:a  ruling  o n   that  question?   

There  is  a  very  urgent  need  for  an  intelligent  definition   

of  time  deposits  and  savings  deposits.  T h e   situation  is   

growing  rapidly  worss,  and  gpowing  repidly  worse  faster  i n    

the  New  England  are,  t h a n   any  other  part  o f   the  country.   

The  time  deposit  evil  -—  and  I  think  that  i s   the  proper  thing   

to  call  i t   —  i s   growing  everywhere.  B a n s   everywhere  are   

carrying  a s   time  deposits  funds  that  have  n o   business  t o   be   

classified  as  time  devosits,   

The  Chairman.  6 0   per  cent  of  the  jpctreased  bank  de—   

posits  i n   the  last  ten  years  consist  o f   those  deposits  that   

carry  three  per  cent  reserve.  Bearing  on  this  development    
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that  you  referred  t o   i n   New  Zngland,  Governor  Harding,  a s    

I  recall  i t   there  was  a  case  o u t   i n   California  some  years   

ago  where  ea  bank  met  the  requirement  o f   the  three  per  cent   

reserve  b y   holding  the  original  pass  book  i n   its  own  posses-   

sion  and  giving  a  duplicate  t o   the  depositor,  s o   that  the   

depositor  could  draw  a  check  o n   his  savings  account.  I  wonder   

if  Governor  Calkins  will  tell  us  whether  that  matter  has  ever   

been  disvosed  of?   

Governor  Calxins.  N o ,   I  think  not.  I  think  that  prac   

tice  still  prevails,   

The  Chairman,  T h e n   you  have  a  lot  o f   banks  carrying   

savings  deposits  o u t   there  which  carry  t e n   per  cent  reserve,   

and  some  that  carry  three  per  cent  reserve?   

Governor  Oalxins.  Y e s .   T h e   fact  is.  not  the  bank  you   

referred  to,  but  another  one  out  there,  there  was  some  discus—   

sion  about  meeting  the  definition  of  the  Board  exactly,  but   

the  discussion  stopped  right  there  and  n o   action  was  ever   

taken.   

The  Chairman,  D o   you  realize  that  i f   there  had  been  a   

reasonably  strict  definition  o f   what  type  of  deposit  would  be   

permitted  t o   carry  only  three  per  cent  reserve  that  w e   wouldn't   

be  bothering  about  our  portfolio  very  much?    
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Governor  Caltins.  T h a t   i s   true,  not  only  in  California   

but  i n   othes  p a r t s   of  the  country,  N e w   York  Chicago,  Cleve-   

land,  Pittspurgh,  and  so  forth.   

The  Chaivman,  O h ,   yes,  that  is.  ail  admitted;  but  if   
is*   

this  Great.  grooth.  of  devosits  in  the  guise  of  savings  ‘devosits   

=  n o t   deen  permitted  to  dpee  ‘the  fora  of...savings:  devosits   

the  reserve.  requiren,ents  today  vould  have  ne  essitated  a   

sufficient  volume  of  bor  rowing  from  the  r  eserve  banks  s o    

that  we  would  have  had  no  difficulty  in  m a i n t a i n i n g   an  ade—   

quate  portfolio  and  the  whole  bank  ing  position  would  have   

been  very  much  stronger:  ©   

Govemor  Calxins:  -  If  ‘the  reserve  amounts  t o   anything,   

in  the  sense,  that  it  is  usally  suposed  to  mean  something,   

it  is  perfectly  absurd  for  a  baspebakibe  t o   carry  a  million   

tiene  t h   €  savings  account  and  the  bank  carry  three  mer  cent   

‘edits  against  it.’  3   

Governor  aeay,  .  Ft  would  have  ea  marzed  effect  o n   the  e x    

pansion  of  credit:  sir,  Chairman,   

Governor  Glkxins.  I  do  not  think  any  more  vital  question   

could  be  considered  b y   this  Conference  or  the  Federal  Reserve   

System  than  the  correction  o f   the  tendency  that  has  been   

growing  s o   strong  t o   evade  proper  complicance  with  reserve    
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requirements.   

Govermor  Seay,  I n   the  amendnent  t o   its  regulations  I   

think  the  2oard  has  attempted  i n   some  way  to  deal  with  that   

situation,  I t   might  b e   a  subject  for  the  committee,  which   

is  to  be  appointed,  t o   taxe  u p   with  the  counsel  for  the  Feder   

@l  Reserve  Board.   

Governor  Harding.  I  think  I  appreciate  some  of  the   

difficulties  encountered  b y   the  Board  on  this  particular  prob   

len,  I  do  not  think  i t   is  anything  which  is  very  wel  1   

cured  by  a  regulation.  I  think  it  goes  déeper  than  that  and   

needs  legislation,  - I   think  the  reserve  section  o f   the  F e d    

eral  Reserve  Act  ought  to  be  amended  so  that  it  would  carry   

a  definition  o f   savings  deposits  b y   providing  sone  limitation   

on  the  amount  that  could  be  cenvied  1 6   the  pass  book.   

The  Chairman,  That  was  a  provision  a s   to  mutual  Savings   

banks  -——~   

Governor  Harding,  The  question  o f   time  certificates  i s    

a  little  more  complicated  than  i n   the  California  case,  with 
  

which  y o u   are  familiar.  Q u i t e   recently  o n e   o f   the  Boston   

trust  companies  h a s   gone  Galifornia  o n e   better.  T h e y   have  got   

out  the  slickest  proposition  y o u   ever  saw.  I t   is  4  demand  ce.   

tificate  of  deposit  which  they  claim  is  a  time  certificate    
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and  carries  only  three  per  cent  reserve  against  it.  Looking   

at  it  one  way  it  is  a  time  certificate  and  looking  at  it   

another  way  it  i s   a  demand  certificate.   

Governor  Talley,  W e   have  banks  carrying  vublic  funds,   

and  i n   view  of  the  experience  they  c e e   e y   regard  t o   the   

time  consumed  i n   withdrawing  these  public  funds,  they  are   

undertaking  t o   get  letters  from  public  authorities  obligating   

themselves  t o   give  more  than  30  days!  notice  for  withdrawal,   

and  treat  the  public  funds  a s   time  deposits,  although  i t   is   

very  Clear  that  any  political  subdivision  has  a  right  t o   lend   

its  funds  which  i t   has  eocomujated  for  @  particular  purpose.   

We  have  had  that  u p   with  the  Federal  Reserve  Board  and  also   

with  the  Comtroller,  and  it  still  goes.on.  I n   some  instances   

it  is  mitigated  b y   the  fact  that  the  banks  are  cartying  good   

secondary  reserves;  but  it  18  a  deposit  that  requires  a  ten   

per  cent  reserve  and  only  a  thrée  per  cent  reserve  is  being   

carried  against  it.   

The  Chairman,  T h e   matter  suggested  b y   the  New  York  Dis.   

trict  i n   connection  with  thet  can  b e   disposed  o f   without  any   

discuesion  here,  and  we  won't  take  the  time.   

Topic  F  has  been  acted  upon.  Topic  G  is  the  air  mail  ser-   
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IV.  OPURATION  AND  ADMINISTRATION.   
   

G  A i r   Mail  Service,   

1.  T o   what  extent  i s   it  being  used  or  should  be   

used  b y   Federal  Reserve  Banks?   

Be  I t s   effect  o n   Time  Schedules.   

Governor  Harding,  T h e   Boston  post  office  has  been  send   

ing  out  a  number  o f   circulars  t o   banks  and  business  corpora.   

tions  advising  them  to  use  the  Air  Mail  Service,  T w o   or   

three  of  our  larger  member  banks  have  been  experimenting   

with  i t   i m   some  o f   t  heir  direct  sendings.  I n   the  reserve   

bank  we  have  taken  the  position  that  if  we  could  cut  the   

corner  b y   saving  a  day's  time  o n   some  of  t  his  stuff  b y   send- 
  

ing  it  by  air  mail,  thebanks  that  send  the  stuff  could  do   

the  same  thing,  a n d   that  we  are  just  a s   well  off  i f   we 
 let   

it  run  for  a  while.  O Q y t   attitude  i s   that  w e   are  not  going   

to  use  the  air  mail  except  i n   self  defense...   

I  have  a  memorandum  from  my  transit  department  o n   this 
  

which  says:   

"In  order  to’  test  out  the  air  mail,  we  sent  letters   

Federal  reserve  banks  and  branches  during  the  first  three 
  

days  o f   the  month  o f   March,  O n   one  day  the  mail  njane  out   

of  Boston  broke  down  at  F r a m i n g h a m ,   ad  the  t e s t s   on  the  other   

two  days  showed  such  a  variation  i n   the  time  the 
 mail  arrived    
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that  t e   were  unable  t o   draw  satisfactory  definite  c o n c l u    

sions.   

"The  First  National  Bank  and  the  Nationa]  Shawnut  Bank   

have  been  forwarding  by  air  mail  a s h   letters  to  selected   

points  since  warch  9th.  During  this  time  85  letters  have   

been  sent  to  other  Federal  reserve  banks,  and  32  of  these   

letters  arrived  a t   their  destination  a t   the  same  time  a s   if   

they  had  been  sent  by  railway  mail.  4 5   arrived  one  day   

earlier  than  if  they  nad  been  sent  by  railway  mail,  and  8   

which  were  sent  to  Dallas  arrived  at  their  destination  two   

days  earlier.  -   

'Pxperierce  thus  f a r   indicates  that  n o   time  c a n   b e   gained   

on  letters  to  Detroit,  and  the  time  to  Chicago,  Cleveland,   

M i n n e a p o l i s ,   New  Orleans  and  Xensas  City  is  quite  uncertain.   

On  letters  to  St.  Louis,  Omahe,  Dallas,  San  Francisco  and   

their  branches  @  gain  of  from  one  to  two  days  is  quite  con-   

sistently  shown,  "   

Of  course  any  general  use  of  the  air  mail  would  involve   

@  revision  o f   the  time  schedules.  I f   Boston  uses  i t   to  San   

Francisco,  8ean  Francisco  would  quite  naturally  use  if  t o   Bos-   

ton,  and  the  net  result  would  be  just  about  the  same,  and  we   

have  all  the  uncertainties,  delays,  a n d   s o   forth,  S o   our    
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attitude-1s°  wé-srefer—po.let-  At  alone  wndil  it  a  in  more   

general  u s e   and  stabilized.  I t   is  too  uncertain  a   

Governor  Fancher,  -I,  have  a  aac  vibacmiaaner|  prepares  b y   |  Mr,   

Strater  bearing:  on  this:..  o e   2   

"The  Standing  Commit  tes,  on  Celi  sey  sone  a  zepeatediy   

discussed  the  possible  development  of,  bas  ‘ade  wail  Service!   

to  a  point  w h e r e   the,  Federal  |  reserve  banks  might  recognize  :   

the  method  o f   air.  transportation  b y   revising  its  time  S a    
hoe   

ules.   

"At  present  there  i s   only  o r   ‘ c c n a   a i r   mail  p r e    

vice,  and  that  is  the  Trans—Continental  one.  There  are  a   

number  of  feeder  routes  which  are  more  or  less  effective  and   

m o r e .   or:  less  dependable.  T h e   rates,  hoever,  are  practically   

ten  times  thé  rates  charged  for  ordinary  mail  and  are  pro-   

hibitive  for:  the  ordinary  volume  of  checks.  =  It  is  only  in   

cases  wate  titi  amounts  are  involved  and  long  distances   

to  be  covered  that  any  real  advantage  can  accrue  from  the   

means  of  air  mail  transportation.  3   

"In  m y   opinion,  i t   will  b e   many  c e   t e   eee  the  sere   

vice  i s   developed  t o   a n   extent  where  i t   will  h e   o f   a n y   p r a c    

tical  usefulness  for  transportation  of  mail  for  short  dis.   

tances,  a n d   naturally  the  more  renote  the  point  o f   collec-    
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tion  the  less  volume  there  will  be.   

"It  has  been  our  experience  that  some  of  our  member 
  

banxs  taxe  advantage  of  the  service  when  checks 
 of  large   

amounts  are  concerned  but  these  are  relatively  infrequent   

and  ate  all  handled  as  special  cases.  W e   permit  certain   

of  our  larger  banks  to  send  checks  of  $50,000  or  more 
 to   

other  Federal  reserve  banks  a n d   branches  b y   air  mail  routes   

and  give  them  an  estimated  availability  date 
 which  is  adjusted   

in  their  teserve  if  the  schedule  fails.  "   

Governor  iicDougal,  W e   are  not  using  the  air  mail  service.   

Some  o f   our  member  banks  have  used  i t   in  connection  with 
 items   

sent  t o   New  York  a n d   some  o f   t h e   western  reserve  cities. 
 A s i d e    

from  that  I  d  not  think  they  make  much  use  of  it.   

The  Cpaiman,  D o   any  other  Governors  wish  to  reoort?   

Governor  Seay,  Rich,ond  i s   about  t o   become  a n   air 
 mail   

city,  T h e   problem  i s   not  a t   all  pressing  with  us.   

Governor  Calkins,  T n e   use  o f   air  mail  with  u s   has  been   

confined  to  the  direct  royting  b y   member  banks.  W h e n   it   

gives  the  member  banks  the  benefit  o f   the  shorter 
 time  schedule   

it  is  done  in  all  such  cases,  they  vaying  the  cost.  a L    

member  banks  i n   the  principal  cities  are  using  o r  
 have  used   

the  air  mail.   

covernor  Seay.  D o   you  require  the  member  banks  t o   pay    
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the  additional  postage?   

Governor  Calkins.  Y e s ,    

Governor  Talley.  N e   have  three  member  banks  that  make   

a  daily  practice  o f   using  the  air  mail  from  the  Dallas  ste-   

tion,  W e   have  made  a  complete  analysis  o f   their  sendings   

over  a  period  o f   three  months  and  note  that  116  cash  letters   

were  received  and  credited  b y   other  federal  reserve  banks,   

every  one  a  four  day  letter.  Finding  that  our  member  banks   

were  credited  o n   their  books  w i t h   only  four  days  w e   credit   

on  that  date,  the  credit  dates  pass  to  the  accounts  of  our   

members.  T o   encourage  the  sending  by  air  mail  we  have  been   

absorbing  this  float,  but  our  idea  is  it  is  not  at  all  prac   

ticable  and  we  d o   not  use  i t   ourselves.   

Governor  Wellborn,  I n   the  Atlanta  District  there  were   

two  air  mail  routes  established  at  different  times,  put  they   

found  that  t h e y   d i d   not  p a y   a n d   they  have  discontinued  t h e    

service.  O n e   of  them  is  in  the  hands:  ofa  receiver,  the  one   

that  went  to  Florida.   

vir.  Harrgson,  Theree  Federal  reserve  bangs  have  sent.  items   

to  us  by  air  mail,  ifinneapolis,  St.  Louis  and  the  Seattle   

branch,  2 2   member  banks  have  sent  air  mail  to  us  direct.  W e    

ourselves  have  not  used  the  air  mail  for  outgoing  items,  Al-   

though  w e   have  advised  our  various  member  banks  that  they  may    
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nee.  % .   :   
-  a   ~v   

send  checks  direct  t o   other  Federal  reserve  banks  b y   air   

mail  there  is  only  one  of  our  member  banks  t o   our  knowledge 
  

who  has  ever  used  it.,  and  then  very  occasionally,  and  only   

for  large  items,   

When  this  matter  was  referred  to  the  standing  committee   

on  collections  b y   the  F a l l   Conference  o f   1924  that  Committee   

reported  back  that  they  thought  the  air  mail  service  was  too   

inexperienced  and  too  unstable  t o   justify  changing  s  chedules,   

The  committee  said,  however,  that  they  would  watch  the  develop—   

ment  o f   the  air  mail  service,  a n d   if  the  time  shoujd  come  when   

experience  justified  its  general  use  o r   the  changing  o f   the   

time  schedules,  the  committee  would  advise  the  Governors.   

We  have  considered  that  the  matter  is  in  the  lap  of  the  com   

mittee  and  that  the  next  move  will  be  up  to  them  so  far  as   

we  are  concerned.   

The  Cpaimnan.  N o w   ~e  have  had  a  general  review  of  it,   

which  i s   not  altogether  encouraging.   

Governor  Biggs.  About  a  yeaT  ago  we  inaugurated  the  air   

mail  service  between  St.  Louis  and  Chicago  and  the  first  mont?   

the  results  o f   t h e   operation  were  very  satisfactory,  a n d   we   

gave  our  member  banks  schedules  based  o n   air  mail  service,  bui   

required  that  they  assume  the  vostage.  J u s t   about  the  time    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



439   

the  schedules  were  changed  daylight  éaving  went  into  effect.   

The  air  mail  service  thereafter  did  not  @me  u p   to  the  stand   

ard  Maintained  for  the  few  weeks  we  had  been  observing  it,   

and  i n   the  fall  a n d   winter  i t   became  very  erratic,  T h e   r e    

cord  beginning  with  October  based  on  dollar  amount  of  cash  let~   

ters  handled  b y   air  mail  showed  that  the  following  percentage   

of  cash  letters  arrived  on  time:   

October,  59  per  cent.   

November,  3 6   per  cent.   

D  ecember,  5 5   per  cen  t,   

January,  4 5   per  cent.   

February,  6 3   per  cent.   

wat  ch  |  68  per  cent.   

Last  fall  due  to  the  irregularity  of  the  air  mail  ser-   

vice,  t h e   matter  was  taken  u p   with  the  Board  and  i t   was  de-   

cided  that  we  should  discontinue  guaranteeing  the  air  mail   

schedules.  S i n c e   then  w e   have  been  accepting  checks  t o   be   

forwarded  b y   air  mail,  but  only  subject  t o   our  regular  publish   

ed  time  schedules,  except  that  if  in  the  regular  course  of   

business  we  find  that  we  obtained  earlier  credits  than  our   

regular  schedules  called  for,  w e   give  the  interested  member   

bank  t h e   benefit  o f   t h e   earlier  availability  through  credit    
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in  the  analysis  of  their  reserve  account,   

The  Chairman  I f   there  i s   no  further  discussion  o f    

this,  we  will  go  to  Topic  IV-K,  report  of  the  committee  on   

safe-~eeping  of  securities,   

IV.  OPERATION  AND  ADMINISTRATION.   
   

Ke  Report  o f   Committee  o n   Savekeeping.   

The  Chairman,  T h i s   is  a  committee  appointed  b y   the   

Federal  Reserve  Board  between  meetings  of  the  Governors.   

(The  report  of  the  committee  is  as  follows:  )   

March  11,  1987.   

REPORT  O F   THE  COMMITTED  O N   THE  FUNCTION  O F   CUSTODIES   

IN  FEDERAL  RESERVE  BANKS.   

Pursuant  t o   a  letter  from  the  Federal  Reserve  Board,   

dated  January  5,  1927,  in‘regard  to  the  safekeeping  of  securi-   

ties  b y   Federal  Reserve  Banks,  the  committee  designated  b y    

the  Board  |  consisting  o f    

R.  a  Young,  Governor,  Federal  Reserve  Bank  o f   iiqnneapoli.   

Wa.  McO.  Martin,  Chairman  and  Federal  Reserve  “gent,   

Federal  Reserve  Bank  of  St.  Louis,   

J.  H.  Case,  Deputy  Governor,  Federal  Reserve  Bank  of   

New  York,  Chairman,    
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duly  m e t   a t   the  Federal  Reserve  Bank  o f   New  York  o n   March   

4  and  5,  1927.   

The  Board  requested  that  this  committee  give  considera—   

tion  t o   all  phases  o f   the  safexeening  problem,  T h e   comnit—   

tee,  therefore,  after  careful  consideration,  has  divided   

the  problen  into  s  pecific  questions  and  makes  the  follow   

ing  responses  and  recommendations  i n   respect  thereto,  i n    

which  are  incorporated  their  views  a s   to  the  questions   

spetifically  raised  b y   the  Board  |  as  well  a s   t o   other   

questions  involf¥ed  in  a  general  consideration  of  the  safe-   

keeping  problem,  T h e s e   questions  and  responses  and  recommenda.   

tions  follow:   

1.  Should  Federal  reserve  banks  receive  for  safekeeping   

securities  which  are  the  ,roperty  of  member  banks,  and,  if   

80,  should  any  distinction  b e   made  a s   t o   the  location  o f   the   

member  bank;that  is,  should  the  same  service  b e   rendered   

to  both  city  qgnd  country  banks?   

The  Federal  reserve  bants  are  all  rendering  a  safekeeping   

service  to  their  member  banks  and  it  is  doubtful  if  the  banks   

could  avoid  the  rendering  o f   this  seryice  t o   at  least  a  limit—   

ed  extent,  even  i f   they  desired  t o   do  so.  F o r   instance,  t h e    

banks  necessarily  hold  large  amounts  of  securities  as  col-    
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lateral  to  loans.  The  loans  are  vaid  off  and  the  securities   

generally  are  permitted  to  remain  with  the  reserve  bank  as   

a  matter  o f   convenience  and  i n   anticipation  o f   the  need  for   

further  borrowing.  €Cecurities  s o   held,  even  though  originally   

phedged  a s   collateral,  a r e   held  i n   safekeening  and  it  would 
  

be  very  difficult,  i f   not  qhite  impossible,  t o   avoid  the  hold   

ing  of  securities  in  such  oases.  I n   addition,  a  large  number   

of  banks  have  lodged  with  their  Federal  reserve  panke  for   

safekeeping  all  or  a  substantial  part  of  their  security  hold-   

ings,  I n   some  districts  the  reserve  banks  are  already  holding   

a  majority  o f   all  of  the  securities  o m e d   b y   the  country   

menber  banks  within  the  districts.  T h i s   represents  a  ser   

vice  of  very  great  value  to  the  country  member  bank  and,  in-   

cidentally,  t o   the  public  interest  generally,  for  the  reason   

that  the  majority  of  country  banks  do  not  have  vaults  of   

proper  strength  for  the  safdguarding  o f   their  property.  Your   

committee  belives  that  the  value  of  this  service  to  the  member   

banks  i s   far  beyond  its  comparatively  small  cost  t o   the  Federal   

Reserve  System  and  that  i t   i s   a  service  which  is  incident  t o    

the  maintenance  o f   the  reserve  account.   

It  recommends,  therefore,  that  the  Federal  reserve  banks   

receive  for  safefeeping  securities  which  are  the  property  o f     
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their  counsry  member  banks.  A s   t o   whether  o r   not  this  ser—   

vice  should  b e   rendered  t o   both  city  and  country  banks,  i t    

ig  the  view  of  the  comnittee  that  i n   general  the  polity   

should  be  to  limit  the  safexeeping  of  securitiés  to  member   

banks  outside  o f   reserve  and  branch  ‘cities,  but  that  the  re-   

serve  banks  should  exercise  discretion  i n   the  dase  of  banks   

which  d o   not  have  adequate  vault  protection  o f   their  o m ,    

regardless  o f   location.   

2.  S h o u l d   Federal  reserve  banks  receive  for  safekeep-   

ing  securities  the  property  o f   correspondents  other  than   

member  banks,  agencies  of  the  Government,  etc.?   

It  is  the  view  of  the  committee  that  the  reserve  banks  me   

properly  receive  securities  t o   b e   heldfor  t h e   account  o f   the   

Secretary  o f   the  Treasury  and  other  agencies  o f   the  Govern-   

ment,  i n   cases  where  the  banks  are  svecifically  authorized   

oy  law  to  render-this  service,  or  where  they  have  been  spe—   

cifically  requested  b y   the  Secretary  o f   the  Tyéeasury  t o    

render  it  as  fiscal  agents  of  the  United  States  Government.   

