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JOINT CONFERENCE OF THE FEDERAL RESERVE BOARD
WITH THE

GOVERNORS AND REDFRAL RESERVE AGENTS AND CHAIRMEN
OF THE FEDERAL RESERVE BANKS

Treasury Building,
Hearing Room Federal Reserve Boanrd,
Friday, November 4, 1927,

A Joint Conference of the Federal Reserve Board with
the Governors and Federal Reserve Agents and Chalrmen of
the Federal Reserve Banksconvened at 10.35 o'clock a. m.
in the Hearing Room of the Federal Reserve Board, Treas-
ury Building, Washington, D. C., on Friday, November 4,
1087 .

PRESENT:

Hon. R. A. Young, Governor of the Federal Reserve

Hon. Edrmnd Platt, Vice-Governor of the Federal
Reserve Board;

Mr. A. C. Miller, Member of the Federal Reserve

Hamlin, Member of the Federal Reserve

Board;
Mr. G. R. James, Member of the Federal Reserve,
Board;
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Mr. B. H. Cunningham, lMember of the Federal Reserve
Board:
PRESENT ALSO:
The Governors of the Federal Reserve Bank
a8 follows:
Mr. W. P. G. Harding, Governor of the Federal
Bank of Boston;
Mr. Benjamin Strong, Governor of the Federal
Reserve Bank of New York;
Mr. Ggo. W.Norris, Governor of the Federal
Reserve Bank of Phlladelphisa;
Mr. E. R, Fancher, Governor of the Federal
Reserve Bank of Cleveland;
Mr. Geo. J, Seay, Bovernor of the Federal
Reserve Bank of Richmond;
Mr. M. B. Wellborn, Governor of the Federal
Reserve Bank of Atlanta;
Mr. James B. MecDougal, Governor of the Federal

Reserve Bank of Chicago;

Mr. David C. Biggs, Governor of thé Federal

Reserve Bank of St.Louis;
Mr. W. B. Geery, Governor of the Federal Reserve

Bank of Minneapolis;

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




3

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

Mr. Lynn P. Talley, Govefnor ot the Federal
Reserve Bank of Dallas:

Mr. Wm. A. Day, Senior Deputy Governor of the
Federal Reserve Bank of San Francisco;

Mr. G. L. Harrison, Deputy Governor of the
Federal Reserve Benk of New York, and Secretary to the
Conference of Governors.

PRESENT ALSO:

The Federal Reserve Agents and Chairmen of the
Federal Reserve Bank as follows:

Mr. Frederic H. Curtiss, Chairman and Federal
Reserve fgent of the Federal Reserve Bank of Boston;

Mr. G. W. #mcGarrah, Chairman and Federal
Reserve Agent of the Federél Reserve Bank of New York;

Mr. R. L. Austin, Chairman and Federal Reserve

Agent of the Federal Reserve Bank of Philadelphia}

Mr. George DeCamp, Chairman and Federal Reserve
Agent of the Federal Reserve Bank of Clevelond;
Mr. Willlam W. Hoxton, Chairman and Federal

Reserve Agent cf the Federal Reserve Bank of Richmond;
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Mr. Oscar Newton, Chairman and Federasl Reserve
Agent of the Federal Reserve Bank of Atlantsa;
Mr. William A, Heath, Chairman and Federal Re-
serve Agent of the Federal Reserve Bank of Chicago;

Mr. Willdam }McC. Martin, Cheirman and Federal

Reserve Agent of the Federal Reserve Bank of St.Louls;

Mr. John B. WMitchell, Chairman and Federal Re-
Agent of the Federal Reserve Bank of Minneapolils;

Mr. M. L. McClure, Chairman and Federal Reserve
of the Federsl Reserve Bank of Kanses City;

Mr. C. C. Welsh, Chairman and Federazl Reserve
of the Federal Reserve Bank of Dallas;

Mr.Isaac B.Newton, Chalrmen and Federal Reserve

of the Federal Reserve Bank of San Francisco.

PROCEEDTING S,
Governor Young. Gentlemen, we are ready to proceed.
We have heard from the Agents on practically a1l of their
program, except that part of thelr program which is also
on the Governors' programnm.
Governor Strong, as Chairman of the Governors! Confer-

ence, the Board would like to have you report those things
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which you think the Board 1s interested in on your pro-
granm.

Governor Strong. Have you the program of the
Governors' Conference before you, sir?

Governor Young. I have.

Governor Strong. Did you not mark one or two 1tems
on that?

Governor Young. I marked ycur program.

Governor Strong. Mr. Chairman and gentlemen, the
Comnmittee on Open Market Investments had expected to
have a meeting about two weeks before the Conference,
but one thing and eanother delayed calling the meceting
untll the day immedistely before the Governors' Confer-

enee . As you know, ve were unable to meet with the

Board until Wednesday, the first day of our meeting.

After an all-day meeting on Tuesday, and a meeting with
the Reserve Board on Wednesday morning, this report was

adopted, which I will ask ¥r. Harrison to read, if he
will.

Mr. Harrison (re

"The committes has considered the confidential

preliminary memoranda submitted by the Chalrman, and
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upon the basis of the memoranda proposes that the
opéen market policy of the System until March lst
next, unless developments not now anticipated re-
quire a further review, shall be: to maintain stable
rates for money at about present levels and prevent
further Imports of gold.

"In order to carry out the above policy, the
committee would adopt the following program and pro-
cedure: -

"(1) The plan of offsetting gold movements by
purchases and sales of securities would be continued
a8 heretofore.

"(2) Any considerable advance in rates for

money towards the end of the year would be dealt with

only 1if necessary by temporary purchases of securi-

ties.

"(3) During the return flow of currency which
usually occurs in January, sales of securities would
be made 1n amounts sufficient to insure retirement
of the seasonal 1ssue and prevent its being added to
member bank reserves.

"(4) 1In event of the renswsl of & gold movement
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to the United States, gold may be purchased abroad
in London, and possibly in Holland and Switzerland,
1f necessary, at approximately their gold export
polnts, or exchange on those ccuntries may be pur-
chased, so as to arrest, if possible, a further im-
portation of gold. The 1imit upon such purchases to
be $100,000,000. Such purchases would also be
offsetthe same as the gold movement. Gold or ex-
change purchased may be invested in bills or employ-
ed at interest, as in the case of the Bank of
England account.

"(5) The considerations which will guide the
committee as to when and for what emounts such trans-
actlions shall be made, are:

"(a) The amount of borrowings by member
benks from the Reserve banks;

"(b) The general level of interest rates;

"(c) The movement of foreign exchange rates
a8 an indication of possible gold imports.

"The committee would expect to be charged with

the execution of the program for account of those

Reserve banks which approve and participatcﬂ
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Governor Strong. This report, Mr. Chairman, con-
tains very little detall and no argumentative material,
all of which 1s in the memorandum referred to in the first
paragraph, which 18 too long to be read here, and all of
which will be distributed to. each of the reserve banks
In the usual course. In fact, the Governors now have copies
ot 4%,

Behind thls report 1s a development which has cccurred
this year, of rmch significance to the Federal Reserve
3ystem. Contrary to the common belief, we have had no
gaining of gold in the United States, that 1s monetary
gold in the United States, in the last three years, for
instance, for the reason that we have made large sales of
gold which have not been shipped, and which 1s now ear-
marked in the bank in New York-

We made a sale of $100,000,000 this summer to one
of the continental banks of 1ssue, which has not yet been
shipped. We are Jjust now in the mldst of concluding de-

livery of $50,000,000 more to that same bank. That will

be finished next week. I think we have delivered about

$31,000,000 of that already. We have shipped thirty-one

and a half million gold to the Argentine; we have sold
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five million to Belgium, and we have just received di-
rectlons to start the shipning of $36,000,000 to Rrazil.

We also have concluded arrangements which were re-
gquired in the reorganization of the Polish monetarysit-
uation and have shipped about $15,000,000 of gold to them.
We now have another, a seasonal movement to Canada, which
may take forty or fifty million. Wen all these trans-

actions are concluded the net result will be that the stock

of the monetary gold in the United States will have been

reduced about $150,000,0C0 below what It was two years
ago. The reason that is not better understood generally
i1s because, out of consideration to the banks abroad who
are buying this gold, we have not pfiblished the detall
figures of .gold held under earmerk.

The committee has decided that it would be wise, sub-
ject te the approval of the Federal Reserve Board, to com-
mence that publication probably the first of December,
and it will likely show that WZ}iiVG ear-marked in the
nelghborhood of $155,000,000 in gold in the Federal Reserve
Bank of New York, and possibly more than that by the time
the publication takes place.

Now, so much of this gold will have moved out this
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year, over $250,000,070 altogether, that 1t becomes in-
creasingly important that the impairment of the bank re-

serves, which result from this loss of gold; shoculd be

‘in some way compensated for, and the amount of the System

holdings of securities now, which wesat a very low point,

a little over $100,000,000--about three hundred and eighty-
0dd million now, or $390,000,000, or total heldings over
$500,000,000, is due entirely to the purchase of securi-
ties which have been made to compensate for this loss of
gold. The amount purchased outside of these compensating
transactions being only $79,000,000.

I think the rest of the report, Mr. Chairman, is
clear enough, and requires no particular information be-
yond what 1s congained 1n tho memorandum .

