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\ ' WASHINGTON

February 11, 18186.

Memorandum for the Federal Reserve Board:

The undersigned make free to submit the following
observations and recommendations.

There is appended to this memorandum a statement
showing the resources of the twelve Federal Reserve Banks,
the deposit liabilities, the cash holdings, the funds in-
vested, the gold reqﬁired as'rese:ye againét the present
liabilities of the Banks, and théﬂamount available for further
investments, a second statement sﬁowing the net return re-
ceived at present by these twelye Federal Reserve Banks from
their investments, and a thirdﬂs%atement showing the amount
necessary for each Federal Resefve Bank to have invested,at
different interest rates, in order to earn running expenses
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and the 6 per cent:_dividend.

This permits of three important conclusions:
First, that the expeﬁsgs of the Banks should be re-

duced as far as possible, It cannot be said, however, broadly
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speaking, that there is extravagance in the present management;
but it stands to reason that a structure based upon twelve dif-
ferent banks is in itself an expensive organization, and that by
reducing the number of banks expenses may be substantially re-
duced.

Second, that some districts have practically no local
bank bdrrowing at all, others have probably more than the Federai
Reserve Banks of their particular districts, with the small
authorized capital and the comparatively small resources of
their own, are able to take care of. By combining some of
these districts much better results can be secured. While the
Board has the power to have one district rediscount for the
other, it must not be overlooked that a comparatively small
bank, as a matter of conservatism, will not take care as freely
of the local requirements, because when it rediscounts it in-
curs a liability, and the 1limit up to which a Federal Reserve
Bank may act for any member bank is more quickly reached when
the total authorized capital and resources are more limited
and when a loss incurred is felt as a comparatively larger
proportion of all the profit earned, than if they were dealing
with the combined resources of two or three districts. More-
over, the member banks of a district will have more faith in a
larger bank than in a comparafively small bank, and they will
hesitate less in relying for their entire reguirements upon

such a Federal Reserve Bank, while with a small Reserve Bank,
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being frequently overﬁopped by individual National or State
banking institutions of the district, there is a natural strong
inclination to continue to look upon correspondent banks to as
large a degree as upon the Federal Reserve Bank for any credit
facilities that may be required.

Third, it appears very advisable to autherize the
Federal Reserve Board to permit, temporarily at least, some of
the Federal Reserve Banks to pay back part of the paid-in cap-
ital, leaving the authorized capital and liability unchanged.
This would seem to be in contradiction to what has been said
in the previous paragraph, but it is not so, particularly not
if districts were combined so as to have a larger authorized
capitzl; but even without such combination the authorization
to pay back part of the paid-in capital is most desirable, be-
cause, as above seen, itugggiﬁégh impossible for most of the v
Federal Reserve Banks, in the present conditions, to earn the
6 per cent. dividend on their stock without exhausting their
resources, and without at the same time inflating the general
credit situation, if wey the Banks would have exhausted their o
resources in order to secure a sufficient return to pay dividends,

lave
and it would meanlthat reserves had been reduced, not from 35

and 15 per cent, to 18, 15 and 12 per cent., but substantially
to 13, 10 and 7 per cent.; and this would have been done at a
time when there is common agreement that, in view of the great

ease of money, reserves should be kept higher than required by
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law, and not lower. The total resources of the Federal Re-
serve System at present are aboﬁt 514 millions, of which the
capital paid-in represents about 10 per cent., being 55 millions,
It does not make much difference whether 50 per cent,, or even
two-thirds, of this capital is returned, leaving the total re-
sources of the System at about 480 or 490 millions, as against
514 millions. The difference in loaning power is only slight,
particularly when we consider that a hundred millions of addi-
tional cash will have to be paid in, and when, as we hope, the
amendment permitting the note issue against deposits of gold
will add an additional power of several hundred million dollars.
The main strength of the System will always be in its deposits
which are fixtures, and the additional gold that can be brought
under control by the note issue,which may be considered as a
fixture inasmuch as experience will show that the Federal re-
serve circulation will permanently be carried in the pockets

of the people just as at present is done with the gold certif-
ficates, The paid-in capital does not add materially to the
strength or to the loaning power of the Federal Reserve Banks,
It has, however, as has been shown heretcfore, a very serious
bearing upon the policy of the Bank and upon the safety of the
entire banking situation. It has also an important bearing
upon the goodwill of the member banks and upon the general
situation, because the public will not understand that the

a.
Federal Reserve System may be a full success and render &he most L
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important national gervice to Fhe country, even if it does
not sarn dividendsx?ﬁﬁgzgﬁgﬁ;‘éanks and particularly the o
country banks will Be dissatisfied not to receive and which
the public at large will foolishly consider as the standard
by which to measure the success, Furthermore, the Government
is interested in the situation because it is entitled to the
excess earnings beycnd 6 per cent,,and there is no reason why
with a small capitalization they should not before long re-
celve a handsone return, ﬁThere is also this further considera-
tion, that as long as tﬂéﬁgéﬁks feel crowded in their earnings, 4
they will naturaslly be loathe to undertake expensive functions,
such as check clearing and gold transfers, note issues, etc.,
and their preference will naturally be more for higher rates
than for moderate rates.

The situation at present is aggravated by the fact
that Federal Reserve Banks cannot pay for whatever investments
they make by Federal reserve notes, but that all investments
are being paid for praoticallyf%é’loss of gold. The reason
for this is easily understood if we consider that under the
present law whenever there is a demand for currency it is being

' : : m.,,{ whin, (iae o3 = ot bl o7 Uty

filled by the issue of National bank notes, and-$hat Federal "y
reserve notes aze not being counted as reserve,se-t-hat-where
thereIo-z-demand.-for.-additional-cizculationand Federal re-

serve notes cannot Dbe accepted as.resewrve there is only one way

of settling for purchases, which is by loss of gold, It is
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readily seen how this affects the loaning power of the banks.
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Mr., Broderick'e report on the Feldera. Reserve
Bank of Philadelphia hae bheen handed to me and I have
glanced through it.

Excepting comsents upon the vaults snd soms chang=
ge sugrested in handling the teller's cash, the repart
is entirely favorable.

A letter bearing upon the gueetion of the vaults
is hereto attached for the consideration of the Board.
I suggest that sction be delayed in gonnection with
that matter until Mr. Broderick's return. Pending

that, I am writing Mr. Rhoads that there caunot ne any

doubt that, one way or ancther, Federrl Reserve Banke

will be charged within » year or two with carrying out
the bulk of the cheok clearings of the country and that
in making his plane he shouvld be prepared for this de=
valopment . The question arises whether, pending such
development, a largexr amount of cash coulld not be car~

ried in the sub~treasury or in the gold fund.
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The report of the ganergl opérations of the Fed~

aral Reserve Bank of Philadelphia permits of some in-

teresting analysis, The total invested funds of the
Bank were $8,500,000 on Janusry 3, 1916, as against

about $4,250,000 on May 8, 18156, The rate of incone

from this investment is at present B.17%, as againet
3.94% in May, 1915, Of thess $8,500,000 igvested,

about §5,000,000 are United Stateés bonds, about
$3,000,000 are warrants, $2,300,000 are scceptances,
and about $30C,000 are radlscounts.

It wiil be saeen from a statement received from
Naw York that New York purchased fe® Philadelphia dur-
ing 1915, $£2,800,000 par valus of warrants and
§3,400,000 of bankers! acceptances.

The total bank borrowing in the Philadelphia Dis~-
trict on November 10th was $3,100,000; the total redis-
sounting done by member banke in that district wase
$500,000, out of whish the Philadelphisa bank secursd
$145,000,

In order to earn ite dividends and expenses at 3%,
the Faderal Reserve Bank of Phlladelphia, according to
Hr., Broderick's memorandum, page B, would huve te invest

$31,000,000 The total amount available for investment
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J after setting asiderthe rassrve for ite deposits, e
$22,870,000 - that is to eay, that after a sufficient
amount would have been invested a2t 3% to earn a 8% div~
idend, all the reserve left in the Bank of Philadelphia
would be §1,3870,000. If we take a basis of 34% the
bank would have to invest a total of $18,000,000 and
there would he left a total amount of $4,350,000 to
BeXve as n reserve for the reguirenmsnt of the district.

Thie shows two things: Lirst, that even in a rich |
¢istriot 1ike Philadelphia, whero the rescxrve deposits |
a8 compared to the ocapital are large, present condl~
tione would measn the exhaustion of practically all a-
vailable Dundas if s dividend 18 %0 be ssrned at returns
whioch the bank at present oan sagura, I mention this
in grder to emphasize the point s¢ frequently made
that the pald-in capital in Philadelphia uwnder present
conditions is.tow large. Becond, overhead expsnszs
ought‘ta be reduced, which cannct be done with & system
of so large a number of banks. In this connestion two
eventualitiss may be contemplated: either to look upon
Philadelphia ae & part of New York (which for many rea-

8ons I should not recommend) or to extend the Philadelphia
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Distriet down Bouth, ac as to include in it & larxge
borrowing ssetion and 80 a2 %o seonre o bank whioh,
#ith a smaller percentage of capital pald-in, would
#t11l have & gapital large enough te ensble 1t %o op-
grate on & more comprehansive scoale and with greater
voldness than can &t present three comparatively asall
banka,

Philasdelphisa, Richmond sand Atlanta combined would
have an suthorized capital of §83,000,000, and they
would together have depcsits of §46,000,000. Their
paid~in capital at present ie §11,000,000, being a to-
tal of §57,000,000, These $57,000,000 are their fixed
resources., If half of the caepital paid in, $5,000,000,
or even two-thirds of the capital paid in, §7,500,000,
were pald back it wmould make comparatively little dife
ference in the power of operation of these bankej that
is to say, were their resources §57,000,000 orx
§53, 000,000 or $50,000,000 with an authorized capital
of $43,000,000 it would wake comparatively little dif-
farencs. It will make, however, a difference az be~-
tween night and day in the oparstion of these banks
whathar or not they have to 2arn dividends in timss
when they practically cannot do it without unduly de-

pleting their funds and at the same time inflating the
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genaral b&sktné sltuntion.

If »& lecked upon Philadeliphis, Riohsond and Ate
lanta (the latter without New Orlesns) ss thres inde~
pendent unites o b8 sdministered substantiazlly as they
are belng adsinletered today by thres bank boards, but
united by one stook gepital inetend of three andi forme
Ang ono disixiet as to note lesue and baelis of cpars=
tion} we should segure vastly petter results, both 28 te
aificiency and souncuic opsration.

It i $he duty of this Boaxd to conslder how the
Syetem may e mads qguocaaw and 1 asm throwing ocut these
thoughts, not from & polnt of view of asking for sotion

or expeoting lwmusdlate rosults, but for the purpose of

having ay eolleésgues ponder aboul thdse suggeations

when thay think of the Duture develdpment of the Systea.
I know that unitiag Philadelphia, Richmond and Atlanta
ie toe radigel 2 thought, becsuse 1f garried out with
resyeet to other districts, 1t would lesd %0 a rveduotion
to Tive or alx districts, whioh 18 going further than the
Aot contemplated. (8es Memorapdum 1 attached.) But eve
en i Philadselphls snd Richuond were united and Atl#ﬁta
nd Qleveland Shrown togsther & great improvssent might
be seouresd while the ainizus nwaber of eight banks cvuld

)
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be obearved (Bee ia ; attnghed). The aemo~

randa represent the roughest kind of sketches without
going inte the guestion of adjustments that would ba=
gume necessary Af a consclidation of districts ae here
cutiingd #esre contamplated betwsen the presant distrliota.
Thers is something ralligslly wrong no¥ and it can=
not be cured by adding to s Lfaulty construction &
faulty policy of sdminiatration. The Federal Ressrve
prineiple is scund us long && the number ¢f the banks
is kept within veamonable boundse. With twelve banks,
and too large a cepital pald in,

a resgtion is bound to come and the lenger ihe Lriends
of the System walt in applylng & raemedy, the strong-
sy the resctlien will be when the defects are cured Ly
itz enemies) the lomger we walt, ithe greatexr ihs dane

r will. be that the changes in that case will be very

drastic and 00 SERLIGHLIG .
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Aplt . Tgbal
Authorized. Padd in. Deposite, Resourges .

Phliadelphia 28 ok
Richmond 1l e
Atlanta Sad
28 000 D8 56 .8
8t1 Louisdhould inc.N.Orleans 150
Kansas 1548
Dallaws 10
Chicageo 5548
Hinneapclis l&.:
Cleveland .
.5\’.) e ] .() lll ol
Hew Yoxrk
Boston
b 9 P CBE8.8
BQen Franclsoo 8 b4
108.8 478.0
54 o B

L7 A
LIIE ey

With 1/6 paid in 500 &

Ko adjustwents made for

W

New Orlesns & Clevsland,etc.

P.&i.?l.
23/7/18,
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Capital :
Authorizad. Pald in, Depesits. Rescurces.

Boston (1) 10.2 5,10 38,3 33 .3
New York (2) 3840 11,00 185,68 306.6

Philadelphia () .87 S

Richmond ¢ @ eu 11.3
17-‘.; Bal d?oi 46.6

Cleveland (4) 6 +G0 2567

Atlanta 2 o i T
18.0 el O% <8 4048

8t. Louis (5) &« 80 1540

New Orlesns 050 1o
848 o el 18 18.7

Chicago (8) 6.?0 5546

Minneapolis & o B0 14,7
18.8 Tel0 [P 72.4

Kansas Qity (7) <« UL 16 .5

Dallas - \ 2 « 50 10.0
il 2 eV 28 o 31.7

San Francisco (8)

.Q
.
{0
e
w0
<
$ov
-3
2
o
b
*
N

54 .80 %

%ith 1/6 paid in 500 .
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Februsry 4, 1916e
Dear Governor Rhoads :

I have your letter of February firsb. and apologize for
not having snswered soonérs 1 had Foped to takre the matter up with
the Board, but we have beon 80 busy it has not been possible to do
80. Megnwhile, let mo give you my peraonal opinlon, which is this :
sooner or later, and probably sooner, ths Federal Reserve System will
develop a clesring system which will eventually serve the emntire coun-
try snd in making your plans for the future, I think there can not be
any doubt you cught %o be prepered for such development.

Would it not be possible, if it proved to be necessary, to
extenl your gallery so as to cover practically the entire floor, and,
furthermore, would your building permit of the addition of a further
story, or do you expect that, in case the clearing business would re-
quire a great deal of additlonal space, you would have t0 remove en=-
tirely ¢

ur. Broderick has not yet returned, but I am swre that Ie
has nothing but favorable roports with respect to your benke I saw
from his report the suggestionshe made to you concerning the handling
of your cash, snd I am sure that you will be giad to act upon these
suggestionse

Very truly yours,
(Signed) PAUL Me VARBUHRG.

Cs Jo Rhoodn, Esdey
Governoy, Federal Reserve Bani,
Philedelphia, Pennaylvenise




WDYRAL RESTRVE BATX OF JHI ADELPHIA,

A‘hil&dﬁlphi&, Fobe 1. 1916,
Deax jire Varbuwy :

1 have read ovor with a great deal of iuterest the report which
lre Aroderick left with us of his examination of this institution, and am
rather disapyointed that he 4id not find more to criticize. ¥e sre so cone
geious that we are far from perfect that wo are very amious to improve owr
methoda in every way possible and hopo that s Broderick will feel froe
&t axy tice to neke any sugpestions to us which he may think are helpfuls

Vith referonce to the eriticism which he made of our vaunlt, aml
whichy a8 you know, has cluimed our directors' attention from time to tive,
I think you may be intorested in seeing a copy of a letter recsived by us
yosterday from the Hollar Company, giving us an estimate of the cost of o
new vault simidar to the one which the Franklin Nsticnal Bank is now ine
stalling in its new bullding, and also of another vault similar to the one
built for the Federel Neserve Boxk of linnespolise I do not kmow just
how our directors would feel today sbout incwrring the expense of o now
vaulty, but think that they would have the courage to undertake the proposie
tion if they could see clearly what owr futuwre in this clity will bee I
doubt if we could hamile a very large volume of check collections in ouwr

present bullding even if we extended the gnllery beyond what we now have,
and therofores, we would hesltate to put in a large vault here if we felt
that we would heve %o move out in a year or two into larger quarterse If
you have glven any thought to this matter, I should be very gled if you
would let me know how rou feel sbout it.

I enclose, horewith, the ususl Clearing House statemeunt which
you will observe shows & decreuse in the exces: reserves of national banks
of 7,766,000, The excess reserve, however, of almost (28,000,000 is suf-
ficient to prevent any irprovemsnt in rates, and now that o r acceptances
are running of f rapldly, we are becoming nlarmed lest our earnings for the
month of February mey fall off materially. I succeeded today for the first
time in buylng from the Franklin National Bank one of 1ts mcceptances, which
though for a very smell amount mskes a start and perhaps from now on we will
be able to got somo of thelr business.

1 an very moh obliged to you for sendin; me a copy of your

romarks delivered in Hew York on Jenusry 256, and look forward with pleps-
are to reading ite

Very truly yours,
(Cigned) Ce Je RHOADS,

Governor.
PAUL K. WANBURGy Eaqe
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THE HOLIAR COMPANY
ENGINVERS AND OURFRINTERDERTS OF BARK VAULD COMITRICT ION.

Philedelphia, Jamnary 31, 1916,

¥, Charles J. Rhoads, Governor,
Pedoral Rescrve BDani,
Yhiladelphia, Fae

Loferring to delative size and price of vault of the Frani-
1in National Bank and that of the Federal Hesorve Bank, Mimmeapolis, beg
%0 say that we hand you herewith dlue prints (33b2 and 3462, showing plan
and elevation of each of these vaultse

The vault of the Franklin National Banic is being conatructed
of Harveylzed nickel stoel armor plate, there boing a total of 12 plates
in this entire construction, The cost of this vault without foundations
or lockers is 535,00000

As stated to you verbally, we have recently had z call from
parties representing a Bank in Canton,Chine, snd were agreeably surmprised
when the Bethlehom Steel Com any offered to duplicste the vault of the
Pranklin@ational Bank at the same price, plus the differcnce in cost of
freight between New York and Cantone

b The Franklin vault has a floor area of 433 squar: feet or it
ie 66}, lerger than the vault of the Federal Reserve Barr, Himeapolis.

In reference to the Tedernl Reserve Bank vault, this vault con-
tains 168 square feet of floor space, 1s bullt of laminated or five-ply
welded steel end iron or openhearth steol plates, there being a total of
9893 pieces entering into the construction of this work, other than pieces
or parts which are common to both types of wault, i. e. hinges, compressor
mechanism, boltwork and lockse

The coat of the ¥oderal Reserve Bank veult wes (24, 241 ex~
clusive of lockors and foundations.

In refaerence t0 the cost of foundation for armor vault, this
would apyroximate (2,000 4As t0 the cost of the lockers, if the entire
capacity of the vault was ¢ be furnished at once, the cost would approxi-

mate {6,000

The spiroxisrate cpast of foundation for a laminated vault of
the sbove dimensions would be 2,200, The approximate cost to equip the



1)-
laminsted vault with lockers would be {4,400,00

It may interest you to kmow that if the armor vault is ro-
duced by eight fee in length it would effect a saving of apiroximately
{8,000 or prectically emough to provide for the foundetion and lockors, -
and ot the same time furnish 42% more awvailable sBorage capecity than
je contained in the v anlt of the Federal Reserve Benk, Minneapolis.

Referring to the price of armor vault, the Bethlehem Steel
Compeny's price was (62,0600, hut after considerable negotistions and the
statement on our jart that the Bonmk might be satisfied with & laminsted
veult, they redused their figure to [62,000.00 which we, at that time,
considered a very reasonable price.

Very traly yours,
(84gned) WM, He HOLIAR

President.

1HCe
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N of ok A oo 4 &
11 1TMEvive,

Hon, F, A, Delano,

Vice-Governor.
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FEDERAL RESERVE BOARD

WASHINGTON

January 7, 1916.

Warburg:=
I tried to get you on ".L}"_é phone t 7 and Tinal=

ly asked Judge Elliott to see you and tell you that I cannot
get to Washington tomorrow, I have long been interested
in the Trisco reorganization and a vital situation has arisen
in that requiring my presence in 5t, Louis tomorrow,. I an
most sorry, as I seem to have been putting you off, Every=-
thing is, as you know, particularly busy. This is a matter
where these clients feel my presence absolutely indispensable
and would not be able to understand my failure to respond to
the call. I trust to continue to maintain a share of your
regard in spite of this.

.This letter is dictated but not signed by me, as I
have had to leave suddenly.

Very truly yours,

S e S

Paul ¥, Warburg, Esq.,
Tederal Reserve Board,
Washington, D, C.
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Four of the appointive members felt strongly that the
great benefits, certain to accrue to the country from the oper-
ation of the Federal Reserve System, might yet substantially be
increased if, instead of the maximum number of banks, & number
more closely approaching the minimum had been decided upon, at
least for the beginning. These four members conceive the Feds
eral Reserve System as a combination of centralization and de-
centralization which will produce the greater results the near-
er these two forces balance each other. Both forces carrjed
too far will defeat the purposes of the Act.

The four members believed that, without serious disturbance
and without disrupting existing orggnizat}ops, some districts
might have been consolid;z;éggga tﬁ;léfrégéth, scope and effi-
ciency of some of the banks thereby materially enhanced. They
believed that in vesting the Board with the duty and power of
"reviewing", "readjusting" and "Creating new districts" Congress
had given the Board the Power, within the limits of eight and
twelve, also to reduce the number of distriets if this in the
process of readjustment should prove necessary for the best of
the system. When, however, acting upon the request of the
Secretary of the Treasury and the Governor of the Board, the At-
torney General gave it as his opf2nion that the Board had no pow-
er of reducing the number of the districts determined by the Or-

ganization Committee, the Board felt, that in a matter of such

importance, no step should be taken the legality of which could




(2)

be subject to doubt. It was felt that under the circumstances
the Board would serve the country best by leaving it to the
Congress, if it desired to do so, to remove any doubt as to the
mesning of the Act and thus to definitely instruct the Board as
to the powers and duties to be exercigedfby it.