The  committee  also  believes  t h a t   the  holding  o f   securities   

for  foreign  o r   other  correspondents  may  properly  b e   under-   

t a k e n   °   

Se  2 S h o u l d   Federal  reserve  banks  receive  for  s a f e    

keeping  from  member  banks,  securities  i n   which  third  parties    
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have  a n   interest  proprietary  or  otherwise?   

Your  committee  i s   of  the  opinion  that  Federal  reserve   

banks  shovld  not  i n   any  case  render  this  service,  for  the   

reason  that  it  would  impose  liabilities  which  it  is  felt   

the  Federal  reserve  banks  should  not.  assume.  A s i d e   from   

the  question  of  vossible  lack  of  legal  authority,  numerous   

difficulties  could  arise  i n   connection  with  this  service  i f    

it  were  undertaken,  incident  t o   the  accounting  for  securi-   

ties  held  which  were  known  to  be  the  ,roperty  of  a  third  party,   

or  in  which  a  thi  party  has  an  interest;  for  example,  the   

administration  o f   the  inheritance  tax  laws,  etc,  I n   this   

connection  the  committee  considered  a  letter  addressed  b y    

ir,  wlartin  to  wir.  Case  under  date  of  February  1,  1927  a  copy   

of  which  i s   attached  a s   Exhibit  A.  Furthermore,  a n d   as  a   

practical  matter,  i f   the  reserve  banks  were  to  undertake   

to  render  @  service  of  this  character,  the  possible  volume   

of  business  which  might  viltimetely  b e   offered  i s   enormous   

and  would  impose  a  very  great  burden  upon  the  reserve  banks,   

not  only  for  the  expense  which  would  b e   involwad,  but  for   

the  liability  incident  t o   the  handling  o f   a  great  volume  o f    

securities.  There  would  also  arise  the  element  o f   competition   

which  menber  banks  which  are  especially  equipped  t o   handle   

such  business  f o r   nrofit.    
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The  committee  recommends,  therefore,  that  the  Federal 
  

reserve  banks  should  not  receive  for  safekeeping 
 from  member   

banks  securities  which  are  not  the  property  o f   the 
 deposit—   

ing  Member  bank.   

5,  i f   Federal  reserve  banks  are  t o   hold  securities   

for  safekeeping  should  a  charge  b e   made  for  this  service  with 
  

respect  t o   any  particular  class  o f   safekeeping?   

Tt  i s   the  view  of  the  committee  that  i n   all  cases  where 
  

4+  recommends  that  the  Federal  reserve  banks  should 
 render   

a  safekeeping  service  t o   member  banks,  t h i s   service,  t h e   cost 
  

of  which  t o   the  reserve  banks  i s   not  great,  should 
 b e   rend   

ered  free  o f   chargé.   

In  the  case  o f   securities  held  i n   safekeeping 
 for  other   

than  member  banks,  as,  for  instance,  foreign  correspondents, 
  

agencies  o f   the  Government,  eto.,  i t   believes 
 that  the  matter   

of  a  charge  should  b e   left  t o   the  discretion  o f  
 the  reserve   

bank  handling  the  business.   

6.  W h a t   are  the  legal  respcnsibilities  involved 
 i n    

the  handling  o f   securities  for  safekecping,  a n d  
 would  this   

legal  liability  b e   increased  i f   a  charge  were  t o   be 
 imposed?   

There  is  attached  as  “xhibit  B  copy  of  an  opinion 
 of   

counsel  of  the  Federal  Reserve  Bank  of  New  York,  dated 
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January  20,  1927,  which  the  committee  considered  and  adopted.   

This  opinion  was  rendered  with  reference  t o   the  law  of  the   

State  of  New  York,  The  rule  of  law  is  that  reserve  banks   

holding  securities  i n   safekeeping  for  member  banks  are  not   

in  any  case  insurers  against  loss..  I n   any  case  where   

a,reserve  bank  is  expressly  paid  for  these  services,  o r   where   

it  might  be  found  that  i n   fact  there  is  a  lawful  considera.   

tion  passing  from  the  member  bank  t o   the  reserve  bank  (and   

the  opinion  anticipates  that  inall  these  cases  there  would   

be  found  t o   be  i n   fact  a  real  consideration  passing  from  the   

memberbank  to  the  reserve  bank),  the  reserve  bank  would  be   

liable  i n   the  event  o f   loss  o f   property  held  b y   it  only  if   

it  should  be  >roved  that  the  reserve  bank  had  omitted  to   

give  t o   the  property  held  i n   oustody  t h e   same  care  that   

would  be  given  b y   an  ordinary  prudent  banker  to  the  conduct   

of  his  own  business  i n   lite  circumstances.  I n   any  case  where   

it  might  be  found  that  the  custody  of  the  reserve  bank  is   

gratuitous,  t h e   reserve  bank  would  b e   liable  for  any  loss   

occurring  only  if  gross  negligence  were  proved,  These  are   

definitely  settled  rules  of  law  in  the  State  of  New  York,   

and  while  there  might  be  slight  variationg,  i t   is  believed   

that  they  are  o f   quite  general  application,  T h e   opinion  ex-    
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pressea@  the  view  that  while,  theoretically,  there  i s   a   

difference  between  a  vossible  charge  t o   a  jury  that  the  re-   

serve  bank  i s   liable  i f   it  failed  t o   use  the  care  that  a n    

ordinarily  prudent  banker  would  give  to  the  conduct  of  his   

own  affairs,  and  a  charge  that  the  reserve  bank  would  b e    

liable  only  if  gross  negligence  were  proved,  yet  as  a  orac-   

tical  matter  i t   i s   doubted  that  there  would  b e   any  great   

advantage  t o   the  bank  i n   the  event  o f   the  latter  o f   those   

two  possible  charges.   

The  opinion  refers,  also,  t o   the  legal  effect  o f   the   

clause  i n   the  safekeeping  receipt  issued  b y   the  Federal  Re-   

serve  Bank  of  New  York,  a s   follows:   

"Me  Federal  Reserve  Bank  will  give  t o   property  left   

in  its  custody  the  same  care  that  i t   gives  its  own  property;   

but  beyond  that  will  not  assume  responsibility  . "    

At  the  time  the  opinion  was  written  it  was  thought  that  this   

provisicn  would.  b e   of  doubtful  effect,  However,  i n   an  opinion   

decided  i n   the  last  month  i n   New  Yor“  i t   was  held  that  the   

liability  o f   a  bank  holding  securities  i n   safexeeping  wes   

limited  t o   that  expressed  i n   the  receipt.  T n e   lew  is  contrary   

to  this  i n   many  states,  where  the  courts  hold  that  contracts   

seeking  t o   exempt  a  party  from  the  consequences  o f   his  owa    
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negligence  will  not  be  given  effect.   

The  opinhon  also  discusses  the  liability  o f   the  banks   

in  safekeening  operations  o n   behalf  of  various  Government   

departments,  and,  after  expressing  the  view  that  possibly 
  

there  would  be  found  t o   be  a  consideration  moving  from  the   

Treasury  t o   the  rsserve  banks  f o r   the  performance  o f   these   

services,  states  that  the  liability  of  the  reserve  banks  is   

to  use  in  the  custody  of  these  securities  that  degree  of   

care  which  an  ordinarily  prudent  banker  would  give  to  the   

conduct  o f   his  own  affairs  i n   like  circumstances.   

7.  Should  any  distinction  be  mde  a s   to  the  class  of   

securities  thich  will  be  held  in  safekeeping?   

It  is  the  view  of  the  somenbies  that  n o   distinction  should   

be  made  a s   to  the  c l a s s   of  securities  t o   be  held,  i f   its  recon-   

mendations  in  other  respects  are  accepted.  That  is  to  say,  if   

the  s€curities  t o   b e   held  f o r   member  panks  a r e   restricted  t o    

thes  €  which  are  the  property  of  the  meber  banks  for  whom   

held  then  any  securities  which  the  member  banks  own  should   

be  held  b y   the  reserve  banks.   

In  submitting  this  reoort  the  committee  desires  t o   point   

out  that  i t   has  given  careful  consideration  t o   the  value  o f    

the  serve  which  the  reserve  banks  might  render  t o   the  member    
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banks  i n   relation  t o   the  cost  o f   that 
 service.  I t   believes   

that  the  velue  o f   the  service  i s   very 
 great,  especially  t o    

the  countzy  member  banss,  who,  i n   many  cases, 
 are  without   

proper  facilities  for  carimig  for  their  securities. 
 I  t  be-   

jieves  that  b y   restricting  the  service 
 for  member  banks  t o    

securities  actually  omed  by  member  banks,  the  burden  on   

the  reserve  system  will  not  b e   great,  and 
 that  the  expense   

will  te  very  small  compared  with  the  value 
 o f   the  service   

rendered,  T h e   committee  i s   convinced  that 
 the  service  should   

pe  restricted  t o   thee  securities  which 
 are  the  property   

of  the  member  banks,  4s,  i f   this  were  not 
 done,  t h e   volume   

of  securities  which  would  ultimately 
 find  their  way  t o   r e    

serve  bants  would  be  very  great  and  would 
 imoose  a  burden   

on  the  reserve  banks,  which  they  ould 
 be  unwarranted  i n   as—   

suming,  i t   7rould  also  cause  the  reserve  banks 
 t o   enter  into   

@irect  competition  with  member  banks 
 which  are  equipped  t o    

render  a  sefekeeping  service  for  individuals, 
 which  it  be-   

Lieves  the  reserve  banks  should  not 
 dO.   

Respectfully  submitted,   

*R,  “A.  Young,   
im  wc.  wartin   
J.  H.  Case,  Chairman.   

X  While  the  above  report  was  unanimously 
 adopted  b y   the  commi   

tee,  nevertheless  Governcr  Young  desired 
 t o   have  noted  his    
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exception  in  one  regard,  as  follows:   

"Governor  Young  desired  to  make  an  ‘exception  t o    

the  rule  described  by  neperen  t o   allow   

the  Federal  isd  erve.  Bank  of  Mynneavolis  and  possibly   

other  reserve  banks  similarly  situated  t o   continue   

to  receive  from  member  banks  and  hold  i n   safekeeping   

collateral  deposited  by  member  banks  to  secure  State   

or  other  public  deposits,  the  r e a s o n s   for  such  ex-   

ception  being  that  the  Federal  Reserve  Bank  of  Minnea-   

polis,  a n d   possibly  other  reserve,  banks,  h a v e   done  a   

substantial  amount  of  this  business  for  member  banks   

with  mutual  a  a n   O e   and  further  that  local  con-   

ditions  are  such  that  the  Federal  Reserve  Bank  o f    

Minneapolis,  and  possibly  other  reserve  banks,  have   

relatively  f e w   opportunities  f o r   rendering  services   

to  members  and  hence  are  unwilling  t o   refrain  fron   

giving  this  substantial  aid."   

EXHIBIT  &   E  3  2   
r e   

FEDERAL  RESERVE  BANK   

OF   
ST.  LOUIS   

February  1,  1987,    
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ir.  J .   H .   Case,  Deputy  Governor,  _   

Federal  Reserve  Bank,   

New  York,  N.Y.   

Dear  Mr.  “Case:   

Referring  t o   -your™  Letter  ‘of  ‘January  14th, 
 with  which   

you  enclosed  agenda  for:  meeting  of  our  ‘safe  keeping 
 c o m    

mittee,  3  Del  SENS  there  is  something  we  ‘should  at  least 
 seis   

in  mind  i n   connection:  with  consideration  o f  
 tne  question  as   

to  ‘Whether  or  not  we  should.  accept  custody  ‘of 
 securities   

owned  b y   customers.  of:member  benks,  “and 
 that  i s   the  effect   

of  the  state  inheritance  tax  taws-   

Under  t h e   iisgouri,  inheritance  ‘tax  laws, 
 should  w e    

accept  the  custody  o f   securities  otmed 
 b y   customers  o f    

paedies  v a n s   w e   undoubtedly  would  b e  
 i n   der  t h e   responsibil-—   

ity  of  notifying  t h e   tax  guthorities  i n  
 the  event  o f   the   

death  of  the  judividugh®  customer,  and  in  addition 
 t o   this   

we,  o f   course,  would  b e   under  the  responsibility, 
 i n   the   

event  of  the  death  ofa’  member  bank's  customer, 
 o f   seeing   

that  the  securities  Konched  she  proper  legal 
 representative   

of  the  deceased,  which  would  necessitate 
 scrutiny  o f   letters  :   

of  administration,  A l l   o f   this  resognsibility  i s  
 obviated   

if  we  deal  only  with  securities  o m e d   b y   member 
 banks,    
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We  all  here  think  that  you  have  covered  the  matter  very   

thoroughly  i n   your  agenda  and  that  after  consideration  of   

this  o u r   committee  should  have  a n   excellent  starting  point   

for  its  discussion,  I  hope  very  much  that  Mr.  Young  i s    

not  still  sick,  A s   it  may  be  of  assistance  t o   you  in  set-   

ting  a  date  for  our  meting,  I  a m   advising  that  I  have  en-   

gageMents  o n   Februery  9th  and  February  14th.   

Yours  very  truly,   

Wa,  Mo.  C.  Martin,   

Chairman  of.  the  Board.   

EXHIBIT  B   

Januar  y  20,  1927.   

To  My.  Kengel   

From  L.  R.  Meson   

MEMORANDUM   

re   

BANK'S  LIABILITY  I N   CONNECTION  WITH   

SAFEKEEPING  ACCOUNTS:   

Referenge  i s   made  tc  the  letter  of  the  Fedsral  Re-   

serve  Board  of  January  5,  yidressed  to  iy.  Case,  i n   conneo-   

tion  with  the  work  o f   the  qommittee  appointed  t o   make  a  stud    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



454   

of  the  question  o f   the  safekeeping  of  securities  b y   reserve   

banks.   

The  Board  asks  to  be  advised  specifically  (a)  as  to  the   

legal  liability  o f   reserve  banks  acting  a s   bailees  o f   secur-   

ities  for  pay  and  (b)  as  to  the  legal  liability  of  reserve   

banks  acting  a s   baiilees  o f   securities  without  compensation,   

I  shall  endeavor  to  answer  these  questions  with  reference   

to  the  law  of  the  State  of  New  York,  I n   order  to  answer   

fully,  i t   seems  desirable,  first,  t o   state  the  various  c i r    

cumstances  under  which  this  bank  engages  to  act  as  bailee   

of  securities.  V e   shall  then  i n   each  case  reach  a  conclu   

Sion  upon  the  question  of  whether  the  bailment  i s   for  hire   

or  gratuitous  and,  having  determined  that  question,  express   

an  opinion  as  t o   the  measure  o f   care  required  o f   the  bank.   

First,  then,  this  bank  receives  securities  from  member   

banks  solely  for  purposes  o f   safexeeping,  Upon  the  receipt  o f    

such  securities  the  bank  issues  a  receipt,  o f   which  the  fol-   

lowing  i s   a  provision:   

"the  Federal  Reserve  Bank  will  give  t o   property   

left  i n   its  custody  the  same  cane  that  i t   gives   

its  own  property;  but  beyond  that  will  not  assume   
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In.  these  transe  i o n s   ‘there.  is  no 
 o e  p r o v i s i o n    

for  payment  f o r   the  s o o s   *  uate  r e   However,  i n   ver   

of  the  relation  o f   the  bank  with  ites 
 members,  — —   fact  night   

well  be  established  that  tne  transaction 
 involves  mutual   

benefits  and  i s   based  upon  &  real  consideration, 
 M y   best   

a.   

judgment  is  that  we  w o u l d   be  found  in  fact  to  be  bailees   
ow   

for  hire  i n   these  C A S E S   e.   

Now  as  %0  itability  i n   cases  o f   this 
 sort.  I n   the  first   

place,  wealaer  the  bank  is  a  gratuitous  bailee 
 or  a  pailee   

for  hire,  it  is  not  “in  any  sense  an  in-surer 
 against  loss.   

If  we  should  be  found  to  be  #  bases  for  hire, 
 a s   anticipated,   

we  are  responsible  tacos  the  decisions  o f  
 the  courts  o f   this   

state  for  he  use  o f   ordinary  care  -—  that 
 is,  the  measure   

of  care  which  a n   ordinarily  prudent  tiakee  would 
 render  i n    

the  i  o f   his  o m   business  i n   1ike  oiroumstances.  a 
  

on  the,  other  hand,,  we  were  found  to  be  in  these  cases 
 a   

garuitous  bailee,  t h e   courts  would 
 instruct  a  .  jury  consider   

ing  the  matter  that  the  tank  was  Liable  only 
 if  o n e   neghi-   

gence  were  proved.  it  i e   doubtful  a s  
 @  practicsl  matter   

that  any  eebotent  tal  benefit  vows  ices 
 ay  to  the  bank,  so  far   

as  legal  liability  is  ‘concerned,  a s   a 
 result  of  the  latter   

of  these  two  possible  charges  -  a  acudite 
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It  ii  gee  o e   contended  that  the  c.lanse-quoted  from   

the  receipt  i s   a  general  avoidance  o f   liability,  i f   we  had   

shown  the  property  o f   a  member  i n   our  bank  the  same  care  as 
  

our  own.  However,  the  courts  d o   not  look  with  favor  upon   

contracts  i n   which  parties  s e e k   exemption  f r o m   consequences   

of  their  own  neglect,  and  I  doubt  that  this  provision  would   

be  of  any  effect  a t   all  i f   there  was  proof  o f   negligence   

or  if  there  were  circumstances  giving  rise  t o   an  inference   

of  negligence,  These  remarks  concerning  the  receipt  apply,   

of  course,  to  all  cases  in  which  the  receipt  is  issued.  2s   

X(Note.)  In  the  case  of  Sagendorph  v.  First  National 
  

Bank  of  Philmont,  (reported  218  N.¥.,  Supp.,  191),   

decided  after  this  opinion  was  written,  i t   was  held   

that  a  stipulation  against  liability  contained  i n    

the  safekeeping  receipt,  identical  with  the  one  under   

consideration,  limited  the  liability  o f   the  bank  hold   

ing  property  i n   safekeeping  t o   that  expressed  i n   the   

receipt,  This  sites  feo  be  the  law  i n   New  York.  H o w .    

ever,  there  i s   much  authority  contrary  t o   this  i n    

other  states,  where  itt  re  quite  generally  held  that   

stipulations  against  negligepce  are  of  no 
 effect.   

Another  class  of  cases  j n   which  this  bank  has  on   

occasion  i n   the  past  received  securities  for  safekeeping 
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from  member  bahks  is  identiéal  with  the  one  just  considered   

and  i n t o   a  receipt  containing  the  same  provisions  a s   the   

one  above  referred  to,  except  that  the.  bank  is  on  notice   

that  the  securities  in  this  class  are  the  property  of   

some  person  or  corporation  other  than  the.menber  bank.  I t    

has  long  been  the  policy  o f   this  bank  not  t o   receive  securi- 
  

ties  o n   this  basis.  However,  since  the  question  appears  t o    

be  involved  o e   considerations  o f   the  Board,  w e   shall   

consider  the  question  o f   liability  i n   transactions  o f   this   

sort.  S o   far  as  concerns  the  question  o f   whether  w e   are   

bailees  for  hire  or  gratuitous  bailees  and  our  consequent   

liability,  the  considerations  are  exactly  the  same  46  in   

the  case  first  discussed.  T h e r e   is,  however,  another   

aspect  o f   the  question  o f   liability  applying  peculiarly 
 t o    

cases  of  the  sort  now  under  consideration,  This  question  is   

as  to  our  duty  to  inquire  into  the  terms  of  the  trust  under   

which  the  member  bank  acts  for  its  customer.  T h e   rule  o f   law   

in  the  State  o f   New  York  i s   that  where  a  trustee  deposits   

funds  belonging  to  a  trust  the  bank  acting  as  bailee  is   

under  n o   obligation  t o   inquire  a s   to  the  terms  o f   the  trust, 
  

It  is  entitled  t o   assume  that  the  trustee  will  apply  the   

funds  to  their  proper  purposes.  I f   the  trustee  misapplies    
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the  funds  without  this  bant's  «xnowledge,  i t   is  not  Trespons—   

ible  therefor.  O f   course,  i f   this  bank  had  knowledge  of   

such  violation  o r   i f   i t   profited  i n   any  w a y   v y   it,  i t    

would  b e   liable;  otherwise  not.   

A&A  further  question  which  might  arise  i n   this  class  of   

cases  is  as  to  the  duty  of  this  bank  if,  i n   @  given  case,   

it  should  b e   advised  b y   a  customer  o f   the  member  bank  o r   b y    

the  member  bank  o f   any  dispute  between  them  as  t o   l d    

disposition  should  b e   made  o f   property  held  i n   custody,  I n    

such  cases  i t   i s   clear  that  the  duty  of  this  bank  would  b e    

to  release  the  securities  only  upon  the  consent  of  both   

parties,  o r   to  deliver  them  over  in  accordance  with  an  o r    

der  o f   court.   

The  next  class  o f   cases  for  consideration  i s   the  one  i n    

which  w e   hold  securities  a s   collateral  for  loans  t o   member   

banks  o r   where  w e   hold  them  with  the  understanding  that  w e    

may  use  them  as  collateral  if  required.  The  receipt  i n   this   

Class  o f   cases  contains  the  same  provision  a s   the  one  quoted   

above,  and  the  same  remarks  as  to  the  Legal  effect  of  the   

provision  apply.   

in  these  instances  I  think  we  are  glearly  bailees  for   

hire  and  are  in  consequence  chargeable  not  as  insurers  but    
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with  the  duty  of  using  the  care  an  ordinarily  prudent   

banker  i n   the  conduct  o f   his  omm  business  i n   like  ciroum.   

stances  would  exercise.   

There  i s   @  large  class  o f   safekeeping  operations  arising   

out  of  our  relation  as  fiscal  agent  of  the  Treasury  of   

the  United  States  and  as  fiscal  agent  o f   other  corporations   

organized  under  Federal  law.  W e   i n   fact  hold  i n   many   

accounts  securities  o f   various  departments  o f   the  Govern—   

ment,  either  b y   virtue  o f   a  special  request  o f   the  Treasury   

or  under  the  Treasury's  Circular  No.  154  of  May  15,  1982,   

end  letter  of  Mr,  Gilbert,  addressed  to  Governor  Orissinger   

under  date  o f   July  i?7,  1923,  authorizing  reserve  banks  t o    

take  securities  tendered  b y   Treasury  officers  i n   the  ordinary   

course  o f   their  duties.  A s l   Also,  w e   hold  collateral   

pledged  by  banks  to  secure  special  Government  deposit  ac-   

counts.  T h e s e   securities  are  held  under  letter  o f   way  29,   

1917,  addressed  b y   Secretary  iicd  doo  to  the  bank  and  letter   

of  April  25,  1919,  addressed  to  the  bank  by  Assistant  Seo   

retary  Leffingwell.   

In  none  o f   these  cases  d o   we  make  a n   y  direct  charge  for   

our  service  o f   safekeeping,  except  that  o f   the  Alien  Property   

Custodian,  However,  it  is  thought  that  in  the  event  of  any    
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question  about  liability  i t   would  probably  b e   determined 
  

that  i n   fact  there  i s   some  consideration  passing  t o   us,  i n  
  

view  of  our  relations  to  the  Treasury  as  its  banker.  I t    

is  not  adequate  compensation  i n   any  safekeeping  transaction,   

but  i s   nevertheless  a  real  consideration.   