Governor Young. I would just 1like to say for the
Agents, that the preliminary report 1s a very concrete one
and will no doubt answer questions that might arise in
your minds in reference to the whole procedure.

I would like to say also, Governor Strong, that there
was a little discussion the other day as to how many more
United States securities the Syétem could buy. I had

Mr., Smead figure that out for the entire System, not for
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any partlcular bank, and 1t figuréd §781,000,000 more,
as of date November 2nd. That 1¢ just for informa-
tion, that is all,. I thought 1t might be a billion
or a billion and a half, but it wont be that high,

Governor Strong. The other topics which may be
reported to this meeting are these: We find, Mr. Chair-
man, that there are six or seven items on our program
and pending before the System that have to do with
legal matters, some of them very technical legal quest-
lons, end the meeting passed a resolution expressing
the view to the Federal Reserve Board that the time has
possibly now arrived when another meeting of the counsel
of the Reserve Bani???%%a%emgélﬁg%ér be asked to be
bregent af thet meeting, and that it be held at some
convenient time by arrangement.

I would like also to refer to the report, which I
belleve was made by Mr. Case, on the development of
these investment companies buying bank stocks. That
was & preliminary report only, Mr. Chairman; 1t has
been considered by the Governors 4t their meeting, and

1t 1s proposed, as the result of their action on that

report, to make a Inquiry considerably more in detall
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than has yet been made, send that to each Federal re-
serve bank, and, based upon the report that we will make
in New York, we will ask each of the reserve banks, in
turn, to meke similar inguiries in their districts, and
exchange reports between all of the reservs banks.

Ve consldered the regulaticns which are now sbout to
be 1ssued by the Federal Reser&e Board and made some rec-
ommendations on two or three points. One was that for
the present there seems to be no pressing need of a
regulatlion by the Board governing non-cash collections,
and it.seemed to us desirable to consider again, or to
have the Standing Committee on Collections consider again,
the circulars of the reserve banks and endeavor to get
them more nearly uniform, postponing the issuance of the
regulations for the present. There was some specific
suggestions made as to the treatment of these circulars
by the committee, and the committee is suppesed to report
back tco the next meeting of Governors.

With regard to the regulation referring to reserves of

member banks, it was unanimously recommended that the

proposal of the pending regulation be adopted;that mem-

ber banks In citiles where there are reserve banks or
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branches of reserve banks, make thelr reserve calcula-
tions twice a week, and that otherwise the period should
remain unchanged.

It Was also recommended to the Federal Reserve Board
that the progressive penalty on deficient reserves be not
made mandatory, as was proposed in the regulation; in
fact, that would leave the regulation as to penalty exe
aetly as 1t is now.

The meeting also reviewed the report whlch was made
to the Federal Reserve Board by the System's Committee on
Acceptence Transactions. The committee met 1in New York
and had the bensefit of one or two meetings with the men in
cherge of that business in all the principal accepting
benks and firms, and the committee has made a recommenda-
tion which involves noé change in the existing regulation,
but some change in the rulings to liberalize them some-
what end put the New York banks in a better competitlve
positien with the foreign banks.

What has happened in that business recently is, from
our point of view, unfortunate. One of the large London

banks wndertook to reduce the acceptance commission to one-

eighth per quarter, instead of the customary minimum of
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one-fourth of one per cent per quarter, which meant that
their charge on acceptance credit was one-half of one
per cent per annum instead of one per cent per annum.
This spread to all the London accepting houses and
banks and we had a recction in New York, where they
have reasonable uniformity with regard to the charge per
quarter, so that they are all making 2 commission cherge
in New York, and unless something is done the
difference of half of one per cent, instead of one per
cent, which had formerly prevailed, means that the dife
ferential between the bank rate in London and New York,
as to possibly a billlion or a billion and a half asollars
of paper, is reduced to that extent, and it makes the
effect of relastionship between the bank rate by so much
less effective.

We also considered with Mr. Mills, whe attended
our meeting, this puzzling and rather obscure question
of the gold points and the practice of our Treasury “n

buying and selling gold at identical prices both ways.

Mp. Harrison has made a special study of that, and oo

you will permit him I will ask him to report on 1it,

¥Mr. Cholrman.

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




Governor Young. Mr. Harrison?

Mr. Herrison. Mr. Chairman and gentlemen, while 1%
ls true, as Governor Strong says, in the past two years
there has been no net impertation of gold iﬁ%%he country,
nevertheless over the past seven years approximately s
billion and & half of gold hes been added to our monetary
reserve. Within the past three years, while there has
been relatively no net change, still there have been ship-
ments both ways, so that we feel that this ever-incressing
volume of shipments back and forth between the countries
should now,and has now, become the object of very import-

ant study on the question of the gold point. That is

true, =nd becoming more and more true, as the various

countries in Europe are going back te the gold standard.

The delicacy of the gold point hHas such an influence
on the gold shipments and relative rates in the differ-
ent countries, that we have felt thet we should compare
very carefully our practice in this market, in buying and
selling gold, with the practices in the variocus other
markets of the world.

Under the minting .- and colnage laws of this

country it Is possible for the Secretary of the Treasury,
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in buying geld at the assay office or any of the
mints, to pestpone total payment of that gold for a
period of forty days. Ag a matter of fact, however,
ever since 1880, the law has authorized him, when the

state of the Treasury would permit, to maintain a fund,.

avallable at the assay office or the Treasury, with which

to make immediate advances on all gold deposited with the
Treasury for assaying and purchase.

It 1s the customary practice'at the present time
to do that, Waile it has been different at different
times during the past ten years, ;O?t is the custom for
the Treasury toe make immgdiate‘advances of 98 per cent
on the gold deposited 1In the assay office in New York,
end the final 2 per cent to be paild when the final re-
turns on the asséy are made.at the asséy office.

This practice of our Treasury Departmgnp 1a differ~
ent from_the praqtice of any other gold market in the
world, and the net effect'- of‘it is to make us pay in
the Unlted States a higher price for gold than 1s paid
anywhere else 1n the world. 1Indeed, the practice of the

Treasury, when you take Into account the melting and

alloy charges, and the slight discount resulting from
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the 2 per cent deferred payment, results in our pay=-
ing mint parity less one-seventieth of one per cent.

In the London market, however, the practice there
is for the Bank of England to buy gold at the discount
of one-eighth of one per cent, in Berlin cne~-fifth of
oneé per cent, one-third of one per cent in sAmsterdam,
and two-fifths of one per cent in Switzerland.

Now the effect of this 1s that, taking a shipment
of gold from Londen to New York, ror instance, if sterl-

ing should fall off one and a half cents from mint

parity, the gold will move towards the United States;

whereas 1t has got to go up three cents above mint

parity before the gold will be exported from thé United
States to London. In the other markets the ppiHts ars
graded sccording to the discount ;yogint parity_at which
they buy the gold and the extra cost of Bhipping the

gold to New York. It is true a part of this discrepancy
In the gold points 1s due to the difference in freight
rates eastward and westward-bound, but the greater part
of the difference is due to our practice of making imme-

diate advances on the gold up to 98 per cent of the esti-

mated value.
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Now, we have felt that, with the immense shipments
of gold that have been coming this way during the past
seven years, that an increasing impertance attaches to
our gold practice os compared with the praetice in the
meneymarkets that are becoming standsrdized on the gold
basls, and we think we should conslder the feasibillity
of our amending our practice in buying gcld so as not

to compete in thesway I think we are now competing with

theother markets of the world, end not suck gold towards

this country.

Now, there are a number of possible difficulties
in the way of the Treasury adopting this practice. When
the law first authorized the Secretary of the Treasury
to make Immedicte advances, there was a desire on
our part to accumulate gold, and the immediate advances
encouraged the deposit of gold with us. At the present
time there 1s not only not any need for us to draw the
gold here, but some considerable advantage in allowing
1t to flow freely the other way, by an adjustment of
our price so ' that we will not pay any more than
enybody else. Gne difficulty in our change of practe-

ice 1s that approximately firfty millions of gold are
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produced in this country every year, and politically
it will probably be very difficult for us to change
our buyling rate so as to make the discount on geld
produced in this country equivalent, for instance, to

the Bank of England discount.

Mr. Miller. Deces that $50,000,000 go into the mone-

tary stock?

Mr. Harrison. I should think not. Probably a good
part of that goes inte the arts. But the political
question 1s whether the producers of gold in this country
would be willing to discount the price that they get for
the gold, whether it goes into monetary stock or into
the arts. We have felt that there would be no occa-
sion for the Treasury to change its practice in the pur-
chase of that kind of goid anyway. It involves a differ-
ent process in the assay office from what they now have
to go through iIn imported monetary gold bars.

We have thought that the difficultlies we have in
mind would be solved if the Treasury merely should make
a ruling that they would abandon the practice of making
advances on monetary gold bought, which has been imported

inte thiscountey.
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Mr. Miller. You think the Treasury could do it under
its exlsting authority?