These four members deem it thei%fgg;§ to have brought to the
Congress' attention the following facts:

Pirst - Under the present law any Secretary of the Treasury,
by depositing or withdrawing Government deposits, may, if he wish-
es to do so, thwart the discount policy of the Boarq and render
illusory its power to regulate interest rates by 5£%gééggé redis- Vv
count transactions between Federal Reserve Banks, The law places
the Secretary of the Treasury in direct connection with the Feder-
al Reserve Banks and in making or withdrawing deposits he may come
pletely disregard the views of the Federal Reserve Board, though
in the final analysis the latter will be held responsible for the
safety and efficiency of the system. Whatever consideration in
this respect méy be shown by a Secretary of the Treasury id en en- ¢
tirely personal matter. His successor may in the exercise of his
legal powers disregard the advice and policies of the Board and
force upon the system his own policy.

Second = A similar situation exists in connection with the
powers vested in and exercised by the office of the Comptroller of

the Currency® It is in his power to furnish or withhold from the

Board and officers of the Federal Reserve Banks designated by it,

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




4 .

(3)
reports on member banks or other information. He may give rul-

ings, binding upon the Ngtional benks, which may be in entire

opposition to the policy of the Board. He may ask for statisti-
cal material which the Board may consider non-essential and omit
asking for facts or figures considered most essential by the Board.
He may be too exacting or too lenient. The Board has no power
over him and cannot protedt the system from any acts undertsken
by the Comptroller against the advice or without the knowledge of
the Board.
These facts are stated without any reference to present con-

ditions. It is unnecessary to state that there is every desire
on the part of the present incumbents harmoniously to cooperate
with each other. But it cennot be denied that this dual con-
trol is an element of weakness and danger which by many, viewing

the future, is looked upon with serious apprehension.

Poli{. W.
i2/21/15'
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December 30, 1915.

Dear Mr. Cotton:

I thank you for your gggfe;guvfs letier.

1 expect to leave fox New York this afterncon but
shall return either Sundal s fterncon or early Monday 80
that I hardly expect that I shall have time %o mess with
you during my very ghort stay in ihe couniry.

May I suggest that you prepare a draft of a letter
to be directed to the pracsident for transzission to the
Attorney Ceneral and then come ovar here tc Washington

ot and.coille
for o meeting with Mr. Ellilctti, end, after that, with the
Board, on either Tuesday ox Fednesday of the coming week?

With beet wishes for = happy New Year, I am

Very sin¢cerely yours,

Joseph P. Cotton, Esq.,
Fourtesn Wsll Street,
New York.
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FEDERAL RESERVE BOARD

WASHINGTON
Decemhex 29, 19150
Yr, Warburg:-

Referring to your letter of the 24th; I am

clearly of opinion that the Attorney General should have the

facts, for three reasons~-(1l) there is no reason why he should

not understand what he there is no telling what

lengths he will go if he does not, (3) it is a fine place to
make a record.,
If you are to in New York at the end of the week--
can fix that., If not, I think I can make Washington,

Please keep me informed as to your plans.

I return both reports herewith,

Paul M. Warburg, Hsq.,
Federal Reserve Board,
Washington, D. C.

JiPC . B

Enc.
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FEDERAL RESERVE BOARD

WASHINGTON

Decernber 27, 1915.

Federal Reserve

My dear lMr, Warburg:-
I enclose herewith confirmation of telegram
sent to you today.
I shall be glad to read the second report and advise.
I note you suggest a meeting possibly in llew York or Washing=-
ton. If there is any chance of your coming to New York, please
let me know.

Very tfuly yours,

Paul M, Warburg, BEsq.,
Federal Reserve Board,

|

Washington, D, C,
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LAW OFFICES OF
SPOONER & COTTON
14 WALL STREET
NEW YORK

CONFIRMATION OF TELEGRAM

THE FOLLOWING IS A CARBON COPY OF A TELEGRAM SENT TO YOU ON THE DATE STATED THEREIN.

Decerber 27, 1915,

Paul X, Warburg,
Federal Neserve Poard,
Wasnington, D, C.,
Your letter tweatly~fouril falls to enclose second report

Pleage send,

Je Pe Qotton.




December 24, 1915.

Mr. Cotton:

With reference to redistricting, I hand you herewith

r————————
VR I R RTINS 5

copy of the first and second reports of the committes for
your confidential use. From the latter report, you will
see that the committee recommends that the Attorney Gener-
sl be aeked now to give hies further opinion about the pow-
ers of the Board in changing Federal Reserve Cities.

The Board has charged our committee to frame such a
letter to the President to be transmitted to the Attorney
General, and I should like very much to have your cooper-
ation and advice in the matter.

To my mind, the opinion of the Attorney General, as
rendersd, if sustained, would destroy the power of the
Board to readjust because, if we are to maintain a mini-
mum of twelve districts, it is practically an impossibility
to readjuet some of the present lines in such a way as to
eliminate the existing hardehips and incongruities without,
at the same time, leaving some districts in $oo:weak a con-
dition to make for effective decentralization and strong

units.

1 do not know how far it may be advisable or practi-

cable to introduce thoughts of this nature into the request

bitized for FRASER




(2)

for & further opinion. I doubt whether there is any hope at

all of getting the Attorney General to reconsider hie present
opinion, but, in any case, we ought to know clearly what he
considers are our righte befors we go any further and before
we bring to the attention of Congress the conditions in

which the Board finds itself in connection with this gquestion.
Inasmuch a8 our recuest to the Attornsy General will, mno
doubt, be published, it is important that it be a document
that will bring out as many of the salient facts as can pos-
sibly be done. My own belief is that the Attorney General
will say that we cannot change cities Dbecause if the name

has been given, for instance, to the "Federal peserve Bank of
Cleveland, and the charter has been granted in this name, 1
dofibt whether he could get away from his own conclusion that
we would be destroying something that by law has been char-
tered to live for twenty years on the strength of only an im-
plied power.

It may be useful for you to have the case clearly in mind
while you are coneidering the letter that ie to be written,
and I would, therefore, like to refresh your memory as to the
pending points:

There is the question of Pittsburgh or Cleveland. If
Cleveland remains the Reserve City, the question arises,

should not Pittsburgh be transferred to the Philadelphia Dis-
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(3)
trict, where this territory properly belonge. If we do that,
we might materially weaken the Cleveland District. That Die-
trict, on the other hand, shculdf%gu;trengthencd by including
in it Tennesses end that part of Kentucky thet is now in the
ot. Louis District. Weet Virginia ought also to be included,
ae well ae the northern part of Alabams .

The Louisisne and Mississippi territory ought to go to
the 8t. Louis Dietrict. If we did;tgét, however, Atlanta
would be so weakened that that district gould not properly

At A
remain as an independent distriot. If%::iﬁo not take I away
ATy aneds
from Atlantag the Cleveland Diastrict willrremain an unsatis-
factory one.

A satiafactory solution could only be brought about by
ad justing the lines ae above skstched and leaving whatever
would remain of Atlanta as a branch o be appended to the
Richmond Distrzict.

The gume question we meet shen dealling with Baliimore
and Richmond. As it is, both in Clesveland and in Richmond,
the "tail is wagging the dog". If Baltiwmore and Richmond
ere to remain in the same dlstrict, 1t hae geriously to be
considered whether or not Baltimore should be the head offloe
and Richmond the branch. Ve meet the saue condition as in
the Oleveland District, that if Virginia and Maryland should
be divorced from the Richmond Dietrict/Richmond would become

a weask district unless the Atlanta branch could be added to
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i it. So in both cases -~ Cleveland and Richmond - readjustment

s a practicel impossibility as long as ve are tied down

@

becom

to twelve banks.

Please let these questions go through your mind and let

me have the benelit of your advice. It may be that we can

1 1

meet at the end of the coming week either in New York or in

Washington.
With kindest regards and wishing you a very Merry Christmas
and a Happy New Year, I am

Very sincerely yours,

Joseph P, Cotton, Esq.,
Fourtsen Wall Street,
New York.

P, 8 pPlease return the copiee of the rerorts as I am sending

e

you the only ones I have.
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December 16, 1915.

Dear Mr. Curtiss:

I am very amuch obliged to you for your letter of

December fourteenth and for the information which you

have so kindly i{uvrniched me.

Very truly yours,

Frederic H. Curtiee, Esq.,
Federal peserve Agent,
Boston, Mass.
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ALFRED L. AIKEN FEDERAL RESERVE BANK DIRECTORS

GOVERNOR FREDERIC H. CURTISS. CHAIRMAN

AND FEDERAL RESERVE AGENT
FLORRIMON M. HOWE OF BOSTON WALTER S. HACKNEY, VICE-CHAIRMAN

CARHIER AND DEPUTY FEDERAL RESERVE AGENT
THOMAS P. BEAL, BOSTON, MASS.,

CHARLES G. SANFORD, BRIDGEPORT, CONN.
ARTHUR M. HEARD, MANCHESTER. N. H.
CHARLES A. MORSS, BOSTON, MASS.
EDMUND R. MORSE, PROCTOR. VT,

CHARLES G. WASHBURN, WORCESTER, MASS.
ALLEN HOLLIS, CONCORD, N. H,

Dec. 14, 1915.

ERNEST M. LEAVITT
ASST. CASHIER

Confidential.

Paul M. Warburg, Esq.,
c/o Federal Reserve Board,
Washington, D. C.
Dear Mr. Warburg:
Mr. W. D. Higgins inquired about in your favor of the

———————

loth}appeared on his own account before the Organization Committee
’;ng it met here in Boston in January 1914. Mr. Higgins, I find,
died a month or so after that date. This man was formerly a
clerk in one of the Boston banks, later the cashier of the First
National Bank, Arlington, Mass. and at the time of his death called
himself an accountant.

He had an office at 75 State Street but apparently had
little employment. He was about sixty when he died and was a
man of very limited means. He was apparently a man who enjoyed
8 good reputation but had very moderate ability and is said to have
been eccentric. As his entire knowledge of banking came from
his narrow and extremely limited experience, it could hardly be

said that he was an authority on that Subject.

Yours very truly,

C&L..cu_sn_.:/ s .O-teaaik ~




HENORAND UM

/)
I have read lr. Blliott's memorandum of December 1l0th, in which

he reaches the conclusion that the Board would not be jJustified in malking
any samouncement to the effect that the Attorney Gemeral has definitely
ruled on the question whothey or not the Board has power to change the
name and location of & Pederal reserve bank within the district.

1 agree with Mr. Elllott that the Attorney General has made mno
definite ruling on this question. The only question, to my mind, is
whether the opinion which he has rendered does not necessarily negative
say such power in the Board. He has ruled that a Federal reserve bank
has received a 20 years charter and cannot be abolished without an Act
of Congress. To my mind, it would seem clear that removing, ®.g., the
Pederal Reserve Bank of Cleveland to the City of Pittsburgh and changing
its name to the "Federsl Reserve Bank of rittsburgh”, would be M‘t
to abolishing the Federal Reserve Bank of Cleveland and to creating a
new Federal Reserve Bank of pittsburgh.

It should, however, be remembered that Section 2 of the Act
proseribes that the Orgenization Committee shall supervise the organisation,
in each of the citios designated, of & Federal reserve bank, which shall
include in its $itle the name of the eity in which it is situated, as
"Federal Reserve Bank of Chicago™. This would seem to fix the namwe and
situs of the Federal reserve bank.

Similarly, National banks are obliged to include in thelr
cortificate of organization, the name of the bank and place in which situa-
ted, and until the Act of May 1, 1886, National banks had no suthority
eithor to change their name or their place of business, This right was
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finally given them wnder sald Aot of May 1, 1866, but they were only
allowed to remowe their location to some place in the same State within
thirty miles of the original location.

Prior to said pct of May 1, 1886, from time to time special
statutes wore padved by Congress, suthoriszing change of name and location.
Theso will be found on page 176 of the volume entitled "The National Bank
Act, as Amended™, published by the Comptrollor. The first case of &
special statute in this 1ist, is a statute authorising a bank to change
1ts location from the City of Hew York to the City of Brookiyn. This
was passed July 22, 1868, The socond Act on the 1ist is ome authorising
the City Natiomal Bank of New Orleans to change its name to the Germanic
National Bank of New Orleans.

The Enabling Act of 1886, of course, has no application to
Fedaral reserve banks, and I fail %o see how sny change of name or place
could be made by the Federal Reserve Bosrd without an Boabling Act from

Congress, as such change would be in derogation of tho charter given to
the bank for twenty years by Congrees.

Fuarthermore, I can find no power of roview in the Federal Eeserve
Bosrd as to the designation of Federal reserve cities by the Orgamization
ovémum. The power of review given by Bection 2 is confined to & review
of the determination of the Organiszation Committee, and Seetion 2 shows
clearly $hat this word "dotermination” refers only %o the districting made
by the Organisation Committee. There is o clear distinction, throughout
the Act, botwoon the act of the Orgenisation Committee in designating
Federal resorve cities and in doternining Federal reserve districts, and,
as I have um,thaonl.ypowrofrevmmthommdm-tobw
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of reviewing the dotermination of the Committee &8s to distriot lines.

Should, however, the Board feel any doubt as to this matter,

I can see no possible objection to requesting an opinion from the
Attorney General,

¢ &4
0/‘/ :,"Q):
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December 10, 19215.

(Confidential)

Dear Mr. Curtiss:
Could you tell me something about W. D. Higgine, of
75 State Street, Boston? He testified before the Organ-
of his own accord
ization Committee, but I am unable to find from the rec-
ords whether he is a banker, a lawyer, a merchant, or

what, and I would be much obliged to you if you would,

in a very quiet way, find out for me who he is and whe-

ther he is & man who is likely to speak with authority
on the subject of banking.
Thanking you in advance, I am

Very truly yours,

Frederic H. Curtiss, Esq.,
Federal Reserve Agent,
Boston, Mass.
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Washington, Decembar 10, 1%18.

Memorandus for Hembesrs of the Board.

Attached hereto ia an abetract of some Individual argusents
prepared by members of the Rediatricting Comsittee. There is al-
ae appended o table dhowing capitsiization under {four =2iterna~
tive sohsmes, togethar with & teble showing, la percentuge, the
presant distribution of ¢zpital and net reserve deposits, divid-
ed among the twelve existing dletricts. In addition, there ia
submitted here=ith an analysis of the ballot of the National
Banke tokan by the Organization Comzdbtee, and of a portion of
the record ¢f the %gheice of number of districta® sapreassed by

witnesses st the various hesrings of that committes.
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The three muain objects of the Federsl Reserve Act were:

(1) the ereation of indepenient banking centers, Each of these
wags to centralize o subatantial portion of the reseorves of its
distriet so as to render them available to serve as the Lasis
of an elastic note issue and no as to oreate and sustain a re-
liable market for commercisl peper and bankers' scceptznces.
(2) To bring about a greater stabilization of interest rates.
This was to be secured by rendering available funds that would
toemporarily lie idle in one part of the country for active use
in the same district or in some other part of the country.

(3) The establishment of the most economic system of clearing
and eollecting checks and of transferring funds both within and
betwoen the districts.

After a your of asctunl operation of the Federal HReserve
Banks the committee has reached the conelusion that all these
aims will be more effectively and more economically achieved
by a consolidation of the 12 districta into fewer and larger
unitse

Degontraligation ecarried too far does not produce inde-
pendences The stronger each distriet, the sreater will be
ite power to set as en independent center, the frecr and the
more effectual will be the interplay of idle reserve money and
the broader its basis of useful services A larger district will
ponsess 8 greater power of stabllization and equalization of in-

tersat rates within its own border lines, while the rediscount
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(2)

transactions between divtriets, carrying out the same process in
a larger field, will be sivpler and more effective in operation
with fewer and larger districtse. The smaoller number will not
only croate a basis of greater equality for distriets in dealing
with each other, but the elimination of Federal Reserve Banks

comparetively unimportont in size will gonerally strongthen the

prestige of the Federal Reserve Syatem in dealing with its mem-

ber banks and 1t will seoure that absolute confidence which is
necessary for the fulleat development of the systems

The establishment of sn economie and ef "ective orpanization
for the elearing and collecting of checks and for tronsferring
funde iz a problem beset with great difficulties. In order to
facilitate the asceomplishment of this task the Board, with the
cordial cooperstion of the Treasury lepartment, has established
& gold clearing fund which permite each Federal Reserve Bank, at
the ireasury or at each subtressury, to pay in or reccive pold
for account of any other Federsl Beserve fank or for its own ag-
gount with the Gold Clearing Funde The establishment of this
fund hes rendered umnecessary for the normal routine trensactions
the shivping of gold or zold certificates hotweon sny Federal Row
gerve Panks situated in districts where the Irecsury or subtreag
uries are locateds It should therefore be possible to undertoke
the collection at par of checks prayeble with Fedoral Reserve Banks

of such distriets. For districts, howewer, without such sub-
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tfoa&uriea there remains t0 be considered the ultimate charge
for shipping o and from the nearest subtreasury or Treasury yoint.
This has proved one of the serious obstaelee in the way of develop-
ing o sstisfectory clearing and collection plan and the committee
has thercfore reached the conclusion thet it will be of the great-
eat importence to so adjust the distriets that each should have
within ite border lines either the Ireasury or a subtreasurye.

Recsone of seconomie operation wonld also renier very desira-
ble reduction of the mamber of districts. ot only will the over-
head charges be reduced to & certein extent, but the cost of print-
ing and redemption ¢f notes, one of the heaviest items of expense,
ghould be materinlly decreased by simplifying the printing and ine
ereasing the field of eireulation for ench note, thua obviating
its too ropid redémptions The Government and the member banks
are both intercsted in the ecarnings of the Federel Rescrve Sanks
and thepeforeé in sceing the operation of the Fedecrsl Reserve Banks
earried on upon the lowest basis of expense competible with safety
and effiglencye

the Aet seems to have contemplated distriets of large area
with branchose The EZozrd believes this plan to be a wise one ine
aspuch ag it provents a seoctional spirit from asserting itself in
the menagement of the Federsl Roserve Danks.

It will be observed that the proposed roadjustment is not

out of harmony within the plan of the Organisetion Committes,

.org



(4)
in that it does not eliminate the original units. It effects,
in thess three cases, a coordination of two diastricts into what
may be termed twin districte, making the larger districts thus
created stronger and bhetter able to serve the territory inveolv-
ed, but leaving undisturbed, except in nsme, the identity of endh
of the component units. Each of the original districtes jolned
together will retain its particular tributary territory and ite
local administration, while securing the additional benefits
already indicated. At the same time, these sections, while
perved by branches or loeal agencies dealing with the member
banks of their immediate neighborhood, will have an equal share
in the administration of the #ntire district.

While the branch has an administration of its own, dealing
as heretofore with the member banke of its own district, its
constituents have a share in the administration ¢f the entire
dietrict equal to that of the constituents of the territory al-
lotted to the main district.

Two plans are submitied herewith:

Plan (1) with € districte; and plan (2) with 8 districts;
the only differcnce bstween them being that in plan (1) the Bos-
ton district is maintained, whereas in plan (2) it is combined
with the New York district.

Frou ths point of view of securing the moast econoalc and
&

effectivs operation there gannot be any doubt that plan (23)

wonuld be the more advisable one. Your committee is, however,

?onaoioua of the fact that in prescribing the minimum number of

Ol’g
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(5)
eight districts Congress had in mind to avoid, if possible, too
large a centralization of power in one single district.

It imst be conceded, however, that New York also under plan

(1) will remein the strongest district and that the addition to

500
ite capital of about §8,800,000, coupled with the obligation %o

take care of the member banks of district No. 1, which thue would
be joined to the New York district, does not add materially to
New York's superiority in thie respect.

Being mindful, however, of what might gensrally be conglder-
ed &8 the sentiment of the country, the committee does not con-
template uniting districts No. 1 and No. 2, hoping that district
No. 1 may succeed in proving ite ability t¢ aect mze an independent
and self~supporting centex.

Ae & thirs altermative, the committee considersd a gombina~
tion ¢f New Oxleans ond S8t. Louls, uniting on the other hand,
pPallas with Kenesme. In such combination, however, the District
Ksnsee-Dallae would hsve been witheut a subtreasury, while Bt.

Louis-New Orlesne would have had two subtreasuries.
) e 3 p - ? -
; z i 7 A E . ol 7 z / e et S ///'( z lrces /U

é/ Sl

& ,/. g &4 4

P. M. W.
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PLAN NO. 1.

Redistribution of Federal Reserve Districts und reduction to ©
of the iotal number of distriste. {4)

RISTRICTS NC. OF BANKS. _CAPITAL DEPOSITS TOTAL CAPITAL PFR CENT
{In 000's dellars) (In S00°s doilsrs ) AND DFPOSITS .
No. 1 Boston ¢ N.Y. 1049 16,121 174,447 180,563 50.1

Ne. £ Philadelphin 1027 8,519 28,688 37,207 €.8
Clevelend 1013 5,960 16,618 22,578
Rieh.&2tlanta 539 3,888 7,654
Chicuge & ¥inn. 1750 60,341
Eans.é Pallss 120 B2 11,108
8t. Louls ae 378 14,388

Sun Fruncisce } 12,403

TOPALeccsveesT 610 326,642

From data shown in the Comptroller®s Report of June 23, and the Federal Reserve Beard Bank
Statement of October 1, 1915.
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PLAN NO. 2,

Same as Plan Nos 1, oxgept that the Hew Orleans District has been ine
cluded with Dallas instead of with St. Louis, and the Kansas

Cit atrict | beon merged with St. Iouls in-

DISTRICTS HO. OF BANES CAPITAL BEPOSITS TOTAL CAPITAL PER CERT
{In 000's dollars) (In 000's dollars) AND DEPOSITS

Boston 435 5,134 21,705 26,839
New York 614 10,987 162,737 168,724
Philadolphia 1,027 8,519 28,688 87,207
Cleveland 1,013 B,960 16,618 22,678
Rich. & Atlanta 539 8,688 7,654 11,542

Chicego & Minn. 1,750 8,868 60,341 69,229

Kas.~3t. Louls 1,041 4,060 19,299 23 ,389

Dallas-N. Orleans G665 5,154 6,197 9,351

San Franeisco 526 3,931 12,405 16,384

7,610 54,521 325,642 380,163

From data shown in the Comptroller's Report of June 23, and the Federal Reserve Board
Bank Statement of Octobor 1, 1915.
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a2reept that the Poston Fedsral Reserve District
2, cq ngna;l &8 3%t rrasant constitutad, 3 P

ypbar of distri

§0, OF RBANKE CAPTTAL

L

A OTAL CAPITH PIR_CEE}
{In 0003 dollars) (In 0O0's dollmrs) : 3 08 4&

Rich,&Atl=nta 539
Chleazgo &Minn.l, 750

Kans,& Dallas

San Fran

TOTAL

spirvilierta Racart
; ¥

s!
Lo S

of Cetober 1, 1918,
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LA KO, 8.