As  to  liability  i n   these  cases,  there  is  no  judicial   

authority,  t h e   question  never  having  been  presented 
 t o   the   

courts,  However,  i n   my  opinion,  our  responsibility  i n   all   

these  cases  i s   not  that  o f   insurer  but  that  o f   a n   agent 
  

to  his  principal,  a n d   i n   my  judgment  i n   all  of  them 
 we   

would  b e   held  t o   that  degree  o f   care  which  a  reasonably 
  

prudent  banker  would  ordinarily  give  t o   the  conduct  o f  
 his   

own  business  i n   like  circumstances.  I t   i s   true  that  the   

letters  of  wessrs.  wicAdoo  and  Leffingwell,  above  referred  to,   

are  open  t o   the  construction  that  the  intention  was  t o   maxe 
  

this  bank  a n   insurer  for  the  receipt,  custody  and  disposi-— 
  

tion  of  collateral  for  Government  deposits.   

In  some  of  these  accounts  w e   have  notice  that  the  pro-   

perty  held  is  subject  t o   rights  o f   third  persons,  I n   these   

cases  the  same  considerations  o f   liability  apply  a s   anpear  ed   

heretofore  when  w e   discussed  those  cases  i n   which  the  bank   

has  i n   the  past  received  securities  for  safekeeping  from    
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menber  bans  where  this  bank  i s   on  motice  that  the  securi-   

ties  are  the  property  o f   some  person  o r   corporation  other   

than  the  member  bank.   

Governor  Young,  A r e   there  a n y   objections  t o   the  con-   

clusions  that  t  he  committee  has  arrived  at?   

The  O,airman,   f   only  heard  the  objection  voiced  by   

one  o r   two  members  o f   the  Federal  Reserve  Board,  who   

seemed  t o   think  that  i t   would  b e   desirable  for  some  o f   the   

reserve  banks  t o   undertake  t o   receive  securities  o n   deposit   

for  safekeeping  f  rom  their  menber  banks  for  account  of  the   

customers  o f   the  bank  members,  a n d   this  report  i s   designed  t o    

point  out  some  of  the  dangers  of  doing  so.  I n   New  York  we   

do  not  d o   it  except  where  w e   cannot  avoid.  W e   try  t o   keep   

them  out.   

Is  there  any  further  discussion  o f   this  report?   

Governor  Calkins.  I  have  not  a  copy  of  the  report   

before  me,  but  my  understanding  is  the  report  does  not  con-   

template  any  change  i n   the  nrocedure  or  practice  of  any   

Federal  Reserve  bank;  that  is,  n o   comulsory  change;  i s   that   

correct?   

Governor  Young.  That  i s   correct.    
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Governor  Biggs.  T h e r e   i s   one  point  that  Mr.  Martin,   

who  wes  on  the  committee,  raised,  and  that  i s   if  we  should   

accept  securities  ormed  by  customers  of  member  banks  we   

would  undoubtedly  b e   under  the  responsibility  o f   notifying   

the  public  authorities  in  the  event  of  the  death  of  the   

individual  customer  and  also  under  the  responsibility,  i n    

the  event  of  the  death  of  a  customer,  o f   seeing  that  the   

securities  reached  the  proper  legal  representatives  o f   the   

de  edent,  T h a t   would  necessitate  careful  squtiny  o f   t h e    

letters  o f   administration.  T h e s e   things  woul  prove  very   

annoying  i n   the  State  o f   Myssouri  i f   we  took  the  securities   

of  member  bans.   

Governor  Young.  This  committee  recommends  that  we  avoid   

that,  but  they  will  creep  in.  T h e y   creep  i n   everywhere.  T h e y    

get  i n   our  bank,  i n   New  York  and  everywhere  else.   

Governor  Fancher.  O u r   procedure  pra  dically  conforms   

to  the  procedure  I  find  in  the  report,  with  the  exception  of   

a  few  instances  w e   have  received  securities  from  banks  t o    

be  held  for  county  commissioners,  t o   secure  deposits.  T h o s e    

are  only  i n   a  few  cases  and  a  receipt  j s   issued  t o   the  bank   

for  the  account  of  the  County  Commissioners.  I t   18  very   

carefully  safeguarded  and  I  do  not  think  w e   are  assuming  any    
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undue  liability,  W e   only  have  4  few  casese   

The  Gyairman,  I t   is  quite  Hrge  with  us,  of  course.   

Governor  Fancher.  W e   do  not  invite  it.  T h e   cases  are   

Special  rather  than  the  rule.   

Mr.  Harrison,  W h e n   -this  committee  was  appointed  i n    

January  by  the  Federal  Reserve  Board,  Governor  Orissinger 
  

stated  i n   the  letter  appointing  the  committee  that  the 
 com-   

mittee  should  make  a  report  o f   the  findings,  together  w i t h    

such  recommendations  as  might  seen  advisable,  a t   the  next   

Governors’  Oonference,  I n   a  subsequent  letter  he  indi  cated   

that  the  findings  and  recommendatione  of  this  committee   

appointed  by  the  Board  should  b e   reported  to  this  Conference, 
  

so  that  I  think  even  though  the  committee  was  appointed  by   

the  Board  it  would  be  proper  for  this  Conference  to  approve   

the  recommendations  o f   the  committee.   

The  Chairman,  M a t   i s   your  pleasure  about  the  report?   

Governor  Young  was  a  member  o f   the  committee.   

Governor  McDougal.  I  move  that  the  report  b e   received   

and  approved.   

Governor  Talley,  I  second  the  motion.   

Governor  Calkins.  N o t   having  a  copy  of  the  report  and   

not  knowing  what  i t   contains  I  would  hesitate  action,  but 
 I    
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am  willing,  however,  t o   waive  any  consideration  o f   the  report   

its  elf  upon  Governor  Young's  statement  that  2 6   does  not  carry   

any  compulsory  change  a s   applied  t o   any  Federal  Reserve  Bank.   

There  are  a  number  of  things  that  are  done  by  other  Federal   

Reserve  Banks  that  we  do  not  do,  and  if  the  reptrt  imposes   

an  obligation  on  the  Fedéral  Reserve  Bank  to  conform  to  uni-~   

form  practice,  I  think  I  ought  t o   know  it  before  I  pass  on   

it.   

Governor  Seay.  T h e   report  as  we  read  it,  conforms  80   

nearly  t o   the  practices  which  the  reserve  banks  have  reported   

here  as  being  in  vogue,  that  we  see  no  occasion  to  take  ex-   

ception  t o   anything  i n   the  report,  a n d   we  would  b e   prepared   

to  accept  and  approve  o f   i t e    

Governor  Wellporn.  I  have  &@  memorandum  o n   this  which  I   

would  like  to  read:   

"l  have  carefully  reviewed  the  report  o f   the  committee   

on  the  function  of  Custodies  i n   Federal  Reserve  Banks,  and   

am  pleased  to  advise  that  our  practice  conforms  t o   the  recom   

mendations  contained  i n   the  report  i n   every  respect,  with   

the  exception  o f   receiving  securities  for  safekeeping  fron   

state  officials  which  are  deposited  with  those  officials  by   

member  banks  and  par  renitting  banks,  said  securities  being    
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the  property  of  the  respective  banks,   

"In  issuing  our  trust  receipts  t o   the  various  State   

officials  we  do  not  recognize  third  parties.  O u r   receipts   

are  issued  direct  i n   the  names  o f   the  differen  t  state   

officials  without  regard  to  the  names  of  the  banks  depositing   

the  securities  with  the  state  officiais.  I n   making  deliver—   

ies  of,  or  detaching  coupons  from,  any  of  these  securities,   

we  recognize  only  instructions  received  from  the  state  offi-   

cial  t o   whom  our  trust  receipts  are  issued.   

"It  wis  recommended  that  w e   continue  our  present  policy   

in  accepting  securities  fron  state  officials,  for  the  rea.   

Son  i t   is  our  opinion  that  w e   are  rendering  a  distinct  ser—   

vice  not  t o   the  state  officials  themselves,  but  t o   member   

banks  and  par  renitting  banks,  a n d   we  are  also  of  the  opinion   

that  the  vault  facilities  throughout  the  district,  with  the   

possible  exception  of  some  of  the  larger  cities,  d o   not   

afford  adequate  protection  t o   member  and  par  renitting   

banks,  nor  the  different  state  officials.”   

The  Gus  iemad,  W e   have  motion  to  aceept  the  report  and   

approve  it.   

Governor  Norris.  I  will  second  the  motion.   

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

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



466   

The  Chairman,  Govemor  Calkins  has  placed  his  reserva-   

tion  on  the  record  and  the  motion  is  carried.   

Governor  Seay,  are  you  ready  to  report  for  the  advisory   

committee  o n   legislative  matters?   

REPORT  O F   ADVISORY  COMMITTEE  O N   LEGISLATIVE  MASTERS.   

Governor  Seay.  T h e   Last  Governors!  Conference  seemed   

to  be  o f   the  opinion  that  the  time  was  not  auspicous  t o   con-   

Sider  the  proposal  o f   any  amendment  t o   the  Federal  Reserve   

Act.  T h e r e   has  therefore  been  n o   subject  o f   that  nature  for   

the  committee  to  consider  and  there  have  been  no  subjects  of   

any  collateral  nature,  s o   far  as  they  have  been  communicated   

to  the  Chairman,  which  would  oall  for  any  special  meeting  of   

the  committee.  Therefore  there  has  been  n o   meeting  o f   the   

committee.  T h e r e   was  one  subject  alluded  t o   at  the  last  Con-   

ference,  contained  i n   the  reserve  report  o f   the  Agents'  c o m m i t    

tee,  b u t   there  hasn't  seemed  t o   have  been  a n y   necessity  f o r    

action  b y   this  committee  o n   that  report.  T h e   Federal  Reserve   

Board  w a s   communicated  with  b y   the  committee   

and  asked  if  it  had  anything  t o   propose  t o   the  committee  for   

its  consideration  and  a  reply  i n   the  negative  was  received.   

pe  Chairman:   
of  course  the  most  important  o f   all  subjects  t o   be   

considered,  which  has  not  yet  been  referred  t o   your  committee   

by  the  Board,  but  which  in  fact  was  withdrawn  from  considera-    
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tion,  a s   I  remenber  it,  was  t h e   one  raised  b y   Governor  Hard.   

ing,  t h e   question  o f   time  a n d   savings  deposits,   

Governor  Seay.  S o   far  as  I  understand  the  duties  of   

the  committee  which  was  appointed  b y   the  Board,  the  specific   

matters  which  were  referred  t o   it  for  consideration,  were   

those  relating  t o   the  first  and  second  McFadden  Bills.  Those   

relating  t o   the  first  Mdfadden  Bill  were  disposed  o f   at  length   

and  in  detail  and  a  report  was  made  to  the  Federal  Reserve   

Board,  and  based  uvon  that  revort  the  Federal  Reserve  Board   

made  certain  representations  t o   the  committees  of  Congress   

to  which  more  o r   less  respectful  attention  was  given,  T h e    

second  McFadden  Bill  was  withdram  from  consideration  prac-   

tically,  s o   there  have  been  n o   matters  requiring  the  special   

consideration  o f   this  committee  s o   far  as  I  am  aware  o r   80   

far  a s   other  members  o f   this  committee  have  commnicated   

them  t o   me.   

Governor  Harding.  With  regard  to  this  question  o f   time   

and  savings  deposits,  I  will  be  very  glad  to  offer  the  follow.   

ing  resolution:  T h a t   the  Governors  of  the  Federal  Reserve   

banks  view  with  grave  concern  the  weakening  of  the  reserve   

position  of  the  banks  of  the  country  cusoto  t h e   constantly   

growing  tendency  t o   transfer  what  are  i n   effect  demand  d e     
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posits  into  so-called  time  denosits  o r   savings  accounts,   

and  Sa  e t e   s c o u t   that,  i n   case  the  Board  fynds  that   

it  cannot  adequately  cope  with  this  tendency  b y   r  egulation,   

that  steps  b e   taken  t o   impress  unon  Congress,  a t   its  next   

session,  the  importance  of  amending  the  reserve  provisions   

of  the  Federal  Reserve  Act  i n   such  manner  a s   to  safeguard   

the  banking  position  o f   the  country.   

Governor  Calkins.  I  will  second  that  motion.   

(The  motion,  having  been  duly  seconded,  was  unanimously   

carrked.  )   

Governor  Seay,  I  would  like  t o   s u   ggest  that  the  matter   

ss  brought  to  the  attention  of  the  Confermce  by  Governor   

Fancher  was  quite  a  differmt  o n e   and  covers’  quite  a  dif-   

ferent  subject.   

Governor  Fancher.  I  do  not  want  any  action,  I  simply   

brought  i t   up  just  to  get  the  reaction.   

Governor  Seay,  Inasmuch  a s   Governor  Fancher  has  asked   

for  the  reagtion,  I  would  1iké  to  say  that  I  consider  the   

ruling  of  the  Board  as  quite  an  importgnt  one  as  affects   

the  reserves,  i n   that  i t   permitted  certain  deductions  fron   

deposits,  a n d   actually  permitted  deduct}gons  from  deposits   

of  items  which  are  not  the  property  of  the  bank.  H e r e     
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~~.  e w e   N e   e s    

is  a  case’  in’  our  bank  whieh  bears  exactly  on  the  point  (reads   

memorandum)  ,  e e    

3  Governor”  Fancher.  1  move:  that  the  Sine  ireude’  eemmaek   

fully  call  -to  the  ‘attention  of  the  Federal,  Reserve  Board   

the.  fact  that:  the  railing  in  its  letter  of  Mareh  a  1987   

(X-4816)  ,  int  “reply  ‘to  letter  from,  the-  Federal”  ‘Reserve  Bank   

of  New-York  dated  ‘ravember  8.  1926:»  rebihiary  i  ‘1987,   

wills  have:  the  effect,  af  generadly.  adopted  a s   a  practice   

by  member,  ‘banks,  of  reducing  very  aotteateahl'o  the  lia—   

bility  in  the  item  "due  to:  banks!  upon  whieh  the  reserve   

calculation  “tg  Gils.  nical  appears  t o   be  unjustifiable  be—   

cause  of  the  fast  that  the  items  so  deducted  need  not   

have  been  aredited  to  the  depositors’  accounts  under  the   

terms  of   the’Boardts  mikaee.   

Governes  Seay.  I  will  second  that,   

(The  motion,  :  having  been  Bice  seconded,  was  carried,  )   

The  Chairman.  S h a l l   we  now’take  u p   Topic  F  on  Pees  as   

   

Tz  CREDIT  TRANSACTIONS  aND  POLICIES   
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The  Chairman  (contimuing:)  I  suppose  you  have  all  re-   

ceived  letters  from  Congressman  Strong.  I  received  a  letter   

o£  from  him  and  was  not  aware  of  the  fact  that  he  had  been   

in  correspondence  with  tie  F  ederal  Reserve  Board  o n   the   

subject  of  his  bill,  and  had  made  a  request  o f   the  Federal   

Reserve  Board  which  it  had  not  thought  wise  t o    

accede  to;  but  because  o f   my  contact  with  him  during  the   

hearings  I  thought  I  ought  to  write  him  a  polite  letter.   

He  is  under  the  impression  that  i n   some  way  there  has  been   

&  concerted  effort  made,  after  an  exchange  of  views  between   

the  reserve  banks,  t o   oppose  his  bill.  I  told  him  that   

there  did  not  seem  to  be  anything  that  I  could  do  about  the   
Fabt  that   

matter,  i n   view  of  the/Federal  Reserve  Board  had  taken  the   

matter  under  advisement  and  had  given  him  an  answer  t o   his   

request.  I  did  think  i t   was  only  fair  t o   explain  t o   the  meet—   

ing  what  I  had  done  i n   my  correspondence  with  him.   

It  i s   rather  unfortunate,  I  think  |  that  h e   should  gain   

the  impression  that  there  i s   a  sort  o f   concert  o f   opposition   

among  the  reserve  banks  t o   his  legislation,  I  do  not  believe   

in  his  bill,  and  certainly  said  so  plajnly  enough  to  the   

committee,  but  it  may  be  that  some  sort  of  formula  can  be   

devised  that  will  satisfy  his  views  and  not  leave  that  impres-   

wv  dpe,    
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sion  i n   his  mind.  H e   is  a  very  earnest,  and,  I  think,  a   

very  intelligent  fellow,  H e   i s   a  lawyer  from  Kansas.  I   

told  him  that  I  had  plenty  o f   sympathy  with  his  purpose,   

but  that  the  method  of  handling  this  responsibility  o f    

the  Federal  Reserve  System  was  a  wrong  one.   

The  only  suggestion  I  made  to  the  committee  was  that   

inasmuch  as  this  was  a  declaration  of  purpose  of  Congress,   

and  if  it  was  to  be  made  it  should  be-in  the  preamble  o f    

the  bill  and  should  be  rather  i n   effect  a  statement  o f   the   

purpose  o f   the  Federal  Reserve  System  t o   maintain  the  gold   

standard.   

Governor  Fancher.  I  am  curious  t o   learn  how  many  wrote   

him  i n   response  t o   the  letter  which  h e   sent  t o   all  o f   us.   

Governor  Young.  I  did.   

Governor  Harding.  H e   did  not  write  me  a  letter.   

Governor  Wellborn,  I  did  not  reply  t o   the  letter.   

Governor  Seay.  I n   a  letter  he  wrote  t o   me  he  expressed   

the  opinion  strongly  you  have  just  communicated  to  the  Confer-   

ence,  a n d   that  i s   that  h e   is  really  impressed  with  the  fact   

that  there  must  have  been  some  exchange  o f   views  and  some  con-   

cert  o f   action.   

The  Chairman,  I f   you  will  authorize  me  to  tell  him    
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that  there  was  n o   exchange  o f   views  and  that  there  was  n o    

concert  faction  I  will  take  the  first  opportunity  t o   do   

that.   

Governor  Calkins.  I  wrote  to  him  and,  curiously  enough,   

-he  incorporated  the  only  suggestion  that  I  made  i n   the  se-   

.  cond  provision  of  his  bill.   

Governor  Fancher.  I  wrote  t o   him  and  expressed  s y m    

,  pathy  for  What  he  was  attempting  to  do  but  that  I  did  not   

#gree  with  the  manner  i n   which  it  was  done  and  suggested   

that  i t   might  b e   something  i n   the  preamble  o f   the  Federal   

Reserve  Act.  I  expressed  the  opinion  that  I  thought  too   

gteat  responsibility  would  be  placed  upon  the  Board.   

Governor  Harding,  I  wrote  him  about  a  year-ago  and   

made  a  suggestion,  which  I  see  he  has  incorporated  i n   this   

last  bill  of  his.  I  thought  you  were  referring  to  a  recent   

letter,  but  this  was  about  @  year  ago.   

)  Governor  McDougai.  a r e   you  talking  about  a  new  letter   

now?   

Governor  Fancher.  I  hevent  w e i t   ten.  him  eithia  ®t  year.   

I  think  it  was  nearly  a  year  ago.  I t   mas  when  his  bill   

was  first  u p   for  discussion.  .   

Governor  Young.  I  received  a  letter  from  Congressman    
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Strong  about  two  months  ago  i n   which  h e   sent  me  a  copy  of   

the  redraft  of  his  bill  and  asked  my  opinion  on  it.  I  tid   

him  I  had  studied  it  quite  carefully  and  would  not  thange   

my  opinion  as  expressed  i n   my  previous  letter.  I  got  an   

acknowledgment  o f   my  letter  i n   which  he  said  that  he  was   

satisfied  that  there  was  something  i n   the  idea  and  he  thought   

that  when  the  proper  time  came  he  would  get  cooperation  from   

the  splendid  men  who  were  Governors  of  the  Federal  Reserve   

System.  I  thought  he  was  in  rather  a  friendly  frame  of   

Mind.   

The  Chairman  |  H e   i s   a  very  good  friend  o f   the  Systen.   

Governor  Bailey.  Y e s ,   h e   is.   

Governor  Fancher.  I n   replying  t o   my  letter  he  did  not   

Seem  particularly  pleased  with  the  suggestions  I  made.   

Governor  Bailey.  H e   nhope  t n   to  see  me  almost  every   

time  he  goes  through  Kansas  City.  I  have  known  him  for  a   

great  many  years  and  he  is  quite  an  able  man  and  a  hard  work—   

ere   

The  Chairman.  (After  a  little  further  discussion:)   

There  is  no  action  required  o n   this  matter  ,  and  I  would   

like  to  call  up  the  last  unfinished  business  o n   the  program,   

with  the  exception  o f   the  report  t o   the  Federal  Reserve  bard.     Digitized for FRASER 
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WON  CASH  COLLECTIONS.  4 7 4    

vipi,  W e   left  the  discussion  of  our  dear  old  fiend   

non-cash  collections  u p   in  the  air  yesterday.  I  do  not   

want  t o   be  raising  a n   old  ghost  but  I  will  tell  you  in   

the  p o s i t i o n   of  matters  now  unless  the  Board  does  something   

4t  will  take  care  of  itself.  W h a t   action  does  the  Confer—   

ence  wish  to  take?   

Governor  Seay.  A t   the  last  conference  of  Governors,   

which  you  were  prevented  from  attending,  Governor  Strong,   

the  matter  was  referred  t o   a  committee  b y   the  Conference   

and  a  formal  co  munication  addressed  to  the  Board.  I t    

strikes  m e   that  the  matter  could  b e   reached  b y   reaffirming   

that  and  respectfully  requesting  andurging  that  the  Board   

take  the  action  pointed  out  therein,  for  the  reasons  there-   

in  given.   

Governor  Calkins.  The  last  varagraph  of  the  action   

at  the  Fall  @nference  states:  "Under  these  circumstances   

it  is  the  sense  of  the  Conference  that,  i n   order  to  pre-   

serve  that  uniformity  w h   ich  i s   believed  t o   be  so  essential   

and  t o   the  best  interests  o f   the  Federal  Reserve  System   

and  its  member  banks  .  — &   x  t h a t   the  Federal  Re-   

serve  Board  should  reconsider  its  letter  o f   Septanber  e4,   

1926,  and  determine  whether,  from  the  point  of  view  of  the    
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Federal  Reserve  System  as  a  whole,  all  Federal  reserve  banks   

shall,  o r   whether  all  Federal  reserve  banks  shall  not,   

continue  t o   handle  for  collection  items  which  are  payable   

at  street  addresses.  "   

Governor  Harding,  I t   seems  to  me  that  we  might  lead   

to  some  progress  i f   we  took  i t   up  i n   steps.  F i r s t ,   suppose   

somebody  offers  a  motion  that  i n   the  opinion  o f   this  Confer-   

ence  all  action  o n   the  subject  of  these  non-cash  collections   

shall  be  uniform  at  all  banks?  T h e n   those  i n   favor  of  the   

proposition  can  vote  for  i t   and  those  opposed  t o   it  can  vote   

against  it.  T h e n   take  up  the  next  step.  T h a t   is,  that   

the  matter  has  been  pending  for  three  or  four  years  and  it   

is  the  opinion  of  the  Conference  that  it  is  very  important,   

in  order  t o   pregent  disintegration  o f   the  collection  systen,   

that  we  have  a  prompt  ruling  one  way  or  the  other  o n   this   

subject,  Then  those  who  feel  that  way  about  it  can  vote   

Aye  and  those  who  are  opvosed  to  it  can  vote  No,  T h e    

Board  will  then  be  able  to  see  how  each  man  has  stood  on   

the  proposition.   