Mr. Harrison. I have not studied it to the point
where I can give any opinion on that. It is our viéw in
New York, and of these with whom I have discussed 1t in
the Treasury, that it would be gquite competent for the
Treasury to make a ruling of that character, and thecnly
ouestion is whether 1t would be feasible and wise to do so.
You see the laws specifically aut origing the original
deferment for forty days wes longer than it took to
assay the geld. Now that law was subsequently amended

and authorized the Secretary, in his discretion, &nd

if the state of the Treasury permitted, to make immediate

advances~--it does not compel him to do so. The question
is & very 1important one. It is full of political as-
peets in some ways. It is of great monetary import-
ance, not only to us, but to the rest of the world as
well. We have been considering 1t during two years,
quite informally with the Treasury Department, and we
feel that it is a matter that ought to be debated and
studiled very carefully by the System as a whole and at

greater length by the Treasury Department, before any-
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thing i1s done about it; and then whatever 1s dene about
it should be dene, we think, slowly and cautiously and
after getting the benefit of all the reactions of the
parties that are interested in 1t in one way or ancother.
Now, the effect of the ruling by the Treasury that

£t would discontinue advances would be that in New York,
for instance, where a grecter part of the monetary gold
1s imported, o discount of approximately .15 per cent
would be made on any gold bought by the Treasury. That
1s due to the fact that in New York, because of the
velume of business, the average time taken to make the

inal return on the gold deposited is about ten days.
The loss of interest, figured at about 4 per cent on
that ten days, would result in a discount which, 1t so

happens, would be almost d4dentical with that wrlch is

the customary diécnunt of the Bank of England at the

present time. In other mints where the volume of work
is very rmch less, the discount would be considerably
less, due to the fact thet their returns are made qulte
a bit qulcker then in New York. In some mints they

are made in as short a time as three days; others go

five or six deys. Ve believe that the Tressury could
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not very well make an arbitrary ruling for deferment
of ten days at all mints, because i1t i1s the fact that
it 1s the custom Iin some mints tc make returms earlier
than ten days. But & universil ruling that they would
make no advances, but make full payment at the time of
final assay, would fully cover the situation in our view.

Now the only gquestien i1s how best to study the
question further and how best to get the reactlions of
those that will be most directly interested in 1t in
this country and abroad. We should study the practice
a little further to see whether the discount on bars,
that would result from this ruling, would make an undue
demond for coin, for instance, because if the exporter
of gold from this country abroad reallzes that when he
returns the gold here, thet very gold, he will get
a discount on bers and not on coein, it will enecurage

the demand for coin rather than for bars. We have

been trying in the last few years to encourage the withdraw-

al of bars rather than coin, so that this would have a
little influence on what we have been trving to accom-
plish in the past two years.

In thet connection, as you all know, the Treasury's
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removal of the - charge on bars, last August a year
ago, has resulted in our being able te encourage some
exporters of gold to take bars, when, 1n the past, It
has been out of the question because of the premium on
bars, Ve deo not like to take 1t up with anybedy in such
a way es to indicate that we are not perfectly willing to
give them coin, but in many cases the barg will sult
their purposes better then the coin, especially 1if we
pay out circulat®bd coin, on which the abrasion usually
averages from two te three dollars on every filve thousand
dollar bag; so that everything being equal, they will
toke bars rather than coin when they begin te understand

that they can get the bars without a premium.

Whether the new ruling will encourage exporters

to go back to coin rather than to bars is a matter which
will also have teo be studied. It is 2 big problem; there
are lots of aspects to 1t. If there are any questlons
to be asked I would 1like to develop the subject in that
Wa.Y .

Governor Young, What are the recommendations of
the Governors' Conference in reference to this subject?

There ought to be some method of getting this information
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to the public, if it seems advisable. The original
suggestion was that the Federal Reserve Bulletin could
handle 1t; but I think I can speak for the Board when I
say that the Board questions the advisability of bring-
iIng this subject up in the Bulletin. Were any conclus-~
lons arrived at by the Conference in reference te that?

Mr.'ﬁarrisunf - There was no formal action taken,
Governor Young, but I think it was the consensus of view
thet there would be socme disadvantage in trying to reach
the public through the Federal Reserve Bulletin. It
makes the discussion of it a 1ittle more formal than we
thought would be advisable at this time,anc it 1s sus-
ceptible of the construction, possibly abroad, that it
indlcates a difference of opinion between the Federal
Reserve System and the Treasury Department, which would
be unfortunate. That leaves the considerustion whether
there is‘another vehicle through which we could reach the

public on this and see what would be the resetion of the

public if the Treasury should make s change in its pres-

ent prectice,

Governor Young. As 1t stends now, 1t is Just infor-

Wk

mation on the subjeet for ocur study, ¢nd there are no




specific recommendations from the Governors.

Mr. Harrison.: . That is right, yes, sir.

Governor Young. Have you anything else on your pro-
gram, Governor Strong?

Governor Strong. On this same subject, Mr. Chalrman,

1t Is clear that the minute the Treasury adopted a

prectice of deferred payments for gold, the Federsl ro-
serve banks would be the cash merket for gold, :£t such
price as they fixed, I am not sure that 1t is understood
what very radieal change has been made in England in the
last three years in their practice. Heretofore, the way
the Bank of England mainteined its control of the cash
market for gold, was by having always at hand at the

mint an ameunt of gold to be coined for asccount of the
Bank of England, so that at eny depositor of geld at

the mint would have to wsit until the Benk of England's
order was fllled, and the time required to fi1ll the Bank
of England order gave the bank contreol of the cash mar-
ket for gold. That has been changed by the terms of the
gold stendard act, so that now the only authorized tender
of gold to the mint for coinage is that made by the Bank

of England. That is the lsw in England now. Here we would
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be adopting a practice somewhat similsr to what they
had in England prior to the adoption of the gold standard
act of May, 1925,

Governoer Young. Do any members of the Board care
to make any inguiries at all about any particular topic
on the program? There were one or two tepics, Mp.Martin,
that you did not take up yesterday, which deal with the
Governors! program. Will you take those up now?

Mr. Martin. There were three topies on our pregram
which we understood were also on the program of the
Governors' Conference, and so in meking our report to the
Board yesterdny report on those topics was deferred until
this Jeint Ceonference.

Our Conference works in this way: the toples are dis-
cussed by the Conference, then referred to ¢ committee,
embodled in a report baéed on thet discussion, which re-
rort 1s sent back te the Conference and approved or
disapproved.

The first topic that was on the joint program was

in regard to this question: w»Should deposits in member

banks by bullding snd loun associations and mutual savings

banks be classed as amounts "due to benks" within the
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meaning of Section 19 of the Federzl Reserve Act, or
should they be classed as demand or time deposits,
against which amounts "due from banks" cannot be applied
in erriving 2t the basis for ascertaining the required
reserve. The Board would like to be advised whether
in the opinien of the Conference the seme rule should be
extended te include deposits in member banks by coopera-
tive banks, credilt unicns and horris Plan banks."

That topic was discussed and referred to a commlttee,
and I will ask the chairman of that committee, ir. DeCamp,
to make the report.

The Chailrman. Mr. DeCamp?

Mr. DeCamp. "With reference to the toplc just an-
nounced, your committee begs te submit as its report the

followlng statement made ot the Conference by the Feder-

al Reserve Agent of the Second District."”

I think it Is fair for me to state that the commit-
tee adepted practically the memorandum submitted by
the Agent from the Second District.
" 'The present practice of permitting balances
due from banks to be deducted from balcnces gue to

banks in arriving at net deposits subject to re-

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




28
serve i1s based on the following paragraph of Section
19 of the dck:
'In estimating the balences required by this

Act, the net difference of amounts due to and

from other banks shall be taken as the basis

for ascertaining the deposits egelinst which re-

quired balances with Federal reserve banks shall

be determined.!

"The Board has on a number of previous occasions
ruled that the following are held not to constifute
'banks! within the meaning of the Federal Reserve
Act.

"Mutual savings assoclations

"Building and loan associstions

"Private bankers

"On the basis of existing rulings, therefore, 1t
seems clear that deposits of the character under
lIscussion cannot be considered as balances 'Due to
banks.!

"It is presumed thét the Board wishes to have the

matter considered, however, on its merits and quite

regardless of previocus rulings and the 1 aw.
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"It is understecd that the paragraph guoted
above from the Act 1s the result of an attempt to
make legal & practice which had exiIsted with the
approval of the Comptroller of the Currency rrior
to the establishment of the Federal Reserve System
under which banks had been permitted to offset bal-
ences 'Due to banks'! with balances 'Due from banks'
in computing reserve requirements. This practlce
probably was based on the theory that balances due
from banks represented in considerable part items in

process of collection, that 1s uncollectes funds,

znd also te the extenﬁ that it 4ld not represent un-

collected items, that the funds were avallable for
the llguidation of deposits. It may have been
argued that sweh balences 'Due from banks,! while
entitled to consideration in the matter of reserve
requirements, ought pot to be permitted as a de-
ductien from gress deposits, but only from balances
due te banks on the thecory that in times of stress
there would to a consicderable extent be an offsetting
of bank balsnces.