Sarg as Plan NHe. 1, exsept that Wesi Virzinis hes beem insiuded in
the Richrond-Atlanta Ristrist inastead of ip
the Cleveland District. (A4)

DISTRICES ANKS CAPITAL PPOSITS ool CAPITA PER_CEET
{In 00C's dollers) (In fo‘a dol ars} AHD DEPCEIRS

— s

He. 1 Boston - Seii4 71,705 £6,829
Koo 2 New Yor: 10,987 152,737 163,774
Ho. 2 Philadelphia 1,687 8,519 28,6868 37,207
Ko. 4 Cleveland 896 5,449 15,52¢ 20,978
Hoe RichodAtlants 656 4,39¢ 13,147
Hoe« 6 Chicmgo & Ninn. 1,750 8,878 »3 69,229
Ko« 7 Kane.&lullas 1,32 4,839 » 108 15,947
Bo. B $t. louls ase 29375 € 1€, T63

San Francisco 26 o 37 2,402 16,324

':—\'TMA LR N 7.610 54.5:1 :—::5"&\; 3@;1(7 lC«'G-C

Fror dats shown In the Comrtroller's Report of June 23, and the Federsl Reserve Ucard Bank

Etaterent of Coteber 1, 1215.
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T each Federal Hessrve Bank 3o
for the System on Qgtober 18t

(In thousands of dollars)

Ho. of Capltal
Districts @ Capital Deposite gegzg_f_} 8
No. 1 Boston 437 5,134 21,705 36,8350
No. 2 New York 612 10,887 152,737 163,734
No. & Phila. A 5,287 21,068 26,335
4 Cleveland 5,844 18,064 24,008
5 Riohmond 3,558 7,378 10,736
No. 6 Atlanta 3,417 5,357 7,674
Ho. 7 Chicago 6,638 51,403 58,034
No. 8 St. Louis 2,783 11,149 13,981
No. © Minn'p's 2,488 8,956 11,445
N0.l0 Kans,.City $,038 9,144 13,187
No.ll Dallas 2,764 5,484 8,348
No.l32 San Fran. 536 3,981 12,403 16,334
7,610 54,728 334,747 579,475

Division of Reports & Statistics
Federsl Reserve Board
December 9, 1915,
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Ballot of the National Banks.

The Reserve Bank Qrgenization Committee addresced a letter
to esach National Bank in the United B8tates, asking it to please
state ite first, second and third choices for the location of a
Federal peserve Bank which would best serve its interests.

An snalysie of this vote reveales the following interesting
detalils:

The vote of the banks in the State of Tennessee was as fol-
lovwe:

For Atlanta...cco00 7
Baltimore...... 1
Chattancoga....1ll
Cincinnati.....l4
Louisville..... 8
MemphiSecoveees 8
Nashville......235
Richmond.. .o 3
st.hxiou%a......é
Washington.....

It is hard to find any Jjustification for including Tennes~

gee in the Atlanta Distriot. The natural tendency for commerce,
trade and finance would not be towards Atlanta but would be
north, northeast or northwest. That this ie 20 is borne out by
an analysis of the votes cast, There ware 85 votes cast. Of
these, there were 44 of a local character, being 11 for Chatta-
nooga; 8 for Memphia and 35 for Nashville. Of the reet, all ex-
cept 7 are for citles to the north, northeast or northwest, viz:
Baltimore, Cincinnati, St. Louis, Louisville and Washington - a
total of &4. Out of these, Cincinnati had 14 and Loulsville 8.
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(3)
Against these 34 votes there are only 7 heading South and these
are for Atlanta.

Of couree, it would have bsen interesting to have a second
canvass made in order to asgertsain how the local 44 votas would
have been cast had it been indieated to the voters that no bank
was to be loo“ted in Tennacsee. It is a pretty safe guese to
say that an overwhelming majority would have voted for Cincin-
nati or Louisville rather than for Atlanta. The second choices

bear out this assumption.

The vote of the banks in the 8State of Weat Virginia was as
followa:

For Baltimore.....31
Cincinnati....26
New Yorke.o. ... 1
Pittsburgh... .41
Richmond......46

-

It will be noted that out of 105, only 16 voted for Rich~
mond. For Cineclnnati, there were cast 26; for Pittsburgh 41, or
a total of 67, so that the "gonvenience and customary course of
businese clearly indicated that this State headed for the Cleve-
land district.

The vote of the banks in the States of Alabama, Louisiana

and Missiselippl was as follows:

Alsbana Louisiana Mississippd

Atlanta New Orleans 24 Birmingham 1
Birmingham 8t. Louis 3 Memphis 8
Clneinnati New Orleans 19
Montgomery 8t. Louls &
New QOrleans
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It is interesting to note that in Louisisna and Mississippi not

one single vote was cast for Atlanta; that in Alabama, out of
7%, only 8 were cast for Atlanta. Thus we see that out of the
total of 216 votes cazst by these three Statea only 15 votes were
cnst for Atlanta. The fact remains that, outside of the Georgila
vote and the Florida vote of 18, making a total of 108, there
remained only 15 votes cast for Atlanta, yet, nevertheless, she
was made the reserve oity for four states and for a substantial
part of two further states. That dus regard was given to the
convenience and oustomary ccurse of business in this case 1s
hard to conceds.

It is also interesting to note that not one vote was cast

in Louisians for Dallas. Its second choice was 8t. Louls,

' The total number of votes cast for Pittsburgh was 355, as
against 299 for Cincinnati and only 110 for Cleveland. If the
Board has not the power to ;hange Federal reserve cities, it
would appear only fair to allow both Pittsburgh and Baltimore,
by & direct canvass, {0 clearly express thelir desire to either
remain in the districts to which they are now assigned or %o
designate that district to which they would prefer being assigned.

It ie interssting to note that Connecticut's first cholice

was clearly for New York, which received 64 out of 71 votes.

Maryland voted as follows:

For Baltimore....85
New Yorkeeooo 4
Pittsb\lrgh. P |

laahingtén..ﬂgk
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Its firet cholce was, of course, Baultimore, while its second and
third cholce was Philadelphia. Out of 88 votes, Richmond re~
ceived, as first choice, none, as second cholce, 1, and, as

third choice, 3.

Two interesting statements by the Reserve Bank Organization

Committes (see pages 17 and 18 of the Committee's decision):

"Thirty-seven cities asked to be chosen. The com-
mittee could select at most only 12. Necessarily
25 cities had to be disappointed. * * * With so
many conflicting claims, momebody had to judge.
Congress constituted the committee a court and
gave the Federal peserve Board the power of re~
view. Disappointed compstitors should seek a remedy
through the orderly processes the law prescribes.®

"oritice of the decision of the committee revesl
misunderstanding in these directlions, and either
do not know, or appear not to know, that the Fed-
eral reserve banks ars bunkers' banks and not ox-
dinary commercial banke."
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Ballot of the Hearings.

An analysis of the investigation that was made by the Organ-
ization Committee shows that upon the guestion of number of dis-
tricts there have been heard 83 individuale. Four of these gave
only indefinite replies and did not specify the number of Fedex-
al Reserve Banks which they thought should be eatablished. There

remained 78 votes, whilch were cast as follows:

For No. g% of
of Banksg Votea: Percentage

7 5 6%
8 54

10 13%

11 5
13 10}

It is evident, therefore, that,
for B or fewer banks, there were voting 604%
nogn il " ] " " 71%%
® 10" " ] " u " 84%
while for more than 10 * " " " 153%
and LI * 11, only 103%

It is very interesting to analyze the eight and a half votes
that were cast for twelve districts and the four votes that were

cnat for sleven.

There ies reglstered as voting for twelve districts a gentle-
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man, W. D. Higgins, of Boston. The records do not show at all who
this man is. Apparently he came uninvited to the hearing and was
not taken very seriocusly because the committee did not even go to

wan
the trouble to ask him who he was or what/his interest in the mat-

ter, or what qualified him to speak with autherity on the subjeot.

Another vote for twelve is that of Mr. Bartlett, in 8t. Joseph,
Ko., and there are four additional votes originating in the New
Orleans hearing, ons being from Mr. Barr, President of the Fldel-
ity and Columbia Trust Co., of wew Orlesns, one being from R. W.
Knott, Editor of the Louisville Evening Pcat, one the Honorable
gwager Shirley, member of Congress from Kentucky, and one, the
Honorable Clllie M. Jumes, U. 8. 8enator {rom Kentucky. Another
one is the vote of Mr. Stubbs, of Kansas City. The one~half
vote ie that of Mr. Gibbs, of Baltimore, who stated that he was
uncertain, but made a general guese of eleven or twelve. The
last vote to complete the eight and a half is that of Dr. Willils,
who has stated that he expressed, not his own vote in the mattex,
but that of the committes for which he had worked. It is under~
stood that his own personal view, if given in an informal manner
today, would rather be in favor of nine districts.

When we come to the four votes that were cast for eleven dias-
triotn, we find that two came from Cleveland, being from Mr. Sulli-
van and Mayor Baker. Ae above stated, the half comes from Mr.
Gibbe, of Baltimore, and one came from Mr. Harding, who was record-
ed as favoring ten or ¢leven. Mr. Harding's vote would be cast

today for eight or nine banks, so that the most ¢asual analysis of
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the vote would increase the 473 votes out of 79 by 2 additional

votes and the remaining votes that were cast for 1l or 12 are
sasily recognized, not as the votes of experte, but as those of
men who, for loeal or politioal reasons congerning thelr own
bailiwicks, registered thelr votes for 11 or 13.

It is an intereseting feature that we find on the records of
the Organization Committee meveral men who now, after having had
a chance to study the matter more closely, and who at the time
voted for the larger number, are now agreed on the advisabllity
of having a number of districts closely approaching the minimum.

An analysis of the votes received by the Organization Com-
mittee is most conclusive as showing that an overwhelming major-
ity favored the smaller number and that it is safe to say that,
from these votes, the Organizstion Committee would find it dif-
ficult to show any direct svidence of the desirability of twelve
districts.

This analysis is based upon the hearing. Quite a number
of statements were filed upon the request of the Coumittee by
men who appeared and were asked, or asked for the privilege, %o
file memorands after more careful consideration, but it appears
that the Organization Comzittee neither consulted nor was guided
by the supplemental information submitted in writing by such

witnenses.
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Hinneapolis Ar ente

In order to understand fully the problem it is necessary
to recognize that i1f my plan be adopted there will bevthree
kinds of distriets: (1) homogeneous distriets, which sre essen-
tially borrowing sections, particularly at certain periods;
(2) homogeneous districts which are essentinlly lending sections;
and (3) mixed or Lalsnced districts which inelude both essential-
1y borrowing and lending secotions.

"In ueging the torm "borrowing scetion” I wish to designnte

gsections where the aggregate loeal borrowings, periodically or

permanently, exceed the lending ebility of the member banks of
the seetions Similarly, the term "lending section" is use: to
designate seetions where the lending ability of the member banks

of the section generally excecds the aggregete locel borrowings,

‘inneapolis distriet, in normal times, will

To 1llustrate: the
have a good Jemsnd for loans during erop moving sessons, but,
during the remaining purt of the year, 1t would probably be diffi-

eult for the Minneapolis Bank to meintain 1tself. By merpging

744
the two distriotgg’tha resources of Distriet 7 would automatieslly

become available for listriet 9 during the crop moving period,
while, during the remainder of the year, the idle funds of Distriet

¢ might find employment in the brosder Tield of operations of the
Chicago District.

Under the new plan, the distriets of Chicago, 8t, Louis,
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Clevéland and San Francisco moy be considered as bhalanced dis-
tricts. ZPostoneliow York and r‘hiladelphia may be considered as
lending districts, vhile Richmond and Danllas moy be considered
a8 borrowing districts.

The task of effectively and fairly dirceting or regulat-
ing rediscount transactions between districts thus vecomes &
mach simpler one for the Bourd, It 18 evident that three dine-
triets thut have not leen allotted & bvorrowing section of their
own will be counted upon in the Tirst degree for rediscount trans-
actions for those distriets which do not embrace a strong lending
geotion of thoir own. (Footnote: One large eastern district ex-
tending from iaine to Florida might heve constituted a balanced
district, but 4t is olear that laryland slone could not have acted

ag 8 suffieient factor to counterbalance the Richmond-Atlanta dis-
triet, and it was thought more logicael and practical to include
lgryland in  ¢he Philadelphia distriet, thus making it & componemnt

part of = homogeneous lending distriet.)

In establishing this classification, your committee is ful-
1y aware of the faot that mo comprehensive & prineiple can only
be applied on troad lines allowing for e ceptions from the rule
a8 varying conditions Tfrom time to time may require.

Thore i no doubt that both as to intra and inter-distriet

operations, & vastly @impler, and, therefore, more economical
and effective, system will be secured by the reduetion of the

mamber of districits.
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The Orgenization Committee, in 1ts Pirat report, states:

"Among the many factors which governed the committee in
determining the respective districts and the selection of the
eities which have been choscn worel

"Pirgte The ability of the ~ember banks within the dis-
triet to provide the minimum eapital of 4,000,000 required
for the Federal Heserve bank, on the lesis of six per vent of
thg gupital gtoek and surplus of member banks within the dis-
tricle

"seconde The morcentile, inmdustrisl, and finenclel con-
neotions exisiing in esch distriot and the relations bhetween
the verious portions of the distriect and the oity selected
for the locetion of the Federsl Eeaserve banke

"fhirde The probeble ability of the Federal Reserve benk
in each aistriet, after orpenisation end after the provisions
of the Fo eral Reserve Aet shall have gone into ef"ect, to meet
the legitimate demsnds of business, whether normal or abnormael,
in accordance with the spirit and provisions of the Fedcral Ree
serve Act.”

HOTE: It is perfectly clesr that a distriet like Atlenta

could not meet the abnormal demends of its districts A8 8 motter
of feet, even in a time of such great ense of money a8 the pres-
ent, and at a time when the sotton crop was moved so promptly,
Atlants hae not !een in & position to take care of it herself,

" but hes sccepted and used a Treasury doposit of $5,000,000 Ve
do not wish to be understood as considoering rediscounts between
distriots as snything improper - quile the contrary, the Fed.ral

Reserve System provides for this as one of the imvortant features
of the Acty Atlanta is mentioned in this connection merely be-

cause clearly she does not come up to the reguirements which the
Orgenigation Committee laid down &5 one of its tests of ¢liglibility.

"Fourthe The fair and equitable division of the available
capital for the Fedcral Reserve benks smong the disiricts created.”

HOPE: If Congress had wented the country to be divided on such
& principle, it would have been the capient matter for it to say 80
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It was clear to Congress that an equitable division of caepital
amongat eight banks was dmpossible owing to exist“ﬁbnditionn.
Congress was well advised and acted after due deliberation when
for the guifance of the Orpganization Cﬁmmittea and later for the
Pederel Reperve Hoord it pgave &8 the only injunction that the
diatricts chould be ertablished "with due repgard to the conveni-
ence and customary course of business.," But it is quite clear
that banks of more equal strength een be secured by dealing with

gight than with twelves

"Fifth. The gencral peographical situation of the dis-

triet, transportation lines, and the facilitieanrfor speedy come
runicttion hgtwean the Pederal Reserve bank and al pgrtigns

of the district."

NOTEs There can be no doubt that the facilities for speedy
communication bvetween EBoltimore and Fhiladelpliie ere supericr to
those hetween Richmond and Ealtimore.
activitisn'sr the BUBLriot, Whothet apribniturel, memifecturing,
B e ana 10s prospects for sne Puresd T

NOTE: This leaves entirely opem to doubt whether the Committee
wee trying to cover Ly one distriot mreas which were homogeneous in
tusiness setivities or such ss included business activities of a
varied characters If the egqualigation of reserves wort conteme
pleted, it would have been an edventage if the districte had teen

g0 organiged o8 to include varied business sctivities.
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Washington, November 29, 1915.

To the
FEDERAL RESERVE BOARD.

Your Committee on Redistricting has received and noted
copy of the opinion of the Attorney General addressed to
President of the United States, under date of November
1915, to the sffect that the Federal Reserve Board has
the power to abolish any one or more of the Federal re-

serve districts, or any one or more of the Federal reserve
banks located in the cities designated by the Reserve Bank
Organization Committee.

Your committee feels that there has been considerable mis-
understanding, not only of the substance and purpose of its
preliminary report filed with the Board on November 15, 1915,
but also of the motives which prompted it. Therefore, before
referring to any further recommendations, your committee is
desirous of recounting briefly the facts which lqﬁd to its
action and on which it based its recommendations with the hope
that a better understanding of the facts as they appeared to
your committee may promote a common point of view and conduce
to a continuation of the harmonious cooperation and mutual
good will that has in the past characterized the work of the
Board and stamped it with the approval of the public at large.

On March 1, 1915, Mr. Elliott filed with the Board an
opinion dealing with the general powers of the Board to review

the determination of the Organizaticon Committee, to readjust
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the rederal reserve districts, to change the designation of the
Federal reserve cities, and to reduce the number of districts
formed by the Organization Committee. It is to Dbe noted, how-
ever, that, in this opinion, the question of reduction was re-
ferred to very briefly, and Mr. Elliott later advised the

Board that the consideration of this particular question was

merely incidental to the main questions discussed in that opin-

ion and that, should the question of reduction be specifically
considered by the Board, he would appreciate an opportunity of
reconsidering his earlier opinion on that particular point.

In view of the doubts raised by Mr. Elliott, the Board
decided to avail itself of the opportunity of Senator Owen's
appearance before it in the hearing of the appeal of certain
Oklahoma banks requesting a transfer from the Dallas to the
Kansas City district, to ask him for his views concerning the
intent of Congress and the meaning of the Federal peserve Act
relating to the powers of the Board on this whole subject. The
request for Senator Owen's views was not accidental, but inten-
tionally contemplated to instruct and guide the Board in dis-
posing of pending appeals. His answer was that Congress meant
to "give to the Board the power of the Government itself in
dealing with this System", and that he thought the power of the
Board "would extend even to the power of reducing the districts."

It is understood, of course, that this statement by Senator Owen

was merely his own personal opinion and that it was made at a
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time when another though closely related subject was under con-
gideration, but it at least indicates that there was no decided
impression in the Senate that this power to reduce was not given
the Board.

The Board subsequently published a resolution, which it
had passed unanimously on May , 1915, when both Governor
Hamlin and Mr. Williams were present, providing in part as fol-
lows:

"That action on other pending petitions be deferred
until further experience in the actual operation of
the several districts, especially in the light of the
new clearing system which is about to go into effect,
and of the extent to which State banks take membership
in the Federal reserve system, shall have provided the
Board with the necessary data for a conclusion, it be-
ing the opinion of the Board that action on petitions
relating to changes in cities designated as the loca-
tion of Federal reserve banks should be deferred until
the Board shall have reached a conclusion from experi-
ence as to any further readjustments in the boundaries
of the several districts, or in the number of districts,
which may be desirable in the operation and development
of the Federal Reserve System.

Your committee is not aware of any objection raised at that

time by any member of Congress or otherwise,indicating dissent

from the proposition that the Board has the right to reduce the
number of districts.

On October 19, 1915, the general question of redistricting
was referred to this committee. Counsel for the Board were
soon thereafter requested to file opinions on the legal right
of the Board to reduce the number of districts. Mr. Cotton
filed his formal opinion on November 33, 1915, stating unquali-
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fiedly that the yederal peserve Board is fully authorized Dby the
Act to reduce the number of districts. Mr. Elliott, who, in
accordance with his own request, was reconsidering his earlier
opinion of March 1, 1915, filed his opinion with the Governor
on November 23, 1915, and on November 22, 1815, the Attorney
General delivered his opinion addressed to the President.

It may be noted, however, that, at the time of meking its
preliminary report on November 15, 1915, your committee had no
reason to believe either that members of Congress might con-
sider the Board without power to reduce the number of districts
or that members of the Board would, in view of the unanimous
resolution above quoted, adopt that view unless forced to do so
by conclusive opinion of counsel.

Your committee began its work by elaborating a report
submitting definite alternative plans, but it finally concluded
that it would be more advisable to ask the Board first to pass
on the gquestion of principle or policy involved. Your commit-
tee had reached the profound conviction that the country would
be better served by nine banks than by twelve. The reasons on
which this conviction was based seemed so striking and con-
clusive to the committee that it hoped that the Board might

adopt unanimously the policy which it outlined. The committee

is desirous of emphasizing in the strongest terms its absolute

confidence, not only in the underlying principles of the Federal
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Reserve Act, but also in the machinery provided for developing
such principles into a system which has already brought immeas-
urable bensfits to this country and which, with twelve banks or
eight banks, will prove of inestimable value. That the»number
of banks and districts originally created igiino largng;s
conducive, in the opinion of your committee, to the most effic-
ient operation of the system and to the safety of the country
is not the fault of the Act but is due to the fact that the
Organization Committee, which, though acting in the best of

faith, could not, in the short time allotted to it, acquire

such knowledge and experience as is absolutely necessary to a
én@é

determination of such an important and fundamental gquestion.