Governor  Norris,  W e   have  voted  o n   this  question  sever~   

al  times  and  had  a  nine  to  three  vote.  I f   we  vote  on  it   

as  divided  u p   like  that  a n d   get  a  nine  t o   three  vote  we     Digitized for FRASER 
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haven't  gained  much,   

Governor  Wellborn,  I  think  i f   you  split  i t   up  that   

way  you  just  simply  middje  the  question.  Otherwise  w e   would   

just  throw  out  ourstrongest  card,  t o   be  frank  with  youe  1   

have  not  consul%ed  with  these  other  gentlemen  a b o u t   it.   

We  have  had  no  concerted  action  o n   it.  W e   have  just  given   

our  individual  views.  I  hav  e  not  written  Govermor  Bailey   

@  line  o n   it  nor  has  h e   written  t o   me.  I  am  against  the   

non-cash  collection  practice.  I  em  sorry  i t   ever  started   

and  I  want  t o   see  i t   discontinuéd.  I  have  given  m y   reasons   

for  i t   time  and  again,  I t   is  to  your  interest  to  have  them   

and  t o   m y   interest  n o t   t o   have  them.   

The  Chairman  (Governor  McDougal  presiding:)  G o v e r n e r    

Norris  has  made  a  suggestion.  Governor  Harding  has  made  a   

suggestion,  H o w   would  it  do  to  let  these  men  who  want  t o   con-   

sider  these  matters  consider  them  between  ncovand  tomorrow   

morning's  session  and  seeif  they  cannot  make  some  nrogress.   

Governor  Norris.  T n e   suggestions  have  come  from  the   

majority.  P o s s i b l y   some  i i i a n a e   suggestion  may  come  from   

the  minority  tomorrow  morning.   

Governor  Wellborn.  I n   answer  to  that,  we  are  of  record.   

We  have  discussed  it  time  and  again.  I  wouldn't  want  to  do    
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anything  here  contrary  t o   the  wishes  o f   our  Board.  I   

could  not  change  my  position  i f   I  wished  towithout  consult—   

ing  my  board.   

Governor  Bailey,  You  mean  the  board  o f   the  Atlanta  Bank?   

Governor  Wellborn.  Yes.   

Governor  Fancher.  W h a t   action  did  your  Board  take,   

Governor  Wellborn?   

Governor  Wellborn.  O u r   board  adopted  the  same  resolu-   

tion  as  that  adopted  by  Governor  Bailey's  board.   

Governor  Fancher.  That  was  not  to  receive  them?   

Governor  Wellporn.  T h a t   w e   would  receive  certain  items,   

as  Governor  Bailey  read  on  yesterday»  G o v e r n o r   Bailey's   

position  was  a  little  more  liberal  than  mine,  but  I  came  to   

his  position,  I  did  that  not  for  the  sake  of  getting  any-   

thing  through  but  because  I  thought  it  was  the  proper  thing   

to  do.   

Governor  Seay.  I  would  like  to  ask  Governor  Wellporn   

how  h e   thinks  h e   would  compromise  t h e   committee  o r   his  board   

in  any  way  if  he  voted  in  favor  of  a  proposition  t o   ask  the   

e   

Federal  Reserve  Board  t o   make  a  decision  o n e   way  o r   the  other*   

Governor  Wellporn.  A s   it  now  stands  it  is  in  the  air,   

and  I  think  i t   is  faorsble  t o   us,  I  do  not  want  t o   do  any—    
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thing  t o   hurt  m y   cause.  T h a t   i s   the  way  T  feel  about  it.   

I  never  try  to  hurt  myself  a t   any  rate.   

Governor  Harding.  I  think  it  is  the  duty  of  this  Con-   

ference  t o   go  ahead  and  take  a  vote  on.  it  and  say  something   

positive  about  it.   

Governor  Baileye  W h e n e v e r   it  comes  t o   a  vote  for  or   

against  i t   I  am  going  t o   vote  no.   

Governor  Fancher.  I  think  i t   would  b e   interesting  t o    

determine  whether  w e   believe  i n   uniformity.  I f   we  do  not   

believe  in  uhiformity  that.  is  all  there  is  to  it,   

The  Chairman,  W e   will  take  a  vote  o n   it  if  you  wish,   

Governor  Fancher.  A l l   the  Governors  are  not  here.   

Governor  Harding.  The  question  i s   are  we  in  favor  o f    

having  it  settled  or  in  favor  of  having  it  stay  up  in  the   

air?   

Governor  Fancher.  There  are  three  or  four  questions  we 
  

might  vote  o n   tomorrow  morning.   

The  Chairman,  Yes,  and  I  think  i t   i s   important  that  all 
  

the  Governors  b e   here.   

Governor  Harding.  Tomorrow  morning  would  be  the  best   

time  to  take  it  up,  when  we  are  all  fresh.   

Governor  Wellborn,  T h e n   I  suggest,  Mr,  Chairman,  that 
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we  pass  i t   until  tomorrow  morning.   

The  Chairman,  I f   satisfactory  to  the  Conference  we   

will  let  this  matter  rest  until  all  the  Governors  are  here.   

Mr,  Harrison  has  a  topic  that  he  would  like  to  submit  at   

this  time.   

Mr.  H  arrison.  I  have  n o   preference  one  way  o r   the   

other.  I  want  to  take  up  the  question  of  the  relation  of   

foreign  banks.  M r ,   Strong  asked  me  to  do  so  in  his  absence,   

if  the  Conference  wished  to  take  it  up  tonight,  M y   report   

on  the  subject  will  be  very  informal  and  not  for  the  record.   

Governor  Harding,  M r .   Chairman,  I  move  we  adjourn   

until  9:30  tomorrow  morning.   

(Whereupon,  a t   4:50  o'clock  p.m,,  upon  motion  duly  se-   

conded,  t h e   Conference  adjourned  until  tomorrow,  Thursday,   

May  12,  1927,  at  9:30  o'clock  a.m.)   
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P O U R   T S   c e   G e   ee   

May  12,  1927,   

9:30.  o'clock  a.m   

CONTERENOR  O F   GOVERNORS   

of  the   

FEDERAL  RESERVE  BANKS.   

The  Conference  o f   Governors  of  the  Federal  Reserve   

Banks  reassembled  i n   the  Hearing  Room  of  the  Federal  Re-   

serve  Board,  Treasury  Building,  Washington,  D.C.,  o n    

Thursday,  M a y   128,  1927.   

PRESENT:   

(As  indicated  in  the  record  of  the  first  day's  proceed   

ings.)   

The  Chairman  (Governor  Strong  presiding:)  Gentlemen,   

the  meeting  will  come  t o   order.  I  am  advised  b y   Governor   

CGrissinger  that  the  Oj,en  Market  Committee  i s   to  have  a  me  et   

ing  with  the  Board  i n   his  office  a t   10:¢0.  W o   further  dis—   

cussion  of  the  report  is  necessary,  a s   that  was  approved   

yesterday,  a n d   w e   can  deal  with  our  uitinighed  business.   

I  suggest  i f   any  action  i s   to  be  taken  i n   regard  t o   the    
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unfinished:  business  of  the  last  few  years  that.we 
 take  it   

this  morning.   

Governor  Harding,  I  -would  like  t o   offer  a.  resolution 
  

miich  I  think  comes  under  the  head  of  unfinished;  business, 
 |   

Mir.  Chairman.   

The  C h a i r m a n ,   I  offer  the  suggestion  that  we  confine   

‘it  to  the  non-eash  collections  -—   

Governor  Harding,  I  will  offer  a  resolution  pertaining 
  

to’  that.   

The  Chairman.  That  is  always  i n  
 order.   

74   

"von  CASH  COLLEUPIONS.   

Govermoz  Harding.  I  move  that  a s   definite  recommenda   

tions  6s  the  subject  o f   non-cash  collections  have  been 
 made   

at  successive  conferencés:  of  i c a n   f o r   the  past  three   

years,  following  full  ‘discussion,  and  as  all  members  of 
 the   

Conference  as  well:  as  the  members  of  the  Federal  Reserve 
  

Board  are  fully  informed  on  the  subject,  there  is  no 
 further   

information  necessary  i n   order  t o   enable  anyone 
 t o   vote  in.   

telligently  on  this  subject.   

Governor  Biggs.  I  will  second  that.   

Governor  Talley,  I s   that  all  there  is  to  it?   

Governor  Harding,  T o   that  one,  yee.    
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'  Governor  McDougal.  I  would  like  t o   inquire  of  Gover   

nor  Harding  what  the  object  is,  to  lay  it  before’  the  Board?   

Governor  Harding,  I  would  like  to  find  out,  b y   succes-   

sive  s t e p s :   just:  how  fat  we  are  in  accord  and  how  far  we  dif-   

fer.  .«-I  will  -réad.it  again.  (Reading  motion)  -  ms.   

Geverné:  Séay,  ‘ V o t e   one  way  or  the  other?  ~*   

.  Goverfior  Harding,  Y e s .    

The  Chatman,  T h e   motion  has  been  seconded.   

Governor  Seay.  -I  call  for  the  question.   

(The  motion  was  put  on  an  aye  andnay  vote,  Governors   

Bailey  and.  Wellporn  voting  no.)   

-.  Governor  Young.™  f  do  not  quite  get  the  resolution,   

and.I  will  ask  that  I°be  recorded  as  not  voting.   

Governor  Harding,  “ I   have  another  resolution  t o   offer.   

Governor  Wellporn,  I-Would  like  to  explain  my  vote  in   

the  negative’on  that.  “The  B,ard  has  it  under  consideration   

and  I  do  not  believe  there  is  any  use  in  pushing  them  on  the   

matter.   

The  Chairman,  You  a r e   of  the  opinion  that  further  in-   

formation  i s   necessary?  ,   

Governor  Young.  [ I   think  so.  There  are  many  things  i n    

my  own  bank  that  I  am  not  quite  satisfied  about  all  the  way    
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through  ——   

Governor  Wellborn.  I  do  not  see  any  use  i n   pushing   

the  Board  o n   the  subject.   

Governor  Norris.  I  would  like  t o   know  what  the  vote  o n    

that  motion  was,  Mr,  Chairman.   

The  Chairman.  The  Chair  announces  that  the  motion  was   

carried,  Governor  Young  not  voting,  Governor  Wellborn  voting   

in  the  negativec—   

Governor  Young.  I  think  I  will  vote  in  the  negative   

on  that.   

Mr.  Bailey,  I  will  also  vote  in  the  negative.   

The  Chairman,  The  motion  i s   carried  eight  to  three»   

Governor  Harding.  M r ,   Chairman,  I  move  that  this  C o n    

ference  believes  that  this  question  should  not  be  held  in   

abeyance  any  longer  and  requests  the  Federal  Reserve  Board   

to  make,  at  an  early  date,  a  definite  ruling  upon  the  subject.   

Governor  Talley,  I  will  second  that.   

Governor  Seay,  I  will  second  it.   

Governor  Vellpern.  I s   that  another  resolution?   

Governor  Harding,  Yes,  that  we  do  not  want  it  held  in   

abeyance  but  have  a  ruling  o n   the  subject  one  way  or  the 
    Digitized for FRASER 
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Governor  Bailey.  I  am  in  favor  of  settling  it  and  I   

will  vote  aye  on  that.   

Governor  Wellporn,  I  wuld  like  t o   have  you  read  that   

again.   

(Governor  Harding  then  read  the  motion.)   

Governor  Wellporn,  I  will  vote  no.   

Governor  Young,  I  will  vote  no.   

(There  were  calls  for  the  question  and  the  motion   

was  put  on  an  aye  and  nay  vote  and  the  Chair  declared  the   

motion  carried  nine  t o   two.)   

Governor  Harding.  i r .   Chairman,  I  move  that  in  the  opin.   

ion  o f   the  Conference  i t   is  desirable  that  any  ruling  made   

should  b e   uniform  with  respect  t o   its  application  a t   all  re-   

serve  banks.  ;   

Governor  Fancher.  I  will  second  that.   

Governor  Wellborn.  I f   this  Conference  wishes  t o   invoke   

the  doctrine  o f   absolute  uniformity,  a  great  many  i n   our  dis—   

trict  would  take  the  position  that  the  discount  rates  should   

also  b e   uniform.   

Governor  Harding,  The  law  provides  that  it  need  not  be.   

It  distinctly  says  s o   i n   the  law   

Governor  Wellborn,  I t   has  been  discussed  i n   (Ongress    
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and  discussed  b y   the  Press,  a n d   i f   you  are  going  t o   have  abs   

solute  uniformity  I  think  you  ought  t o   have  it  with  inter   

est  rates.   

The  Chaiman,  I t   is  uniform  now.  W e   all  have  the  four   

per  cent  discount  rate.   

Governor  Wellborn,  I t   just  so  happens  at  this  time.   

Governor  Harding.  This  is  not  a  question  of  uniform  ‘»ro+   

cedure  i n   regard  t o   discount  rates.   

Governor  Fancher.e  I  call  for  the  question,   

(The  motion  was  put  on  an  aye  and  nay  vote  and  the  Chair   

announced  it  carried  eight  to  three,  Governors  Young,  W  ell»   

porn  and  Bailey  voting  in  the  negative.  )   

Governor  Harding.  .Mr,  Chairman,  I  move  it  is  the  sense   

of  the  Conference  that  the  dollection  of  all  non-cash  collec-   

tion  items  should  b e   contintied  a t   all  Federal  Reserve  banks.   

Governor  Fancher.  I  will  second  that.   

Governor  Talley,  I  second  it.   

Governor  Bailey,  I  want  t o   be  recorded  a #   voting  no.   

Governor  Young.  I  wish  t o   be  recorded  as  voting  no  on   

all  of  this.   

Governor  Wellporn,  I  will  vote  no.   

(The  motion,  having  been  put  o n   an  aye  and  nay  vote,  the    
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Chair  declared  the  motion  carried  eight  t o   three,  Governors   

Bailey,  Wellborn  and  Young  voting  in  the  negative.)   

Governor  Calkins.  M r ,   Chairman,  a s   I  was  absent  when   

the  vote  on  the  motions  just  passed  was  taken  with  regard   

to  non-cash  collections,  I  desire  now  to  be  recorded  as  vot   

ing  in  the  affirmative  o n   those  motions,  which  I  have  read.   

(Whereupon  Mr.  Harrison  reported  to  the  Conference,  in-   

formally,  o n   the  subject  of  relations  with  foreign  banks,   

and  at  10:30  ofclock  a.m.  the  Gonference  o f   Governors  re~   

cessed  t o   allow  the  Open  Market  Committee  t o   confer  with   

the  Federal  Reserve  Board.  A t   12:15  o'tclack  p.m.,  t h e    

(bnference  reconvened  and  the  following  progmeedings  were  had):   

The  Chairman,  The  meeting  will  come  t o   order.  I  think   

first  w e   should  report  the  result  o f   our  conference  with   

the  Federal  Reserve  Board.  A l l   members  o f   the  Open  Market   

Committee  and  all  members  of  the  Board  were  there,  includ-   

ing  the  ex-officio  members.  [ I   will  ask  Governor  Harding   

to  make  o u r   report.   

(Whereupon  Governor  Harding  reported  t o   the  Conference   

the  result  of  the  meeting  of  the  open  market  committee  with   

the  Federal  Reserve  Board,  which  the  Reporter  was  directed   

not  t o   record,  a t   the  conclusion  o f   which  report  Mr.  Harri-    
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son  continued  his  discussion  o f   relations  with  foreign   

banks,  which  the  Reporter  was  directed  not  to  record,.  at   

the  conclusion  of  which  discussion,  a t   1  o'clock  p-m.,.   

the  Conference  recessed  until  3  o'clock  p.m.  o f   the  same   

day,  for  its  j o   nt  conference  with  the  Federal  Reserve 
 Board.)   

a  a   
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wOL  N T   C O N F E R E N C E    

of  the   

FEDERAL  RESERVE  BOARD   

with  the   

GOVERNORS  OF  THE  FEDERAL  RESERVE  BANKS.   

The  Joint  Conference  convened,  pursuant  t o   recess   

of  the  Governors!  Conference,  a t   3  o'clock  p.m.,  on  Thurs   

day,  May  12,  1927-~   

PRESENT:   

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

Edmund  Pyatt,  Vice-Governor,  Federal  Reserve  Board.   

Adolph  ©.  Myller,  Member,  Federal  Reserve  Board.   

Charles  &.  Hamlin,  iiember,  Federal  Reserve  Board.   

George  R.  James,  Member,  Federal  Reserve  Board.   

Edward  H.  Cunningham,  Member,  Federal  Reserve  Board.   

The  Governors  of  the  Federal  Reserve  Ban  ks,  as   

previously  recorded  i n   the  first  day's  record.   

Mr.  E.  A.  Goldenweiser,  Director,  Division  of  Re-   

search  and  Statistics,  Federal  Reserve  Board.   

PROCEEDINGS.   
   

Governor  Crissinger,  Gentlemen,  w e   are  ready  now  to   

hear  the  repvort  o f   the  Conference  o f   Governors.    
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Governor  Strong,  The  question  is  what  the  Board  wishes   

us  t O   report  on.  W e   have  made  o n e   o r   two  reports.   

Governor  Crissinger.  Then  report  o n   something  you  have   

not  reported  on.  T h e r e   i s   a  lot  o f   stuff  here.   

Governor  Strong.  I  did  not  know  whether  you  wanted   

us  t O   go  over  the  w h   ole  thing.  I  uaderstood  you  wanted  t o    

have  a  discussion  of  the  business  situation  and  I  understood   

that  Mr.  Goldenweiser  w a s   going  t o   make  a  report.   

Governor  Crissinger.  H e   has  a  report  to  make,  but  I   

think  We  can  wait  for  your  written  renort  with  regard  t o   a  ~   

lot  of  these  things.   

Governor  Strong,  I t   will  all  be  reported  to  you.   

Governor  Crissinger.  h e n   we  will  ask  Mr.  Goldenweiser   

to  make  his  statement,   

Mr.  Goldenweiser.  M r ,   Chairmen  and  gentlemen,  I  think   

the  most  important  single  fact  in  the  business  situation,   

and  the  one  that  has  attracted  our  attention  most,  has  been   

the  continuous  decrease  i n   the  price  level  i n   the  last  two   

years,  a t   a  time  when  business  activity  has  continued  to   

be  in  exceptionally  large  volume.  I  think  that  probably   

the  general  level  of  business  activity  and  the  latest   

developments  i n   business  activity  are  now  familiar  t o   you   

and  you  have  been  comparing  notes  o n   them.    
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I  think  there  will  be  a  general  agreement  that  the   

first  quarter  of  this  year  has  been  very  active.   

‘And  that  the  declines  o f   the  last  quarter  of  last  year,   

or  the  ground  last  during  the  last  quarter  of  last  year,   

has  been  regained.  T h e r e   are  some  serious  difficulties  i n    

that  situation,  such  as  the  Mississippi  floods  which  affect   

that  part  o f   the  country  very  unfavorably,  T h e r e   i s   over—   

production  i n   some  industries,  particularly  i n   oil,  and   

also  i n   the  lumber  industry.  I n   the  mining  industry  there   

has  been  some  recession  i n   coal  production,  owing  t o   the   

strike,  and  probably  largely  as  4  result  of  that  there  has   

been  some  decline  i n   the  freight  movement  and  distribution   

of  commodities.  B u t   with  all  these  bad  spots,  the  general   

outlook  and  the  general  basis  o f   business  i s   favorable.   

G  I  think  i t   might  d é   of  interest  t o   you  if  I  gave  you   

a  Little  more  analysis  of  the  price  factor.  Prices   

have  been  going  down,  with  some  interruption,  for  two  years,   

gince  the  summer  of  1925.  T h e   decline  during  that  period   

has  been  —-  I  have  a  chart  here  that  shows  it  _-  about  ten   

per  cent,from  160  to  145,  o n   the  Bureau  of  Labor  and  Statis— 
  

tics  index.  O y r   own  weekly  index,  compiled  here,  which  has   

only  about  two-thirds  o f   the  commodities,  h a s   gone  d o w   lower 
   

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



491   

i  e t   e n   e e e    
2k  c o a t    

only  about  two-thirds  of  the  commodities,  has  gone  down  lower   

than  that,  but  has  recently  been  stable  and  shows  a  slightly   

ypward  tendency  i n   the  last  week  or  two.  I  believe  that   

the  indications  are  that  the  most  rapid  decline  i n   prices   

has  come  to  an  end  and  that  now  the  curve  is  flattening  out.   

This  decrease  fram  160  o n   the  pre-war  basis  t o   145,   

brings  the  price  level  about  four  per  cent  above  the  low  point,   

Post  war,  which  was  in  January,  1922,  when  it  was  138.   

This  decline  i n   prices  i s   coincidental  with,  a n d   has   

followed  upon  the  return  of  a  great  many  of  the  countries  to   

the  gold  standard,  T h a t   has  raised  the  question  whether  there   

is  not  something  i n   the  situation  that  tends  t o   bring  the   

price  level  to  the  pre-war  lgvel,  t o   the  level  that  prevailed   

at  the  time  the  world  was  on  the  gold  standard.  There  is   

good  authority  for  that  expectation,  a  nd  we  have  felt  that   

it  was  very  much  worth  while  t o   analyze  that  statement.  T h a t    

general  impression  is  strengthened  by  the  fact  that  the   

price  decline  h a s   been  world-wide  and  wherever  currency   

has  been  o n   a  stable  basis,  I  have  a  chart  here  -——  I  do  not   

want  t o   show  you  t o o   many  charts,  a n d   I  think  t h e   points  stand   

out  well  enough  without  the  charts  —-  showing  that  the  vrices    
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have  declined  i n   the  goid  standard  countries  —~  in  England,   

Germany,  Sweden,  Switzerland  and  Holland  the  prices  have  gone   

down  (demenstrating  with  chart).   

This  raises  a  number  of  questions.  f h e   first  is  why   

should  prices  go  down  to  the  pre-war  level,  and  maybe  the   

first  s e e d :   t o   that  i s   that  I  feel  that  there  was  n o   such   

thing  as  a  pre-war  level.  There  was  a  level  before  the  war,   

but  that  level  was  a  slope:  i t   was  a n   upward  slope;  prices   

had  been  going  up  from  1896  to  1913.   