"In the light of pmresent-dey banking methods the
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whole procedure is we censider unscund and anti-
qguated. There is no basis in fact warranting the
deduction of balsnces !'Due from banks! from anything.
Deductiens, if made at all, should represent only
ltems in process of collection on the theory that
ne reserve should be required cn deposits until the
deposit represents collectes funds, and such de-
ductions, 1f permitted, should be from gross deposits
rether than balanceg 'Due to banks.! It is recog-
nized, however, that such a procedure would require
2 change in the Act which cannot be at once accom=-
plished. Therefere, dealing with the question in
the light of the Act as 1t now stands, 1%t i1s be=-
lieved that it would be inadvisable to make any more
liberel interpretation of the intention of the Act
than 1s necessary and inasmuch as the present ruling
of the Beoard deoes not permlt the classification of
deposits of the character under discussion as balences

due to banks, it would be better to let matters stand

as they are rather than to further liberalize it.

"As te whether such deposits should be classified

as demand c¢r time depesits, that cbvicusly weuld have
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fo depend upon the conditions under which the de-
posit is taken. If the bank holding such deposlts
has the legal right tc require thirty days' notilce
of withdrawal or if in other respects the deposits

meet the test of time deposits, then they should be

so crnsidered, otherwlse they should be considered

demand depesits.”

Governor Young. Gevernor Streng, that was &lso on
the program cf the Governors. Are those the conclusions
that the Governors have srrived at?

Governor Strong. We arrived at identically the same
conclusicng, without adepting a report of that character.

Mr, Martin. There is one report that has always been
brought before the Joint Confersnce, and that is the re-
port of the Committee on Bank and Public Relations. Mr,
Heath is the chairman of that committee and I will ask
him to make the report.

Mr. Heath, (reading):

"The amendment to the Federal Reserve Act, which
provides for indeterminate charters for the Federal

Reserve Banks leaves us free to devise a system

public relations program which may have for its aim
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the gradual development of better understanding
of the System cver a long period of years. The disg-
cussion which centered about the passage of this
amendment has moreover indicated wide public appre-
clation of the value of the Federal Reserve System.

"Future Public Relations FProgram,

"In this generally favorable atmosphere it be-
comes pessible te censider broadly the System's
public relations peolicy for coming years, and it 1s
propesed In this report teo sketch some of the prin-
ciples which may well determine that pelicy and
gsome of the methods which may well be employed.

"At the outset a few axiomatic principles may
be set forth which are basic to Federal Reserve
public relations work.

"1. It must #n no way savor of propaganda. As

a publlic institution the Federal Reserve System must

always be in a dignified position. Propaganda
arouses hostillty and disrespect.

"2. Public relations work cannot be done by an
organizea publlcity staff, becasuse--

"(a) 1t would saver of propaganda;
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such & staff would not have the neces-
sary technical knowledge for dealing with
Federal Reserve questions;
public relations is a matter of persnngl
relations in the last analysis and hence
must be done by people who are an integral
pert of each Reserve Bank.
"3, It must not be controversial. Controversy
arouses enmity and is dangerous.
"4, There sre three general fields of public re-
lations work in the following order of importance--
The member and nenmember banks. The best
advertisement 1s a satisfled customer.
Schools end colleges. These are the
places where public opinion 1is basically

fermed.,

"(e) The general public.

"Suggested methods for public relations work in
these three fields, together with o swmmary of what
the System 1is now doing, are contained in the fol-
lowing paragraphs.

"A. Member and Nenmember Banks.
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"In every community it is the banker and the
college teacher who are the experts on the Federal
Reserve System, and the banker's opinicn carriles
the welght of personal knowledge. The banker is the
customer of the Federal Reserve System, who must be
satisfied.

"There are three ways in which the banker gets
his impression of hils Federal Reserve Bank,- personal
contact, correspondence, and llterature. .By far the

most important of these is, I am sure we would all

agree, the personal contact.

"Personal Contact.

"The maintaining of effective personal contacts
with the banks in our districts 1s laborious, but
essential to a common understanding. The three
usual methods of contact are,--when we go to see
the banker, when he comes to see us, and when we
meet on common ground at conventiecns and group
meetings.

"Wisits to Banks.

"0f these three the most effective is our visit

to the member banker. Such 2 visit at conce indicates
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our regard for him and puts him in the pesition of
a courteous host. Nothing can take the place of
these visits. In this connection the following table
glves the customary report of the visits made to
banks In the different districts. It indicates that
during the year, from September 1, 1926, through
August 31, 1927, the member banks in the Bosten, New
York, Cleveland, and St.Louls districts were visiteq
on the average twice year; that the member banks
in the Philadelphia, Chicago,Dallas, and San Francisco
districts were visited on the average sbout cnce a
year, but that the member banks in the Richmond,
Atlanta, Minneapclis and Kanses City districts
were visited consldersbly less than cnce a year on

the average. Some of the Reserve Banks have to

contend with the isolation of many of their member

banks, but seme wheose districts are most difficult

to cover have averaged a visit a yeer.
"VISITS TO BANKS

Sllember of Sept. 1928 Sept.1926
Member Banks to to
Aug.31,1927 Aug. 1926 Aug. 1927

414 902 866
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Sept. 1925
Number of Sept .*®925 Sept. 1926
Member Ranks ta to
Aug. 31, 1927 Aug. 1926  Aug. 1927

"Wew York 929 1,283 1,963
"Philadelphisa 774 | 923 869
"Cleveland 837 1,818 1,661
"Richmond 804 154
"Atlanta 52 % 8
"Chica go 330 1,945 1,214
"St. Louis 1,842 1,885
"Mi nneapolis 135 121
"Kansas City 445 448
"Dallas 818 1,134 1,903
"San Franciseco 673 827 693
"9,099 12,110 10,133
"In this connection note should be taken of the
fact that the total number of visits to banks this
year, numbering 10,000, was approximately 2,000
less than in the preceding year, which in turn was
less than the year before, Your committee_is of

the view that decreasses in bank visits are of

doubtful wisdom, and believes that the®e 1s ne

single method of public relations work which is so
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fruitful of better understanding as visits to
member banks.

"The quelity of the vi&its is fully as im-
portant as the quantity, and in this cennection data
collected at the suggestion of Governor Norris are
of interest.

"Range of Salaries: The salaries paid in the
eleven repcrting banks are shown by the following
figures of number ~f cutside men or officers devot-
ing practically their entire time to Bank Relatiens
work s

"Number of tien Range of Salsries

1 $2,000 to $2,499
3 2,502 2,999
3,000 3,499
3,500 3,999
4,000 4,499
4,500 4,999
6,000 6,499
1 7,000 7,499

1 10,000 2

"Thus, of the twenty outside men (other than of-
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ficers) eight received $4,000 or more, and twelve

less than $4,000 per annum. It apnears to your
committee thet it would be wise to work in the
direction of using 4n this important work higher
class men than appear tc be indicated by some of the
salaries paild,

"It is clearly true that the effectiveness of
vislts depends on the charascter of the persen who
mokes the visits, and a vislit by an impertant
of ficer of a Reserve Bank will often do more in dem-
onstrating the Reserve Bank's interest in the member
bank, and more in clearing up difticulties, than
several visits by a bank clerk. A number of the
Reserve Banks have followed the practice of sending
crut Deputy Governors,or even the Governor or
Chairman, fer rapid trips te visit a number cf
member banks, and they have always reported most
faverable results.

"From a study of the answers received teo
auesticnnaire frem eleven banks se far reporting,
the following comments are suggested:

"The organization of the Bank Relaticns work
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veries greatly in the different districts. In
three, namely, £tlanta, Minneapolis and San
Franeisco, there is no special department for the
work, 1t being carried on by officers as their time
permits. 1In some districts it 1s the chief or sole
work of an officer supervising it, and in others it
appears to be a secondary consideration. In scme,
both member and nonmember banks are visited., in
others 1ittle attention is given to nonmember banks,
The frequency of visits to banks varies widely, some
alming to cover all banks regularly twice a year;
some once a year, and others even less.

"Bankers! Visits to Reserve Banks.

"Second only to a visit te the member bank itself
may be ranked the entertainment of member and non-
member banks at a Reserve Rank. A guest always feel
more kindly toward his host. The methods of carrying
out this plan which have been followed by the Reserve
Banks, are the stoeckholders' meeting, the small
group meeting, and the less formal entertainment

of vislting bankers,

"Bankers! Conventians end Group Meetings:
X
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"We believe the general principle to be fol-
lowed is that the Reserve Bank sheculd be re—resented
at every bhankers' conventien cor group meeting in the
district, whenever it is at all possible.

"Correspondence:

"our most frequent contact with member banks is
through correspondence, and from time te time it seems
worth while to survey this cerrespendence to see
that it is 2s human as pessible and is conducted
by peecple whe deal intelligently with problems
which come tc them.

"Printed Material.

"There is such a large mass of printed material

coming to the desk of every banker, so little of it

is reed, and the preparation of such material is so
time-consuming that the principle of selection needs
to be cbhserved in deciding how much energy may be
given to any preject for the preparztion of an arti-
cle. PFortunately the System has many friends who
write, and many sympathetic articles sasppear from

thelr pens wilthout any solicltation frem the Reserve

Banks. Perhaps the prime essential in this connect-
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lon 1is that each Reserve Bank should have somecne

on its staff who is qualified to de2l with the writ-

ing fraternity, to provide materisl, to discuss

problems, and when necessary te take his own pen in
hend. DMost writers are human beings and can be reach-
ed by precisely the same methods of personal contact
as have been cited above for member banks.