The Attorney General has since denied the right of the
Board to reduce the number of districts determined by the Organ-
ization Committee, and your committee is not disposed now to
meke any further recommendations with such an end in view. It
wishes, however, to insist upon emphasizing the facts appearing
to it at the time its preliminary report was filed in order
that no doubt may exist in the mind of the Board as to the sin-
cere conviction of its committee at that time, not only that a
reduction in the number of districts should be made in the im-
mediate future, but also that the Board had the right to make
such a reduction.

Your committee is attaching hereto an abstract of some of
the arguments that were prepared by it when it considered a de-
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tailed report. It is sincerely convinced that the peint of view

directed by these arguments will assert itself sooner or later,
and that the country will not rest satisfied unless the rederal
peserve System, so happily devised, will be developed to render
its maximum possible efficiency. Your Committee felt that, if
this adjustment is not made at this time, it will be made at
some future period with far greater disturbance and possibly in
much more drastic form than was contemplated by your committee.
It was noted by your committee that, of the eighty—fourbfitnesses
who were questioned by the Organization Committee on this point,
only nine (a majority of whom were not banking experts) recom-
mended the formation of the maximum number of districts, and
this fact seemed. to your committee to be a striking indication
of what the country might demand later on if no action were
taken now.

Your committee felt, therefore, that the greatest protection
from future disturbance is the immediate establishment of a sys-
tem enjoying its maximum degree of service and usefulness. The
country would not permit any serious interference with a machin-
ery so perfected, whereas inherent weaknesses, such as those
which seemed to your committee to exist now, offer a constant
target for reformers. For these reasons, not to mention the
many practical advantages incident to carrying out, prior to
January 1, 1916, any changes that may have been decided upon by
the Board, your committee was sincerely anxious to secure prompt
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action upon its recommendations.

As the chairman of the committee repeatedly stated, the

desire for haste was not prompted by any intention on the part

of your committee to force the Board to take any unconsidered

action, and the fact that the request of two members of the

Board for another preliminary report in writing as to the reasons
for its recommendations was not granted by the committee -mede
Covld it~

Sd—impogaiblembe- indicate that intent because the committee
stated that they were fully prepared to present orally all their
reasons and to reply in the same manner to any questions asked
by the Board. Such a course did not seem an unreasonable way

of preventing what seemed to it an unnecessary waste of valuable
time.

The committee had delayed filing its report for some time,
pending the return of Secretary McAdoo from the West, and also
waited until after Mr. Harding had called on him informally to0
apprise him of the views of the committee and to secure any
suggzestions which he might see fit to give. The Secretary, how-
ever, was unable, because of serious illness in his family, to
discuss the matter at that time with Mr. Harding, and the com-
mittee then filed its report on Monday, November 15, 1815, fix-
ing the following day for discussion of the full Board. This
discussion was later postponed until Monday, November 23, 1915,

because of the inability of the Secretary of the Treasury to

be present until that time.
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Though the committee does not want to discuss in this report

the propriety of tne Governor'o action in requesting the President

! i+
¥

of the United otutes to obuain an opinion from the Attorney Gen-
eral on the guestion referred by the Board to the committee for
its recommendations, it regrets exceedingly that such action was
taken without the knowledge or consent of a majority of the
Board and at a time when discussion of the report had been post-
poned. until it could be assured of the presence of the Secretary
of the Treasury and before the counsel for the Board had complet-
ed their own investigations.

The committee freely admits that, in view of the great im-

portance of the questions involved, it is not improbable that it

would have égv1sed guch action after further discussion by the

Board and after the receipt of the opinions of its own counsel,
but in such case it feels that it would have been advisable to
give the Attorney General a complete presentation of the facts
which, as Mr. Elliott, in his memorandum dated November 15, 1°€15,
t0 the chairman of the committee, indicated might be of very
material help in determining the legal points involved. That
such facts might have been of considerable assistance to the
Attorney General is indicated by the fact, for instance, that
in his letter to the President he put{ considerable stress upon
the closing of existing offices and the termination of long
leases, neither of which facts was contemplated by the committee.
Your committee thinks that it would have been only fair to
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the President, to the Attorney General and to the pederal peserve

System that, if the case was to be taken to the Attorney General

it be fully explained that wherever today there is a Federal
Reserve Bank which may have been abolished, the committee expect-
ed to see a branch doing the same business with its member banks,
with the same building and with the same organization except
that there would have been seven directors instead of nine, three
of which, in both cases, would have been appointed by the Govern-
mend

ment, and except that theAbanks would have been stockholders in
the larger consolidated concern and would have had the benefit
of the larger lending power and the greater prestige of the
parent bank and the more efficient equalization of reserves and
interest rates.

If your committee is right in the conclusions which it

reached as to the advisability of a smaller number of districts,

the permanency which the Attorney General and every one else

desires for the future of the system would have been best se-

cured by prompt and courageous action now. Even if it is con-
ceded, however, that the Board cannot act now, the power remains
with Congress to make changes at any later date, and it is the
conviction of your committee that these changes will be made
and must be made sooner or later, which so strongly impelled it
to recommend action at this time.

Your committee, however, realizing the strong negative power

of the opinion of the Attorney General, and accepting the con-
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clusions reached therein as practically binding upon the Board,
respectfully recommends that the Board abandon any plan of re-
districting which involves a reduction of the number of dis-
tricts below twelve, and that the Board now address itself to the
specific appeals pending.

There are now pending before the Board for disposal five

applications, viz:

First: The application of certain member banks located in
Western Connecticut requesting that the territory
in which they are located be transferred from the
First to the Second Federal Reserve District. The
committee respectfully recommends that a date be
fixed for the hearing of oral arguments before the
Board relative to this appeal;

The application of certain member banks located in
Wisconsin requesting that the territory in which
they are located be transferred from the Ninth to
the Seventh Federal Reserve District. The committee
respectfully recommends that the Board send letters
to all member banks of the Minneapolis District
involved in this appeal requesting, in the same man-
ner as was done in the case of the Louisiana banks,

that a letter be sent direct to the Federal peserve

Board stating whether they wish to be ftransferred

to the Seventh or to remain in the Ninth District,
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and stating also whether they feel that their in-
terests are being harmed by remaining in the Ninth
District;

The application of certain member banks located in
Louisiana requesting that the territory in which
they are located be transferred from the Eleventh
t0 the Sixth District. The committee respectfully
recommends that, unless the Federal peserve Bank
of Dallas desires to be heard in the matter, the
case of the Louisiana banks be decided upon the
facts now in the possession of the Board without
any further hearing, but if Dallas desires to be

heard that a date for the hearing be promptly fixed.

The application of member banks located in Pittsburgh

and Baltimore requesting that those cities be desig-

nated as rederal peserve Cities in place of Cleveland

and Richmond, respectively. Your committee wishes
to call the Board's attention to the opinion of Mr.
Elliott, dated March 1, 1915, which, in answer to
the question "Can the Federal Reserve Board, under
the terms of the Federal Reserve Act, designate
other pederal Rpeserve Cities in place of theose se-
lected by the Organization Committee?", held that
the Board has no legal power tc change the designa-

tion of a Federal peserve City unless such change is
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necessary in order to accommodate the convenience and

customary course of business in a readjusted district.

Mr. Elliott, in disposing of this point, concluded

that:

"If, therefore, the Board concludes that the dis-
tricts are not apportioned according to the pur-
pose and intent of the Act and determines that
it is necessary to readjust such districts, it
would seem clear that it possesses an implied
power to change the designation of the Federal
reserve cities. If, however, the districts are
not readjusted, it seems very doubtful whether
this power can be implied, and to change the
designation of cities without readjusting the
districts would necessitate resoclving this doubt
in favor of the exercise of this power against
the apprarent intent of Congress."

On the strength of this opinion of its Counsel, the
Board might well be justified in undertaking such changes in
the designation of Federal Reserve Cities as may be necessari-
ly incident to the readjustment of the districts in which
they are located, but, in view of the great importance of
this subject and because of the doubt expressed by lir. El-
liott, and also because of the uncertainty in the minds of
the committee as to the intent and effect of the opinion of
the Attorney General on this particular point, it has con-
cluded that it is advisable to recommend that the Governor
be instructed to address a letter to the President of the
United States, asking him kindly to request the Attorney

General to give his opinion on the following questions:
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(1) Can the rederal Reserve Board legally change the
present location of any pederal Reserve Bank

(a) In the case where there has been no alteration
in the district lines, and =

In the case where there has been such a read-
Justment of district lines as in the opinion
of the Board necessitates the designation of
a new pederal peserve City in order that the
convenience and customary course of business
may be accommodated as required by law.

Must the Board, in exercising its admitted power to

readjust, preserve the $4,000,000 capitalization of

each and every Tnedei'al Reserve Bank.

Your committee regrets that it is unable to make any
specific recommendation relating to the changes in the
designation of the cities of Pittsburgh and Richmond as
rederal _eserve Cities in the Fourth and Fifth Districts,
respectively, but it feels that any attempt to determine
those questions should be deferred until the Board is advised
finally and definitely, not merely of its power to change
the designation of a city, but also, first, whether the
power to make such a change is dependent upon further read-
Justments in the district lines, and, second, whether, if it
is dependent upon such readjustments, the $4,000,000 capital
limit must be preserved in making such changes in the dis-

trict lines.
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Your committee also feels that, in presenting this mat-
ter to the Attorney General, he should be advised that, while
there are distinct features in the present adjustment of dis-
tricts which do not commend themselves to the best judgment
of the committee, and while, in its opinion, the "lines of
convenience and customary course of business" have not been
observed to the best advantage, your committee can hardly
see how the Board could properly adjust these matters as long
as it is bound, not only to preserve twelve districts, but
also to maintazin for each bank a capital large enough to

command sufficient prestige and confidence. While the law

does not expressly state that districts may not be reduced

below an authorized capitalization of $4,000,000, your com-

mittee would be loath to recommend the creation of districts

having capitalization of less than that amount. If this is
true and if, as assumed, the Board is bound by the injunction
of preserving twelve districts, your committee does not see
any poseibility of adjusting these districts in such a man
ner as to remove some very serious inequalities that now ex-
ist. In several cases it is practically impossible to trans-
fer cities or territory which, in your committee's opinion,
properly belong to another district because such transfer
would further reduce the rescurces of certain districts which

already appear too weak.
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In this connecticn, the Attorney General asked the ques-
tion: "Would the power to readjust districts. which is ex-
pressly conferred upon the Board, be nullified or rendered
impotent if the power to abolish districts and banks is with-
helad?" Your committee feels strongly that the ruling of
the Attorney General practically destroys the Board's power
effectively to readjust the districts inasmuch as such re-
adjustment of necessity must be made with a view to preserv-
ing an adequate capitalization of each bank

Respectfully submitted:

® 8 8 e 4 4 8 s 48 a0 s e " oo

Committee
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November 27, 1915.
llemorandum for Ilir. Allen:

October 19:

"lir. Delano called to the attention of the Board the question
of the best method of disposing of business now pending before
the Board and suggested Xtz the desirability of a review of
such business for the purpose of determining what disposition
is to be made of pending applications for redistricting and
other matters.

After discussion it was on motion voted to refer

the question of redistricting to a special committee consisting

of lir. Delano, lr. Harding and Mr. Warburg, t ho Secretary of the

Board to act as Secretary of the Committee."
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Decenmber $, 1915,
Dear Hr. Comptiroller:

heve your letter of December 8th with which you return

two colored maps which, at his request, I gave to Governor

Hamlin ebout a week ago.

You ask for & memorandum thét, according to Mr. Willis's

statement, I asked him to prepare, deseribing distriet lines.

lire Willis was correct in saying thet I asked him for such a

gtatement, but at the time of our hending in our first repvort,
I believe the statement had not been completed and I, for one,
have never seen it. It may be that Mr. Delano has it if it
was finished,

I have put together some material from the committee'’s file
which may possibly bhe of interest to you, but in the alsence of
Mr. Delano, the chairman of the cormittes, and my collecgue, lir.

Hsrding, I do not feel free to send it to you at this time. I
shall take up the matter with them after their return,

Sincerely yours,

Hone John Skelton Williams,
Comptroller of the Currency.

*

org




THeE FiIRsT NATIONAL BANK
BosToN, Mas s.

DANIEL G.WING, PRESIDENT. BERTRAM D. BLAISDELL ,CASHIER.
CLIFTON H.DWINNELL ,VICE PRESIDENT. GEORGE W. HYDE, ASST CASHIER .
DOWNIE D. MUIR, ViCE PRESIDENT. EDWIN R.ROONEY, ASST CASHIER.
BERNARD W.TRAFFORD, VICE PRESIDENT. WILLIAM F. EDLEFSON, ASST CASHIER
PALMER E.PRESBREY,VICE PRESIDENT. STANTCN D.BULLOCK,AUDITOR.
FRANCIS A. GOODHUE ,VICE PRESIDENT.

OLAF OLSEN, VICE PRESIDENT.

December 8,

Pierre Jay, Chairman,
Federal Reserve Bank,
New York City.

Dear Mr, Jay:

We are unable to locate
a Mr, W, D. Higgins of Boston. He
does not appear to be in the telephone
book or the directory, nor is he known
to numerous of our friends in banking
circles where we have inquired. Can
you give us something a little more
definite to work one.

Very truly yours,

Vice President.
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FEDERAL RESERVE BOARD
WASHINGTON
Dscembor 8, 1915,

7
vith this two colored umaps roceived

-

¢ from Govsrnor Hamlin (and which hs asked ws to

return to you) which, as I understand it, reprssent your sug-

)
~

gestions rolative tothe revisiom of Fedsral Rsgsrva Districta,,
report submitted by the "Re-digtricting
Cormittee™ on ti th ultimo,

You will, psrhaps, recall that secrotary Willis statsd
Board mseting a few days age that aftsr the appointusnt of
comuittes, of which you wers a uember, you had ssked hinm

to prepare a statemsnt or wgiorandum, which, as I understood it,
ralatsd to district lines ang mattsrs concerning the work of ths
ccmnittse, If it should bve entirsly agrseable to you to d 80,
411l you not bz so zood as to let me ses this meumorandum,

I understand was considersd by one or wmors members of the commit-
tse in connsction with ths roport submittsd by the Conmittse,

Sincersly yours,
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RIDER II
Ga o, T olferatort
The comnittee for-meny—reasene considered Feverehly-a
combinatidn of llew Orlesans and Ste Louis, uniting on the other
hand, Dallas with Kansase In such combination, however, the

Districet Kansas-Ballas would have been without & subtreasury,

while St. Louis-~lew Orleans would have had two subtreasuries.

;,(zﬁw/

ttp: //fraser stlewsfed org




o 221

- AIKE:OVIINOI FEDERAL RESERVE BANK FREDERIC H. CUDI:::::T::F:ISRMAN

FLORRIMON. M HOWK OF BOSTON WALTER S. HACKNEY, VICE-CHAIRMAN

SASHIEE AND DEPUTY FEDERAL RESERVE AGINT.
THOMAS P. BEAL, BOSTON, MASS.

CHARLES G. SANFORD, BRIDGEPORT, CONN.
ARTHUR M. HEARD, MANCHESTER, N. H.
CHARLES A. MORSS, BOSTON. MASS.

EDMUND R. MORSE, PROCTOR. VT.

CHARLES G. WASHBURN. WORCESTER, MASS.
ALLEN HOLLIS, CONCORD, N. H.

ERNEST M. LEAVITT
ASST. CASHIER

Personal and coniidential

Hon. Paul M. Warburg,
c/o Federal Reserve Board,
Weshington, D G,
dear Mr. Warbure:
didic know w to express to you my
=

appreciation of your personal interes s shown in your letter of

e e —

December 3, Vout I ecreatly apprecisate kindn 5 and the assur-
—
ance which your letter brought.

I want you to understand that I heve never ner-
mitted any of the discussions of the changes or consolidations sug-
gested in the iederal reserve organization to give

whenever these matters have
ways felt that matter of the development
good d¢ bicger than any individual success and have
been endeavoring to contribute my share to its de ient without
much recard for my personal interests in

While I am writing in this personal way I want

to tell you what an important factor in my interest in this work has

been the inspiration that I have gotten from you end !Mr. Strong.

v

While I have made gsome considerable sacrifices of personal comfort
and of an assured #&¥d modest future in my own city, they amount to
nothing compared with the sacrifices that you both have made and it

has been & continuel inspiratio: me to be associated with you

bhoth, and I only wis nat I we were broucght in more fre-

ip://fraser.stlouisfed.org
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December 4, 1915.

PEREOEAL & COKRFIIENTIAL

Desr Governor Van Zandt:

I heve your letter of December 1lst and thenk you very
much for your kind remarks edncerning my addrecses.

I was very much interested in what you said sbout the
rumors i that had reached Dallss concerning the sbolition of the

districte. Let me sy to you in confidence thet the rumors in

the papers sre not supported by facts. The Bosréd discussed the

question of re-d&stricting only upon the basis of principle in-

volved; whether or not the country would be better served by the
smsller or larger pumber of districts. As you know, the Attor-
ney General has given an opinion denying the right of the Beerd
to put into effeet eny plen which would involve the reduction cf
the number of Federsl Teserve Banke.

Conficdentielly, 1 mey state tc youn tket the Bosrd in ell
probebility will eubmit to this ruling.

Confidentielly, I shculd like to add that not ocne of the
members of the Bosrd contemplated enything that would involve
the destruction of existing orgrnizations. Even j» csses where
theoretically the question of consclidating two districts was

discussed, members of the Board slways hed in mind thet i

»esd offices now sre in existence, ¢t lecst brenches wouléd
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continue with subetsntially the seme orgsnization and desling
substantislly with tke ssme member benks; so thet, ac & matter
of fasct, in such ctees the only precticel change would have been
thaet member benks would have been stockholders in & lerger con=-
cern and would have enjoyed in return the benefit of & more ef-
ficient interchange of reserves and clesrings, and more economic
operstion; also a laerger field for their note circulstion.

Whetever would have happened, I sm confident thet, as I said,
no chenge would have involved the loss of vslusble men of the
destruction of existing orgenizstions.

Please consider this &8 sn entirely personsl note snd consid=-
er it as confidential, except, of course, I should wish thet ycu
would have Kr. Tengison read it.

#ith kind regasrds for you both, I am

Very truly yours,

//[ L & "‘j&‘ //;;;i | //,I;}:"f;;'"i" AT )
/

R. L. Van Zendt, Esq.,
Governor, Federel Reserve Bank,
Dallas, Texas.

Fed for FRASER




(Confidential) December 3, 191E.

Dear Governor Aiken:

I am writing these confidential lines only for your own
and ¥r. Curtiss' information.

The papers have published all kinds of rumors about the
proposed reduction of the number of Federal Reserve Districts.
I want you to know that the Board has dealt with this question
only on the very broad question of principle and pewers of the
Board involved. The committee has not made any report or
recommendation presenting a definite plan. The problem has
only been discussed on the broad basis of the prinéiples in-
volved, and, of course, you have scen that, for the time being
at least, any further progress has probably been blocked by
the Attorney General's opinion.

What T would like to have you know, however, is that in
all the plana of the committee nothing was contemplated that
would have disrupted existing orgenizations. The consolida-
tion of districte would have meant the continuation of two
distinet wnits (. ci:., one a branch and one the head office,
combined to work as a single é.sirégg thus secure the advant-
ages of an easier exchange of reserve and circulation and

other incidental advantages, concerning clearing, etc. Thile

I may say with confidence that the Boeton District would prob-

ably have remained entirely untouched even though the Attorney

b://fraser.stlouisfed.org




General had notplocked our powers, I am writing these lines only
for the purpose of letting you know thet, no matter what would
eventually have been contemplated, the Board would have taken
good care not to disrupt existing orgenizations or to lose the
services of valuable men.

Please consider this as an entirely personal and confi-
dential message which, however, I have felt I should be free
to send to you.

Very sincerely yours,

Alfred L. Aiken, Esq.,
Governor, Federal Reserve Bank,
Boston, Massachusetts.
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(Confidential) December 3, 1915.
Dear Governor Fancher:

I have your 1ettev of December first, attaching a news-
paper clipping concerning +he mooteé rlans of the Federal Re-
serve Board concerning redistricting.

It is very regrettable that the newespapers published
these statements, which are entirely unsupported by facte.

conaihiatof v lelle
For your own confidential information, I may state that no
definite plan has been submitted by the committee on redis-
tricting and that only the broad question was discuesed whe-
ther the Board had the power to redistrict and whether it
would favor a reduction eof districts, Yut even in these ten-
tative discussions I may assure you that nothing was consid-

ered that would disrupt valuable existing organizations. Even

in cases where theoretical consclidations of districts were

contemplated, the idea was that existing organizatione would

be continued either unchanged or practically unchanged as a
branch.

The qguestion of the controversy between Cleveland and
Pittsburgh hae, up to this time, not been discussed by the
Board, and, as a matter of fact - and as you have seen - le-
gal objections have been raised by the Attorney GCeneral as
to the powers of the Board in the question of the reduction

of the number of districts and possibly even as to the change
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of Pederal Reserve Cities. The Board will probably ask for some
more definite exprecsions of opinion of the Attorney General cov-
ering the latter problem, and only after it has secured the ful-
lest light on the subject may it be expected to act.

I am sorry that it is impossible for me to say more to you
at thie time for reasone which you will readily understand, but
do not let your employees worry. Ve are not likely to lose
good men in the shuffle - provided that any shuffle should
occur at alll

I believe I expressed to you 2t the time of my Cleveland
vieit how well I was impressged by your organization.

Yours truly,

E. R, Fancher, Esqg.,
Governor, Federal Reserve Bank,
Cleveland, Ohio.
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FEDERAL RESERVE BOARD

WASHINGTON.

December 2, 1615.

To the
Federal Reserve Board.

Your Com@ittee on Redistricting has received and noted the
copy of the opinion‘of the Attorney General addressed to The President
of the United States, under date of November 22, 1915, to the effect
that the Federal Reserve Board has not the power to abolish any one or
more of the Federal Reserve districts, or any one or more of the Fed-
eral Reserve Banks located in the cities designated by the Reserve
Bank Organzation Committee.