I  have  a  chart  here  that  I  do  want  t o   call  to  your  atten-   

tion  o n   that  point,  T h i s   chart  shows  the  price  develop—   

ment  since  1882  to  1806,  and  fron  1896  to  1913  (indicating),   

and  there  was  a n   increase  o f   the  rate  represented  b y   this   

red  line  (indicating),  a a d   r a t e   of  increase  had  continued   

just  a t   the  same  rate  t o   the  present  t i m e   t h e   prices  would   

now  be  just  about  where  they  are.  T h i s   last  dot  i n   rela-   

tion  t o   the  red  line  shows  where  prices  would  have  been   

if  the  situation  had  continued  (indicating),  N o w   the  signifi-   

cance  o f   that  i s   not  t h a t   I  think  that  this  was  g  normal   

condition,  that  w  eccould  therefore  expect  prices  t o   go  u p    

in  that  way,  but  it  does  seem  to  indicate  that  selecting   

the  year  1913,  which  was  in  the  middle  of  the  Upward  swing,    
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as  normal,  and  teking  the  adjustment  that  existed  before   

the  war,  there  would  be  a  tendency  to  return  n o w   —-  I  do   

not  think  that  is  supported  by  the  facts.  I  think  i t    

would  be  an  important  thing,  espeolally  for  the  men  working   

with  bank  credit,  t o   forget  the  pre-war  situation  and  consid.   

er  the  present  level  and  changes  from  months  to  month  and   

from  year  t o   year  o n   their  o w n   basis,  w i t h   reference  t o    

other  developments,  andnot  to  have  in  mind  at  all  the  fact   

that  we  are  145  now,  and  therefore  45  per  cent  above  the   

basis  that  was  artificial.  I  think  our  reaction  to  the   

price  index  would  t  very  different  i f   we  recognized  that   

prices  are  94  per  cent  now,  9 4   o n   the  basis  o f   23  to  25,   

which  i s   the  basis  I  think  most  o f   our  indexes  are  computed   

on,  a8  compared  with  that  price  being  145.  I  think  it  would   

be  a  desirable  thing  for  the  Federal  Reserve  System  to  put   

the  price  index  on  the  same  basis  on  which  it  pute  its  other   

indexes,   

Aan  analysis  o f   the  price  decline  divided  first  into   

agricultural  and  non-agricultural  commodities,  shows  that   

since  1925  there  has  bem  a  somewhat  larger  decline  in  agri-   

cuitural  commodities  than  in  non-agricultural  commodities.   

But  they  are  now  closer  together  than  they  were  at  the  time    
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=the  decline  began  and  closer  than  they  were  two  nonths   

ago,  Agriculture  o n   the  whole  has  advanced  i n   the  last  two   

months,  that  i s   i n   prices,  while  industry  prices  have  declined,   

The  reason  that  i s   not  s o   clearly  realized  i s   the  fact  that   

while  agricultural  commodities  have  yndergone  much  fluctua-—   

tion,  the  decline  i n   the  industrial  c o m m o d i t i e s   has  now  been   

fairly  continuous  since  1923  and  industrial  prices  are  now   

at  the  lowest  level  in  ten  years,  whereas  agricultural  prices   

have  had  a  big  rise  i n   1924,  a n d   are  now  very  materially   

above  their  low  point  i n   1922.   

Taking  not  the  last  year  or  two,  but  the  last  five   

years,  there  has  been  more  pronounced  decline  i n   industrial   

prices  than  i n   agricultural  vrices.   

I  have  here  the  prices  o f   different  industrial  commodi-   

ties  analyzed  somewhat,  but  I  do  not  want  t o   stop  to  talk   

details.  There  is  a  decline  i n   building  material,  Metal   

and  chemicals  have  gone  dom.  Olothing  materials  have  gone   

dom,  Fuels  are  subject  to  so  many  fluctuations,  owing  to   

the  irregularity  both  of  oil  and  ooal,  that  it  is  difficult   

to  say,  b u t   they  a r e   very  much  below  the  peak,  which  was  8 0    

high  that  I  did  not  spoil  the  chart  b y   putting  i t   in.  1 0    

would  have  been  up  here  (indicating  above  chart).    
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House  furnishings  have  been  going  down.  There  has  been   

&  pretty  wide  decline  in  the  prices  of  all  classes  of  com   

modities,  with  industrial  commodities  showing  the  larger   

decline.  I  am  going  through  the  list  of  the  480  commodi-   

ties  that  enter  into  the  wholesale  price  index  and  have   

found  that  o f   those  commodities  300  are  lower  than  they   

were  t w o   years  ago,  w h i l e   hundred  commodities  a r e   highe”,   

but  the  decline  having  been  much  more  substantial  than  the   

increase.   

This  last  chart  shows  world  prices,  which  I  mentioned   

e  few  moments  ago,  and  a  complete  series  of  price  charts   

that  I  want  to  calh  to  your  attention.   

Now,  i f   the  gold  standard  has  been  instrumental  i n    

bringing  down  the  prices  it  seems  to  me  that  that  would   

have  to  be  reflected  i n   a  soramble  for  pace  and  would  have   

been  reflected  i n   a  stiffening  o f   money  rates,  because  I   

cannot  see  how  the  operation  o f   the  gold  standard  would   

influence  prices  exoept  i f   there  was  a  shortage  o f   gold,   

which  would  result  i n   contraction  and  a  higher  price  for   

funds.   

The  facts  again  d o   not  support  that  theory,  T h e   price   

of  money,  money  rates,  i n   nearly  all  the  countries  of  the    
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world,  i n   all  the  stable  countries  of  the  world,  have   

been  going  down.  There  has  been  a  decline  i n   Berlin,  i n    

London,  and  in  Amsterdam,  4  decline  i n   the  money  rate,   

and  i n   general  there  has  been  a  cheeatening  o f   money  from   

the  high  level  which  preveile  d  in  the  early  years  o f   infla-   

tion  and  then  of  deflation.  I n   going  over  the  positions   

of  the  central  banks  and  of  the  commercial  banks  o f   the   

principal  countries  of  Europe,  there  is  a  clear  indication   

that  credit  has  been  increasingly  plentiful  and  that  the   

decline  i n   the  cost  of  credit  has  been  accompanied  b y   a   

growth  i n   the  use  o f   oredit.  T h a t   i s   true  o f   most  o f   the   

countries.  T h a t   i s   true  o f   some  o f   the  countries  that   

have  been  through  the  period  o f   deflation  preliminary  t o    

reestablishing  on  a  gold  te  sis,  There  has  bees  bos  deflation   

in  Denmark  prior  to  her  recent  return  to  the  gold  basis;   

there  h a s   been  some  i n   Norway  a n d   i n   Italy;  b u t   i n   the  vrin—   

cipal  countries,  t h e   bigger  countries,  a n d   these  which  have   

already  secured  monetary  stability,  there  has  been  a  conti- 
  

nuous  decline  i n   money  rates  and  an  increasing  use  of  cre- 
  

dit.   :   

Governor  fivtnec  W h a t   commodities  are  those  charts   
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wir.  Goldenweiser.  Y o u   mean  the  money  rates?   

Governor  Strong,  No,  the  commodities.   

Mr.  G,idensweiser.  T h o s e   are  the  official  price  in-   

dexes,  including  the  wholesale  price  index,  including  this   

number  of  commodities  i n   the  different  countries.   

Governor  Strong,  B y t   they  are  generally  wholesale   

prices?   

Mr.  Goldenweiser.  Wholesale  prices,  probably  over   

weighted  with  raw  material.   

Mr.  Cunningham,  I  would  like  to  ask  you  about  the   

first  chart  y o u   had  there  a n d   would  like  t o   ask  y o u   about   

the  inorease  shown  fron  May,  1896,  to  1913,  and  from  1913   

up  to  the  present  time.  W h a t   pernentage  of  increase  have   

you  got  there?   

Mr.  Goldendweiser.  T h e r e   was  practically  50  per  cent   

increase  here  {indicating  o n   chart),  and  50  per  cent  in-   

crease  there  (indicating  on  o  hart),   

Mr.  Cunningham.  f l e   have  practically  been  maintain-   

ing  the  same  level  between  the  present  point  and  that  point,   

and  the  1896?   

Mr.  Goldenwiesery  I f   we  had  increastlat  the  same   

rate  after  1913  that  w e   had  before  that  w e   would  n o w   b e     
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just  about  where  w e   are.   

Mr.  Cunningham.  Where  would  the  line  be  on  the  1913   

basis?   

ip.  Goldenweiser.  Right  here  (indicating  o n   plat).   

Mr.  Cunningham,  A n d   carrying  i n   our  minds  that  w e    

are  going  back  t o   t  he  1913  basis,  going  back 
 t o   that   

point  (indicating)  ?   

Mr.  Goldenweiser.  Yes,  sir.   

Mr,  Cunningham.  A n d   realizing  the  steady  increase   

for  the  last  —-  how  many  years?   

Mr.  Goldenweiser.  F r o m   1896  — —   thirty  years. 
  

Mr.  Cunningham,  W e   have  gradually  increased  u p   to   

the  present  time  about  50  per  cent  between  the  two  dividing 
  

points  there?   

Mr.  Goldenweiser.  Y e s .   T h i s   i s   on  the  1913  basis.   

This  was  fran  67  t o   100  i n   17  years,  a n d   this  has 
 been   

ghoreased  f  rom  a  hundred  to  a  hundred  and  forty-five 
 i n    

nineteen  years  (indicating).  I t   is  just  about  the  same   

rate  of  increase  (indicating  on  plait).   

I  do  not  want  t o   attach  t %   m u c h   importance  t o   the   

percentage  curve;  I  do  not  think  it  is  a  normal 
 curve  and   

that  w e   can  expect  it,  but  I  do  want  t o  
 say  that  1913  —   

that  there  was  n o   such  thing  a s   a  pre-war  level,  but 
 a    
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Slope,  and  if  we  are  going  back  to  that  slope,  all  this   

projection  into  the  future  is  on  the  same  level,  and  is   

Something  we  cannot  determine,  and  for  that  vreason  it  is   

best  for  us  to  think  in  terms  of  the  current  basis.  I t    

has  been  the  Board's  position  for  a  long  time  that  they   

do  distort  figures.  W e   d o   not  make  a n   analysis  o f   them   

and  they  are  hard  to  forecast,  and  we  believe  i t   is  best   

to  have  a  basis  that  is  as  close  to  the  current  time  as   

possible.  W e   are  using  1923  to  1925  in  our  big  business   

index.   

Governor  Strong.  I t   would  be  just  as  fair  to  assume   

that  o n   the  present  level  w e   are  just  a s   near  Tight  a s   we   

could  b e   o n   a  basis  o f   1913?   

ir.  Goldenweiser.  J I   think  so.   

Governor  Norris.  h e n   you  speculate.voever  a  fifteen-   

year  period,  from  1881  to  1896,  w e   have  had  a  decline  i n    

i a g a e   t h e   17-year  period  from  1896  to  1913  we  have  had   

an  advance  i n   prices.   

Mr.  Goldenweiser.  Y e s .    

Governor  Norris.  A n d   assume  that  that  was  the  peak,   

then  we  oan  assume  that  there  might  have  been  another  15.   

year  dip  then  (indicating  on  chart)?    
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Mr.  Goldenweissr.  Y e s ,   sir.  T h a t   is  t  he  very   

point  I  want  t o   bring  out,  that  there  i s   n o   such  thing   

as  a  level,   

Vice  Governor  Platt,  1 9 1 3   is  a  convenient  period  which   

everybody  thinks  of.   

Mir.  Goldenweiser.  Yes,  and  if  people  would  only  consid-   

er  movements  and  not  levels,  I  think  it  would  not  make  so   

much  differerice  what  basis  i s   used.  B u t   when  that  i s   inter-   

preted  t o   mean  that  w e   are  4 5   per  cent  above  something  and   

that  the  chances  are  something  i s   going  d o m   4 5   per  cent   

more,  I  think  that  i s   an  undesirable  condition,   

I  do  not  know  whether  there  i s   anything  else  I  want   

to  say.  T h e   general  developments  i n   the  credit  situa   

tion  of  the  country  are  familiar  to  yous  B a n k   credit,  which   

increased  at  a  very  rapid  rate  i n   1924  and  1925,  grew  relat-   

ively  little  i n   1926.  I n   the  present  year  i t   has  started   

out  t o   grow  at  a  fairly  rapid  rate,  - I   have  a  chart  which   

shows  the  r  eporting  member  banks.  Y o u   can  see  that  the   

latest  figures  show  the  highést  level  of  loans  and  invest—   

ments  on  the  top  line  (indicating  o n   chart).  Naturally  the   

high  level  is  not  a  surprising  thing,  because  in  most   
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in  loans  and  in  bank  operations;  but  it  does  show  something  .   

of  a  rapid  growth  efter  the  little  liquidation  following   

the  season  o f   pear.  i n   December  --  the  movement  has  been  ex-   

ceptionally  rapid.  I  think  a n   element  i n   the  raoid  growth   

has  been  the  growth  o f   investments.  T h e   Treasury  certifi-   

cates  which  were  taken  in  large  volume  o n   the  15th  of  March   

have  not  been  marketed  as  easily  as  usualland  they  are  still   

to  a  considerable  extent  i n   the  possession  o f   the  member   

bankeé.   

Commercial  credit  has  grown  at  a  normal  rate,  the  usual   

rate  (indicating),  T h e   use  of  bank  credit  for  loans  o n    

securities,  much  of  which  goes  into  stock  exchange  operée~   

tions,  i s   usual,  a n d   this  line  shows  t h e   total  loans  t o    

brokers  and  dealers  as  reported  by  member  banks  of  the   

System  in  New  York,  That  is  at  a  high  level  with  the  ex   

ception  of  the  extreme  peak  i n   the  early  part  of  1920,  when   

these  figures  first  became  available,  and  the  growth  has   

been  very  rapid  in  the  last  couple  o f   months.   

The  reserve  bank  credit  shows  the  usual  reflection  o f    

the  condition  of  their  banks.  The  reserve  bank  credit  this   

year  has  been  fluctuating  very  close  to  the  billion  line,   

about  a  hundred  millions  above  last  yaar,  the  hundred  million    
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being  substantially  the  gold  imports  for  that  year.   

Governor  Strong,  The  reserve  bank  credit  shows  a   

volume  of  a  hundred  million  greater  than  the  previous  year_-   

Mr.  Goldenweiser.  Yes.   

Governor  Strong.  A n d   that  almost  exactly  offsets  the   

amount  of  gold  we  received  in  that  period?   

it.  Goldenweiser.  ‘Yes.   

Governor  strong:  How.  does  it  happen  that  we  have  an   

expansion  of  bank  credit  to  that  amount  in  that  period   

without  increasing  the  reserves  proportionately?   

Mr.  Goldenweiser.  The  answer  to  that  is  the  fact  that   

the  credits  that  arise  from  the  loans  have  been  chiefly   

in  the  form  of  time  deposits,  which  require  only  three   

per  cent,  Lhatead  of  demand  deposits,  which  require  ten  to   

thirteen.  T o   some  extent  also,  the  credit  has  been  chiefly   

not  o n   the  13  yer  cent  basis  but  on  the  ten  and  seven  basis.   

Governor  Strong.  ‘ A   very  large  part  o f   the  growth  has   

been  received  in  the  form  of  time  deposits  carrying  three   

‘per  cent  =-  ,   

Mix.  Goldenweiser.  T h i s   chart  shows  a  very  large   

growth  in  time  deposits,  while  demand  deposits  have  not   

grown  s o   much.    
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Governor  Strong,  I f   there  is  any  poison  getting   

into  the  systémn,  e e   i n   that  way,  and  i t   is  running   

a e  t h e   reserve  s y s t e m   --   

Governor  Crissinger.  Y o u   mean  the  time  deposits?   

Governor  Strong.  Yes,  o f   course.   

Mr.  Goldenwiser.  There  has  been  no  growth  in  the  re-   

serve  bank  credit,  broadly  speaking,  for  five  years.  I t   is   

up  around  a  billion.  I t   has  gone  up  sometimes  above,  and   

sometimes  i t   has  gone  somewhat  below.  t t   has  fluctuated   

just  around  the  billion  line.  T h e   last  figures  brought   

in  show  that  the  latest  reports  bring  it  down  to  9 0   million,   

which  i s   the  low  point.   

Governor  Strong,  Nearly  300  million.   

Mr.  Goldenweiser.  There  has  been  60  million  just  now   

taken  out  of  earning  assets  i n   connection  with  gold  imports   

ation.   

ilpe  Hamlin.  Wouldn't.  that  amount  to,  under  this  lower—   

ing  of   reserve  o n   time  deposits,  t o   a  releasing  o f   reserves?   

Mr.  Goldénweiser.  I  think  if  you  analyze  it  it  has  been   

equivalent  i n   its  effect  t o   about  200  million  dollars  ~~   

Governor  Strong.  g 0 0   million...   

Mr.  Goldenweiser..  Yes.  I  do  not  swear  by  that  figure,.    
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beoause  there  are  s o   many  different  elements  that  enter  into   

ite:   

Governot  Strong,  I n   other  words,  the  amount  of  the  re-   

serve  which  we  had  supporting  X;  the  amount  of  deposits,   

without  any  change  except  a  reduction  of  a  hundred  millions   

in  our  credit,.is  now  supporting  X  plus  a  billion  and  a  half.   

Mir,  Goldenwesier.  Yes.   

Governor  Strong,  H o w   far  i s   that  going  t o   go?:   

Mr;  Goldenweiser.  I  do  not  know.   

Governor  Strong,  I t   i s   our  idea  i t   i s   going  t o   go  vretty   

Mr.  Goldenweiser,  I t   is  necessary,  and  very  desirable,   

to  have  that  question  o f   time  deposits  very  carefully  analyz   

ed  by  the  System  with  a  view  of  arriving  at  a  definition   

of  them  and  a  change  i n   the  requirements  ,  which  I  understand   

igs  a  part  o f   your  report.   

Governor  Strong.  W e   merely  call  attention  t o   it  as   

we  have  for  the  last  six  o r   ¢ight  years,  I  think,   

Mr.  Goldenweiser.  Now,  unless  you  want  to  look  at  some   

industrial  statistics,  which  I  personally  think  you  perhaps   

have  i n   mind,  that  is  about  all  I  wish  to  say.   

Governor  Crissinger.  W h a t   have  you  to  suggest  about    
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these  time  deposits?   

Governor  Strong,  W e   have  discussed  i t   at  our  meeting   

and  passed  a  resolution  offered  by  Governor  Harding,  after   

a  statement  o f   the  situation  i n   Boston.  I  happened  t o   hear   

Mr.  Mellon  describe  what  was  hapoéning  i n   Pittsburgh,  both   

of  which  conditions  are  alarming,  ahd  when  you  learn  that   

there  are  large  commercial  banks  i n   both  cities,  and  in  other   

cities,  receiving  deposits  as  savings  deposits  in  amount   

from  @  hundred  thousand  to  a  million  dollars  in  each  ac-   

count,  subject  to  the  regular  guides,  and  so  on,  the  effect   

of  which  i s   to  reduce  the  reserve  requirement  b y   a  pronounced   

amount,  our  resolution  was  directed  t o   alliage  the  Board's   

attention  to  the  fact  that  it  seemed  an  important  matter,  to   

be  dealt  with  either  by  a  redefinition  of  what  constitutes   

a  deposit  requiring  only  three  per  cent  reserve  -—   

Mir,  Goldenweiser  (interrupting:)  I  forgot  to  Bay   

that  the  Board,  i n   its  review  this  month,  has  @  discussion   

of  the  price  situation,  I  have  some  copies  of  t  he  page   

proof  run  off  and  I  would  like  to  distribute  them.   

There  is  one  point  that  I  did  not  mention  i n   discus-   

sing  prices,  which  I  think  is  an  important  factor  i n   the   

decline  o f   prices,  a n d   that  has  been  the  plentiful  output    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



506   

and  the  increased  productivity  o f   laber.,  T h e r e   has  been,   

Bince  1925,  a n   in  orease  in  productivity  that  is  striking,   

while  the  employment  statistics  show  that  the  volume  o f    

persons  employed  bas  inoréased  very  little,  S t i l l   produc   

tion  has  increased  very  greatly,  and  in  general,  i n   the   

last  three  or  f  our  years,  there  has  been  an  inorease  of   

about  ten  per  cent  i n   output  which,  IF  believe,  i s   ungquestion-   

ably  one  of  the  important  elements  i n   the  price  decline.   

The  other  thing  I  meant  t o   say,  and  I  em  sorry  I  did   

not  think  of  it  in  time,  and  that  is  the  paradoz  of  business   

increasing  very  rapidly  while  prices  are  declining  i s   a w    

Companied  by  another  phenhomenon,  and  that  is  that  business   

hag  been  profitable  and  during  the  same  period  earmings  of   

corporations  have  been  very  lerge.  D u r i n g   1926  they  were   

larger  than  in  almost  any  previous  year.  I n   the  first  quar-   

ter  o f   the  present  ysar  they  have  been  large,  T h e r e   has,  hom.   

ever,  been  a  tendenoy  towards  selection.  T h e r e   have  been   

@  good  many  corporations,  the  smaller  and  less  important   

corporations  that  have  not  been  s o   successful,  and  the  large   

volume  o f   total  carnirigs  has  b e m   d u e   to  the  very  great   

suucess  o f   some  corporations,  T h a t   i s   accompanied  b y   the   

fact  that  commercial  failures  i n   the  first  quarter  have  been    
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very  large  and  the  aggregate  liability  very  large,  s o   that   

this  large  volume  of  production,  the  decrease  i n   the  price   

level,  does  seem  t o   result  i n   keen  competition,  i n   greater   

difficulty  for  a  number  o f   concerns  t o   be  successful,  a n d    

yet  the  earnings  continue  exceptionally  high.   

Governor  Crissinger.  W h a t   have  you  to  say  as  to  the   

gold  standard  being  responsible  for  t  he  lower  prices?   

Governor  Strong,  I  am  not  at  all  sure  about  that,  be-   

cause  those  index  prices  are  s0  heavily  weighted  with  commo~   

dities  that  represent  world  prices,  they  readjust  themselves   

automatically  t o   the  common  level  of  the  goldbasis,  a n d    

I  wouldn't  attach  so  much  significance  t o   that  as  I  would   

to  our  own  price  index  b a s e d   on  a  very  wide  differenace   

in  commodities.  T h e   thing  that  impresses  me  about  the   

price  movement  here  is  t  he  fact  that  at  a  time  when  the   

discount  rates  o f   the  Federal  reserve  banks  exerted  n o   pres-   

sure  whatever  upon  the  member  banks,  the  fact  that  w e   bought   

securities  very  heavily  —-  certainly  the  price  situation   

is  not  only  steady  but  has  shown  a  tendency  t o   advance,   

and  since  wesold  some  three  hundred  million  dollars  o f    

these  securities,  the  first  effect  was  to  put  the  banks   

more  heavily  i n   our  debt,  they  borrowed  more  money  from  us,    
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and  they  don't  like  to  borrow  money  from  us,  and  they  have   

now  succeeded  i n   this  year  i n   redecing  their  borrowings   

to  a  great  extent,  although  not  entirely,  and  that  coin-   

cides  with  the  tendency  o f   prices  t o   fall  --  i f   we  are  going   

to  arrive  at  any  conclusion  or  analogy  from  that  it  would   

seem  t o   me  that  the  pressure  o f   liquidating  a t   the  Federal   

Reserve  Banks  might  have  some  connection  --  I  won't  say   

how  much  -~  o n   the  general  movement  o f   prices  i n   some  way.   

It  may  be  just  coincidence,  but  it  certainly  is  a  fact   

that  a t   the  time  when  t h e   banks  were  out  o f   our  debt  w e    

were  experiencing  a  price  decline,  a n d   now  they  have  suc-   

ceeded,  after  having  been  forced  to  borrow  through  a  period   

when  we  sold  three  hundred  millions  of  securities  —  i n    

managing  t o   liquidate  andget  more  out  o f   our  debt  than  they   

were  last  year,  and  we  have  this  continued  price  decline   

rather  accelerated.   