"Schools and Celleges.

"Some years ago economics was taught in small
deses only in colleges; today it is taught in large
deses in colleges and in smell doses in high scheols,
preparatory schoeols, and in the American Institute
of Banking’ and similar organizations. Thousands
of students who gracduate from our scheerls and colleges
each year have been inmoculated with secme kind of 1dea
about the Federal Reserve System. When one censiders
cver a term of years the influence of these people on
public npinihn,,it becomes clear that here is a point
et which the ®ystem may well spend ccnsiderable ener
gy te see that the innceculaticon 4s properly dene.

The fellewing means of influencing the teaching of

banking in scheerls and celleges are suggested.
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"l. Textbooks. Officers of the System have
already done much in the preparation of textbook
material 1n the publication of the Rlchmond letters,
and bocks by Harding,,Gnldenwesier, end Burgess.

"2. Discussions in professional journals.
Teachers of economics resd and get many of their
l1deas from these journals. Here the preblem 1s to
see that there are alwavs in the System a number of
officers qualified to write acceptably and to deal
with economics and writers. Every Reserve Bank
should have somecne who talks the language of the
economist, can help in the writing of articles, and
peérhaps write and speak himself.

"3. Visits to the Reserve Banks. A number
of the Reserve Banks have had excellent results from
inviting college and schorl classes to visit the

Reserve Bank buildings, to see the Federal Reserve

film, and have the operstions explained by a guide.

In this way theousands of students have been given
some definite conception of what the Federal Reserve
System 1s. The Federal Reserve film has proved par-

ticularly valuable. It has 2lso proved valuable to
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have some simple literature about the System to

distribute,

"General Public.

"There are two principal wavs in which the
Reserve Banks can maintain some centact with the
general public. The first is through the press,
and the problem here 13 not tc create interest for
thet exists already, but te make available to
writers facts and explanatiocns as to the System's
operations. The prime necessity at this point 1is
that each Reserve Bank shsll have some officer
who 1s gqualified to dezl with journalists and

writers, and who has authoerity to talk with them

freely, though not for quetation,

"Phe second means of contact with the public is
through speaking at sueh organizaticns as rotary
clubs, churches, etc. When one consliders the
small proportion of the population that can be
reached through speaking, the efforts may seem
futile, and yet it remains true, as it always has
been and as 1s recognized in every pelitical cam-

palgn, that the public zddress is one of the best
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metheds of Influencing public thought. The people
who come to such meetings are likely to be the
leaders 1n any cormunity, and when an important
Federal Reserve officer goes to such a meeting half
of his object is achieved by hls very attendance,
because he has shown himself ready to take pecple
inte his confidence and has not remaeined aloof. For
these reasons your committee believes that easch Re-
serve Bank should have an organized plan for pro-
viding speakers for meetings and that those sneakers
should be, as far as possible, responsible officers
of the Reserve Banks who are able to speak with au-
thority.

"The following figures show the number of

speeches repcrted by each Reserve BRank during the

yeer, September 1926 thrcough August 1927.

"SPEECHES MADE.

"Sept. 1925 Sept. 1926
to to

Aug. 1926 Aug. 1927
"Boston 57 37

"New York 71 62

"Philadelphia 17 10
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"Sept. 1925 Sept. 1926
to te
Aug.1926 Aug. 1927

"Cleveland 43 31
"Richmond 16 8
"Atlanta 5} 3
"Chicago 25 15
"St.Louls 32 21
"Minneapolis 66 52
"Kansas City 25 25
"Dallas 25 33
"San Francisco ot S1

"Total 418

"The Program in Summary.

"In order tc summerize the feregolng the com-
nitee suggets the adoption by this conference, and

by each of the PFederal Reserve Banks, of the follow-

Ing minimum program of bank and public relations:

"Banks and Public Relations Mindmum Program
"Benks.
"l. At least one visit a year to each

member bank.

Representation at bankers' conventions,
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or group meetings in the distriet,
whenever poessible.
"Schools and Colleges.
"1. Someone on the staff of each Reserve
Bank whe talks the language of the
economist and maintains contact with
scheols, colleges, and professional
literature.
A plan for visits by conllege classes
to the Reserve Bank--including the dis-
tribution of suitable literature.
"Phe General Public.
i Semeone on the staff of each Reserve
Bank who 1s available for contact
with jeurnalists and writers.
An organized plan for providing

speakers for meetings."

The Chairmen. Governor Strong, that wes also on the

Governors'! program. Have you something to report on that?
Governor Strong. Mr, Chairman, we had thlg topic on
our program, in connection with a request that had been

made for a circulation of a questiconnaire upen the reserve
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banks, which was prepared and has been circulated, and
I believe was also delivered tg the Conference of Chair-
men, and postpened consideration of this report until
the Jeint Conference.

Governor Young. Are there any comments from the
Governors or Agents on the report in the way of approval
or disapproval?

Governor Strong. I think it is an estimable report
and should be adopted, lir. Chairman.

Governor Seay. It is an extremely fine report, in

my perscnal judgment.

Governor Young. This Conference is compesed of the
Agents end the Governors, I understend.

Governor Talley. I move the adopticn of the report,
Mr. Chairman.

Governor Young. If the Beard is in this I want to
express myself a little bit. If it 1s net I will stay
out of 1t.

Mr. Newton (eof Atlanta). I think we would like to

hear from you, Governor.

Governor Young. I have watched this matter of

bank relations very carefully. I think it 13 a
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question that has to bs approached very carefully.
This strikes me as a very elaborate program. From
my own experience in Minneepnlis I would say there are
many things in it that we could not comply with, or
even 1f we could, I do not know that it would be advis-
able.

I have had a little experience in public relatiens

work for myself, and I discovered this, that 1t took a

great deal of time; that is, it took me a goed deal of

time to prepare a talk, and I did not deliver it par-
ticularly well, and then after it was delivered is when
the real work started. It required usually thirty to
sixty days or more to explain what I wes trying to say
to them.

I question in my own mind whether thils bank rela-
tions work 1s the best thing or not, that is such an
elaborate program. The men that you usually send ocut
in the country are pretty clever men, good talkers and
make a good impressien, but whgt the country banker wants
to know 1s can he get twenty-five or fifty thousand dol-
lars at a certaln period o¢f theyear, and your man c¢annot

snswer that. Many technical questions come up. i Our
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open market cperations sre beginning to be a very im-
portant subject, even away back into the country. It
1s scmething new, something they de not know about; it
1s new te us., It is extremely hard for many people asg=-
soclated with the business to explain i1t properly. I do
not know that you can enter into a great campaign to
carry out all those things.

Now the report is that Minneapclis has not visited
its member banks. That is true. The distances are great,
the difficulties are many. When we did visit the banks
it was not for relations purpecses at all; it was for other
purposes, But regardless of whether we have visilted
those banks or not, they have visited us, a great major-
ity of them have, and the officers of the bank have been
instructed te give their time te these gentlemen when
they came 1in. I think they have dene that very well.

I suppose you can arrive at ccnclusicns by results,
Do people from the Ninth District understand the Feder-
al Reserve System as well as the people in New England
understend 1it? I am inclined to think that they do,

from actual experience.

Now, I have not made up my mind on this, but I:
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have just got a kind of feeling that wé are going a 1it-
tle bit ton far, maybe,in publicity in this banks rela-
tileons werk.

Governor Harding. May I interrupt you a moment?

Governor Young. Yes, Governor Harding.

Governor Harding. WMr. Chairman and gentlemen, we
have a very large country with conflicting interests, dif-
ferences of opinion, different types of peopte, differént
types of bankers. Speaking from my cwn experience with
two districts, those two with which I am mest familiar,
Atlanta and Boston, I want to say that methods which are
effective in the Boston District and beneficilal in the
Boston District would be ineffective and harmful in the
Atlanta District.

(Whereupen discussion fellowed which the reporter was
directed not teo place upen the record.)

Governor Wellborn. Mr. Chairman and gentlemen, I had
not expected to say znything upon this subject, but since

Atlanta has been brought inteo the pleture several times

in the mmarks made I would like teo say that?%ﬁ% first

seven or elght years of our work in the bank we decided

that there was no necessity for having a public reldations
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cormittee of this kind. But some of our diréctors had-
the idea that it would be a very fine thing and we put
1t to trial in 1923. We empleyed four or five men to
go eround and visit the banks. Every bank in our
district was visited. Wle employed an outside man who
teock charge of it. The result was that all they did
was to go around and spend a lot of money and seme of

have
them got jobs that they would not/otherwise had. Bmt

the burden of the questions by the member banks was

My
Why don't we get an exechange on our checks?," and,

&8 Governor Harding said, "Why den't they pay us inter-
est on deposits? They make lots of meney, they use
our money, and why den't they pay us for T o

I think the report shows that that was the burden
oI thelr talk. We discentinued the work but 1t is
bobbing up again now. une of our directors, at the
last meeting, szid he wanted us to go inte this subject
and make a report.

Now, I made a talk on this subject several years
ago and cne of the members of the Federal Reserve Beoard
criticised me pretty severely for the position I took.