Your Cormittee feels that there has been a serious misunder-
standing, not only of the substance and purpose of its preliminary re-

port filed with the Board on Noeember 13, 1915, but also of the motives

which prompted it. Therefore, before making any further recormendations,

your Committee is desirous of recounting briefly the facts: which led to

_its action and on which it based its recommendations, with the hope that

a better understanding of the facts as they appeared to yourCommittee
may promote a common point of view and conduce to a continuation of the

harmonious cooperation and mutual good will that has in the past char-
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acterized the work of the Board and stamped it with the apppoval of the
public at largs.

On March 1, 1915, Mr. Elliott filed with the Board an opinion
dealing with the general powers of the Board to review the determination
of the Organization Committee, to readjust the Federal Reserve distrigts,
to change the designation of the Federal Reserve cities, and to reduce
the number of districts formed by the Organization Cormittee. It is to be
noted, however, that, in this opinion, the question of reductisn was re-
ferred to very briefly, and lir. Elliott later advised the Board that the
consideration of this particular question was merely incidental to the
main questions discussed in that opinion and that, should the question
of reduction bec specifically considered %y the Board, he would appreciate
an opportunity of reconsidering his earlicr opinion on that particular
point.

llembers of

In view of the doubts raised by lir. Elliott,/the Board xbxsixbhed

availed themselves

x&xxnxxﬁkxxmxaxf/ﬁf the opportunity of Senator Owen's appearance before it
in the hearing of the appeal of certain Oklahoma banks requcsting a trans-
for from the Dallas to the Kansas City District, to ask for his views con-
cerning the intent of Congress and the meaning of the Fcderal Reserve Act
relating to the powers of the Board on this wholc subject. The request
for Senator Owen's viewszwas not accidental, but intentionally contem-
plated to instruct and guide the Board in disposing of pending appcals.
His agswer was that Congress ricant to "give to the Board the power

of the Government itself in dealing with  this systen"
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and that he thought the power of the Board "would cxtend even to the
power of reducing the districts".

It is understood, of course, that this statement by Senator
Owen was rerely his own personal opinion and that it was riade at a time
when another though closely related subject was under consideration, but
it at least indicates that there was no decided impression in Senator
Owen's mind that this power to reduce was not given the Board.

The Board subsecquently published in the June 1, 1915, Bulletin
& resolution, which was passed unanimously on lay 4, 1915, when both

: Governor Hamlin and lr. Williams werec prcsent,’ providing, among other

things, as follows:.

"That action on other pendihg petitions be deferrcd
until further experience in the actual operation of
the several districts, especially in the light of the
new clcaring systen which is about to go into coffect,
and of the extent to which State banks take nembership
in the Federal Rescerve Systen, shall have provided the
Board with the necessary data for a conclusion, it be-
ing the opinion of the Board that action on petitions
relating to changes in cities designatcd as the loca-
tion of Federal reserve banks should be doferrcd until
the Board shall havc reached a conclusion frorm experi-
cnce as bt any further readjustments in the boundarics
of the several districts, or in the number of districts,
which may be desirable in the operation and development
of the Fcderal Rescrve System." (The italics are ours)

Your Committce is positive that no objection was raised at
that time by any member of the Board or by any lMember of Congress,

indicatimg disscnt from the proposition that thc Board had the right to
reduce
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“he number of districts. Indeed, such an argument was never raised in
the triefs of counsel on the vaiious uppeals heard by the Board.
On Octobsr 19, 1915, the following vote was passed, "to refer

the question of redistricting tc a specicl Commitiee consisting of Mr.

Delano, Mr. Harding and Mr. Warburg". Counssl for the Board were

soon thereafter requested to prepare opinions as to the legel right of
the Board to reduce the number of disiricts. Mr. Cotton filed his formal
opinion on November 22, 1915, stating unqualifiedly that the Federal Re-
serve Board is fully authorized by the Act to reduce the number of dis-
tricts. Mr. Elliott, who, in accordance with his own request, was re-
considering his earlier opinion of March 1, 1915, filed his opinion

with the Governor on November 23, 1915, and on November 22, 1915, the
Attorney General delivered his opinion addressed to The President.

It may be noted,therefore, that at the time of making its
preliminary report on November 13, 1915, your committee did not be-
lieve either that membsrs of Congress would take the position that the
Board was without power to reduce the number of districts or that mem-
bers of the Board would, in view of the unanimous resolution above quoted
take that view unless forced to adopt it by the conclusive opinion of
Counsel.

Your committee began its work by elaborating a report submit-
ting definite aliernative plans, but finally concluded that it would be
preferable to ask the Board first to pass upon the question of policy and
the principle invelved. Your committee had, however, reached a conviction

that the country would be tettsr served by a reduction in the number of
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districts to eight or nine. The reasons on which this conviction was
based seemed go convincing and conclusive to the committee that it
hoped the Board might adopt unanimously the recommendation which it out-
lined. The committee is desirous of emphasizing in the strongest terms
its absolute confidence, not only in the unierlying principles of the
Federal Reserve Act, but also in the machinery provided for developing
such principles into a system which has already brought immeasurable
benefits to this country and which: whether with twelve banks or eight,
will prove of inestimable value. That the number of banks and districts
origiﬁally created was larger than is COﬁiucive;‘iﬁ the opiﬁioﬁ of your
committee; to the most efficient operation of the syster and to the
greatest safety of {the country is mot the fault of the Act; but is due
to the fact that the Crganization Committes, -vhich, though acting in the
best of faith; could not, in the short time allotted to it; acquire such
knowledge and eéxperience as is absclutely necessary to a final determina-
tion of such an imsoriant question.

Thé Attorney General has since denied the right of the Board
to reduce the number of districts determined by the Organization Committee,
and in view of that your committee is not desirous of making any further
recommendations at this time. It wishes, however; to.enmhasize the fact
that at the time of filing its preliminary report; no doubt existed in its
mind as to the wisdom of reducing the number of districts in the near fu-
ture, but also the right of the Eoard to make such a reduction.

Your committee is ready to submit an abstract of the arguments
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fraser.stlouisfed.org




o @

446
=g =

that were prepared by it when it supposed that the subject was to be dis~
cussed on its merits, and it is of the opinion still that these arguments
will assert themselves sooner or later, and that the country will not
rest satisfied until the Federal Reserve System shall have been developed
to render its maximum possible efficiency. Furthermore, your committee
feels that; if the adjustment is not maée at this time, it is more than
likely to be made at some future time; but with far greater difficulty
and disturbance. - A

In reviewing the evidence before the Organization Committee it
was noted that, of the eighty-four withesses; ohly nine recommended the
formation of twelve districts; a large majority favorihg not to exceed
nine districts.

Your committee concluded; as a result of its study of the ques-
tion, that the greatest protection from future disturbance was the imme-
diate astablishmont.ol a.system enjoying its maximum degree of usefulness
and service. The country would not permit any subsequent interferecnce
with a machinery once perfected, whereas; weaknesses, such as those which
seemed to your committee tc¢ exist now; offer a constant target for critics.
For these rcasons, not to mention the many practical advantages incident
to carrying out, prior to Janwary 1, 1916, any changes that might have
been decided upon by the Board; your committee was sincerely anxious to
securc prompt discussion and full consideration of its recommendations.

As the chairman of the committee repeatedly stated, the desire

for immediate consideration of the question was not prempted by any inten-
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tion on the part of your committcc to forcc “he Board to take any un-
considored action, and the fact that the recqucst of two members of the
Board for anothor proliminary report in writing as to the reasons for
its recommendations was opposed vy the committee was, as explained by
the committee, sololy because it desired to have the report discussed
without delay

on its merits/and at that tims lay beforc the Board all the facts and
figures it had collccted. Such a course was in consonance with our usual

practice &

The committec had postponed filing its report on account of
Secretary McAdoo's absohce in the west, and lator waited until Mr. Hard-
ing had called on him at his house to apprise him informally of the views
of the committee and secure any suggestions which he might sec fit to
make. The Secretary, however, was unable, because of his own illness,
and later hy illness in his family, to discuss the matter with Mr. Hard-
ing, and the committee then filed its roport on Saturday, November 13,

1915, fixing the following Monday for discussion by the full Board, the

[9p]

ecretary of the Treasury having stated to members that he would be en-

(e}

aged on his report to Congress until the 15th, which the committee as-
Sumea would leave him free after that date. However, consideration of
11 a T A Ao 2 ) 2 = 1

“19 roport was postponed until Monday, November 22, 1915, because of the

imability of the Secretary of the Treasury to bo present until that date.

At the mesting of November 224&, the opinion of the Attorney Gen-

eral, already referred to, was presented; also, the letters of two United

ed for FRASER
raser.stlouisfed.org




446

Stafe Senators.  Your Committee desired to repsat that at no time
had there been a discussion of the Commities's original report of
November 13th or of the revised report of November 17th. The Com-
mittee therefore regrets that before it had the opportunity which
it desired to make an oral presentation of facts and arguments,
and various data, in its possession, the Attorney General's opinion
was sought without its knowledge.

Your committee believes that it would have been fairer to
The President, to the Attorney General, and to the Federal Resérve
System, if the case had been submitted to the Attorney General with
a full presentation of arguments on both sides of the guestion., If
the Attorney General, for example, had understood that no closing of
banking offices was contemplated but that in every city where a Reserve
Bank was abandoned a branch bank would be established, he would not
have been led to believe that the Committee's recommendation "would
profoundly affect the currents of trade and alter the whole facé of
business throughout vast sections of the country," etc.

If your committee was right in its conclusions as to the ad-
visability of a smaller number of districts, the permanency which the
Attorney General and every one of us desires for the future of the

system would have been best sscured by prompt and courageous action

now,
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Your Committee, however, fully appreciates the authority of
the Attorney Gonerul's opinion and, submitting to the conclusions
reached therein reconmends that tho Board abandon, at lcast-for the
present any plan of redistricting which involves the consolidation of
any districts and that the Board now address itself to the srecifiv ap-
peals pending and to such rcad justrients as may bo permissible and prac-
ticable undor the Attorncy Generael's opinion.

There are now pending before the Board for disposal five
arrlications, viz:

First: The application of ccrtain nember banks located

in Western Connecticut requesting that the terri-
tory in which they are located be transferred from
the First to thc Second Federal Reserve District.
The Cormittce respectfully recoumcnds that a datc
be fixed for the hearing of oral arguments before
the Board rclative to this appeal;

Soccond: The application of cortain mcmber banks located
in Wisconsin rcquesting that the territory in which
thoy arc located be transferred fror the Ninth to
the Seventh Fedoral Reserve District. The Committeo
respectfully roucormends that the Board scnd a letter
ballot to ail menber banks of the llinncarolis Dis-
trict involved in this appcal, roquosting that

thoy reply pronptly to the Federal Rcserve
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Board, stating whether they wish to be trans-
/ : ferred to the Soventh or to remain in the Ninth
District, and stating also whether they feel
that their interests are being harmed by remain-
ing in the Ninth District;

Third: The application of certain member banks located
in Louisiana requesting that the territory in which
they are located be transferred from thc Eleventh

to the Sixth District. The committes respect-
fully recommends that, unless the Federal Re-
serve Bank of Dallas desires to be heard in

the matter, the case of the Louisiana banks be
decided upon tho facts now in the possession of
the Board without any further hecaring, but if Dal=
las desires to be heard that a date for the hear-
ing be promptly fixed.

Fourth: The application of member banks located in

and
Fifth Pittsburgh and Baltimore requesting that thossc

citics be designated as Federal Reserve Cities in
place of Cloveland and Richmond, respectively,
Your committes wishes to call the Board's attention to the
opinion of Mr, Elliott, dated March 1, 1915, which, in answer to the
question "Can the Federal Resorve Board, undor the terms of the Fed-

eral Reserves Act, designate othor Federal Rescrve Cities in place of
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. those selected by the Organization Committco?", held that the Board

has no legal power to change tho designation of a Federal Reserve City
unless such change is nccessary in ordor to accommodate the convenionco
and customary coursc of busincss in a rcad justod district. Iir. Elliott,
in disposing of this point, stated:

"If, thercforo, tho Board concludes that the districts

arc not apportioned according to tho purpose and in-

tent of the Act and dotermines that it is necossary

to roadjust such district; it would scem cloar that

it posscsses an implied power to change tho desig-

nation of thc Fedoral rescrve cities. If, howover,

the districts arc not recadjusted, it scems very doubt-

ful whether this power can be implied, and to change

tho designation of citios without rcad justing the

districts would neccssitatc resolving this doubt in

favor of the cxorcisc of this power against the ap-

parcnt intent of Congress. ™

On the strongth of this opinion of its Counscl, the Board
might well.be justificd in undcrtaking such changes in the designa-
tion of Fedcral Reserve Cities as may be nccessarily incident to
the read justment of the districts in which they are located. On
the other hand, in view of the great importancc of thc subject, and
because of the doubt expressed by Iir. Elliott, and also becausc
of the uncertainty in the minds of the committec as to the intent
and effect of the opinion of the Attorncy General on

this particular point, it submits for considecration of

the Board the suggestion that the Governor be in-
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structed to address a letter to The President, asking him kindly to
request the Attorney Genecral to give his opinion on the following
questions:
(i) Can the Federal Reserve Board legally change the present lo-
cation of any Federal Rescrve Bank?

(a) In the casec where there has been no alteration in
the district lines? and

(b) In the case Where there has been such a readjustment of
district lines as in the opinion of the Board necessi-
tates the designation of a new Federal Reserve City in
order that the convenience and customary course of busi-
ness may be accommodated as required by law?

(2) Must the Board, in exercising its admitted power to readjust,
preserve the $4,000,000 minimum capitalization of each and every
Federal Reserve Bank.

Your committee finds itself unable to make any specific recom-
mendation relating to the changes in the designation of the cities
of Cleveland and Richmond as Federal Reserve Cities in the Fourth
and Fifth Districts, respectively, but it feels that any attempt
to determine thosc questions should be deferred until the Board
is advised finally and definitely, not merely of its power to
chicnge 4hy dosignation of a city, but also, first, whether the power
to make such a change is dependent upon further read justments in the
district lines, and, second, whether, if it is dependent upon such
read justments, the $4,000,000 capital limit must be preserved in

making such changes in the district lines.
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Your committee also feels that if this matter is put up to

the Attorney Gemneral, he should be advised that, while there are dis-

tinct features in the present adjusimeat of districts which do not com -

mend themselves to the best judgmont of the committce, and do not in

its opinion comply sirictly with the injunction that due regard must

be had to the convenience and customary course of business, we recog-

nize tho difficulty of adjusting these matters so long as the Board

is bound to preserve twelve districts, and at the same time maintain

for each bank a capital large enough to command sufficient prestige

and confidence.

In his opinion the Attorney General formulated the query,
"Would the power to readjust districts, which is expressly conferred
upon the Board, be nullified or rendered impotent if the power to
abolish districts and banks is withhold?" Your comriticc's response
to this is that the ruling of the Attorney Gencral, as a practical
matter, nullifies the Board's power to readjust the districts inas-
much as such readjustment of necessity must be made with a view to
preserving an adequate capitalization for each bank, several of
which are now close to the limit prescribed for the Organization Com~
mittee and of smaller size than is conducive, in the opinion of your
comnittee, to the best interests of the system.

Respectfully submitied:
F. A. DELANO
Committee P. M. WARBURG

W, P, G. HARDING
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OF DALLAS

RICHARD L.VAN ZANDT
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GOVERNOR

December 1, 1915.

My dear Mr. Warburg:

I have just received the copy of the
remarks made by you at the dinner given you in
Charlotte, North Carolina, on the 23rd ultimo,
and appreciate your compliment in giving me an
opportunity to read same.

I notice that, in all of your addresses,
you have shown that wonderful gift of being
able to make your points so clear that the ordi-
nary layman can immediately grasp. your meaning,
and, for that reason, I think it would be very

beneficial to the Federal Reserve System for you
to spend more time than you now do in writing
articles for the financial journals.

In connection with my expression of

“bYenefits to the System! we are hearing, on every
hand, unfavorable comments about the uncertainty
of the permanency of the Federal Reserve Bank,
owing to the fact that the newspapers in this sec-
tion recently published a report, which was claimed
to be authentic, to the effect that the Federal
Reserve Board was considering the abolishment of
the Eleventh District, and that this was the oc-
casion for the opinion recently rendered by the
Attorney General.

In my humble opinion the banks and the
people at large must be impressed with the sta-
bility of these Federal Reserve Banks and not be
kept in a constant state of unrest. The banks
which are located near district lines should be
agsured that they are to permanently remain in




ed for FRASER
raser.stlouisfed.org

Mr. Warburg--2.

the district to which they now belong; otherwise,
their time is spent, not in looking at the ad-
vantages to be gaired by being a member of the
Federal Reserve Bank to which they now belong,
but at the advantages which might be gained
should they be able to get a transfer to another
district.

This feeling of unrest has already shown
its effect in our District by a reduction in the
number of applications for loans from this bank
and an increase in the loans made by emr reserve
city banks to our members.

I will appreciate it if, at your earliest
nal views

convenience, you will give me your persor
in this connection.

Again tharking you for the copy of your
speech, and with kind personal r egards, I am,

Yours very truly,

-

Hon. Paul M. Warburg,
¢ Federal Reserve Board,
Washington, D. C.




FEDERAL RESERVE BANK OF CLEVELAND

OFFICE OF THE GOVERNOR

December 1, 1915.

Dear lir. Warburg:

By reason of the controversy between Pittsburgh and
Cleveland as to the location of the Federal Reserve Bank
of this district, numerous articles have appeared from
time to time in the leading papers of the several import-
ant cities in this district, the effect of which has been
to raise the query in the minds of some of our employees,
particularly those whose homes are in Cleveland, as to the
permanency of their positions and the desirability of con-
tinuing with the bank. I enclose clipping from the Cin-
cinnati Enquirer of November 30, which is the latest art-
icle published on this subject that has come to my attention.
I imagine the other banks mentioned in this article are as
deeply concerned as to the future of their banks as I am
about this bank,

0f course, I understend that this article is probably
not bhesed on any official information from the Federal Re-
serve Board and, therefore, I may appear unduly concerned,
but in view of the fact that some of these controversies
have existed from a period even prior to the organizetion
of the banks, it would appear that for the benefit of the
system as a whole, these controversies should be definitely
settled if possible at an early date.

Governore.

Mr. Paul M. Warburg,

c/o Federal Reserve Board,

Vashington, D. C.
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Of the District Banks,

Planned B“y Reserve Board, Checked
By Quick Action of Adminis-
tration Officials.

SPECIAL DISPATCH TO THE ENQUIRER.

Washington, November 20. — An order
for the transfer of the TReserve Bank of
the Fourth District from Cleveland to
Pittsburg would have been issued by the
Federal Reserve Board had not the Ad-
ministration made known through an
opinion ' written by Attorney-General
Gregory its opposition to- changing the

system as it now stands.
|| Prior to the issuance of this opinion,
|| presented to the Reserve Board last Mon-]
day, the Reserve Board had practically |
completed plans to wipe out the Boston |
Bank, including that area in the New |
York District; to abolish the Atlanta
Bank and incorporate part of its terri.ory
with a regional bank at New Orleans, to
which city the Dallas Bank was to be
transferred; to do away w.th the Reserve
Bank at Kansas City, dividing that dis-
trict belween St. Louls and Chicago, and
to eliminate the Minneapolis Bank, plac-
ing that region in the Chicago District.
The plan also included the transfer of
the Cleveiand Bank to Pittsburg.

The Richmond Bank would have been
retained, but would have been augmented
by the division of part of the territory
now included in the Atlanta Bank.

In the abolishing of the Kansas City
Bank the States of Nebraska and Wyo-

ming would have been adaed to the Chi-
cago Bank, and the balance to the<St.
Louis institution. |

. Under the op nion of the Attorney-Gen-
eral these changes, other than the trans-
fer of reserve banks from one city to an-
other, can be made only by dire:t author-
ity from Congress, and the Reserve
Board, it is understood, will not seek this
authority. :

The plans of the board were communi-
cated to congressional leaders in sympa-
thy with the Administration and were, of
course, known to the Administration. Ats
torney-General Gregory'x opinion, which
put a stop to the board's plans, was sent
to the White House and reached the Re-
| serve Board by way of the White House.
: Several of its members expressed surprise

when they learned that an opinion had
|| been gﬁkedﬁnd delivered. \

| =B > 20y VALY
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EDERAL RESERVE BOARD

WASHINGTON

November 26, 1915,

: Z
The Board begs to acknowledge receipt of your letter of

November 20th, to which it has given careful consideration.

In reply I am instructed to say that the Board regrets
that whoever informed you concerning the report contemplated by
the sub-committee of the Board has, either—from—malice—o0P—igROT~
-areey, misinformed you.

I am suthorized and instructed to say to you that the sub-
committee had not agreed on any definite plan of redistricting
but that there hed been under consideration several alternate
plans. The sub-committee had, howe¥ery merely asked the Board
whether it should make its report and recommendation mismisy upon
the five cases pending before the Board or/in dealing with these,
it should consider the larger question of redistricting.