Mir.  Goldenweiser.  I  do  not  think  so.  It  was  147  i n    

December  and  January,  140  in  February,  145  tn  warch  and   

April,  O f   course  we  haven't  the  Byreau  of  Labor  Stat  istics,   

but  ours  show  that  i t   has  been  steady.   

Governor  Bailey,  H o w   many  items  are  included  i n   the   

Bureau  o@  Labor  Statistics?    
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Mr.  Goldenweiser.  4 4 0 .    

Governor  Bailey,  A n d   i n   yours?   

iy.  Goldenweiser.  288,  that  is  all  we  can  gét.  O u r    

fluctuates  more  because  i t   i s   unfinished  articles,  which   

are  Stable  i n   price.  T h e y   are  hard  t o   get.  O u r s   has  more   

of  the  nature  o f   a  raw  material  index  than  theirs,   

Governor  Strong.  T h a t   line  showing  the  increase  i n    

thirty   

prices  over  a  period  of/years  h a s   been  accompanied  by  a   

very  great  increase  i n   the  volume  of  business,  has  it  not?   

Mr.  Goldenweiser.  Y e s .    

Governor  Strong,  The  question  is  whether  there  is  any   

way  t o   ascertain  whether  the  raté  o f   increase  i n   bank  cre-   

dite  has  reasonably  followed  the  rate  o f   increase  i n   both   

prices  a n d   volume.  I f   i t   has  not,  naturally  there  i s   some   

possible  pressure  upon  credit,  not  expressed  i n   our  rate  680   

much  a g   i n   a n   absolute  lack  o f   desire  o r   reluctance  t o    

borrow  from  the  reserve  banks,  and  that  i s   being  furnished   

probably  by  the  weakening  of  the  reserve  position  through   

the  conversion  o f   demand  into  time  denosits,   

My.  Goldenweiser.  I  haven't  the  figures  i n   mind  e x    

actly,  but  I  do  not  think  there  i s   evidence  that  the  growth   

of  bank  credit  has  fallen  behind  the  growth  o f   business.    
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Governor  Strong.  I  do  not  know  that  there  are   

any  figures  to  fall  back  on  t o   relate  to,  but  I  do  some-   

thing  o f   the  rate  o f   growth  o f   bank  assets  and 
 liabilities—   

wir.  Goldeaweiser.  T h e   rate  o f   growth  o f   loans 
 i s   six   

per  cent.   

Governor  Strong.  I t   will  average  over  the  year  six  to 
  

seven.   

Mr.  Goldenweiser.  That  average  through  many  years 
 i s    

very  high  because  o f   the  growth  o f   13  t o   14  per 
 cent  during   

the  war  inflation.   

Bovernor  Strong,  I t   i s   like  that  line  you  projected   

in  prices  (indicating  on  plat).  I f   you  project  the  line   

of  growth  of  bank  deposits  during  that  period  you 
 will   

find  it  works  out  just  about  the  way  that  works  out, 
 o r    

the  way  any  projected  line  does.  T h e   point  i s   that  this   

last  year  with  a  large  volume  of  business,  but 
 with  some   

price  decline,  t h e   growth  o f   bank  deposits 
 has  been  arrested   

to  gome  extent.   

Mr.  Goldenweiser.  A s   I  say,  i f   you  take  out  the  war   

years,  with  their  larger  percentage  o f   increase, 
 y o u   get   

six  or  seven  per  cent  (indicating).   

Governor  Strong,  I  say  if  you  draw  the  line 
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as  you  have  dram  i t   there,  and  take  the  average  —-  we  have   

done  i t   i n   New  York  —-  win  WEEK  find  that  the  averga  works   

out  just  about  a s   your  price  average  there.   

wr.  Goldenweiser.  T h e   bank  credit  i s   just  about  what   

it  would  be  if  it  was  continued  (indicating).   

Governor  Strong,  O r   a  little  bit  below.   

ilr.  Goldenweiser.  Yes.  I t   wouldn't  b e   very  much  be-   

low,  I  do  not  think.   

Mr.  James.  M r .   Goldenweiser,  may  I  ask  wat  effect,  o n    

both  t h e   volume  o f   business  andprice  level,  t h e   change  i n    

the  price  of  cotton  has,  with  particular  reference  t o   the   

exports  of  cotton  i n   1925  and  !  267  T h e r e   is  a  very  vast   

difference  i n   the  value,  yet,  I  imagine,  there  were  more   

bales  and  pounds  o f   cotton  exported  than  there  were  i n   the   

previous  year.   

Mr.  Goldenweiser.  Y e s .   I  haven't  the  figures  for  that   

exactly,  but  the  decline  i n   the  cotton  price  was  an  import.   

ant  element  i n   the  decline  in  the  nrice  level.   

ilp,  James.  What  I  have  in  mind  is  with  reference  to   

bank  deposits.   

Mr.  Goldenweiser.  Y e s .    

Mr.  James.  Exported  cotton  from  this  coun  try  is  a    
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raw  Material,  sold  abroad,   

Mr.  Goldensweiser.  Yes.   

Mr.  James.  A n d   the  assumption  is  that  the  value  of  that   

is  reflected  immediately  back  i n   our  deposit  accounts,  i s   it   

not?   

wir.  Goldenweiser.  Y e s ,    

ir.  James.  a n d   if  they  fell  off  two  hundred  million   

or  three  hundred  million  i n   value,  o n e   year  against  the   

other,  would  that  i n   itself  account  for  the  stopoage  o f    

these  bank  devosits  at  a  level,  without  reference  t o   what   

they  are  i n   this  country  —   

Mr.  Goldenweiser,  I  think  i t   mould.  I  haven't  the   

figures  i n   mind,  but  m y   impression  i s   that  with  the  lower   

price  o f   cotton  the  imports  and  exports  increased  suffic-   

iently  t o   make  i t   up.   

wr,  James.  T h e   value  was  less.  I  can  get  the  exact   

figures  i f   y o u   want  them,   

idr.  Goldenweiser.  Y o u   say  the  value  was  less?   

wr,  James.  Y e s ,   considerably  less.   

Mr,  Goldenwieser.  O f   course  thet  would  b e   a n   element.   

Mr,  James.  M y   recollection  i s   it  was  something  l i k e   800   

MtL2ion.    
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Mr,  Goldenweiser.  T h a t   sounds  reasonable,  yes.   

Governor  Strong.  Y o u   mean  the  decline  i n   the  value   

of  the  total  crop?   

wir.  James,  N o ,   the  decline  i n   the  value  o f   the  ex—   

ports  o f   raw  material.  T h e   minute  that  i t   lands  a t   the   

shipping  port  the  money  comes  into  this  country  and  that   

money  is  deposited  hpre  against  that  exportation.   

Mr,  Harrison.  2 0 0   million  less?   

ir,  James.  T h e   value  of  the  cotton  exported,  a s   I   

recall,  i n   round  figures,  was  $200,000,000  less  in  1926   

than  i t   was  i n   1925,  although  t h e   number  o f   bales  exported   

was  larger;  s o   that  your  volume  o f   business  i s   increased  but   

your  return  i s   lessened  and  your  bank  denosits  directly  are   

affected  quicker  b y   that  than  by  any  other  thing  that  I   

know  of.   

wir,  Goldenweiser.  O f   course  $200,000,000  is  not  a  very   

big  factor  i n   that.   

Mr.  James.  W o ,   but  we  were  talcing  about  an  approximate   

figure  i n   the  matter  o f   bank  deposits.   

Governor  Strong,  T h a t   has  been  offset  b y   other  things.   

Wheat  has  also  declined.  W h e a t   was  second  in  1985.  N o w    

automobiles  a r e   second.    
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Mr,  James,  Y e s ,   but  the  point  i  am  trying 
 t o   get   

through  m y   head  i s   the  real  Telation  o f   exports 
 t o   bank  de-   

posits.  T h e   minute  a n   export  i s   made  that  i s  
 reflected   

right  bace  i n   our  bank  deposits,  i s   it  not?   

Mr,  Goldenweiser.  I  would  doubt  that.   

wir,  James.  T h e   cotton  that  i s   exported  i s   paid 
 for   

before  i t   leaves  these  shores.   

o t e  em  he   
an   

Mr,  miller.  Y o u   have  i n   the  price  commodities 
 4   

great  many  commodities  Like  cotton 
 and  wheat  a t   prices  o n    

the  world  market  — -    

wir,  Goldenweriser,  Y e s .    

ir,  Miller.  T h i s   movement  o f   domestic  eredits  follows 
  

the  price  and  you  assume  the  other 
 a s   @  normal  relation-   

ship,  o f   price  following  the  volume  o f  
 credit.   

iir+  Goldenweiser,  Y e s .    

wir,  Miller.  I s   there  any  method  by  which  you  can 
 eli-   

minate  those  f r o m   your  price  charts 
 s o   a s   t o   show  the  domes—   

tic  movenent  of  orices  where  purely  domestic 
 factors  are  in-   

volved?   

Mr,  Goldenweiser.  Y e s ,   that  can  b e   done  very  success— 
  

fully.  I  understand  what  sik  seni  T h e r e   is  a 
 distinction   

between  what  we  call  sheltered  and  non-sheitered 
 industries,    
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and  the  cost  of  living  enters  into  the  sheltered  indus-   

tries  —   

Governor  Strong,  T h e   consumers’  goods?   

wt,  Goldenweiser.  Yes.  T h a t   is  stuff  that  cannot   

be  exported,  T h a t   is  about  170  (indicating),   

iir,  James.  T h e r e   i s   another  factor  that  enters  into   

the  proposition,  through  the  character  of  credit  that  i s    

eligible  for  rediscount  a t   the  Reserve  Bank  and  that  which   

is  not,  I n   other  words,  automobile  paper  is  per  se  inel-   

igible,  but  we  all  know  that  automobile  paper  is  about  the   

most  liquid  thing  a  bank  can  have,  and  it  is  very  desir—   

able  paper.  N o w   in  order  to  take  care  of  a  lot  of  that   

it  may  be  possible  that  the  banks  are  using  eligible  paper   

arising  out  of  some  other  transactions  t o   provide  funds   

which  they  may  invest  i n   the  other.  T h a t   may  have  a  bear-   

ing  ob  it.   

lir,  Goldenweiser.  A  bearing  on  what,  Mr,  James?   

ir.  James.  . 4   bearing  on  the  volume  o f   credit,  the   

‘voluidel:  credit  used  and  its  relation  t o   the  Federal  Re~   

serve  oredit.   

Mr,  Goldenweiser.  Y e s .    

Governor  Crissinger.  I  think  Governor  Calkyjns  wants  to    
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say  something  and  I  know  we  would  like  to  hear  what 
 is   

going  o n   i n   the  empire  state  o f   California.   

Governor  Calcins.  I  do  not  know  that  I  can  add  anything   

very  interesting  o r   informing,  except  t o   s a y   that  I  think   

conditions  on  the  Pacific  Coast  are  perhaps  a  little 
 more   

favorable  than  they  are  i n   the  country  a s   4  whole.  A g r i -    

culturally  the  season  has  been  extremely  favoradile 
 u p   to   

this  time.  I  mean  i n   the  entire  district.  T h e r e   are  a  few   

bad  spots  of  course,  one  of  them  being  the  unscrambling  of   

the  situation  i n   the  lumber  industry  i n   t h e   Northwest, 
  

which  was  pretty  badly  demoralized,  without  any  apparent 
  

prospect  o f   early  improvement.   

The  banking  situation  appears  t o   me  to  b e   fairly 
 good,   

except  i n   some  spots,  about  which  you  are  informed. 
  

One  question  which  seems  to  me  to  be  of  importance,   

and  which  has  been  mentioned  once  or  twice  publicly, 
 i s    

the  expansion  o f   branch  banking  i n   California,  b u t  
 that  has   

not  yet  brought  any  developments  that  are  o f   sufficient 
  

importance  to  determine  what  its  future  will  be,  There 
  

is  just  now  a  stopping  point,  o f   course,  but  how  long 
 the   

expansion  will  remain  stationary  i  think 
 w e   cannot  y e t   de-   

termine.  W e   haven't  any  conditions,  except  individual    
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conditions,  and  we  all  have  those,  which  are  disturbing.   

We  have  some  individual  conditions  which  a r e   not  satisfac.   

tory  and  we  will  continue  t o   have  them  for  some  time.   

If  anyone  wishes  t o   ask  m e   any  questions  1  will  b e    

glad  t o   answer  then.   

Vice-Governor  Platt..  I s   there  any  tendency  shown   

yet  on  the  part  of  non-member  State  banxs  to  extend  branch-   

es,  t o   amount  to  anything?   

Governor  Calxins.  N o   considerable  tendency.  T h e r e    

have  been  a  few  applications  made  t o   the  State  department   

for  b r a n c h e s   for  non-member  State  banks.   

Vice-Governor  Platt.  Small  banks,  o r   the  larger  ones?   

Governor  Calkins.  S e v e r a l   branches  have  been  estab-   

lished  b y   the  California  Bank,  which  i s   the  largest  bank   

outside  of  the  System;  and  several  by  smaller  institutions,   

but  none  of  any  particular  importanoe.   

Mr,  Myller.  H a s   the  pride  of  California  been  affected   

any  since  it  has  one  of  the  three  or  four  largest  national   

banks  i n   the  country?   

Governor  Oalkins.  I  think  so,  They  seem  to  be  in-   

clined  to  mention  the  fact  occasionally.  They  spend  a  good   

deal  of  money  in  advertising.  T h e y   have  the  largest    
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national  bank  accounts  o f   I  don't  knew  where  —  anywhere.   

After  having  prepared  some  expensive  engraved  announcements   

to  that  effect  they  had  to  back  dom,  because  the  Bank  of   

Italy  nationalizes  and  far  outstripped  them.   

Governor  Crissinger.  I  think  it  would  be  interesting   

to  know  how  the  weather  conditions  are  affecting  t h e   agricul.   

tural  situation  i n   the  Mississippi  watershed.  T h a t   would   

include  Iowa,  Illinois,  Indiana,  myssouri,  and  all  that  agri-   

cultural  country,  Governor  Biggs.   

Governor  Biggs.  I t   has  affected  it  very  seriously   

in  the  f  looded  s e   cion  o f   the  district,  b u t   not  very  much   

in  wissouri,  except  the  extreme  southern  part.  I t   seems   

to  have  passed  on.  There  has  been  a  great  deal  o f   damage   

4n  Arkansas  and  wississippi,  b u t   the  danger,  s o   far  as  I   

can  see  now,  has  almost  passed.   

Govemor  Crissinger.  I  was  not  referring  t o   the  high   

water  condition  a s   much  a s   I  was  t o   the  lateness  o f   the  crop,   

Governor  Biggs.  T n e y   a r e   feeling  quite  a  little  dlarmed   

over  that,  over  the  fact  of  the  extreme  weather,  and  wonder—   

ing  whether  the  water  will  get  off  in  time  for  them  to  make   

anything  o f   acrop,  particularly  i n   the  Delta.  T h e y   think   

that  the  strong  winds  will  help  and  that  they  may  be  able  to    
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get  i n   their  cotton  a s   late  a s   Juné  de   

Governor  Crissinger.  W h a t   about  the  effect  o n   the   

corn  crop  i n   Iowa?  ,   

Governor  Biggs.  I  do  not  think  it  has  affected  them   

seriously  a t   all,  o n   yet.  O f   course  i t   will  be  late  o n    

account  o f   the  rain  k e e p i n g   them  out  of  the  fields,  a &   well   

as  the  water  from  the  idississipol  and  the  rivers  that  over—   

flow.  Y o u   take  away  that  factor,  the  operations  a  e a   ae   
:   D a r r   x   

ahead  about  as  usual.  Although  they  are  ten-er-twelve   

weeks  late,  t h e y   have  ample  time  t o   m a k e   a  crop  with  a n y    

seasonable  weather,   

Governor  Crissinger.  ‘ h a t   have  you  to  say  about  that,   

Gavernor  McDougal?   

Governor  MeDowgal.  t h y   Senet  t o   the  crop  prospects   

in  Iowa,  they  have  had  an  abundance  o f   rain,  perhaps  more   

than  normal,  Fortunately  it  has  been  general  and  it  has   

covered  the  whole  iti,  bat  bas  left  a  soil  condition,  ac-   

cording  to  the  reports,  which  is  more  favoreble  than  they   

have  had  for  a  number  of  years,  T h i s   i e   Putty  fortunate   

condition  for  t  hose  distzicts  where  they  have  been  suffer-   

ing  so  long  and  where  they  have  had  repeated  crop  failures.   

Gorn  planting  i s   just  starting  now,  which  i s   unusual,  a n d  
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the  rains  have  delayed  the  planting  o f   the  small  grains,   

particularly  oats.  T h e   result  i s   some  reduction  i n   the  acre   

age,  which  is  not  a  bad  things  O a t &   do  aot  produce  much   

anyhow.   

But  as  the  result  of  the  unusually  good  soil  conditions,   

as  I  have  stated,  there  has  been  very  much  improvement.   

That  does  not  have  very  much  effect  o n   the  banking  situation   

but  it  has  on  the  ctop  prospects,  and  we  are  told  that   

the  farmers  generally  speaking  are  feeling  very  mich  better.   

Governor  Crissinger.  I s   that  true  i n   Illinois?   

Governor  McDougal,  T h e   situation  i n   Ijlinois  I  think   

4s  somewhat  similar.  O f   course  w e   were  unfortunate  last   

year,  a s   you  *now,  i n   that  we  had  too  mich  rainfall  there.   

I  think  oonditions  are  very  favorable  for  planting  i n   I11i-   

nois.  I  do  not  know  whet  her  you  want  m e   t o   cover  the  gen-   

eral  business  situation  o r   not.   

Governor  Crissinger.  Y e s .    

Governor  iipDougal,  T h e   general  businéss  situation,  a s    

reported  to  us,  i s   very  satisfactory  out  there.  I t   has   

stopped  t o   some  extent,  Y o u   knev  the  situation  pretty  well   

in  regard  t o   the  automobile  industry,  I  was  i n   Detroit   

_  two  or  three  weeks  ago  and  I  was  told  at  that  time  that  ship-    
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ments  o f   automobiles  from  Detroit  during  the  year  u p   t o    

date  had  been  not  to  exceed  50  per  cent  of  what  they  were   

last  year.  T h a t   i s   speaking  numerically  with  regard 
 t o   car   

shipments  and  not  i n   volume  o f   dollars.  I t   is  due  very   

largely  t o   the  slowing  d o w   o f   the  Ford  industry,  which   

Means  more  t o   the  city  than  anything  else.  F o r d   employs   

normally  about  116,000  men  i n   his  plant.  M o s t   o f   those  men   

are  employed  now  but  they  are  on  part  time,  n o   more  than   

half  time,  worting  about  three  days  a  week,  and  that  of   

course  is  unfortunate,  T h e r e   is  some  grievance  in  regard   

to  the  real  estate  operations,  particularly  i n   the  outskirts,   

and  that  is  true  in  Chicago  t o   some  extent.  T h é   building   

situation,  according  to  reports,  seems  to  be  going  along   

about  the  same  as  last  year,  although  there  are  some  chenges   

in  the  character  o f   construction,  and  has  been  slowing  dom   

@  good  deal  i n   the  outskirts.  V e   have  a  bad  condition  i n    

Wisconsin,  with  which  you  are  probably  familiar,  caused   

by  the  canning  situation  u p   there.  T h a t   State  cans  a  very   

large  part  o f   the  peas  that  are  »vut  out  and  there  i s   an  accum-   

Wlation  o f   inventories  u p   there,  h e l d   over  f r o m   last  year,   

and  some  held  over  from  the  year  before.  T h e   canning  indus—   

try  i s   not  i n   good  shape  i n   our  district.  Unfortunately    
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that  applies  t o   corn  too.   

However,  generally  speaking,  the  business  situation,   

with  the  exception  o f   those  spots,  i s   pretty  satisfactory.   

The  credit  situation  i s   very  satisfactory.  T h e   banks  are   

not  calling  unon  the  Feder  Reserve  Bank  for  a  great  deal  o f    

credit,  except  those  districts  that  have  not  yet  recovered   

from  the  situation  they  have  been  i n   for  s o   long  a  time.   

Governor  Orissinger.  A r e   there  any  questions  o f   G o v    

ernor  McDougal?  I f   not,  %  will  hear  from  Governor  Bailey.   

Governor  Bailey,  W e   are  late  i n   our  planting  o f    

winter  wheat  in  Kansas,  which  is  the  big  thing  i n   the  State.   

That  holds  good  in  Oklahoma.  I  would  say  we  are  estimating   

@  150  million  bushel  crop  o f   wheat  i n   Kansas  this  year.  I t    

is  wheat  weather,  but  they  have  had  s o   much  moisture  i n    

the  fields  that  the  wheat  i s   growing  pretty  rank  and  a  good   

deal  o f   apprehension  i s   being  felt  about  whether  o r   not  the   

wheat  will  get  moldy,  I  never  saw  the  wheat  look  better.   

In  most  of  the  States  there  has  been  a  good  deal  of  it  cut   

as  a  result  o f   the  dry  weather.  A  good  many  o f   the  central   

counties  i n   Kansas  have  had  partial  failures  for  four  o r   five   

years,  but  they  have  now  the  best  prospect  they  have  had  i n    

the  history  o f   the  State.  I  think  ouc  district  i s   going    
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along  on  an  even  keel,   

In  Nebraska  they  are  late  i n   getting  their  corn  in.   

They  ought  t o   have  the  corn  planted  by  the  15th  of  say,   

and  therewasn't  t e n   per  cent  o f   i t   planted  when  I  left  a   

week  ago,  but  if  the  weather  gets  good  they  will  be  able   

to  come  out  all  right.   

I  believe  the  State  of  Colorado  i s   further  ahead  i n    

her  general  prosperity  than  any  State  i n   our  District.   

There  has  bean  a  wonderful  snow-fall  o n   the  mountains.  I   

have  some  irrigated  land  out  there.  I  was  out  there  about   

three  weeks  ago.  There  has  been  a n   awful  rainfall.   

Governor  Orissinger.  M h a t   about  the  live  stock  situa-   

tion?  ,   

Governor  Bailey,  That  i s   likely  to  get  us  in  trouble   

again  —  |   

Governor  Orissinger.  T e l l   us  how.   

Governor  Bailey,  The  people  are  selling  their  steers   

at  twelve  and  a  half  dollars  i  tettae  i n   the  pasture.   

When  @  man  pays  eight  or  nine  dollars  a  hundred  and  feeds   

the  steer,  and  then  can  sell  it  for  12-1/2,  there  is  too   

mich  spread  tere  and  they  will  sell  them  off,  I f   we   

could  ever  vet  the  thing  so  we  could  have  a  decent  spread,    
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that  i s   s0  a  man  when  h e   wnaid  eight  dollars  for  @  steer 
  

was  pretty  sure  of  getting  ten  dollars  for  it  then  he 
 fed   

him,  l i k e   i t   used  t o   b e   i n   the  good  o 1 d   cays,  w e   could   

get  along.  B u t   this  i s   too  much  of  a  gamble  —-  there  i s    

too  much  p e n t .   a n d   I  think  t  he  danger  i s   in  vaying  s o    

much  for  these  feeders,   

Governor  Crissinger.  H o w   about  the  old  co”,  Governor   

Bailey?   