That would not deter me, of course, from speaking my
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ming whenever I thought it was proper. I spoke then
on the subject, after lNMr. Jay had made a very elaborate
report, and I had a perfect right to do it. I spoke my
real sentiments, and that was that the public relstion
work, so far as our district was concerned,--I did not
speak for other districts; I was speaking for my own

-

district--was all foldérolyl just merely a matter of

giving people jobs. We did go inte this work some three

r four years age, and I might say that it was gotten
up expressly to get somebedy a job.

Governor Fancher. Mr. Chairman and gentlemen, this
proposed plan in the summary cn the program here 1s about
the plan that we have had in operation for several years
in our bank. I admit that different conditlons exilst
in the different districts now, but I think at the outset
that the conditlons were very much the same, 4in cne or
two respects, in all districts. We 21l had discongent-
ed members, scme of whom felt that they had been ceerced
inte membership. Seme of them were very sore about it.
Some of them were openly sore about 1t and did 2 lot of
talk}?id all that sort of thing. It was under those

conditions that we gave ponsideraticn to the organizing
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of the Member Banks Relations Department, with the first
ohject in view of selling the Federal Reserve System to
the member banks, because there was such great misunder-
standing and such great dissatisfaction in the minds of
some that did not know abeut it. They wanted interest on
their balances and cther things. Therefore it was very
interesting to follow the reportswhich the men who visi-
ted the banks made, and when they went around the second
or third time, it was interesting to note the change in
the attitude of some of the banks. We found at first

that there were banks so hostile that our representative

from the Bank Relations Department could not get into the

bank. They were given very discourtecus treatment.

That has gradually been broken down, and with a very few
exceptions, we have a very friendly attitude on the

part of member banks and ‘they are wvery much more intelli-
gent. New, with our men whe visit the banks, it has
been thelr policy te try te visit:. the banks twice each
year, ocnd 1n the reports which they make to us, and
which are summarized and come on my desk weekly, there

is a mass of very valuable infermation with regard to

particuler localities in the district. That aids us
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very materially in granting credit te the banks. It
8lds us in knowing the condition of ocur member banks.
It informs us if there is a condition that is net wholly
satisfactory or as to changed conditions, or as to the
tred of business either up or down in deposits or loans
a great variety of information of a great deal of value
comes to us from ocur members in our Bank Relations De-
partment. Therefore I would regret very much to see
our operaticns in any way curtailed from the way they
are belng conducted at the present time. I think they
are of great value, and I think for the meoney that it
costs that we are getting splendid results.

Governor Young. Dces any member of the Beard care to
say anything on this subject? Did not someone make a
motien te ¢dopt this report or epprove 1t?

Governor Talley. I made a motion te adopt the re-
port. However, in view of the dlscussion here, I think
that motion might be stated that the report be adopted

in principle, the sction having for its base a desire

to promote the educatlion of the public and of the

member banks as to real purpeses and intent and atti-

tude of the Federal Reserve Banks toward the membership
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. towards the public.

Governer Young. Do yeu make that as a motion?

Governor Talley. Yes, sir.

Governor Wellborn. I will second 1it.

Mr. James. Before you vut the question, Governor--

Governor Young. The Board is not voting on this.

Mr. James. That is what I was geing to ask, whether
or not action here would be censidered as approval by the

Federal Reserve Beard.

Governor Yeung. No.

Mr. James. or to autheorize the banks to go ahead
and carry out the program.

Governor Young. No. The Beoard cannot vote when
cthers are present. The Beard will take the vote of the
Conference here and determine it at a later date,

Governor Streng. "I de not recall whether sny lan-
guage appears in the repert suggesting that the appli-
cation of the principles set ocut in the report should be
modlfled where necessery to meet varying coenditions in
the different districts.

Governor Young. I thought that Governor Talley!'s

resolution covered that.
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Governor Strong. IT that is seo 1t might cover the
ocbjectlons that otherwise would arise to voting. I have
geined the Impression, from what has been said here, that
there are two polnts of view. (ne 1s that oppesition to
the System among members ~on 8811l exXists, that that
opposition will gradually die out as these critics die
off. The other peint of view 1s that they can be con-
vinced on these questions, such as has occurred in the
Boston District. I had hoped that the remarks made
here &bout this collection charge or exchange charge and
the payment of interest, and sc en, do not indicate that
there is sny intention on the part of the System to side-
step those questicns if there 1s any opportunity to con-
vince these people. I mean, to let the situation con-

tinue to smeulder, with no effeort by logical argument

and discussion te overcome it, seems teo me a mistake

in spy Qistrict, irrespective of conditions.

Gevernor Young. I can say to you, Governor Strong,
that in the Ninth Federal Reserve District there is
still thils opposition to the Federal Reserve System.
Perheps we are not convincing enough in our talks in

the Nerthwest, but you cannot change their minds. We
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would be glad to have some other Federal reserve bank,
through its public relations men, teo change their minds,
if they can be changed.

Governor Strong. I de not think there 1s the slight-
est question but thet the bankers in this country, if the
subject is properly presented, can be convinced of the
fact that payment of interest on their balances with the
reserve banks would be a calamity.

Governor Young. I had reference te par collection
of checks and the question of exchange.

Governor Strong. I admit that is more difficult.

Governer Young. Much more.

Mr. Jemes. On this matter of variation of condi-
tions in districts, and our pesition as to parring checks,
i1sn't 1t true that in the districts where this question
1s continuously agitated the customer of the bank is

not called upen te bear this burden to any large degree?

In cther words, the depositing customer of the small

country bank, he does not have to pay that exchange when
he mekes his deposit in the bank, because that deposit
1s usually the proceeds of some sale of commodities, and

if it 1s not paid for in actual cash it is paid for in a
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draft or a check drawn on some, we will say, reserve
clty, and the country banker is very glad to accept
that and put it to his credit st par. He does not
suffer from that, the customer himself, in these dis-
tricts, particularly the Atlanta District and the
Minneapolis District, as I view it. He 1s not interested.
The jebber and the manufacturer and se on who 1s sell-
ing geods 1n that district has been in the habit of
absorbing these exchange charges, and so we get again
an 1llustration of what Governor Harding brought out
of the difference in conditicns in the different dis-
tricts. In other words, they talk a different lan-

guage altogether in New York, and in many sections of

New England, and in the industrial centers of Cleveland,

and so on, to what they do in the rural sections of the
Ninth, Tenth and Eleventh Districts, to say nothing of
the Atlanta District and the Eighth District. That
has been my experience.

Governor Young. I wonder 1f we could have Governor
Talley's resolution repeated.: I think that does not
bind anyecne down to any particular program, nor to

this pregram as outlined, and of course the Board is
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Governor Harding. Before putting his resclution I
would like to suggest a little modification of 1t. Not
only have we the psychological differences in the dif-
ferent districts, but we have a vast difference in ter-
ritorial area and in density of population, and ell that
kind of thing. For instance, in the Boston District a
man visits the bank twice a year, and he goes around in
an autemebile, and he does not have to worry about
rallread schedules and pay reilreoad fare and all that
sort of thing as does the man in the Minneapeclis District,
where physical conditiecns are so different.

Governor Wellborn. The Atlanta District runs from

& pert of Tennessee to New (Orleans.

Governor Harding. Yes, and take the Texas district.
1x or seven years ago I was gring to St. Angele, and I
got te Sweetwater and had to change trains. People from
El Peso came on there and I talked with some of them all
the way te St. Angelo. There were twe cattle men sitting
opposlte me. Apparently they were friends and chums,
because they talked very.intimately, and one of them ex-

olained to me, "John is a nelghbor of mine. Our places
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are only seventy miles apart.” So you see therei¥s a

big difference in physical cenditions as well as in

psycheological cenditions.

I suggest that if Governor Talley would amencd his
motion te the effect that this report is approved in
principle, but that in carrying it inte effect due con-
sideration should be given to the difference in psychol-
ogy and physical conditions in the various districts,
I think 1t would cover the guestien.

Governor Talley. That is what I was intending te
convey, Governor Harding, that the bassis of it Is psycho-
logical entirely. It is nothing but psychology. Mr.
Chairman, I would like to have five minutes off the record
on this metter if I may.

Governor Young. All right; preceed, Governor Talley.

(Whereupon discussion follewed, which the reporter
was directed not to place of record,)

Mr. Martin. Mr., Chairman and gentlemen, I would
just like to say that the preocf of the pudding is in the
eating. The bank relations work has been satisfactery in
the Eighth District. What iir. Fancher has sald, and has

gso well said, has been proven in~our district, and I enly
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want to emphasize this vhase of the work, which is a
recent development. I think thet the reports of the
banks relations men are of great help te Governor Biggs
and myself and the others who must pass on discounts.
It gives us the situastion in the territory; it tells us
what to do, and helps in the supervisien of the bank, so
much sc, that in the office routine, attached to the
reports of examination are attached the reports of the
bank relaticns men. The report of examination can be
read more intelligently with the repert of the bank re-
lations men in frent of us; and when we go into the dis-
count committee, and I know Governcr Biggs will bear me

ocut in this particular one question, the bank relations

report has eften enabled us to come to a conclusion whilch

otherwlse se might have éeen fearful cof arriving at.
Governor Seay. May I have just one word, Mr.Chairman?
Governor Young. Yes, Governor Seay.
Governor Seay. I have expressed the opinien that

thls 1s an extremely fine report. I wish te repat 1t.