The committee in its report stated that it was well aware
of legal objections that might be raised and other important con-

siderati ons, and it was just for this reason that it wished a full
(/ﬂuj (4/ A f»..'f-’(_«-,u A e Qétedi

discussion and unequivocallinstructiongAupensiha—maﬁy-peéﬁbs, be-
fore submitting any definite plan. The committee had 8ll reasons
to believe that the Board was not of the opinion that it had no
right to change the location of Federal Reserve Banks or to reduce
the number of districts. The Board's opinion was expressed in a
resolution passed on lMNay 4th; 1915 g=d ;iven to t he press on thet

day 4€a copy of which & attachJT in which it was stated that"action




on petitions relating to changes in cities designated as the
location of Federal Reserve Banks should be deferred until the
Board shall have reached a conclusion from experience as to any
‘further read justments in the bounderies of the several districts,
or in the number of districts, which may be desirable in the oper-
ation and development of the Federal Reserve System,"
All members of the Federal Reserve Board are animated by the

desire to administer conscientiously the Federal Reserve System

according to the law and spirit of the Act. There is no inten-

tion on the part of the ?orrd to arrogate to itself governmental

functions, except_manxe_muawmaxe conferred upon it by law, It

was for uxéi'verv/ﬁ@d?bﬁma%Z:ascr LQ]é?yhat was the spirit of the

law, that the Federal Reserve Board asked of you when you appeared
before it in connection with the Oklahoma petition for transfer,
/MV

an expression of views as to the power which Congress ﬁffﬁﬁ%&LJ:L
confengupon the Federal Reserve Board in this connection. A copy
of your statement tvappenm{'from which you will see that upon the
question asked you whether the power of the Board would extend to
reducing the number of districts, youwr answer was taken down as
"Ehelow gives.tfuslrg.distrielss I think it would extend even to
the power of reducing the districts. I am speaking now merely
of the power."

he committee had not been advised after the resolution of
the Board had been published on lMay 4th, that anybody raised any
doubt with respect to the Board's power of redistricting and iﬁ
did not receive from you any advice that you had changed your own

views in the matter. This is stated, not for the reason of
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criticising your change of view in the matter, but simply for
pointing out to you that the committee thousht that it was only
Asbirs]

proceeding on lines which had been ~&Qw%a;&§w£ﬂcﬂﬁﬁ&%€ﬁ as being
well within the powers of the Board. The committee did not con-
template to act in the matter except after the most careful in-
vestigation and deliberation, and as a matter of faet, informal-
1y the committee had agreed before receiving your letter and be-
fore going to the meeting on Monday morning, that if there should
be any serious doubt as to the power of the Board and if -serieus

confusion or embarrassment might result, that it might be bvetter

i

\/‘1['4,\7'":'1 1::(”-
to state frankly te=Sorersss th1t,tbe—99ar%~%ad doubtsyas to its

power in the matteg i, 1 Con@fess wished the Board to ex-
ercise this power that it might be desirable to amend the law so
as to make this point entirely clear - so clear that decisions of
the Board in the matter should not be subject to contest in the
courts.

It is most unfortunate that those who informed you &bout
the contemplated report of the committee should have created
impression as if to quote your words, "an attempt to discredit

/tva,« /t = - e
the system" wewsi be involved in the report, Quite to the con-

trary, the committee feared that the credation of twelve districts

ha;>been an unfortunate step which in the long run “&&ﬁu;rove

a serious obstacle in attaining the highest degree of success-~
ful operation of the Federal Zeserve Buanks. The committee is

profoundly convinced that a smaller number will produce better

esultséuo} xwi( ﬁfuefﬂt—/4k¢1?>a7fzﬁ//”fﬂﬂ4 217 A 4 ZZ

(4
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There is no criticism of the Act involved in this conclu-
sion. The Act provided that no less than eight, but no more
than twelve banks should be created. The criticism, if any,

would be on the Organization Committee, whose acts were consid-
ered as subject to the review of the Federal Reserve Board.

If the Board had the power, @ you Stoted-be—the~Board-that—ib
Jad, the committee would have been remiss in its dutycif it had
not acted according to its sincere convictions.

The committee has since stated to the Board that while it
was a unit in feeling that the number of districts should be re-
duced, no definite conclusions had been reached as to the number,
and as a matter of fact, that probably‘éﬁ% recommendati on would
have been nine districts. The majority of the committee had
practically agreed that they would not recommend a consolidation
of the New York and Boston districts. o conclusions had been
reached at all as to whether or not Dallas should remain & Fed-
eral Reserve Bank, etc. The general thouchts of the committee
were that where a consolidation of two districts was contempla-
ted, a branch would take the place of the Federal Reserve Bank

ol hnls
of one of the two—citi®es consolidated, and that substantially
the same territory would be allotted to the branch as belonged
to it as a Federal Reserve Bank, There would not have been any
radical disorganization or wiping out of districts. The most
noticeable change to which member bank§ would have been sgkjected

“had et £ [l
would have been that they would have stock in the4combined dis-

trict, whereas their relations with their ban% would have remained

[ 6/? My (1 st
Velanvy?
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the same; with that difference, however, that the consolidated

Federal Zeserve Bank, having the larger capital and the larger

2 i et Coviriiy frviwtts

reserve, would have /greater prestige in both districts, and

interest rates would have been of easier attainment in the
er districts.
Inasmich as the Act as passed by the Senate contemplated
A LB tnwrnd P
only eisht Banks, the committee did not expect that in this
A
branch of Congress any step of reducing the number of districts
to nine wuld be considered as unsound or objectionable.

The mmittee fe hat sectione irit and cont

The co tt felt that tional sp t 1 control by
cligques could more effectively be avoided in & larger district,
vhile it will not have escaped your mind that in the administra-
tion of branches the power exercised by the government is a
greater one than that in the Federal Reserve Banks, the govern-
ment appointing three branch directors out of seven, as against

Alreeted _
threeﬁout of nine in the Federal Reserve Banks,

The Board is in fullest accord with you as to the beneficial
effects which the opening of the Federal Reserve Banks has had
upon interest rates in the country and unon the resulting stimu-
lation of trade. The Board, however, is mindful of its respon-
sibility not now to over-stimulate the ease of money, so that

A( al Al o
wott=founded prosperity shell not be destroyed by an over-stimu-
lation of speculation. It is this feeling of responsibility
which makes it difficult, if not impossible, for the federal

Reserve Banks at this time acgressively to employ their funds,

which, after all, must be considered as reserve moneye.

tp://fraser.stlouisfed.org




The Board has, however, on October 8,'l5,informed the banks
that if they wished to undertake open market operations in
bills of exchange that they have this power and that t he Board
did not wish to restrict this power for the time being by the
issuing of any regulation.

As to the clearing operations of the banks to which you re-
fer in your letter, the banks have faithfully tried to put into
force a successful system of clesrings; avoiding, however, a sys-
tem by which the Federal Reserve Banks would be carrying the Bo-

called "float"™, hundreds of millions of dollars, which under
the present system of carrying reserves with correspondent banks
with reserves in reserve cities, is figured as part of the re-
serves of the banks.

The Board is confident that you are in full accord with the
policy adopted by the banks of not permitting their available re-
serves to be absorbed by the carrying of checks in the mails,
which policy, if pursued would cripple the loaning power of the
federal Reserve Banks, ,

lav n»l/(")"f'v‘ {’:', («"14‘-'»“&;

The Board«does not find in the Act any power of Federal Re-
serve Banks to make a clearing plan mandatory upon their member
banks. The voluntary plan, however, cannot be brought to its
fullest development until that time when all the reserves will
have been paid in and balances with banks in reserve and central
reserve cities will have ceased to draw interest and will be

. A Ly nopg
counted as reserves.

- 2/ 7 / ,‘ Vd ‘
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same way as the discount rates of the Federal Reserve Banks
(B

were substantial in having the-mest far-reaching effect upon the
ceneral rates of the couatry, so the clearing plan adopted by
the Pederal Reserve Banks has brought about very tangible results
in the reduction of the exchange charges made by the member banks.

The Board will be glad to furnish you with data in this con-
nection,

Yours very respectfully,
Governor.

Honorable Robert L. Owen,

United States Senate.




November 22, 1915.

My dear Governor: -
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On March 1st, 1915, this office filed with the

Board an opinion dealing generally with the subject of

the right of the Federal Ressrve Board to review the de-
termination of the Organization Conmittee, to adjust

from time to time the Federal reserve districts created
by thut Committee, and to establish new districts. In
that opinion the question was incidentally considered
whether or not the Federal Reserve Board, under its power
to review, or under its power to readjust the districts
created, could legally reduce the number of districts by
consolidation or otherwise.

The Board has requested that this subject be
further considered but it is understood that it desires
al this time to have counsel reconsider only that part
of the opinion of March 1, 1915, which deals with the
following question:

"Can the Federal Reserve Board, by the consol-
idation of two or more districts, reduce the number
of Federal reserve districts?"

The powers of the Board relating to the modifi-

cation of Federal reserve districts are contained in Sec-

tion 2 of the Federal Reserve Act. This section provides




in part as follows:

"As soon as practicatle, the Secretary of the
Treasury, the Secretary of Agriculture and the Comp-
troller of the Currency, acting as 'The Reserve Bank
Crganization Committee!, shall designate not less
than eight nor more than twelve cities to be known
as Federal reserve cities, and shall divide the con-
tinental United States, excluding Alaska, into dis-
tricts, each district to contain only one of such
Federal reserve citiss. The determination of said
organization committee shall not be subject to review
except by the Federzl Reserve Board when organized;
PROVIDED, That the districts shall be apportioned
with due regard to the convenience and customary
course of business and shall not necessarily be co-
terminous with any State or States. The districts
thus created may be readjusted and new districts may
from time to time be created by the Federal Reserve
Board, not to exceed twelve in all. Such districts
shall be known as Federal reserve districts and may
be designated by number. A majority of the organi-
zation committee shall constitute a quorum with

authority to actwv,

It will be observed that the organization com-

mittee is empowered

(a) To designate not less than eigh® nor more than
twelve c¢ities to be known as Federal reserve
cities.

To divide the continental United States . . . .
into districts, each disitrict to contain only
one of such Federal reserve cities.

Section 2 further provides that -

"Said organization committee shall be authorized
to employ counsel and expert aid, to take testimony,
to send for persons and papers, to administer oaths,
and to make such investigation as may be deemed neces-
sary by the said commitiee in determining ths reserve
districts and in designating the cities within such
districts where such Federal reserve banks shall be
severally located. The said committee shall super-
vise the organization in.cach of the citiss des ignated
of a Federal reserve bank, which ahdl; include in luS
ulule the name of the city in which it is situate as

'Federal Reserve Bank of Chicago'".
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The Federal Reserve Board is authorized -

To review the determination of the organization
committee,

To readjust the disiricts created, and

Tc create from time to time new districts, not
to exceed twelve in all.

"Thatever power the Board has in the matter of
redistricting the continental United States must, therefore,
rest upon the interpretation to be given to the language -

"The determination of said organization com-

mittee shall not be subjsct to review except by

the Federal Reserve Board . . . . The districts thus
created may be readjusted and new districts may
from time to time be cresated by the Federal Recerve
Board not to exceed twelve in all",

The question under consideration is - can this
language be reasonably construed to give the Board power
to reduce the number of Federal reserve districts and to
liquidate or dissolve one or more of the Federal reserve
banks organized by the organization committee?

If we consider the language abuve quoted without
reference to any other part of the Act and attempt merely
to give the usual or ordinary reaning to the words used it
becomes immediately aebvious that 2t least two aifferent
interprsfations are possible and it is, therefore, not free
from ambiguity. It is accordingly nezessary to consider
both possible interpretations in order to determine which
one is consistent with other parts of the Act and is in

accora with the intent of Congress.
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On the one hand it may be argued that the power
vested in the Board to "readjust the districts created"
gives the Beoard the power not merely to change the linss
of each and every district (preserving, however, the entity
of each individual district) but that it may in its discre-
vion consider the whole subject de novo and may divide the
continental United States into an entirely new set of dis-
tricts.

This interpretation is based upon the assumption

that when Congress provided that "the districts thus

created may be readjusted" it meant that the complete whole

might be readjusted and not merely that each individual dis-
trict was subject to change. If this be true, the certifi-

cate showing the Federal reserve cities and the geographical
limits of each Federal reserve district which the organiza-

tion committee is required to file with the Comptroller may

be modified at any time by the Federal Reserve Board in any

way that ii deems necessary or advisable.

In this view it may ve coniended that the lang-
vage which follows, namely, "ani new aistrictis may from
time to time be created by the Federal Reserve Board, not
to exceed twelve in all", was not intended to mean that
additional distiricts may be created but merely that dis-
tricts with new lines and new ﬂefritorial extent may be
created without reference %o %he entity of those districis

created by the organization committee.




-5 -

Construing this general language to mean that the
Board has an expressed power to alter at will the entire
plan of districtd created by the osrganization committes,
it may then be argued that this expressced power carries with
it such incidentzl powers as may be necessary to carry out
the intent of Congress in the mattsr. That is to say, if
it becomes necessary as an incident of any read justment
wade by the Board to change or cancel the designation of
a Federal reserve city or to dissolve or liquidate a Fed~

eral reserve bank, the Board has an implied power to do

these things as incidents of the expressed power to re-

B .

ad just the districts,

If, therefore, this interpretation can be sus-
tained under the usual rules of construction of statutes
the question submitted * has the Board the power to re-
duce the number of Federal reserve districts;, may be an=-
swered in the affirmative.

Before applying the usual rules of construction
to this interpretation (which, for convenience, will be
referred to as interpretation No. 1) a*tention is called
to an alternative interpretation which is equally possible
when the language in question is considered without refer-

ence to other parts cf the Act.
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Under this second interpretation it may be ar-
gued that the power to readjust the districts created
v:8te in the Board the power only to rsadjust or to change
the lines of each district created by the organization «
committes. That the power to create new districts not to
exceed twelve in all wis intended to give the Board the
right to increase the numter of districts if the organiza-
tion committee had created less than twelve; that Congress
did not intend that the districts created by the Organiza-
tion committee should have merely a temporary or experi-
mental status as districts but while subject to modifica-
tion as to size and shape were nevertheless intended to
have a permanent status as entities.

If this view can be supported by the applica-

tion of the usual rules of construction the quéstion under

consideration - whether thse Federal Reserve Board may re-

duce the number of districts - may be answered in the neg-
ative.,

t will be observed that to make effective the
power vested in the Board under interpretation No. 1, it
is necessary to imply that it has power as an incident of
"read justment" to change or cancel the designation of Fed-

eral reserve cities and to liquidate Federal reserve banks.
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It is, therefore, necessary to consider whether these im-
plied or incidental powers are in conflict with any ex-
pressed provisions of the Act.

Upon an examination of the statute we find that
the organization committee is expressly authorized to dos-
ignate not less than cight nor mors than twelve Federal
reserve cities. Lot us assume that the power in the Board
to croate now districts is equivalent to an ocxpresscd
power to designate Federal reserve citics.

In support of this assumption the Act provides
that "the districts thus created may be readjusted" and
when we turn to the context to learn how the districts
were "thus created" we find that the organization com-
mittee is required to first designate a Federal reserve
city and then to define the geographical limits of the
district to be served. It is, therefore, clearly uneces-
sary in order to create a district to designate a city
and to define the limits of the disirict.

Accordingly if the power in the Board to create
new districts is construed to mean to create additional
districts or districts other than those previously created
by the organization committee, it is clear that the Board
has an expressed power to designate Federal reserve cities
for such districts and that this power to designate

cities in those districts created by the Board does
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not conflict with the power of the committee to designate
cities in districts which it has createa.

On the other hand, if we construe this power
to mean that the Federal Reserve Board may create new dis-
tricts out of two or more districts created by the organ-
ization committee, we must assume that the Board has the
power to nullify the designation of Federal reserve cities

made by the cowmrittee.

It is significant in this connection that in de-=

fining the power of the Board to create new districts the
Board is limited to a maximum number of twelve but is not
limited to any ninimum.

The organization committee is required to create
in the nanner above shown not less than eight nor more
than tvelve Federal reserve districtse.

Under the power vested in the Board "new districts
may be created from time to time not to exceed twelve in all."
If, therefore, this power to create new districts is to be
intorpreted as giving the Board the right to reduce and to
eliminate there would seem to be no limitation on the Board's
powver to reduce and it might create a number less than eignt.
It is hardly reasonable to say that the power to create new
districts gives the Board the power to create such districts
without reference to the action of the organization committee

since in this event they might abolish all but one or two bankse
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On the other hand, the fact that a maxinum is rlaced

on the new districts to be created by the Board but no miaimm

is expressed in the provision vhich deale with this povwer of

the Board, indicates very strongly that Congress intended the
nugber of districts created by the organization committee to
have a fixed and permanent status and to constitute the minimum
number to be established. That it merely intended to give the
Board the pover to increase the number to the maximume This
view appears to be sustained by the history of this legislation
which will be dealt with later.

Considering the second implied power under the interpre-
tation No. 1, we are here ronfronted with a conflict with an
expressed power which is evwgn more clears

As above shown, if we assume that the Board may make

entirely new map of the districts and may reduce the number,
must assuwe that it has, as an incidental power, the right
liquidate one or more Federal reserve banks. Upon referring
to Section 4, however, we find that when the necessary formali-
ties have becn complied with and a certificate of organization
has been filed each bank becomes a corporation with certain
specified powers, includin;; the power -
" To have succession for a period of twenty
years from its organization unless it is sooner
dissolved by an Act of Congress, or unless its

franchise becomes forfeited by some violation
of law."
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To adopt interpretation No. 1, therefore, we must
assume that the implied power in the Boara to licuidate
these banks as an incident of readjustment is suificient
to overcome this expressed power in the bank to have
succession for a period of twenty years " unless sooner
dissolved by an Act of Congress,or unless its franchise is
forfeited by some violation of law." Such an assumption
is clearly contrary to the established rules of construction
laid down by our courts. For example, in the case of In re

Rouse Hazard & Co., 91 Fed. Rep. 100, the court in quoting

with approval the decision in the case of State v. Inhabi-

tants of Trenton, .38 N. J., Law 67, says :

" The legislature must be presumed to have
intended what it expressly stated, rather than
that which might be inferred from the use of
general terms. "

It may be said to be a cardinal rule of construc-
tion that when two interpretations are possible, one of
which is in harmony with other provisions of the Act, and
the other repugnant to other provisions, that which is in
harmony must be adopted. Inasmuch, therefore, as interpre-
tation No. 1 involves the necessity of vestinyg implied or
incidental powers in the Board which are repugnant to other
expressed provisions in the Act, while interpretation No.2

is in harmony with thess provisions, the mecond interpreta-

tion should be adopteds.
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While this rule is so uniform it neceds little
citation of authority to sustain it, the language of the
court used in a few cases in which %his question arose
is called to the Board's attention,

In the case of llontclair v. Ramsdell, 107 U.S.

152, the court said :
" It is the duty of the court te give effect

if possible, to every clause and word of a statute,

avoiding, if it may be, any construction which im-

plies that the legislature was ignorant of the

meaning of the language it employed."

Following this decision of the Supremec Court of
the United States, it is, of course, necessary to give
effect to the provision which gives banks a period of
twenty years succession as well as to other provisions
which are inconsistent with interpretation No. 1.

Again in the casc of United States v. Baltiiore

&0 8 WRCo., 159 Fed. Rep., 37, the court says -

" The maxims and rules adopted for the purposc

of interpreting the meaning of a statute require
that we attend to all its provisions, and, if pos-
sible, attribute to the language in which each is
expressed a meaning hich will permit other pro-
visions to have their due effect."

In the case of Bate Refrigerating Co.v Sulzberger

157 U. S., 37, the court says :

" Where the language of the act is explicit, this
court has said, there is great danger in departing
from the words used, to give an effect to the law which
may be supposed to have been designed by the legisla-
ture. It is not for the court to say, where the lang-
uage of the statute is clear, that it shall be/construed
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as to embrace cases, becausc no good reason can

be assigned why they were excluded from its pro-

visions. Scott v. Reid, 10 Pet. 524, 527."

Applying this doctrine to the present case, if
it is clear uander interpretation No. 2 that the board may
modify the districts but can not reauce the number, it
would seem to be inconsistant with the rules of construc-
tion to extend this power to include the right to reduce
the number If such a coustruction is incansistent with

other parts of the Act. As said in the case of In r

Latthews, 109 Fed. Rep. 615,

i“

" Tt'is the cardinal’ rule of interpretation
that a statute should be construed not ounly so
that every part of it should stand, but so as to
give force, neaning, and effect to every part of it."

3 Fed "Rep._

In United States v. Jacksonm, 1.

court said -
" Another canon of construction is that every
part of a statute must be wviewed in connection with
the whole, so as to make all.the parts harnonious,
if practicable, and to give a sensible and intelli-
gible effect to each; nor should it ever be presumed
that the Legislature meant that any part of a stat-
ute should be without meaning or without force and
effect. "

llany other cases to the same effzsct might be cited but in
view of tne uniformity of decisions on this subject this is

considered unnecessary.
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Inasmuch, theréfofe, as it will be necessary to
fail to give effect to other provisions of the Act if in-
terpretation No. 1 is adopted, it remains only to be con-
sidered whether interpretation No. 2 is consistent with
tie context and with other parts of the Act.

From an examination of the hearings held by the
House and Senate Coimittees while ihe bill was pending
it will be found that the question of the number of dis-
tricts to be establislied was the subject of much discus-
sion and of deliberate consideration. There were many
who advocated a very small number of banks and others who
contended for a large number. It was finally determined
to fix a maximun and & minimum and to vest the power in
a committee to be known as the Organization Ceinittee, to
establish not less than eignt nor more than twelve dis-
tricts with the power in the Federal Reserve Board to cre-
ate new districts not to exceed twelve in all.

The House bill provided that the organization com-
mittee should designate "from among the reserve and central
reserve cities " a number of Federal reserve cities ,
the total number so designated not to be less than twelve-

The House bill further provided that -

“ The districts thus created nay be‘read—

justed anc newv districts .ay from time to time
be created by the Federal Reserve Board here-

a ncw district. "
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Later in the same Section the bill provided that -

" .No Federal reserve district, shall he
abolished nor the locaticn of & Federal reserve
bark changed, except upon the application of
three-fourths of the member banks. "

From this it appears that according to the House

bill the Federal Reserve Board might alter the limits

of any given district, upon the application of ten mem-

ber banks, or it wight abolish a district and change the

location of a Federal reserve bank upon the application

of three-fourths of the member banks in such district.

When the billireached the Senate it modified

the power vested in the Board to alter the lines of a
given district by striking cut the provisicn that such
alterations should be made only upon the application of
ten nember banks. The effect of this amendrent in the
Senate was clearly tc vest incthe. Board the power to alter
the lines of a given district on its own moticn.

The power, however, to abolish districts and
to change the location of Federal reserve banks upcn the
applicaticn of three-fourths of the member banks was
eliminated in toto by the Senate and this elimination
was agreed to in conference.

If any inference may be drawn fron the history

of these amendments, therefore, it seems clear that the
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conferees agreed that no district should be abolished,
even upon the application of three-fourths of the Llenl-
ber banks.