Governor  Bailey,  T h e   old  cov  is  coming  into  her  o m    

all  over  the  District,  T h e y   are  going  into  the  cattle   

business  and  there  i s   some  talk  right  now  o f   shartage 
 o f    

cattle  on  the  range,  T h e   old  cow  that  used  to  bring  $15,   

they  are  now  getting  fifty  t o   sixty  dollars  for  her,  a 2    

You  take  hogs,  a n d   with  a n   old  sow  you  get  a  lot  of  vigs   

in  a  little  while,  but  it  tates  longer  to  get  catyes.It   

is  getting  t o   be  the  fashion  u p   there  for  people  t o   want 
  

yearling  calves,  and  they  are  selling  so  many  of  them  that 
  

they  won't  have  any  three  year  old  steers  i f   they  don't  look 
  

out.  F o r   instance,  i n   one  county  u o   there,  one  of  the  big-   

gest  feed  counties,  a  man  had  cattle  that  would  average 
  

fifteen  to  sixteen  hundred  pounds,  and  he  would  get  eight   

or  nine  dollars  i n   Xansas  City  and  fifty  cents  more  i n     
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Chicago.  Everybody  said  it  was  a  mistake  and  they  ought   

to  put  i n   lighter  cattle.  T h e   result  was  that  the  fellow   

who  had  the  light  cattle  wuld  get  ten  dollars  and  a  half   

and  the  man  that  had  the  thousand  pound  steer  would  get  ten   

dollars  and  a  half  at  the  same  place,  instead  of  the  man   

with  the  lighter  steers  getting  eight  and  a  half.   

Mr.  Mgller.  Governor  wicDougal,  what  is  the  vacking:  sit.   

uation  i n   Chicago?   

Governor  McDougal.  I  think  the  big  packers  this  year,   

particularly  i n   the  early  part  of  January,  February  and   

idarch,  have  not  hadvery  satisfactory  business.  M y   impres-   

sion  i s   it  has  been  a  little  bit  better  since  then.  O n e    

of  the  great  difficulties  with  the  lerger  packers  curing   

the  last  fewyears  has  been  the  South  American  situation,   

which  has  been  very  unprofitable  to  then.  I t   has  been   

unprofitable  t o   both  §  wift  a n d   Armour.  I t   i s   hard  t o    

tell  from  the  book-keeping,  because  i n   one  of  the  companies   

they  include  the  South  a  merican  operations  i n   their  domestic   

statements.  Swift  &  Company  do  that,  W e   know  Swift  &  Com—   

pany  had  a  pretty  profitable  business  year  last  year  p u t    

a  material  loss  i n   South  America.   

Governor  Strong.  T h a t   w a s   brought  about  b y   the  sitva-     Digitized for FRASER 
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tion  i n   the  British  market,  the  selling  of  stuff  below  cost.   

Governor  McDougal,  Competition,  yes.  T h e r e   have   

been  reports  indicating  that  that  trouble  i s   being  recon-   

ciled,  but  it  is  not  reflected  in  their  results  of  opera-   

tions.  O n   the  other  hand,  while  i t   is  curious,  I  think  it   

is  true  that  a  goa  many  of  the  small  packers  have  been   

doing  very  well,  those  tho  understand  their  business.   

They  have  a  very  good  crop  o f   what  they  call  soring  vigs.  I   

guess  Governor  B a i l e y   can  tell  u s   about  that  better  than  I   

can.   

Governor  Bailey,  S p r i n g   pigs  are  pigs  that  are  born   

in  the  spring.   

Governor  Crissinger.  Governor  Wellborn?  V e   will  hear   

from  you,   

Governor  Wellborn,  _  ily  district  is  getting  along  pretty   

well,  Florida,  I  believe,  has  attracted  more  attention   

throughout  the  nation  than  any  other  State  i n   our  district.   

Two-thirds  of  the  Florida  banxs  that  are  menber  banks  are   

not  borrowing  anything  at  all.   

The  manufacturing  business  i n   our  district  is  doing   

exceedingly  well,  b o t h   textile  andiron.  I  think  o n   the   

whole  we  are  getting  along  very  well  down  thers  There  has    
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been  some  recession  i n   building,  which  has  caused  some   

unemployment.   

Governor  Bailey,  T h e   011  industry,  which  i s   some  indus—   

try  in  Oklahoma  and  Kansas,  i s   showing  a  reduction  i n   crude   

Oil  and  they  are  laying  off  their  men,  I t   is  affecting  busi-   

ness  in  the  cities  imnediately  aijacent  t o   the  oil  fields.  W e    

have  o n   our  board  now  wr.  Phillips,  o f   the  Phillips  Petroleum   

Company,  a  most  excellent  man,  W e   have  a  plan  o f   holding   

oyemdirectors'  meeting  each  year  with  our  Board  at  our   

branch.  W e   went  d o w n   into  Orlahoma  t o   s e e   the  condition   

and  we  met  a  lot  o f   the  oil  men,  the  most  representa.   

tive  bunch  of  oil  men  that  I  ever  saw,  and  they  were  very   

blue.  I  wanted  our  board  t o   see  how  we  handled  loans  d o m    

there,  I  think  w e   will  have  t o   furnish  a  good  deal  o f    

money  t o   our  oil  banks  Adie  there  during  the  summer  and  I   

do  not  xnow  whether  i t   would  b e   interesting  to  you  how  we   

lend  the  money  o n   oil.   

Governor  Orissinger.  I  think  i t   would.   

Governor  Bailey,  T e   have  tvo  ways  o f   doing  it.  O n e    

way  i s   where  they  put  it  i n   these  big  tanks  and  cruise  it,   

tell  how  many  gallons  i n   the  tank,  o r   how  many  barrels,   

Then  someone  tells  u s   about  t h e   gasoline  content  o f   the    
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oil.  T h a t   i s   extracted,  a n d   i t   is  sealed  u p   and  padlocked   

and  a  trusteeship  made  and  a  warehouse  r é   eipt  issued  ‘against   

the’  oil.  T h e   banks  loan  a  certain  per  cent  on  the  oil.   

Right  now  we  wouldn't  take  a  very  big  margin,  ‘ h e n   the   

price  o f   oil  does  n o t   f  luctuate,  t h e   situation  i s   a  little   

different.  T y a t   i s   one  way  of  handling  it.  Tne  other  way   

is  on  settled  production.  T h i s   aoplies  t o   the  smaller  d e a l    

ex.  H e   will  show  his  production  for  the  last  sixty  days   

after  the  production  has  settled  —  not  his  overleflow  of   

oil  -——  but  after  i t   has  settled  t o   a  certain  number  o f    

barrels  and  has  shown  thet  constantly  for  the  last  sixty   

days.  W e   investigate  i t   very  carefully.  T h e n   they  make   

an  assigh  ment  t o   the  vive  linecompany,  a n d   the  oil  i s   deliv   

ered  and  paid  for  each  week,  vaid  into  the  bank  which  maxes   

the  loan.  Right  now  they  would  loan  about  7 0   per  cent.   

Governor  Seay,  I s   the  oil  insured?   

Governor  Bailey,  I t   i s   insured  i n   the  tanss,  b u t   n o t    

insured  i n   the  pipe  line.   

Governor  Crissinger.  h e   there  any  way  of  them  putting   

water  i n   the  b o t t o m   of  the  tanks  o n   you?   

Governor  Bailey,  I  have  never  heard  o f   it.  T h e y   might.   

Governor  strong,  W h y   do  you  say  that  the  banks  re-    
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quire  more  margin  o n   laans  o n   oil  i f   it  declines  a  dollar   

a  barrel,  then  when  i t   is  a  dollar  higher?   

Governor  Bgiley.  T h e   margin  must  b é   maintained  a n d   I   

would  ask  for  extra  collateral,  I t   is  just  the  same  as  hav—   

ing  a  steady  market  here.  I  think  you  would  loan  more   

money  o n   wheat  when  the  marxet  i s   steady  than  you  would  when   

it  is  fluctuating  fifteen  o r   twenty  cents  a  day.   

Governor  Strong,  Y o u   wuld  want  more  margin  selling  at   

three  datiees  than  you  would  a t   a  dollar?   

Governor  Bailey,  Y e s .    

Governor  ebons.  I t   strikes  me  that  that  i s   one  thing   

that  might  h a v e   a  great  effect  o n   their  profits.  I f   the  vro-   

ducers  are  forced  to  put  up  moremargin  4,t  might  force  them   

to  sell  the  oil  a t   a  lower  rice.   

Governor  Orissinger.  Governor  Talley,  will  you  let  us   

hear  from  you?   

Governor  Talley.  w i r ,   Qhairman  and  gentDemen,  our  dis—   

trict  has  nothing  speciel  t o   complain  about  at  the  present   

time;  there  has  been  sane  deley  i u   getting  the  farm  opera-   

tions  started.  J e   have  had  pretty  heavy  rdins  i n   sone   

~etts  of  the  district  The  cotton  planting  is  pretty  well   

opepleted  u p   as  f a r   as,  I  would  say,  the  @ntral  and  scuth     Digitized for FRASER 
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part  o f   Texas.  W e   are  just  beginning  t o   study  the  probable   

effects  of  the  Mississippi  flood.  W e   estimate  there  is   

about  a  million  a n d   a  half  bales  o f   cotton  which  was  produced   

last  year  in  the  flooded  area,  and  that  i s   bound  to  have   

some  effect  o n   prices  later,  according  t o   what  they  are   

able  t o   do  after  the  floods  recede.  I t   i s   getting  s o   late   

that  i t   seems  that  they  are  pretty  well  up,against  i t   as   

far  a s   producing  any  cotton  i n   that  area  i s   concerned,  A n y    

price  changes  probably  will  become  more  pronounced  after  w e    

are  through  with  that  crop,  which  is  considered  to  end  about   

the  31st  of  July.   

I  do  not  think  it  will  increase  the  acreage  any,  be-   

@use  they  usually  plant  a s   much  crop  as  they  can  i n   our  dis-   

trict  anyway.  T h e r e   won't  b e   very  much.rreduction  i n   acre   

age.  I  should  say  a  million  acres  would  probably  cover  i t    

so  far  asTexas  i s   concerned,  and  i t   rrobably  won't  b e   that   

large.   

The  outstanding  thing  right  now  in  the  district  is  what   

Governor  Bailey  refers  to  as  the  petroleum  situation  ~-  over   

production  and  decline  i n   price.  N o t   only  that,  but  for   

the  last  six  weeks  o r   two  months,  almost  every  week  they   

have  discovered  a  new  oil  area,  particularly  i n   Tems.  S e v -     
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eral  new  fields  have  been  brought  in.  S o m e   of  them  con—   

tain  oil  of  high  gravity  and  the  reduction  i n   price  of   

course  affects  that  materially,  although  the  high  gravity   

fields  are  not  always  heavy  producing  fields.   

Dr.  Goldenweiser  spoxe  cf  the  decrease  i n   business   

at  a  certain  time  i n   the  agricultural  areas  but  that  after   

the  first  of  the  year  it  seemed  to  move  along  pretty  well.   

I  think  what  is  partially  responsible  for  that  is  t  he  fact   

that  the  cotton  crop  was  not  only  larger  but  i t   was  very   

late  and  the  realization  that  a  lot  o f   cotton,  the  abéndon-   

ment  o f   which  was  contemplated,  would  b e   picked,  h a d   come   

rather  late.  I n   other  words  I  do  not  think  we  can  begin  ’   

to  get  the  major  portion  o f   our  return  from  the  cotton  crop,   

as  affecting  business  i n   the  Disirict,  until  pretty  well   

after  the  first  of  the  year.  T , i s   shows  i n   the  increase   

in  bank  deposits  i n   the  District  between  the  call  o f   Sep-   

tenber  81  and  of  March  23,  as  directly  reflected  i n   the   

increase  o f   the  level  of  our  rescrve  deposits.   

When  the  price  decline  i n   cottoa  began  to  overtake  the   

district,  t h e r e   was  a t   first  8  gucd  dvel  o f   disappointment,   

then  demorlization  and  disorgaiination.  A l o n g   i n   Januery   

there  came  w  very  strong  effcrt  fer  some  sort  of  expecicnt    
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action.  That  was  reflected  i n   our—  I 
 won't  say  operations—   

but  i n   our  activities  i n   the  bank  i n   trying 
 t o   persuade  a   

lot  o f   banks  out  o f   the  idea  that  they  must 
 borrow  heavily   

simply  because  t h e y   d i d   not  have  t h e  
 increase  i n   bank  d é —    

posits  that  they  usually  have  every  fall 
 and  spring.  W e    

advisedthem  t o   wait  a  bit.  W e   e x a m i n e d   our  own  assets  pretty   

carefully.  L a t e r   o n   in  January,  the  latter 
 part  of  January   

and  the  lst  of  February,  there  was  quite  a 
 considerable  de-   

cline  i n   bank  loans,  particularly  i n   the 
 agricultural  coun   

try  banks,  and  then  of  course,  a s   always  comes 
 at  the  end   

of  a  veriod  of  that  kind  or  a  situation  of 
 that  kind,  the   

application  of  sound  principles.  T h e   result  has  been  that   

not  only  the  banks,  but  the  communities  themselves 
 are  under—   

taking  t o   get  along  economically  i n   refermce 
 t o   t  he  crop   

production  and  therefore  there  has  not  been 
 @  very  great  de-   

mand  for  credit.  Notwithstanding  the  disappointing 
 t i b i a :    

last  fall  we  do  not  expect  our  loans  t o   vick 
 u p   anything   

like  as:  high  as  they  were  lass  y e a   T h e y   won't  g o   over   

sixty  per  cent  of  what  they  were  last  year.   

Governor  Crissinger.  H o t   generally  i s   your  cow  country 
  

restocked?   

Governor  Talley.  Restocked  i n   livestock?    
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Governor  Crissinger.  Y e s ,   your  cow  country.   

Governor  Talley,  T h e   banks  generally  seem  to  be  re—   

pretty  well   

fraining/from  following  the  increase  i n   cattle  prices.   

Governor  Crissinger.  W h o   furnishes  the  cattle?   

Governor  Talley,  B y   loaning  o n   cattle  at  these  high   

prices  for  restocking  purposes.  I  should  say  i n   our  district   

there  has  been  very  little  restocking  done.  W h a t   restocking   

has  taken  plage  has  come  from  the  natural  inorease  i n   the   

last  two  years.  T h e r e   was  a  time  when  i t   looked  like  the   

range  prices  were  all  out  o f   line  with  the  packer  market   

prices.  However,  packer  prices  have  recededto  a  point  where   

they  are  more  comparable  with  range  nrices  than  they  were   

ayear  ago.  There  is  a  distincet  and  pronounced  disinclina—   

tion  o n   the  yart  o f   the.  banks  t o   follow  these  prices  u p   and   

to  lend  for  testocking  purposes.  W i t h   regard  to  the  range   

prices  being  out  of  line  with  the  packing  prices,  o f  
 course   

the  condition  of  the  grass  has  quite  an  effect  o n   that  and   

as  long  a s   they  have  plenty  o f   grass  thére  isn't  a n y   pres—   

sure  o n   the  market.  I n   that  part  of  our  district  which   

adjoins  Governor  Bailey's  district,  particularly  in  New   

idexico,  i t   only  goes  back  to  1919  and  1920  when  those  ranges   

“were  overstocked  —  t h e y   were  overstocked  e v e n   before  that  o n     
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@  normal  basis,  a n d   consequently  when  the  grass  began  t o    

let  down  a  terrible  condition  set  in,  and  they  are  remember—   

ing  that  lesson.   

Governor  Seay,  T h e r e   a r e   n o   noteworthy  changes  i n   the   

Fifth  District.  T h e   aggregate  value  of  the  two  principal   

crops,  cotton  and  tobacco,  was  very  much  less  last  year  i n    

comparison  with  the  preceding  year,  and  that  has  had  its   

effect.  O u r   banks  are  borrowing  but  little  more  than  half   

of  what  they  were  borrowing  from  us  jast  year+  The  lower   

price  o f   cottom  has  had  some  compensating  effect  o n   the   

textile  industry  and  that  industry  i s   experiencing  consid—   

erable  revival.   

There  is  a  feeling  of  depression  i n   South  Carolina,   

particularly,  where  there  have  been  a  great  many  bank  fail-   

ures  i n   the  last  t w o   or  three  years.  T h e   value  o f   farm  lands   

has  fallen  t o   a  very  l o w   lvel  a n d   a t   this  time  there  i s   prac-   

tically  n o   sale  for  farm  land.  T h e   season  i s   somewhat  back   

ward,  but  that  is  not  unusual,  and  that  its  effect  will  be   

upon  the  outcome,  whether  favorable  or  unfavordle,  cannot  be   

told  a t   this  time.   

The  value  o f   the  c r o p g :   in  one  of  our  States,  North   

Cavo7ina,  i s   very  high,  and  North  Carolina  i s   in  2  much  Det-    
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ter  shape  than  h e r   sister—State,  S o u t h   Carolina...   

On  the  w h o l e ,   I  think  my  statement  is  correct  that  there   

aré  no  noteworthy  changes’  in  the  situation  which  have  not 
  

been  k n o w n .   to  you  for  some  time.   

Governor  Harding..  W e   have  heard  a  great  deal  about  ex,   

cessive  rain.  in  some  o f   the  d i s t r i c t s ,   The  Boston  District 
  

has  been  very  dry,.,  There  have  been  4  good  many  forest  fires 
  

in  Massachusetts  md  they  had  close  calls  for  a  while,  A t    

the  time  I  left  Boston  but  three-quarters  o f   an  inch 
 of  rain   

had  fallen  i n   the  entire  year  of  1927,  T h e   reservoirs  are   

pretty  low.  There  has  been  nothing  in  the  way  of  crop  Te-   

tardation  as  yet.  W e   won't  begin  until  about  the  lst  of   

June,  although  w e   may  get  etarted  about  the  middle  o f   this 
  

month.  T h e   mills  are  doing  a  little  better.  I n   two   

or  three  companies  dividends  have  been  resumed, 
 b u t   a s   a   

rule  the  textile  situation  is  depressed.  T h e   woolen  t  rade   

has  been  bad,  although  some  of  the  wool  dealers  have  used 
 up   

stocks  b y   sales  abroad.  T h e   railroads  s e e m   tote  i n   very   

good  condition,  B o s t o n   &  laine  securities  are 
 advancing,   

They  have  gotten  rid  of  a  number  of  unprofitable 
 lines   

which  the  Interstate  Commerce  Commission  Let  them 
 cut  orf.   

The  communities  interested  have  taken  over 
 these  little  lines    
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and  they  have  been  able  t o   keep  them  in  operation.  w a n y    

of  the  textile  mills  have  made  connections  i n   the  South.   

It  is  getting  to  be  quite  the  thing  for  New  England  mills   

to  have  a  southern  connection.  I n   some  Spates  efforts  have   

been  made  torrelieve  the  mills  of  excessive  taxation.  N e w    

Hampshire  recently  passed  @  law,  which  is  before  the  Supreme   

Court,  authorizing  t o m s   t o   make  special  discounts  o n   mill   

property,  I n   other  cases  they  have  reduced  the  assessments.   

I  am  inclined  to  think  +  hat  we  have  a  situation  in  the   

mills  that  will  work  out  i n   the  course  o f   three  o r   four   

years  by  the  process  of  natural  selection  and  the  survival   

of  the  fittest,  I  think  theré  will  be  ae  good  many  mergers   

of  mills  i n   the  same  tow,  effecting  economies  i n   overhead,   

and  so  forth,  T h e   shoe  b u s i n e s s   has  been  depressed  but  re-   

cent  reportstare  that  i t   is  improving.  Savings  banks  de-   

posit  s  have  increased.  F e d e r a l   Reserve  Bank  deposits  have   

shown  a  tendency  to  increase  up  to  t  he  last  thirty  days   
from  the  banxing  standpoint,  -   

Probably  the  most  interesting  thing,  /is  the  yarge  increase   

in  time  deposits.  I t   is  a  general  rule  t o   a e   jnterest   

on  all  deposits,  t w o   per  cent  o n   open  accounts  subject  t o    

gheck,  and  they  have  special  agreement  accounts.   

A  good  many-of  the  large  banks  have  savings  departments    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



537   

that  allow  &  per  cent  interest  o n   savings  accounts.  O n e    

orominent  banker  told  me  that  h e   has,  o r   had,  a  number  o f    

accounts  in  his  savings  department  runni  ng  from  a  hundred   

to  a  hundred  and  fifty  thousand  dollars.  H e   had  decided   

that  h e   would  pay  four  per  cent  on  savings  deposits  u p   to   

ten  thousand  dollars,  and  three  per  cent  o n   all  above  that,   

He  put  that  rule  in,  A s   a  result  i n   the  first  thirty  days   

he  lost  a  million  dollars  in  deposits.  I t   went  from  34   

Million  to  33.  H i s   principal  cometitor  had  no  such  rule   

and  his  deposits  shaved  an  increasing  tendency.   

The  mutual  Savings  banks  have  a  limit  o n   the  amount  they   

will  receive  from  any  one  depositor.  I n   view  of  the  fact   

that  the  iicFedden  Act  emphasizes  the  distinction  between  s a v    

ings  deposits  and  other  denosits  because  it  makes  savings   

depostts  a s   one  basis  for  real  estate  loans  made  b y   banks,   

I  think  it  is  very  important  that  there  shoul  be  a  better   

defi  ition  of  time  deposits  and  savings  deposits.  I t   was   

discussed  here  the  other  d a   at  this  conference  and  I  pointed   

out  the  difficulties  that  the  Feceral  Reserve  Board  had  i n    

meeting  that  problem,  expressing  the  opinion  that  nothing   

gould  be  done  except  b y   legislation.  I  really  think  it  would   

be  a  good  idea  to  suggest  to  Congress  that  it  define  i n   t  he    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



538   

law  what  a  savings  account  is,  end  place  a  limitation  o n  
  

it.  I  should  think  it  could  say  that  no  member  bank,  n o    

deposit  i n   a  member  bank  shall  b e   construed  a s   a  savings  de- 
  

posit  unless  it  is  issued  against  t  he  pass-book,  which  must   

be  presented  with  a  check,  and  that  no  account  will  be  re- 
  

ceived  from  any  one  person,  f i r m   o r   corporation,  o r   by  any   

bank  i n   the  savings  department  amounting  t o   more  than  five 
  

or  ten  thousand  dollars.  I  think  that  might  have  a  good   

effect.  I  think  the  mutual  savings  banks  would  agree  to   

increase  their  limit.   

Governor  Seay.  Y o u   would  consider  what  effect  that   

might  have  in  driving  deposits  into  the  State  institutions. 
  

Governor  Harding,  i l y   information  i s   that  the  State   

institutions  haven't  the  extremes  t o   deal  with  i n   their 
 sav—   

ings  department  a s   have  the  national  banks.   

Governor  Seay.  I t   would  b e   well  to  consider,  i n   ask-   

ing  Congress  t o   pass  a  law  like  that,  the  effect  that 
 i t    

might  have  i n   driving  deposits  from  national  banks  into 
  

state  banks.   

Governor  Strong.  T h e   state  barks  as  a  Tule  have  re-   

quirements  o f   higher  reserve  then  the  McFadden  Act  n r o  
  

vides  f o r   t  he  national  banks.    
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Governor  Seay.  S o m e   have  and  some  have  not.   

Vice  Governor  Platt.  I n   New  York  there  i s   no  reserve   

requirenent  for  savings  deposits.   

Governor  §trong.  I n   the  mutual  savings  banks,   

Vice  Governor  Platt.  I s   there  any  reserve  requirement   

in  any  of  them?   