It seems clearly understoed, however, that conditions

vary in the different districts, and that different

metheds must be fellowed.
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Thls report lays a grest deal of emphssis upon
persenal visitetion. T would like te illustrate that.
In the previous year we made eight hundred odd visits to
ocur member banks., Last year we made one hundred and
fifty odd, That variation in the number of visits was
brought ebeut by practical conditicns. There were numer-
ous failures ameng the banks in the twe Southern States
of our district, chiefly among the nonmember banks, and
it was feound that the visits of ocur men were, under
circumstances and in some localities, misconstrued,
we had te abandon them.

There 18 commen agreement, I belleve, that it is de-

sirable to disseminate proper information througheut cur

districts with respeet to the cperations of the Federal
Reserve System. 1In the earlier days of the days there
were some studious minds in cur bank, and in considering
the subject they arrived at the cenclusion thst more
peeple could he reached by wriltten communicstien than
could be reached by visiting and public speaking. The re-
sult of that was the bockjet which the Richmend Bank
prepared, the prepersticn of certoin letters, primarily

for students of econcmics and banking in the colleges,
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and these bocks and papers are new in use in more than
one hundred colleges over the country.

I would therefore like to move, as a substitute,
that the report be accepted for the record and for
study by the Federal reserve banks.

It cannot be fellowed ocut in every reserve district.

Mr. Wellborn. I will second the substitute.

Governor Harding.'I think we would be interested in
hearing from Governor Bailey. He has a blg district
down there.

Governor Bailey. Mr. Chairman, I want to go off
the record.

Governer Young. Very well, CGovernor. Proceed.

(Whereupon discussion followed which the reporter
was directed net te place of record.)

Governer Young. Governor Seay, I think vours was
the last motion.

Governor Wellborn. I seconded his motion.

Governer Talley. I will withdraw my motion in favor

of Governor Seay's. It is perfectly satisfactory to me.

Governor Young. I had assumecd that his was an amend-

ment or substitution for the ether.
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Governer Talley. Why not withdraw mine entirely
and censider his?
Governor Young. Very well.
(Whereupon the mction, having been duly seconded,
was unanimecusly carried.)
Governor Young. Now; Mr. Mertin, you have one more
topic, I believe
Mr. Martin. We have one more topic here, which
I understand was alseo on the program of the Governors'
Conference, in a semewhat modified form, perhaps. That
toplc ia
"Whether better safeguards should be rut
around savings depcsits,  time deposits and
certificates of deposits in order te pre-
vent the conversicn of demand deposits into
such deposlts sec as to escape reserve re-
quirements.”
I will ask sr. Curtiss, the chairmen of that com-

mittee, to read that report.

Mr. Curtiss. "Mr. Chairman snd members of the Con-

ference, your committee has given this matter very care-

ful censideratien, beth from the standpoint of the
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provisions of the Federzl Reserve iAct and the Beoard's
regulations. The conclusions that the committee has
come to are that the regulations as now drawn appear to
go as far in restricting these accounts as it 1s pes-
sible te geo under the law and it is doubted if any fur-

ther restrictiecns could be made which weuld be helpful

without a chenge in the law. Pessible changes in both

the regulations and the law which might be considered are
the following:

" (1) Savings Deposits: That all withdrawals
from savings deposits in excess cf some specific
sum, for instance, $2,500 or $5,000@,on any cne
account during a period of thirty days can be made
only on a written notice of the depositor and in
no case can such withdrawal be made in less than
thirty days. When such savings deposit is subject
through such netice te withdrawal in less than
thirty days it shall be classed as & demand
depesit,®
You will notice that almeost always befere we have

been considering the size of the depeslt. Thils gets

and
away from that /simply brings up the question of the
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size of the withdrawal. In other words, 1t makes it
less lilable te withdrawsl.

{2) Certificates of Deposit: Certificates of
depesit unless payable st seme gpecific time after
thirty deys shall be classified as demand deposits,
or unless a certificate of depesit bears on its
face the requirement that the helder is required to
give the issuing bank notice of presentation of
net less than thirty days before presentation, and
when such certificates are through such notice
payeble within thirty days they shall be classed as
demand cdeposits,"

This deals to a large extent with the classiflcation
g

of time deposits, and if you will notice in the law

the reserves are always in connection with time deposits
and do not refer to savings depesits or certificates
of depesit.
"That there has been conversion of demand se-
posits inte savings depnsits there apparently is
evidence from every district and in seme cases in

viclatien of the regulaticns of the Federal Reserve

Board. It 1s, therefore, suggested that all exami-
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nations of naticnal banks and state member benks

sheuld disclese in some detail the character of de-

pesits of this character, the pelicy on which they
are handled and scome simple classification as te
amounts . "

The last two are just suggestions for consideratien,
and inesmuch as the Governcrs' Conference has already
infermed me that they are recommencding no change at the
present time In the Beard's regulations, I assume the
Governers ere in agnedmentr with the ceonclusiens of the
sgents, Governor Strong?

Gevernor Streng. I think se generally. We feel

that a theroughgeing trestment of the prnpnsitinn should

be had without an amendment to the act.

o

Mr. Curtiss. That is practically the conclusion et
which the Agents arrived.
Governor Strong. It 1s best teo leave the regulation

i t was and try tc exercise some closer supervision
of unscund practices, where the law permitted.
Mr. Curtlss. That is what ocur report means.
I would 1like te cpen up these twe

Governer Young.

suggestions for discussion, but the time is short. I
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think it 1s better that we think them over before we do
discuss them. Have you anything else?

Mr. Martin. In our report on the conference to the
Federal Reserve Beard the cther day, scme question came
up a8 te the cerst of the examination of member state
benks belng out of line with the crst of examinatien eof
similar national banks. We have locked inte that and
we have found out that really the Board has declded that
aquestien, because I have here a ceopy of a letter dated
January 24, 1924, X-3954, in which it is said by the
Seeretary:

"T am directed te advise yeu thset the Federsl

Reserve Board cencurs in the fellowing resolutien

adopted at the recent conference cf Federal Reserve

Agents."

That was prieor te this letter. Among the suggest-
iens contained in the resolution of the Federal Reserve
Agents was the felleowing, in which the Berard concurred,
as I understand 1it:

"1We believe 1t to be essentisl that the clos-

est cnoperaticn exist between the executive de-

partments of Federal Reserve Banks and the State
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Banking Commissiecners. We alse belleve
thet as a matter of gerod faith with cur State mem-
ber banks and in order to be prepared to extend
credit Intelligently, credit investigations of
State member banks should be regularly conducted.
We believe, tor, that these credit investigations,
whenever pessible, should be made at the same time
thet State examiner is examining the bank: first,
because of the desirability of cooperation; second,
because more information can be obtained at less
cost; third, because the bank sheruld not needlessly
be subjected to additicnal visits of examiners.
e belleve also that where speciel examinations other
than credit 1nve§tigations are made of member
State banks the charge for such examination made
by the Federal Reserve Bank sheuld not exceed the
fee that would be charged by the Comptroller of the
Currency 1f the institution were a Naticnal Bank.?"

In cennectieon with thet the Beard!s letter refers to

this letter X-3924 under date of December 2 , 1L 9EG 5 AN

which the Beoard states, in part:

"The Beard reccgnizes the inequity of the
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present method of assessing state member banks for

the crst of examinations and has ruled that the

Federal Reserve Banks need not assess agsinst each

Staete member bank examined the exact costs of the

particular examination, but may ossess against all

of the state member banks examined during a

calendar year the expenses of all examinations

made during the calendar year in preportion te the

egsets or resources of the banks examlned eon the

detes of the examinaticns."

Theose letters would seem te close the matter.

There 1s nothing more we have except this, that the
Federﬁl Reserve Agents! Cenference moved teo adjcurn, at
the end of the Joint Conference, subject to the pleasure

of the Federal Reserve Beard.

Governor Young. Is there anything else to come

before the meeting? If not, Dr. Goldenwesler is here
and has a story that will not take a great length of time
and I am sure yeu will all be interested in it. Dr.
Geldenwelser.,

Mr. Goldenwesler. Mr. Chairman and gentlemen, I

presune the Governer means te have me make a brief
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statement of the business situation.

Business has been sliding off somewhaet in the last
few menths. That I think is true, as & generasl statement.
There are, however, many parts of the country where that
would not be the case, In New England, the revival of
the textile industry has had the effect of making busi-
ness rather better than it had been for some time past.
In seme of the agricultural sections of the country bet-
ter prices for the cerop, together with an abundence of
crop, in mest cases has created a better situation.

The industries that have prineipally declined, are
the steel industry and the automcbile industry. The
eutemebile industry expects to have an outnut this year
perhaps as much as 25 per cent smaller than last year.
Of course the impeortant factor in the situation has
been the cessation of broductinn at the Ferd plant,
but that deoes not probably account for all of it.

The distributiecn of commodities has alsc somewhat

slowed down. Carleadings have been much smaller in

the last few months than they had been in the preceding

year; and that is true alsc both of the whelesale and

of the retaill trade.
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One of the most intercsting changes in the busi-
ness situation has been that prices have turned up;
for about four months consecutively the price index
of the Bureau of Laber and Statistics has advanced.
Flrst 1t advanced rather slowly. In the last two menths
1t has advanced more rapidly.