Interpretation No« 2, therefore, seens to be
consistent uith the intent of Congress as indicated by

ne history of the Vill ahd since a modification of the
individual districts dobs not involve the elimination of
a district nor of a Federal reserve city, and does ﬁot
necessitate the liquidation of a Federal rescrve bank,

it is possible , under this interpretation, to give effect
to all other provisions of the Act in accordance with the
accepted rules of construction in suvch cases.

In considering the question submitted, I am con-
scious of the great public impcrtance of +he Board's de-
cision in this matter and realize that the question is
one upon wiich counsel may, and in fact do, differ. I
have endeavered, tierefore, to call the Board's atten-
tion to the t.o possible view-points and to explain at
some length the reusons for conclusions reached.

Briefly swimarized, it appears to me that any
interpretation which vests in the Board the power to
reduce the number of districts makes it necessary to also
vest in the Board impliec or incidental powers which are

repugnant to other expressed provisions of the Act.
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That, on the other hand, the provisicns in question
are suscepiible of another equally reasonable inter-
pretation which is in harmony with the spirit and

purpose of the Act and which will give effect to all

other provisions.

I am, therefore, of the opinion that this

second interpretation must be given effect and that
following the usual rules of ccnstruction in such
cases the Board is without power to reduce the nucber
of districts by consolidation, or otherwise, and that
each Federal reserve bank now organized is entitled
to have succession for a period of twenty years un-
less sooner dissolved by an Act of Congress or unless
its franchise is forfeited by some viclation of laws
Respectfully,
f. C. ELLIOTT

Ccunsel.

Hon. Charles S. Har.lin,
Governor.

11/29/15
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FEDERAL RESFRVE BOARD , Yy

WASHINGTON

Novenber 19, 1915

-

My dear Ir, Warburg: -

g ¢ I have sent the original
9§.bﬁls opinion to IMr, Delano by the same
%51}, and I have advised Judge Elliott

nat I am giving such an opinion, thoug!
I have not sent hi . S Bhe e
Sy ;0b 8ent him a copy.. It does not
11{{8: in any substantial way from my
letter fo Wime Tt da only a little more
vehement, LB

Very truly yours,

b
D
(A (%

Paul M, Warburg, Es¢ | =

Federal Reserve’Boagd’ 2

Washington, D. ¢

Jee., B,
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Same to ] STSe Kcidoo,filliams,?
Miller.

ily dear Mr. Comvtroller:

On behalf of the Committee on
Redistricting, I cxclose/perewith an
amended, or revigsed, reﬁo;t which is
submitted by the Committee ag a subeti-

tute for the report dated November 13th.

You will find that some five ges of
L&

the old report lLave been omitted, for
the resson that the Committoe thoupht
that thereby they would make clear the
true purpose of the Committee in pre-
senting this report of progress at this
time, angd asking for instruetions.
Kiq@ly secept this as a substi-
tute for . was previously submitted.

Yours very truly,

Hon. J, 8. Williems,
Comptroller of the Currency.
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Ratio . of Combined Capital & llet Deposits
of each Federal Reserve Bank to Total for
the System as at present organized.

District Total Capital Per Cent. to Total
& Jet “oserve Capital & Illet Member
D

Bank Reserve Deposits.

Boston ;37,589,000 6061

New York 192,769,000 46
Philadelphia 25,206,000
Cleveland 24,501,000
Richmond 11,512,000
Atlanta 8,685,000
Chicago 56,628,000
St« Louis 13,982,000
llinneapolis 12,920,000
12,853,000
9,745,000

San Francisco 17,973,000

Potaloececeossse$4dd 163,000

gitized for FRASER
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Hovember 1B6th, 1915.

My dear Governor:

I have read with great interest the preliminary re-
port of your Committee which you were kind enough to hand me
on S8aturday. 4s stated in this report "the problem is pre-
eminently one for the exercise of general judgment as to what
will make for the most effective organization of the Federal
reserve banking system.” In solving this problem it is, of
course, necessary to determine to what extent, if any, Congress
hag restricted the power of the Board in the matter of re-
sdjusting the districts created.

Viewing the matter fram the comprehensive standpoint
sugpested, we may assume that when Congress vested in the
Board the power to review the determination of theOrganization
Committee, to roadjuest the dietricts created and to create new
districte, it intended to authorize the Board to ultimately
arrange the several districts in any menner that seemed best
aftor the system has had the tost of experience.

In 80 far as the number of districts is concerned,
however, the question is not quite so free from difficulty.
The Act in terme gives the Board the right to increase the
districts to a maximum of twelve if the Organization Committee
creates less than this number. The right to decrease the
number of districts, if 1t exists, must be said to be implied.
That ie to say, i1t must be based upon the assumption that since
the Organization Committee was empowered in its discretion to
create twelve, the maximum number of districts, the power to
decroase the number is a necessary incident of the power to
review the Committee'es determination to resdjust the districts
ereated and to create new districts.

The difficulty in subtaining this view lies in the
fact that this implied or incidental power in the Board to

~reduce the number of banks by ligquidation or consolidation,

pitized for FRASER

a8 & necesgary consequence of the reduction of the number of
distriots, is in confliet with an expressed power vested in
each bank when chartered,- this expressed power being "to have
succoession for a period of twenty years from its organization
unless it 18 sooner dissolved by an Aet of Congress or unless
its franchise becomes forfeited by some violation of law.”

p:/ffraser.stlouisfed.org
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To overcome this difficulty and to sustain any action
taken by the Board which involves the liquidation of any of
the banks, we should be in a position to show, if the matter is
tested in the courts, that the reduction of the number of dis-
triets and the consequent liquidation of some of the banks
created, is of such importance to the successful operation of
the Federal Reserve System as & whole it must be assumed that
Congress did not intend to vest in the banks any right of
succession which would defeat or restrict the power of the
Board to bring sbout this reduection either upon its review of
the determination of the Orpgenization Committee or in the ex-
ercise of ite power to readjust the districts created and to
create new districts. In other words, we will, I think, be
compelled to rely to some extent upon the importance of thie
actlon to the best intereet of the system ag an element to be
considered in the interpretation of the Act.

There will necessarily exist o difforsnce of opinion
on this subject and if the case comes up in court we must be
prepared to meet the arpument that Congress vested in the
Organization Committee the power to desipnato not less than
eight nor more thaun twelve Federnl reserve cities and that upon
the incorporation of Federal reserve banks in thess cities
Congress Intended, as the iet states in terms, %o vest in
these banks succession for a period of twonty years unless
gooner dissolved by an Act of Congrese or unless the franchise
hacomes forfeited by some violation of law. That 1t gave the
Board wide latitude in the matter of the readjustment of the
peogrephical limite of the distriets but purposely withheld
t?elright to liguidate any of the banks except for violation
of law.

I fully realize that £t would be almost fatal to the
successful operation of the system for the Board to be resiricted
in its power by a narrow and technical construction of the
provisions of the 4set. We must assume thet it was the in-
tention of Congress to provide Tor an effective banking syetem
end that to do this it was necesgary to vest a broad discretion
in the administrative body charged with the execution of the
lawe since Congress could not foresee and specifically provide
for every situation that is likely %o arise. In the present
instance, howevor, we must as stated be prepared to sustein
the proposition that an implied power in the Board is not to be
defeated by an inconsistent expressed power in the banks and to
do this it must be shown that the exerecise of this implied
power is of very great importance and that the reduction of the
number of banks is necessary for the successful operation of the
systom as a whole.
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inile I am not sure that I have made clear the
situation from a purely legal standpoint, I am taking the
esting that whon the matter ie referred to
this office for reconsideration of the legal question, if
the Joard has dotermined at that time that a reduction is
necessary, it will be helpful to ue if we can ssgume as a
matter of fact that in the opinion of the Board this reduction
is so necessary that we are justified in assuming that Congress
must have Toreseen the necessity for a possible reduction
and, therofore, could not have intended to deprive the Board
of this powor when it vested the power of eucceesion in the

Federal reserve bank.

I am handing you this memorandum informally simply
to put in concrete form the supzestione we discussed verbally

on 3aturday.
Very sincerely,

(S8igned) XK. C. Elliott,

Hon. ¥. A. Delano,
Vice-Govemmor.

.org
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HOUSE OF REPRESENTATIVES

Waghington, Hovember 13, 1915.

My dear Iir. Delano;
A On reaching my hotel tonight I find your confidential

note, with inclosure of report of your commitiee, for whieh 1

thank you. I had read in the Waghington Btar of yesterday a

paragraph to the effect that the Federal Reserve Board con-
templated some such actlion as that proposed by your gomnittee;
but, being somewhat incredulomne, I called Dr. Willie over the
'phone last night to asceriain, if I properly might, whether
the publication hed a real basis in fact. Beinp apsured that
it had, I today prepared & statement for the newspapers in
which I challenge the right of the Board to do what is suggested
and comment on the reason assgipned by the Star for the mediated
proceeding. However, aside from my utter distaste for news-
paper disputation, I am otherwise diesuaded from public dis-
cugpion of the matter just at this moment.

You have been g0 coneistently courteous and cordial
to me, ny dear Mr. Delano, snd so considerate slso, that it
pains me to have to disagree radicelly with eny view that you
express concerning the administration of the Federal Reserve
Systenm. Yet, the very fact that I have felt so strongly

drawn to you snd have been so confidently impressed by your

.org
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sarnest devotion to the work of the Reserve Board, prompts me
to write very plainly with respect to the committee report
whioch you have done me the kindness to transmit

I was anong the fow members of the louse Benking and
Currency Committee who hoped that {he Reserve Board Orpanisza-
tion Commitiee would start the system with the minimun number

of regional banks. I wap among the very few wembers of

either brasnch of Congress who felt that there wa8 mueh ex-
aggeration of the real peril in Nr. Tarburg's "piping" system
which received puch seant consideration; eo what T fay now
may not be related to any preconceived prejudice againgt e
reasonsble concentration of reserves or liking for a large
number of reserve banks. I siuply gqueation outright the
power of the Federal Reserve Board to Teduce the number of
banks and, apart from every other consideration, I think such
action would be a ugurpation of sathority for which no defenge
can be found in the text of the act itsgels ang I know it would
be a perversion of the intent of those who drafted the bill and
menaged the legislation.

The currency bill, as Ooriginally drewn, contained
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no reference to the cuestion of abolishing reserve banks
beyond that involved in the parapgraph relsting to the charter -
life of & bank, which could be terminated only by act of Con-
presg or by forfeiture for violation of law. This was held
by most of ue to be sufficient. But there were members of
the Committee so bitterly opposed to the eentrelization of
reservee and so fearful of cemtrol by a few banks, in subjec-

tion to "special interests,” that an amendment was made which

provided that "no Federal Reserve District shall be sbolished

noxr the location of & Federal Reserve Bank changed except upon

the application of three-fourths of the member banks of such

district.” In vain some of um pointed out that this was in
conflict with the "charter-life” provision of the bill: those
fearful of a system of fow banks prevailed in the House Com-
mittee. But the Senate Committee, noting the conflict, elimina-
téd the amandment cited; and the House conferees on disagreeing
votes, of which I was one of two, concurred in the alteration,
for the reason indicated. Thus we gave the Federsl Reserve
Board authority to "create new districts.” dietinetly modifying
the term by immediately snd clearly indicating that the modus
was to be by multiplication, "not to exceed twelve in all.” To
"ereate” doesn't mean to "destroy”. Ve distinetly did not give,
even by implication, nor intend to give, the Board power to reduce
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the aumber of banks first created. There is not, in my belief,
& vestige of sanction in the amet for any different assumption.
Certainly there is ao warrant of authority to "sbolish" distriets
in the power conferred on the Bomrd to "readjust” distriet lines.
leadjustment of linos cennot mean extinetion of districte, nor
ean the power to "review,” upon appeal, the work of the Organi-
zation Committes in locating reserve banks be reagonably inter-
preted into authority to "abolish” ban¥ks. 4o sueh interpreta-
tion of the phrase, gtunding alone, would be tenable; read in con-
necetion with Section 4, expressly reverving to Congroos nlone the
right % dissolve banks, such interpretation, as it seems to me,
le impospible But this strained conetruction of the phrase, if
ever admissable, could not be applied now without eoming in plain
and sharp coufliet with the charter-life provision of the act or

without involving the Federal Reeerve System in disastrons 1iti-

gation.  Such sotion to be reparded. in any sense, 2 "review" of
the work of the Orgsniszation Committeec se to chartering banks,

#hould have been tuken (1) before the fecretary of the Tressury,

6 required by the set iteelf, "officielly snnounced the eeteblish-

ment of & Feders] Reserve Bank" in a specified distriot and (2)

before the bank proposed to be aboliehsd had been, as provided by

the law, "authoriszed by the Gomptroller 9% the Currenecy to commence
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business under the provisions of this set.”

But, s& [ have said, it was never intended that these

terms should besr any such construction ae thet which I fear

aced on them, albeit you do not explicitly eay
1 of the law the Federsl Reserve Board would
she oxtroordinery action proposed. I az not 2 lawyer
sn edept in the interpretation of law; tut I do Jmow what the
proponents of the Federsl hegerve Act end the managers of the
leziclstion intended to write on the statute book.
ioreover, aspumning thet you have the power, I fTind
myself unsble to agree with your Committee's argument for the
propoped action, and [ totelly dissent from the printed reapon
ageribed to the Board for ite contemphsted abolition of certain
reserve banks. Congress did not aet carelessly ror in ignor-
ance in fixing the meximun number of reserve banks. T am writ-
ing hastily at ny hotel, where documents are not available: but
in the archives of ny comuittee-room ig abundant evidence of
the paingteking care with which expert compilations were applied
to this guestion, and not one of the existing reserve banks falls
one Jdollar under the computation of probable resources mede by
our actuariee, so there hae been no decentralization of reserves

beyond that which Congress deliberately sanctioned. 0f course 1

do not know with what evidence your Committee can fortify its




suggestion that Congress did wrong in suthoriszsing, and the
Orgenization Committee in esteblishing, twelve reserve bsnks;

but T ecannot imagine that it rolates to lack of resources, becsuse
the chief offlcer of one of the reserve banks proposed to be
abolished has recommended to the Board thet it shall include in
its suggesntions to Congrees an amendment to the Pederal Reserve
Act suthorizing a return to member benks of 45 vercent of the
normelly evailable capital subscribed, thus radically redueing

the capital resources of the bauks! IFurthermore, it is in the
power of the Board t¢ make the resources of strong banke svailable
to aid wesker banke in time of stress. It is s complete, not &
fragmentory ayetom.

I eannot think, either, that your evidence relates to
the reason given in the Vashingion :tar for the abolition of
certain banks, to the effect that "four of the banks lost money
for the guarter ending teptembey 30." You know and | Imow that
some of the adaministrators of Foderal Ressrve lunks have not
tried to earn expences. Juite the contrary, they have tried not
to esrn expenses; to my knowledge they have intrigued to this
end. And this to me 1a not astonishing, for & member of the Board

and of your Counities, our mmtusl friend ¥r. Verburg, hes publiely

proclaimed that he would have been "ashamed of these banks" had
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they earned their expenses. While I do not agree with kr.
Warburg as to the ecomomice of this view, I am cheerfully willing
to concede that there was nothing sinieter in his declarationg but
there sare those who will misunderstend his remark and aseribe it
to a desire to wreek the Federsl Reserve cystem and build upon
its ruine hio eagerly desired centrel bank of banks. And 1f the
Federal LHeserve Board, either through uwsurpation of power or by
exoreise of suthority which the Federal Reserve Act may be
thought to confer, should at this time try to sbolish certain
feserve Bsnke because sll the banks have not earned expenses,

Hr. Varburg's avowed wish thet they shell not he gelf-sustaining
widl be plausibly imputed to him and to the Beard &8 undigguised
hostility to the System and part of a scheme to diseredit it.
And, unhappily, thio belief would be aceentusted by the incon-
testable faclt that the Board itself, under the persistent leader-
ghip of Jir« Yerburg, has failed to puot inte cperation mandatory
provisions of the Federal Reserve Act which were intended to
enable the Federal Reserve Banks to earn expenses, and which no
member of the Board, I must uscume, will deny would enable these
Banks to earn expenses. It is my deliberate judgment that the

action proposed dy your Commitiee, if tekeom at this time, would

zed for FRASER
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arouse a spirit of ferment snd of bitter resentment in the
country, especislly in the largze sections affeeted, which would
epeedily be reflecied in sebion by Congress.

i huve frankly admonished Lr. varburg in the kindliest
epirit of sincere frienmdship that his concepiion of the Federal

Reczerve Systum as & purely "emergency” instituticn is wholly

foreign t¢ the view of the administration which recomuended

and the Congress that brought the system inte being. It was
never intended by anybody who had any effective part in the in-
coption and paseage of thic legislative act that these banks
should be praectically moribund for nine out of every ten years of
thelr existence and only be put into action to "save a gltuation”
or to retrieve a finaneiasl disaster.

If we wani & system of that kind, we can return to the
hybrid Vroeland-Aldrich scheme, which would emsble us to abolish
the Federal leserve Board, as well ze the Fedorul teserve Danke,
and conduet the entorprise from & corner bursau of the Treasury

buildinge I have supposed that in the Federsl Reserve sct we
had inetituted 2 great and vitel banking gystem, not merely to

correet or cure periodical finsmcial debauches, not elmply,
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indeed, %o aid the banking comumunity aloneg but to give vision

and scope and seourity to commerce and to amplify the CPpoOr=

tunities, a8 well as to increase the capabilities of our indus-
trial 1life at home and among foreign nations. I am not willing
yot to think that I have misconeceived the thing.

I have writien ten times more than I purposed to BRY
r. Deleno, when 1 started to ackmowledge the courtesy of
your nete; snd, what is worse, have written with my own hand,
which ie distinet}y sgeinst my physician's advice. But I cannot
econolude without teking the very great Lliberty to ruggest that
you should long snd carefully consider the astounding intima-
tion of your Coumittee that the Federsl Reserve system, which
at the very weskest period of its existence --- in its infaney,
B¢ to speak --- Las withsitood the shock sud uphesvel of the
greatest war in the history of the earth, will, in ite growth
and strength, be gravely endangered when the reuad justwente of
peace ensu®. To me This is startling. 1 believe such & fore-
cast of deflciency seriomsly made public by the Federal Leserve
Boerd would alarm the country to the point of pamic, snd do it
ingtently. I beiicve it womld put a check to enterprise end
& rein upon endosvor thaet would result in immediste donbt and

ultimate disaster. I dc¢ not at all participate in your fears.
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I think we have 4 great banking syetem, which will continne

to prove 1tself in larger measure as those who aduinister i%

give it a falr chance and operate it with confidence. I Imow

you want to 4o this, and ! conld wish for you no crester distinec-
tion, nor for our country any greater blessing, than would de
involved in the actual achievement.

T hope to be able to have this letter typawritten

@

before T leave for Neow Ydrk Mondsy morning and to subscrib
myself, with cerdlal regaxds,
Faithfully yours,

{8igned) Carter Glass.

Horn. Fs Ae T)ﬁlano.
Federal Leserve Board,
'fjifi‘.}hingto,ﬂ. Lse Co

C OP X

A
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Eng.

Novenber 5, 1915.
Dear Mr. Cotton:

that, after carefully examining the paragraphs involved,
you felt convinced that the Board had the power to read-
juet districts, no matter whether or not such read just-

1

ment would result in a reduction of the number of dis-

tricts created by the Organization Committee.

I do not know whether you ever saw the cpiﬁion piven
by Mr. Elliott on March 1, 1915, at the request of the
chairman of a committee appointed to deal with the ques
tion of redistricting. I hand to yo% herewith, for your
confidential use, a copy of thils opiﬁion, and I would
thank you to give it your careful study. t may be that
we shall suggest to our counsel that he invite you %0

come here to discuss with him the points involved. There-

fore, it might be advisable for you to familiarize your-

gelf fully with his point of visw 28 expressed in the o-

pinion.
I shall be glad to be advised further in thias matter,
and am, thanking you for giving it your careful coneidera-

tion,
Very truly yours,

Joseph P, Cotton, Eeq.,

Bankers Trust Building,
New York.




Footnote 2.

To illustrate: gold accumulating with the Federal Reserve
Bank of Xansas for account of the St. Louls Federal peserve
Bank may not now be counted as reserve for St. Louis. In or-
der 0 be so counted, it must be shipped to St. Louls or to
some subtreasury point for account of the Gold Settlement
Fund. When Kansas will become & branch of St. Louis, all gold
at Kansas will form part of St. Louls' reserve and St. Louils
may transfer gold from its own vaulis t0 the Gold Settlement
Fund and thereagainst accumulate gold at Xansas and, of course,
conversely, St. Louis may pay out at Kansas and accumulate at

8t. Louis or in the Cold Settlement Fund. Currency in the form

of ypederal Reserve Notes may, in the future, of course, be is~-

sued in 8t. Louis or Kansas, no matter whether the gold 1is kept

in St., Louis, Kansas City or the Cold Bettlement Fund.
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2(a) A more complete organization of the country into its

natural and complementary banking and business units.
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Minneapolis Argument.,

In order to understand fully the problem it is necessary
tc recognize that there will be now three kinds of districts:
(1) homogeneous districts, which are essentially borrowing
sections, particularly at certain periods; (2) homogeneous
districte which are essentially lending sections, and (3)
mixed or balaneed districts which include both essentially
borrowing and lending sections.

In using the term "borrowing section®, your committee
wishes to0 designate sections where the aggregate local borrow-
ing, periodically or permanently, exceeds the lending ability
0" the member banke of the section. . Similarly, the term "lend-
ing section"” is used to designate sections where the lending
ability of the member banke of the section generally exceeds
the agpregate local borrowing. To illustrate: the Minneapolis
district, in normal timee, will have a good demand for loans
during crop moving seasons, but, during the remaining part of
the year, it would probably be difficult for the Minneapolis
Bank to maintain iteelf. By merging the two districts, the
resources of Dietrict 7 would automatically become available
for District © during the orop moving period, while, during
the remainder of the year, the idle funds of District 9 might
find employment in the broader field of operations of thé Chi~
cago District.