Governor  Strong.  T h e y   have  to  have  a  reserve,  I  forget   

whether  it  is  three  per  cent  or  five  pr  cent,  i n   cash  in   

their  vaults.  O f   course  they  are  very  strictly  limited  in   

the  usé  they  may  make  o f   their  funds.   

Vice  Governor  Platt,  They  are  strictly  limited  in  in-   

vestments,  but  there  was  a  controversy  i n   the  case  of  combina~   

tion  of  two  banks,  one  of  thioh  is  a  trust  company,  and   

@  non-mewber,  whether  that  combined  bank  would  become  4   

member  o f   the  Federal  Reserve  System,  a n d   one  of  the  argu--   

ments  presented  was  that  there  was  n o   requirenent  for  rée-   

serve  o n   savings  deposits  a t   all.   

Governor  Harding,  I n   New  England  there  is  no  reserve   

requir  emmt  for  trust  companies’   

ir,  Harrison.  T h e t   is  true  in  state  banks  and  trust 
  

companies.   

Governor  Strong,  T h e   mutual  savings  banks  have  t o   keep    
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a  cash  reserve  i n   their  vaults.  I t   is  small,  but  they   

have  to  keep  it.  T h e y   have  to  keep  a  reserve  on  time  de-   

posits  after  they  reach  a  certain  period  before  maturity.   

I  forget  that  i t   is.   

Governor  Fancher.  I n   reading  this  Federal  Reserve   

bulletin  here,  ‘  the  Statement  as  to  business  conditions,  I   

might  say  it  reads  as  though  i t   was  prepared  i n   our  office.   

It  pretty  closély  fits  conditions  in  the  Fourth  District   

as  to  the  steel  business,  the  automobile  business  and  the   

bituminous  coal  business.  T h e r e   has  been  some  let  down  i n    

the  volume  of  steel  business.  A  pretty  fairly  satisfactory   

four  months  was  had.  W e   had  occasion  t o   analyze  i n   our  office   

some  few  weexs  ago  the  earnings  statements  of  35  large  manu—   

facturing  establishments,  representing  1 9   types  o f   business, 
 -   

as  to  their  earnings  for  the  first  quarter  o f   1927.  ‘ T h e    

increase  in  net  earnings  for  the  first  quarter  a s   compared   

with  the  last  year  is  reported  by  fourteen  concerns,  a s   com-   

pared  with  22  concerns  i n   1926;  a  decline  b y   12  and  no  change 
  

by  nine.  The  first  quarter's  business  o n   the  whole  was  a   

little  better  than  1926.  i   

The  only  very  bad  condition  i n   the  Fourth  District  has   

been  the  bituminous  coal  situation,  which  has  been  depressed    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



541   

—-  t N   e r e   4   
bas  G r e   c a p e    

for  t w o   years  T h e r e   was  some  return  t o   operations  growing   

out  of  the  British  strike  last  year,  which  stimulated  produc-   

tion,  with  an  increase  i n   price;  then  came  a  lull  and  then   

there  was  a  definite  prospect  that  there  would  be  a  closing   

down  of  the  mines  by  lack  of  a  renewal  of  the  Jacksonville   

agreement,  There  was  a  good  deal  of  coal  produced  i n   the   

last  three  months  prior  t o   the  first  o f   April  which  resulted   

in  stocking  u p   large  supplies  o f   coal  outside  o f   the  mines.   

Now  the  operators  and  the  miners  are  simply  marking  time.   

They  stand  at  an  impasse  s o   far  a s   maxing  any  settlement  i s    

concerned,  a n d   i t   i s   known  that  until  t h e   stocks  o f   coal  are   

pretty  well  used  up  there  will  not  be  very  active  negotia-   

tions  toward  any  settlement.  S o   I  rather  think  the  coal   

situation  will  drift  along  until  well  into  the  summer.  There   

is,  however,  s o m e   effort  being  made  o n   the  part  o f   some  o f    

the  larger  operators  to  remime  operations  on  the  non-union   

basis,  and  that  seems  to  be  gaining  some  ground  in  certain   

parts  of  Ohio  and  in  Pennsylvania.   

The  automobile  industry  is  going  along  at  pretty  fair   

volume  but  not  i n   the  volume  o f   a  year  ago.  T h e   tire  situa   

tion  in  Akron  is  fairly  stable,  and  it  is  believed  that  the   

first  s i x   months!  business  will  b e   more  satisfactory  t h a n     
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for  the  same  period  i n   1926.   

Tere  has  been  quite  a  falling  off  i n   the  matter  o f    

new  building  permits;  quite  a  marked  decrease  i n   March  and   

in  April,  F o r   the  first  quarter  the  permits  were  nearly   

13  per  cent  less  than  in  the  same  period  of  1926.  T h e   fall-   

ing  of  f  in  March  was  about  2 5   per  cent,  3 0   per  cent  i n   April,   

indicating  that  building  conditions  are  considerably  off  from   

what  they  were  for  the  same  period  a  year  agoe   

As  to  banking  conditions,  our  member  banks  are  borrow   

ing  about  t h e   same  amount  f r o m   u s   a s   they  were  borrowing  a   

year  ago,  A t   our  peak  period  in  December  we  had  304  member   

banks  borrowing  a n d   o n   May  6th,  t h e   day  I  came  away,  w e   had   

209.  T h e   gross  amount  of  borrowing  i n   December  was  a  little   

in  excess  o f   a  hundred  millions  and  they  are  now  d o w   t o    

about  4 0   million,   

We  are  detecting  the  same  condition  that  Governor  Harding   

mentions  in  his  district,  a  gradual,  I  might  say  rather   

marked,  i n c r e a s é   in  time  deposits  which  seems  to  be  occur—   

ring  in  the  banking  situation  generelly.   

Governa  Crissinger.  H a s   the  agricultural  situation  atf-   

fected  your  country  banks  t o   any  extent?   

Governor  Fancher.  Not  very  mich,  I t   is  quite  surprising.    
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‘Our  agricultural  banks,  the  country  banks  so-called,  are   

borrowing  ten  t o   eleven  million  dollars  from  us  at  the   

present  time.  I  think  agricultural  conditions  generally   

speaking  are  fairly  satisfactory,  except  i n   some  parts   

where  they  have  had  a n   excess  amount  o f   rain  and  are  a  little   

late  i n   getting  the  planting  ins  B u t   with  any  sort  o f    

weather  I  think  on  the  whole  the  conditions  will  be  fairly   

normal.   

Governor  Young,  I  think  you  can  describe  the  conditions   

in  our  district  b y   saying  that  everyone  is  marking  time  hoping   

and  waiting  for  a  good  crop.  Prospects  o f   a  crop  are  good.   

There  i s   plenty  o f   moisture  i n   the  soil,  more  than  w e   have   

had  for  a  great  many  years.  W e t   weather  has  delayed  planting   

AY1  the  sm&il  grains  should  be  in  by  May  15th,  When  I  left   

there  a b o u t   a  week  ago  some  places  h a d   planted  a  hundred   

per  cent,  others  eighty,  others  seventy,  and  all  the  way  down   

to  35  per  cent.  I  am  in  hopes  that  the  grain  will  all  get   

in.   

The  situation  in  South  Dakota  and  North  Dakota;  where   

they  thought  it  was  so  bad,  and  Congress  had  to  make  an  appro-   

priation  of  eight  and  a  half  million  to  take  care  of  seeding   

requirements  - —   and  that  was  inoperative  because  o f   the    
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second  deficiency  bill  failing  —  I  recertly  checkedthat   

Situation  i n   South  Dakota  and  the  secretary  o f   the  South   

Dakota  Bankers'  Association  tells  m e   that  there  are  very   

few  cases  where  s e e d :   .  h a s   not  b e m   supplied  i n   some  way,   

shapeor  manner  i n   South  Dakota.   

There  i s   some  concern  i n   our  district  about  the  amount   

of  Durham  wheat  that  i s   going  in,  T h a t   comes  about  for  two   

reasons.  O n e   i s   that  the  Durham  wheat  i s   a  rust-resisting   

wheat.  Ordinarily  i t   does  not  bring  a s   good  a  price,  but   

it  p e e   crop.  L a s t   year  the  people  who  had  Durham  wheat   

made  a  very  handsome  price  on  it.  I t   sold  at  a  premium  all   

the  way  from  15  to  25  cents  over  the  best  grades  o f   bread   

wheat,  W e   are  afraid  that  they  will  put  too  much  Durham   

wheat  in.   

Governor  Crissinger.  I s   not  that  a  bread  wheat?   

Governor  Young,  No,  i t   i8  a  macaroni  wheat.  I t   is  not   

used  for  bread.  I f   we  come  through  with  a  good  crop  it  is   

going  to  help  the  banking  situation  very  materially,  I f ,   on   

the  other  hand,  w e   have  another  poor  crop  this  year  i t   i s    

going  t o   be  very  severe  o n   the  banking  situation.   

Governor  Crissinger.  W e   have  not  heard  from  you,  Gover   

nor  Ngrris.    
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Governor  Norris.  I  do  not  think  I  can  report  quite   

as  favorable  conditions  i n   our  district  a s   have  been  report—   

ed  in  most  o f   t  he  others.  I n   the  extreme  western  part  o f    

our  district  we  have  a  certain  amount  of  the  soft  coal  busi-   

ness,  where  conditions  are  as  Governor  Fancher  has  described   

them  i n   his  district.  I n   the  anthracite  district  the  high   

price  for  anthracite  and  the  uncertainty  as  to  supply  has   

led  to  an  enormous  substitution  of  o11  burners  for  coal  burn-   

ers  i n   residences.  T h e   mines  have  never  had  any  trouble  i n    

selling  their  domestic  sizes,  a n d   the  small  sizes  have  had   

some  competition  with  soft  coal;  a s   a  result  o f   the  British   

strike  and  the  strike  i n   the  non-union  fields  i n   western   

Pennsylvania,  Ohio  and  Indiana,  there  is  a  ready  market  for   

smaller  sizes,  but  there  is  a  very  poor  market  for  the  domes-   

tic  Sizes.  M o s t   of  the  mines  are  now  working  only  about   

three  days  &  week.   

There  i s   a  very  c o n s i d e r a b l e   t  ruck  raising  and  canning   

industry  i n   southern  New  Jersey  and  in  Delaware,  and  condi-   

tions  there  are  similar  t o   those  that  have  been  described   

‘gs  prevailing,  I  think  i n   Wisconsin.  Last  year  @  greater   

part  of  the  pack  was  carried  over;  i t   had  to  be.   

There  has  been  in  a  good  many  sections  i n   our  district,    
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particularly  i n   and  around  Camden,  New  Jersey,  aamoss 
 the   

river  from  us,  and  all  along  the  New  Jersey  coast, 
 a  tremen—   

dous  real  estate  speculation,  T h e r e   have  been  advancing   

prices  for  real  estate  there  and  increasing  rents  over 
 4   

long  period  o f   years.  T h e   people  have  gotten  into  the   

habit,  whenever  they  have  made  any  money  o f   gotten  a  little 
  

ahead  i n   business,  t o   go  into  real  estate.  a t   the  New  Jersey   

Seashore  resorts,  real  estate  and  hotel-keeping  are  the 
 two   

businesses,  a n d   practically  the  only  tWO..  While  there  has 
  

been  n o   collapse  o f   that,  i t   has  been  impossible  during  the   

last  year  t o   effect  sales,  Fortunately  the  people  have  been 
  

in  almost  every  case  able  t o   carry  on.  There  has  been  only 
  

one  case  o f   a  large  operator,  opening  @  new  development 
 near   

Atlantic  City,  w h o   has  had  to  make  arrangements  withwhis 
 cre-,   

ditors;  but  the  rest  are  all  holding  on.  Unless  a  marked. 
  

revival  comes  i n   the  market  some  o f   these  people  will  have 
  

to  let  go,  and  dn  that  case  there  may  be  some  trouble  i n  
 the   

banks  there.  I t   is  impossible  for  those  banks  to  avoid  real   

estate  loans.  dJyst  as  a n   illustration,  w e   had  an  informal   

application  from  some  people  organizing  a  trust  company 
 in   

a  place  near  Atjantic  City.  T h e y   said  they  wanted  t o   be-   

come  members  of  the  system  from  the  start.  I t   is  contrary  to    

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



547   

our  usual  practice  t o   admit  such  mewbers  immediately  o n   in-   

corporation;  but  w e   got  such  good  reports  o f   these  people   

and  they  gave  us  such  #esurance  o f   t+  heir  intention  t o   avoid   

real  e  state  loans  that  we  made  an  appointment  for  them  to   

come  t o   our  office  and  talk  i t   over.  I n   the  course  o f   the   

conversation  it  developed  that  while  they  had  this  firm  in-   

tention  of  avoiding  real  estate  loans  that  about  $245,000   

out  of  t  heir  $275,000  capital  and  surplus  was  in  their  build-   

ing;  that  they  had  already  put  i t   in,  s o   that  instead  o f    

loaning  o n   real  estate  they  were  buying  real  estate,   

The  cotton  textile  business  has  disappeared  from  Phila-   

delphia,  There  isn't  a  single  concern  left  i n   it.  T h e    

woolen  and  woisted  people  have  had  a  very  hard  time,  T r e   large   

€st  mill  there,  that  has  been  i n   existence  for  ageneration  or   

more  andout  of  which  séveral  large  fostunes  were  made,  has   

been  operating  f o r   several  years  a t   a  loss  o f   about  a  half  a   

million  dollars  a  year,  and  I  wdSretand  they  are  going  t o    

close  down.   

I  am  rather  surprised  at  the  fact  that  corporation  re-   

ports  f o r   t h e   first  quarter  o f   this  year  s h o w   larger  profits   

than  for  the  same  quarter  of  last  year,  I  think  that  must   

be  due  t o   very  large  profits  b y   a  few  very  large  corpora-    
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tions,  because  the  average  small  or  medium  sized  business   

people  i n   Philadelphia  are  making  very  small  profits.  W e    

get  constant  complaints  from  the  retailers  that  with  increased   

assessments,  meaning  increased  taxss  and  rents,  inorease  i n    

wages  and  other  expenses,  that  they  are  being  eaten  u p   by   

overhead  and  that  the  retail  business  i s   not  what  i t   ought   

to  be.  That  situation  does  not  seem  to  be  altogether  satisfac-   

tory.   

As  far  as  the  banking  situation  is  concerned,  outside  of   

this  p,jossible  trouble  that  I  have  alluded  t o   that  may  develop   

along  the  Atlantic  Seashore,  t h e   situation  i s   very  good.   

There  i s   one  matter  that  has  excited  our  attention.  I   

do  not  knorto  what  extent  it  has  developed  in  other  districts,   

but  we  find  that  a  great  many  trust  companies  and  small   

national  banks  are  issuing  what  they  call  mortgage  certifi-   

Cates.  They  buy  a n   aggregate  o f   say  half  a  million  dollars   

of  real  estate  m o r t g a g e s   and  then  sell  to  their  customers   

mortgage  participation  certificates.  T h o s e   certificates   

Contain  a n   agreement  o n   the  part  o f   the  bank  t o   repurchase   

from  the  certificate  holder  on  notice.   

Governor  Crissinger.  Y o u   say  that  the  national  banks   

are  doing  that?    
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Governor  Norris.  Both  national.  and  state  banks  are   

doing  it.  Those  certificates  d o   not,  in  time,  coincide  with 
  

the  maturity  dates  of  the  mortgages  themselves,  still  they   

do  not  treat  t h e m   as  a  liability  at  ali.  W e   have  taken  it   

up  with  the  State  Banking  Department  and  the  Commissioner   

feels  that  they  shouldbe  treated  as  aliability,  but  feels   

that  he  requires  some  Legislation  before  hé  can  enforce  that.   

The  Chief  National  Bank  Examiner  has  also  taken  it  up  and   

I  think  has  —  I  know  he  has  a  form  prepared  i n   the  Comptrol-—   

ler's  office  that  would  enable  the  business  to  be  done  with-   

out  creating  liability.  I  do  not  know  whether  that  form   

would  b e   satifactory  t o   the  purchasers  o f   the  certificates.   

No  acute  trouble  has  developed  about  it  but  it  is  a  matter   

that  gives  u s   some  little  concern.  I  do  not  think  there  i s    

anything  else  that  would'be  of  any  possible  interest  to  the   

Conference.   

Governor  Strong.  I  have  been  back  in  New  York  but  a   

very  short  time,  and  most  o f   that  time  I  have  been  i n   Wash~   

ington,  I  cannot  give  any  detailed  report  of  the  industries   

and  so  on  of  the  District,  as  I  would  like  to  do;  but  in  a   

general  way  I  thins  I  can  say  that  there  has  been  n o   very   

great  change  i n   the  recent  pericd.    
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I  think  the  strixing  thing  that  I  noticed  o n   returning 
  

is  the  influence  o f   the  passage  of  the  McFadden  Bill.  A s    

I  understand  it,  since  the  McFadden  Bill  became  a  law,  w e    

have  had  23  branches  approved  for  banks  in  New  Jersey  and   

26  in  New  York.  That  development  has  been  going  o n   for  some   

time  and  has  resulted  i n   a  good  many  bank  consolidations   

in  our  district.  Notwithstanding  that  fact  there  has  been   

quite  an  accession  of  membership  i n   the  Federal  Reserve   

System.  When  I  was  abroad  I  remember  I  got  a  report 
 that   

we  had  reached  900  member  banks  i n   the  district.  W h e n   I   

got  back  t o   the  office  l  noticed  the  figure  was  about 
 935,   

and  therehave  been  seventeen  members  added  since  the  first 
  

of  the  year.  O n e   o f   the  striking  things  about  i t   is  that   

the  growth  o f   bank  capital  i n   our  district  has  led  t o   the 
  

situation  that  w e   are  now  nine  million  dollars  below  our 
  

authorized  surplus,  O u r   capital  and  surplus  now  exceeds   

a  hundred  million  doliars,  and  the  rapid  growth,  far  more   

rapid  than  I  had  anticipated  a  year  o r   two  ago,  i s   entirely 
  

due  to  the  increase  i n   the  amount  of  banking  capital  paid   

in,  Tather  than  t o   the  enlargement  o f   our  surplus  and   

earnings.  I t   is  quite  natural  that  these  influences  should   

be  felt  i n   NewYork,  which  is  the  largest  city  and  presents    
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the  largest  field  for  development  of  branches.  I  hope  it   

will  prove  to  be  a  wholesome  thing.  I  think  i n   the  end  it   

will  be.   

Possibly  the  other  most  striking  thing  that  I  notice   

is  in  connection  with  the  largest  crop  that  we  produce  i n    

New  York,  and  that  is  investment  securities.  T h e   issues   

are  Maintaining  about  the  rate  of  last  year,  i f   not  going   

a  little  faster.  I n   looking  over  the  offerings  of  securities   

it  is  pretty  difficult  t o   find  any  serious  falt  with  their   

stability,  and  I  think  on  the  whole  they  are  pretty  good.   

The  foreign  loans  that  have  been  offered  i n   New  York   

lately  —  there  are  exceptiois——-  on  the  whole  I  think  are   

as  good,  i f   not  better  i n t r i n s i c a l l y   than  they  were 
 a  year   

ago,  T h e   borrowings  of  Germany,  a s   you  know,  have 
 been   

very  mich  reduced,  and  the  reoent  heavy  new  borrowings  have   

been  those  of  Italy.  While  t h e r e   is  same  question  as  to  the   

wisdom  of  Italy  borrowing  as  much  abroad  as  they  are  just   

now,  I  do  not  think  there  is  any  doubt  that  those  loans  have 
  

been  very  carefully  selected  and  are  probably  good. 
  

I  suppose  the  most  important  financial  problem,  t h e  
  

most  striking  financial  problem,  i s   the  problem  of  the 
 bor~   

rowings  in  New  York  ard  in  the  London  market  by  countries 
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that  are  gradually  feeling  the  influence  o f   the  weturn  o f    

prosperity  and  have  a  desire  for  new  enterprises.  I f   any   

steps  should  be  taken  t o   arrest  i t   ultimately,  the  time   

probably  has  not  come.  I f   it  does  come  I  hope  nothing  i n    

the  nature  o f   arbitrary  control  will  be  applied,  but  that   

itwill  be  allowed  to  work  itself  out,  as  it  always  has  i n    

the  past  by  conditions  gradually  being  satisfied  and  their   

stopping  o f   t  heir  o m   accord.   

The  attention  o f   the  country  i s   always  focused  o n    

what  i s   going  o n   inthé  stock  market  i n   New  York.  I  do  not   

know  very  much  about  the  movenmt  o f   prices,  except  that  it   

has  been  upward  .  I n   a  broad  way,  what  has  happened  i n    

the  last  cycle,  s o   to  speak,  i s   that  the  total  decline  i n    

the  outside  figure  of  the  stock  exchange  loan  account  o f    

between  eight  and  nine  hundred  million  dollars,  and  a  recov—   

ery  o f   that  amount  i n   a  recent  period  o f   roughly  one-half  o f    

that,  and  of  that  one-half,  about  $200,000,000  has  taken   

place  in  a  period  of  about  three  months  last  past.  Oonsid-   

ering  the  enormous  increase  i n   the  securities  listed  o n    

the  board,  a n d   the  fact  that  they  have  had  a  very  prosperous   

period  for  a  few  years,  I  do  not  know  that  there  is  anything   

alarming  i n   what  i s   happening  there.  I t   got  to  a  point  where    
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people  were  alarmed  a  year  o r   more  ago,  a n d   went  through   

a  very  considerable  liquidation,  with  no  great  damage  result   

ing,  I  do  not  think  there  i g   anything  else.   

Governor  Crissingér.  D o e s   eny  member  of  the  Board   

care  t o   say  anything?   

Vice  Governor  Platt,  Governor  Strong  spoké  i n   the  begin   

ning  about  the  considerable  increase  i n   membership  i n   new   

banks,   

Governor  Strong,  Probably  due  to  organization  of  new   

state  banks  and  some  conversions.   

Vice  Governor  Platt.  D o   you  think  all  of  that  has  re~   

sulted  from  the  passage  of  the  wcFadden  Act?   

Governor  Strong,  The  development  o f   these  newbanks   

is  directly  t o   be  attributed  t o   the  fact  that  the  new  law   

in  New  Jersey  permitting  branch  banking  became  operative   

when  the  .icFadden  Bill  passed.  There  were  twelve  branches   

established  b y   State  banks,  which  are  not  members  o f   the   

Reserve  System,  i n   addition  to  those  that  I  have  mentioned.   

Vice  Governor  Platt.  W e e r e   the  banks  who  started   

getting  branches  t o   some  extent  non-members  and  enaller   

banks?   

Governor  Strong,  S p m e   of  it  was  the  result  of  small    
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banks  having  been  acquired  i n   anticipation  o f   the 
 passage   

of  this  act,  the  people  owning  these  small  banks  taxing 
  

them  i n   as  branches.   

Governor  Crissinger.  I s   there  anything  further?  I f    

not,  the  Chair  will  entertain  a  motion  to  adjourn.   

Mr.  Hamlin,  M r ,   Chairman,  I  move  that  we  now  adjourn. 
  

(Whereupon,  upon  motion  duly  seconded,  the  Conference   

adjourned,  a t   5  o'clock  p.m.,  o n   Thursday,  May  12,  19387,   

subject  to  the  call  of  the  Federal  Reserve  Board.  )   
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