The principle element in the sdvance has been the
rise in the price of agricultural commodities; but non-
agricultural commodities, which have been slightly de-
clining, receding, for the matter of twe years, have
ceased te decline in price and there has been scme ad-
vance in that group of commedities.

Perhaps that summarizes the business situation.

I intended to say a few words on the aquestion of the
gold policy of the Federal Reserve System, or the credit
prlicy es expressed in the gold pelicy for the past few

vears. In order, perhaps, te contribute to dispelling

the opinion which is very widely held that the Federal

Reserve System has managed 1ts gold so as teo prevent
it from exercising its custemary influence on credit
and prilces, and as a consequence it has had a very se-

rious influence in preventing the recovery of the world
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the discrganizatien ef the war.

In the earlier years we were highly cemplimented on
the prllecy that was pursued in this countryy which prevent-
ed the flow of gold frem cereating an inflation. In
recent years, in the last two or three years, those com-
pliments have been changed to severe criticisms. We are
accused of sterilizing the gold, of having played the
tradltional part of India in hearding geld, and, by doing
thet, preventing the adjustment of cenditions and pre-
venting the equilibrium froem being established through-
out the world.

The accusation is that we have acquired a very large

prepertlion, an undue proportion, of the world's gold

supply and that we are helding on to it, by our credit

pelicies, in a way which prevents it from exerclsling the
Influence that it cught te exercise, and which weould
bring in 1ts wekgran adjustment that would be beneficial
to the world.

These statements, gentlemen, have been sc general
that I have felt 1t was perhaps worth while te speak cof
them here for a moment.

The accusations have not onlycommeifrmm abroad, but
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they have been quite general in this country. one of
our best kncwn instituticns of learning has jeined the
chorus of accusers. I believe myself that the System
does net deserve sc much of the eredit for its earlier
pelicy nor of the blame for the more recent pelicy.
The gold at no time has been sterilized.

During the time immecdiately following 1920, when
there was a large amecunt of geld coming in, it was used
by the member banks teo reduce their indebtedness at the
reserve banks, aleong with the currency which was flowing
back from circulaticn; eredit had of course been through
a tremendous expansion in 1920, and there was a curtall-
ment of eredit all aleng the line. Currency was flowlng
in at the same time that the gold was flowing in. This
gold did not, to be sure, enter intec the reserves of the
member banks. The gold, however, reduced the indebted-
ness of the member banks and thereby eased the credit

gituation very decidedly. If it had nct been for this

gold the member banks would in debt a metter of a billien

or more dollars in excessg of what they are now.
Thet, however, is now ancient history, and the

period I want to speak of a little more in detail, 1s
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the period since 1922, when the credit contraction had
run its course and when credit and business had turned
up.

During the five-year peried from June, 1922, to
June, 1927, imports of gonld te thils country were
$750,000,000. During that period there was practically
ne change in the volume of reserve bank credit, that
is, taking the period as a whole. There were seasonal
end other fluctuations--the low peint wes reached in
1924, &c.--but comparing the pericd in the summer of 1922
with the summer of 1927, there was practically no change.
The gold went, te the extent of some three hundred millien
dollars or a little more, inteo currency.

0f course there'was a natural growth in the demand
for curreney; that is the member banks would keep the gold
deposited with the Federal reserve banks and use a part
of the credit created that way or a part of the balances
created that way te meet the currency demand. About
475 millions of that gold was added to cur bank reserve
balances, and on the basis of that 475 milllen of addil-

tional reserves the member banks had increased thelir

loens and investments by £8,600,000,000, which is a rate
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of 1ncresse of over 18 to 1. The expension of member

bank credit on the basis of dollar reserve over that

period has been 18 to 1, which does not give the impres-

slen of any sterilization of the gold. The gold hes
had full effect, and it had an undecubtedly large effect
in the credit exggnSion because of the fact with which
you are all familiar, thet most of the 1liabilities of
the banks have been in tire deposits, which required only
small reserve, snd to show that there has been pessibility
of excepticnal large growth of the banks in the country,
member and nenmember, the inerease during the peried
was over 12 billlion, which was at the rate of 25 to 1.
This rate of expansion on the basis of the reserve has
heen fully as great as was pcssible under the banking
system of the country prior to the Federal Reserve System,
and the Federal Reserve System, therefore, has net in
any way reduced the effectiveness of the grld on the
credit situation, as compared with cenditlens that pre-
valled prior te the System.

The general statement that the grld has not been,
through the instrumentality of the FederalRescrve Systenm,

permitted te exercise the influence that it would have
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under earlier eonditions, is absolutely false in view
cf those facts. The gold hes been used in meeting cur-
rency demand, which of course reduces the amount of the
borrowings at the reserve banks for the same amount,
The rest of i1t formed the basis for the very rapid ex-
tensioen,

Now, the growth of credit of the member banks to
eight billion dellars, during the peried of five years,
deserves some analysis. That growth has been twoe billien,
seven or eight hundred millicn dollars in coemmercial
loans, about the same extent in security loans, abeocut
three billion in investments, so that the growth of
credit has been more rapid during the period than the
growth of industry.

I am refraining frem using charts, as yocu gentle-
men see, because I feel that most of these things can
be-stated without illustration, just as effectively:
but in any case, if any of you wish tec see it 1n more
detail on the charts, they will be available here.

The growth has been, therefore, very largely in

investments e£nd in loans, directly for the purpose of

supporting investments, or supperting stock exchange
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e;pansion, which of course alsoc has been on a very large
scale,

During this perioed the prices in this country have
not changed very mach. They advanced in 1923; they de-
clined semewhat early in 1924; they went up again 1n
1925; they declined from 1925 te the middle of this
yeer, and new they are approximately where they were filve
years ago. There has been no rise in the gencral prive

during the perlod.

The question then arises, what could the Federal
Reserve System have dcone, other than 1t has done, that
would have helped to zdjust things by ralsing ocur prilce
level above the present condition? The Federal Reserve
System could have done that cnly by doing scmething which
could net have been done prior to its sstablishment,
namely, by exercilsing its influence towards creating

more and more bank reserves, not in response to any de-

mend on the part of member banks, but in respense to a

policy of raising prices; in other words, by infletien.
The only way in which the Federsl Reserve Syatem could
have szcted differently would have been by goling out

into the open market and buying large amounts of securléles,
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beyond the peint at which these purchases would result
in the recduction of discounts, buying to the peint where
they would naghrally increase the assets of the reserve
banks and would directly enter intc the reserves of
member banks and constitute 2 basls for very large expan-
sion of bank credit.

I think 1t 1s well worth while te reallze that, and
to say that the critlcism is besed on & misunderstanding
of the System and on an exaggerated ldea of the power

of the System, short of scmething that would amcunt in

substance to a detail of all its
cause 1t would inveolve a forcing

would heve been imperssible prior

of the System--forcing it cut in

we have such large reserves, and

of purchasling them, if that was

I believe that is all I want to say,

less there are questions.
Governor Young.

of Dr. Geldenwelser?

respensibilities; be-
cut of credlt, which
te the esteblishment
view of the fact that

there 1s a pessibility

the one objeet of 1t.

Governor, un-

Dees anyone care to make any inguiry

Governor Harding. I would 1like to ask him 1f he has

teken inte consideration, in comparing the lve-year
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pericd he has referr-d to, with the twe-year periocd of
1915 and 1916, that the primary purpose of these golad
impertations in 1915 and 1916--we had lerge importetieons
In that period--whether almost the sole purpese of that
was net te pay for goods and commedities, war muniticns
and things of that sort, there being an actual demand and
forcing prices up? The primary purpese of thése mere re-
cent importations have not been sec much for the purchese
cf geods and commodities as they have been for the pur-
pese of establishing secondary reserves for those countries
that are trying to get back on the gold standard, ete.,
and setting up money here fer citizens of countries that
have a fluctuating currency and sc forth. There being
ne persistent demand for the experting of goeds, and
having the geld importation, the conly effect has been
in the price of securities rather than commodities.

Isn't there semething in that thecry?

Mr. Goldenwelser. I think that is exactly right,

Governor. At that time there was a tremendous demand for
commeodities for the belligerents. It was that demend,

backed by the geld, which causet prices te advance.
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And thet reminds me of cne thing I wanted to mentlon
which I forgoet. That 1s, that not enly hes the gold
exercised all of 1ts potentialities in this country,
in the way of énnetisining a base of bank reserves,
increasing the base, but some of the gold stlll contin-
ues te count as resérves for ether countries. There are
some balsnces, createcd through the importation of the
gold, which are now held here as dollar balences and
constitute the basis of credit and currency in & number
of other countries, so that the expransion, on the basls
of the gold, has been rather of unusual proportlon.

Governor Young. Are there any other inquiries?

there anything else before the mectlng?
Tr. Hamlin. Mr. Cheirman, I move that this meeting

do now adjourn.

(Whereupon, upen motion duly seconded, the
Joint Conference of the Federal Reserve
Beard with the Governors, PFederal Reserve

Agents and Chairmen of the Federal Reserve

Banks adjourned sine die at 32,05 olelocl ‘P

on Friday, November 4, 1927.)
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