Under the new plan, the districts of Chicago, 8t. Louis,

igitized for FRASER
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(2)
Cleveland and San Francisco may be considered as balanced dis-
tricts. Boston-New York and Philadelphia may bhe considered as
lending districta, while Richmond and Ballas may he considered
as borrowing districtis.

The task of effectively and fairly directing or regulat-
ing rediscount transaoctions between districte thue becomes a
much simpler one for the Board. It is evident that three dis-
tricts that have not been allotted a borrowing section of
their own will be counted upon in the Tiret degree for redis-
count transactions for those districts which do not embrace =z
strong lending section of their own. (Footnote: One large
eastern diastrict extending from Maine to Florida might have
constituted a balanced district, but 1t is clear that Maryland
alone could not have acted as a sufflcient factor to counter-
balance the Richmond-Atlanta district, and it was thought more
logieal and practical to include Maryland in ths Philadelphia
district, thus making itn2 componmnt part of a homogeneous
lending district.)

In establishing this.claaaification, your committee is
fully aware of the fact that so comprehensive a plan can only
be applied on broad lines allowing Sor exceptions from the rulse
as varying conditions {rom time to time may require.

There is no doubt that both as to intra and inter-district
operations, s vastly simpler, and, thererore,.more economical
and effective, syatem will be seocured by the reduction of the

number of districts.
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Washington, Ootobar 30, 1915,

Deas MNr, Dolano:

As I ezpect to lsave on Monday nocn for Hew York in order te vete
a5 & good citizen, I s;m writiang these lines to you 20 thal, upon your
return on Tusaday, you may have all the facts balors you when you - as
I suppose you will want to - put the final touchss on the coumitton ro-
port.

Dr, Killer went through ths report and I noted on your copy the
various changes which he suggested and handsd the sams to Ds La Mater,
asking him to have s clean copy realy for you when you returned, I
expoct to get Dr, Miller's changea for the last throe pages on Honday
morning, =nd, o the time may be short, I have done some littls work
on page 5 and give you herswith a redraft of ths same, hoping that i
may be able to gat Dr, Willer's suzgesticns ambedied befors asking De
La Mater to finally retype it for you,

I hove not domne much to this page excopt that I have tried to de-
fine the distriocts a iittle bit more definitely. Ixn Hinneapolis I

| — R
heve—duit-ent-the-argament, I hove tried to lormulats o

—and you will fiad f": -
acke et Lpadlntive 4 ?&‘“M 5,“,1_.,‘,‘.”4;4
Thils I think we can mako a good argument for Hiansapolis, I doubt
whether it iz advisadble to put too much argumeatativs matter into these
daseriptions ﬁzg-our changes. The ddfficulty is that if we put in a
strong argusent for ons chamge, we ought to put it in in each caso, and

if wo do that I think we subject ourselves to atinocks mors readily thea

by simply giving our decision and keeping our reasonz ior ourselves,

ol  obriets pnd Fie funbreedin };/a«uumf/u— Con d(‘?df’ o S Attty L
9 L4
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(3)
You will remeuber that we decided to 4o the same thinz vhen pubiishing
our gounszel's opinions, It may, however, waell be that the table that
you preparsd, showing the couparative insignifiocanse of the Fedoral Re-
sorvo Banka in soue dletricts, would be excellsat material, aad I thiak
it would have the best aflfect if it would be slmply appenied as a table,

I have added a paragraph after the St, Louis deseription, stating
al this point why we did not combine Hew Orleans and St, Louls and
Knnsas City and Dsllas, I believe that that will have a gocd affoct in
plagating our Kansas frisnds,

I have {urthermore dictated a paragraph which you will find on a
separate shoot, marked "Ead®, in which I have sxprsssed ths thought
that the Beard realizes that it has not the pewer of establishing
branches; that this power is vested in the pederal Regerve Bauks, but
that it has no doubt the banks will net upon the smggestion, and I have
indicated in a vory uild form that, of course, 4f they did not, we
might change the Federal Reserve Banks, I think that something to this
offect ought to be onil; othorwise, some peopls will railse the point
that we had ne right at all to arrogate for ocurselvés the power of open-
ing branches, I leave it to you whather or act to insert a paragraph
of this kind at the end or before you resapitulste the reasons.

I looked at the Connacticut appeal, and find that oanly the danke
wast of the Connecticut River have applied, and I believe that we would
better make our radistrioting on this basis. I have asked Dr. Willis
to prepare a descriptive page of the new districts so that we nesd not
be toc partigular how we deseribe them ian our report.
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(3)

Az to Beaton, before you lalt you made a point which I thiak is ex-
gellent and which I bellieve ought to go iato the Boston argument; that
is, that also in Boston the lecal member banks are mush stronger than
the Pederal Reosrve Bank and i ths Poderal Rasafvs Systen is to bo the
rocik foundatiocn upon which the membor hsnks - and particularly the
smallsr banks - are sxpected to orystanlize, the stronger we make our
Hew York Bank the stroager will it bs 4n counterbalamciag ths pewsr of
the lew wery largs banks in Hew York, We might also make the point that,
undar the original division ianto 12 districts, Hew York's relative power
as compared with the other districts is no larger than it would be under
the aew arrangement even if we combined Hew York and Bosten, Ho mat-
tor what we may decide with respect to the two alternative plsas - 1 or
3 = I think it is andvisable to make the case ns atrong as posaible, .

Very truly yours,

(Signed) Paul M, Warburg.

. 1 o e
Htle  Adeniht sy Yo Matdiinn clitlide

\) obEltts ad  édu~ &L—-Igj,.vﬂfl»-’ ”—7,. A7 Lnrte
: : e : g s tlppte i g
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Hon, ¥, 4, Delano,
Vice-ovoraer,

Ene,
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G
and retaining the existing bank of Atlanta as a bdranch, The Haw Orleans
Brangh, with its territory, huwover, has beea sliotted to Dullas, and
Haryland snd the westara part of West Virglnla have beean allotiel o dis-
tricts 3 and 4, respeotively, This mukes a district with a capitel of
$8,926,000, ranking sizth in point of importanes,

The Chicage District is enlarged sc sz $0 combine with 1%t the Minne-
apells Dletriot and include the States of Wyoming and Hebrasks, which
aakeds = largs district, though mueh ef 1% 4z sparsely setiled, sescond in
importance to Hew York, and havirg o capltal of $19,880,000. Ths commit-
tes sxpeets the psdersl Reserve Bank at Hinneapeolis $o continue as a
branch and bolieves that, as such, 1t will be 4n = etronger position to
s2rve itz territory then as an independent institution infericr in re-
sources to soveral of the pembor banks of 4ts distriet, (Argument 8)

The St. Louis DMustriet is enlarged by embracing the Kansss City Dis-
triet with the excsption ol the Btates of Wyoning and Hebrasks; that is,
the wastern adge of Missourl, the States of Xansas and Colersdo ani parts
of Okdahome and New Maxige, The central porticn of Kenmtucky and southern
Indisna are subtragted from this diastrict, The distriet, as & whols, is
almost doudled, having a capital of §9,102,000 and ranking f4fth iu point
of importance., Heretolors, both the St, Louis and Xansas City Federal
Roserve Bunks have been weak enes, and, for reasons slready axplainsd,
thiz section of the country will be better served by one sirong bank than
tvo ¢f comparative lasigniiicange, The raak of St, Louls as a banking cen-
tor {(contral reserve city heretofors) justifiss a difforent treatment,
Moreover, Missourl is the only State acw having twe Fedsral Reserve cities,
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but one of the compalling reasons for uniting the Kansas District wiih that
ef 2%, Louls is the iuportance of escuring for Distriet 1C the sivantage of

peiat,

belnz included in a iistriet hoviang o subdbtreasury
It ought to bs stated that your ceonmittes, 4n many respects, would
have proferred to joln to onse ancther Districts 10 and 11 and add the Hew

Orleans Braanch $9 District 8, EBut suck a2 cembinatica would have resulted

in joining togethar two subtreasury districts (3t, Louls and Hew Oriesns)

B

lezving both the Kansas City and the Daliss Districts witheut subtreasury

poeints,

ttp://fraser.stlouisfed.org
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branch.\ This makes a District with a capital of $8,926,000,
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ranking’ sixth in point of importance.

The Chicago Distriet is enlarged so as to combine
with it the llinneapolis Distriect and include the States of
Wyoming and Nebréska, which makes a large District, though

much of it is sparsely settled, second in 1mportance to New __
G \ﬂkf‘“’ é««-/dc[; //(4 Fos
York, and having a capltal of $19,840,000. The Hinneapolls
,,/ﬂ ahitetnd aq & 4ﬂlnn/ A lebitnes Hal an saneh Ll anll be ey o s,{‘\ M LA Jead e A0 denpe.
Euotfae%—h“3whad"u rather-hard-time-in-earning- GXOGHSSS and.--the
ofs sieterfonitocy Fan as are amdefund s ket babetn nfrn v 2itenitey b feverel
ca#r&eter>of the-business-in-this territery is not such-as o
of e (avted ef T A ik .
i justifyus—din- recommendlng & continuance of thisasa-separate

dstrict. /"ff;(zutfszé ji’
The St. Louis District, newe—Feryrwesl-district,

is enlarged by embracing a—larae-shaxe -0f the Kansas City Dis-
2l e ¥5 few S latey ek ///:/4)' aria /&'/' Hat &g .

tficpx- the western edve of lMis ourl, the States of Kansas and

Colorado and parts of Oklahoma and New llexico. The central
PV QM.J{N—-n\, &\\A'&MN
portion of I entucky'dﬁ?subtracteu from this District. The
aliveb dowdled o
District as a whole is -a—good-deal-enlarged, having)capital

of $9,102,000 and ranking fifth in point of importance.  Here-
tofore, both the St. Louis and XKansas City5g;;£;;;;s have been
weak onesfh‘éhhe rank of St. Louis as a banking center (central
reserve city heretofore) justifies a different treatment.

; N‘“f; b
évaqp;h Jdlissouri is the only State now having two reserve cities, bu Vntw ¢

for reasons already explained this section of the country will
Awnn

be better served by one strong than two weak.baaks&ié&m%aqa&@_oﬂa@ng~
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Arpument 8,

The Minneapelis diastrict, in normal times, will have = good dsmand
for lcans durdng crop moeving seascas, but, during the remsining purt of
the yaar, it would probably be 4iffiicult for the Minneapolls Bank te
maintaln iteelf., By merging the two ddastriots, the resources of Diastrict

7 would autematically become available for Distriet ¢ during the erep

moviug pericd, whils, during the remaindsr of the year, the idle [unds

of District ¢ might {1ad employment ia the broader field of operations

of the Chicagoe Diatrict.
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The coamittes rezlizes thet the Act confers upon the Federsl Resorve
Banka the power to establish branches and that, for the carrying out of
this plan, the Board will, therafors, have to rely upon the cooperation
of the FPedoral Reserve Bauks, Your commitiee has no lcubt that the sound-
asss of the plan will commend itself to the judgment of the ddrsciors of
the Fodernl Reserve Banks all the mors as the cities now suggested for
branches are of such imporiance ss to remder it 44fficult, in choosing
the Federal Reserve city, to give preierence to ons as against snother,

i

A% thie sarly stage, the proewsnt designation of these Federal Reserve cit-

ios oonnot bo conaidsrsd as a final one,

In chooslag betwassn St, Louls and Kznsas City, Richmond and Atlsnta,
and particularly between Cleveloni and Cinelansti and Dallas and Hew Opr-
leans, the Board will ultimately bo gulded only by aetual axperience to

e gedned Irom the further developmsnt of the system and the futurs growth

end activitiss of sach section,
/@1‘#‘)!”[’( /M 73‘% w/ # Yo bek ‘ﬂl W{"C«"Z‘a W—
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The Minneapolis district, in normal times, will have z good dsmand

A
for loans during crop moving seascns, but,

during the remaining part oi

the year, it would probably be difficult for the Minneapolis Bank to

maintain itself. By merging the two districts, the resources of District

7 would automatically become aveilable for

moving period, while, during the remainder

: -

of District 9 might find employment in the

of the Chicago District,

(=1

District 9 during the crop
of the year, the idle funds

broader field of cperations




/“/

To The Federal Reserve Board:

There are now pending for considerstion by the

the following cuses in comnection with the deltermination of

gerve Cities and changes in Dietrict lines:

First:
The appesl of Baltimore that it be selected iIn
preference Yo Richmond as the Federal leserve City
of the Fifth NDistriet:

Second :
The appeal of Pittsburpgh that it be selocted in
preference to Cleveland as the Faderal Reserve City
of the Fourth Disirict

Thizrd:
The asppesl of & group of banks in certain counties
of Wisconein that they be taken out of the Hinnesp-
olis Dietrict and added to the Chicago Distrioet;

Pourth:
The appeal of certain bauke in the weetern half

of Comnectiecut that they be taken out of the Boston
District and added to the New York Distriet; (The
Board has not fixed the time for hearing this appeal).

Pifth:

The appeal of cerinin banks of Loulsians that they
be included in the itlanta Distriet and operate
through the Hew Orleans Branch, in preference to
being included in the Dullas District. (Thic sppeal
has not been heard by the Board, but the facts of the
case are being investigated).

rLM wn.u&,w(u"
Your Committee sugsestes that these five cases a&ghtaact

best be dealt with in a comprehensive way by considering the
whole question of redistrieting.

We may ssegume that among the important objects which
Congress desired to achieve, in enacting the Federal Reserve Act,

were:

gitized for FRASER
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(1) The creation of several independent banking centers, each
of which was to centralize a sabstantial portion of the reservee
of ite distriot so as to render them available as the basis of
an elastic note issue and so oreate and sustain a reliable mar-
ket for commercial paper and bankers' acceptances;

{2) The steadying of interest rates within reasonable limits
by rendering available for active use in some parts of the
country funds whiech might otherwise lie idle;

(3) The establishment of the most economic system of clearing
and ecollecting checks and of tr&nsfeé;funds within dietricts

or between them. :

The result of a year's setual operation convinces us
that all these aime will be more effectively and economically
achieved by & consolidation of the twelve distriects into eight
or nine, and at the same time more fully cerry out the spirit :
of the Act, which seems to contemplate that, as our population’

|
and wealth increases, there will be & necessity for the crea-

(
tion of more districts. Deeentralization carried too far does ) //

not produce offective results and mekes for weakness rather
than independence. The stronger each distriet, the greater
will be ite powers to set as an independent center, freer and
the more effectual will be the interplay of idle reserve money
and the broader ite basis of useful serviee. 4 larger dis-
tricet will possess a greater power of atabilizgtion and edual—

ization of interest rates within its own widened field of

fraser.stlouisfed.org



operation, while the rediscount-transsetions between dis-
;riets will be simpler and more eapily effected. The smaller
number will not only coreate & basis of greater equality for
distriets dealing with each other, but the elimination of Fed-
eral Reserve Banke comparatively unimportant in sige will gen-
erally strengthen the prestige of the Federal Reserve Systenm
in desling with ite member benlks and &¥ will secure that
absolute confidence which is necessary for the fullest develop-
ment of the system. For example, in severzl g% the districts

at present the total capital and depoeits of the Reserve Bank

0

(¥ :
aqéf not compare favorably with @ﬂ;ﬁ-of large Hational and . v

State banks in the distriet, and hence fallf short of its ;

proper place in the public eetimation.

The eptablishment of an economiec and effective organ-
ization for the clearing and collection of checks and for the
transfer funds is & problem besel with real difficulties. In
order to facilitate the accomplishment of this task the Board,
with the cordial cooperation of the Treasury Department, has
establlshed a gold clearing fund which permits each Federsl
Reserve Bank, at the Treasury or at sach sub-treasury, to pay
in or recoive gold for ite own account with the Gold Clearing
Fund, or for account of any other Federal Reserve Bank. The
establishment of this fund has rendered unnecessary in ordinary
routine transsctions the shipping of gold or gold certificates

between any Federal Reserve Banke situated in distriets where

raser.stlouisfed.org



the Treasury or sub-treasuries are located. But in districte
without sub-treasuriee there must be an adjustment of the cost
of shipping to and from the nearest sub-treazsury or Troasury
point. This has proved an obstacle in the way of developing
a patisfectory clearing and collection plan and your Committee
Lamphhbih a0

has, therefore, reached the conclusion thet 1t is very desireble e
to so adjust the districts that each will have within its =

border lines either the Treasury or a swb-treasury.

A
_The more economie operation will be eromtiy facilitated ¢

by a reduction of the number of districts; for example, by the
reduction of overhead charges, by reduetion inm the cost of
printing and redemption of notes, inereasing the Tield of eir-
culation for each note, thus obviating its too frequent redemp-
tion. Furthermore, & smaller number of distriets will diminish
the number of examination districts and, therefore, the number
of ohie; examiners. The Government, even more then the member
banks a&% interestéd in the earnings of the Federal Reserve
Banks, becaunse the Government only receives earnings in excess
of 6% on the capital; hence the operation of the Federal Reserve
Bankeg upon the 10uaa§ bas;s of expense compatible with safety
and efficiency is bpogre §my-'of thie Board.

The Act seems 1o have contemplated districts of large
area with branches. The Board believes this rlan to be a wise

one inasmuch as it obivates the risk of a narrow sectional

spirit in the managememt of the Federal Reserve Banks.

ed for FRASER
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It will be observed that the proposed readjustment

is not out of haruony withgﬁ uhe plau of the Organization Com-
Yo, {'1,\/(1',1/'{"!:' 2
mittee. In three cases il effecis a combination of districts

*

i‘;—/.-"-’l'; \ gy P A A »/;
into what may Le dedernimed & -double district, meking The new
J vl
distriet, Shus—erested, slronger and betler able fo sepresent
ite sectlion of the couutr@% Bach, will retsin its own terri-
tory and administretlion, bul secure the bemefit aceruing by
reason of ius larger resources and the advantage of the more
coonomic and effective operation. 4% the same time branches
and logel agencies with an administiration of their own, dealing
with the mewber banks of their immediate neighborhood will
_/,l’_‘ﬂ M s &4 wanl u/m.!{ M; /:lcc a ej//u'u(_:'v ./r 2Ae /l": - //’/ ///(( bfu({*,; 4’24 7."),5.[: "
—eare for- ea}wneeéswa%~&wminimum”of“uqunaa.

290 plans are submitted herewith: Plan 1, with nine
districets, and Plan 2, with eight districts. The only difference
between them is that in Plan 1, the Boston District is mein-
tained; whereas, in Plen 2, it is combined with the Hew York
district.

In order to e n how meet the issues, ;

explain how these plans e e ez;i%%wéﬁ?
which are before us, - the following brief stateme%};
Firet:
In the matter of the appeal of the City of Balti-
wore, it would proposs to deal with it by denying the
appeal , but adding the State of arylend to the Phila-
delphia District.
Second:
In the case of the appeal of the City of Pittsburgh,

it isg proposed to deny it, but to change the boundary
6% {the Philsdelphis Distriet so as to include the en-

tire State of Pennsylvania, as well as the southern
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half of New Jersey, and the States of Delaware and
Maryland. Under this plan, Pittsburgh and Balti-
wnore VWould-awturElly becomaﬂ’branches or agencies
of the Philadelphia Bank.

Third:

in the case of the sppeal of the Wisconsin banks,
it is proposed to dispose of that by combining the
kinneapolis and the Chicago Dietrict.

Fourth:

The appeal of the banks in the western half of
Connecticut is disposed of, in Plan 1, by including
western-Massachusetts gné western Connecticut in the
New York Distriet, amd in Plam 2, by combining the
Hew York and Boston Districts into one district.

Pifth: .

“he appeal of certain banke in Louisisns that they
be included in the Atlanta Distriet and in direct
communication with the New Orleans branch is disposed
bf by the chanpge in the line of the Dallas Distriet,
which is altered so as fo include &all of the State
of Louipiana, the southern half of the State of
Micslesippl and the covner of the State of Alabama,
in which lobile ie situated.

As befween Plen 1 and FPlan 2, there is not a great
deal of difference. The Boston District would still be a
fairly strong omne, ranking seventh in point of capital, with
563 mewber banks and & total capital of $8,468,000, one-half
of which has been paid in. If an amendment to the Reserve
iLct were passed permitiing the mutusl savings banks of Massa-
chusetts to enter the System as special or associate members,
& considomble inecrease in membership and capital of the Boston
Bank might be expected. On the other hamnd, Boston does much
$ ou:fﬂuc:‘ghnn. -
of its business, Mwm’ rough

New York. The fact that the Boston Bank will alwvays find it

B
A




diffioult to meet its expenses and charges, and that there
will be mueh unnecessary snd expeansive return shipments of
Federal Reserve notes between the two districts, may be cited
as a reason in favor of combining it with the New York Dig-
trict. Promineat Boston bankers have nrged thet there were
too many Distriets and thet it would be better if Boston
were included in the Hew York District. Under either plan
Hew York is the strongest distriect in point of capital,
$25,878,000, in one case, and $52,3%6,000 in the other, ore-
half of which has been paid in. New York Bank clearing
operstions reach over o considerable portion of Hew England .
In respect to the third Distrioct. the prineipal
change hes been to include the western ﬁ:&; of Pennsylvania,
l1.e., Pittsburgh, efe., and all of Maryland. This makes &
District with 815,898,000 capital, ranking third in point of

1m?gzggnco.

The Cleveland District is considerably altered,

7
wnstern Penneylvanis being subtracted and part of West Vir~laiaﬂu, »

Wisk t/ Al flutv-rrida,
~Q¢é¢¢:&AK6ntucky. western Tennessve and the northern half of L

ilabama added. A branch is suggested for Cineinnsti, that

eity being & sub- treasurv ¢ity and central to much of the Dis-
ﬂdl"l u Sov .ty rea Fe.cy et if ALy Lt Loy e f rli"fv‘ N l\/e’“/ " teo /f“"7'/
trict. Thls ﬂietviot Wwill have a capital of $9,230,000 and
renk fourth in poiat of importance.
The Richmond District, while deprived of Maryland,

is coneiderably enlarged by practically combining the greater




part of the iAtlanta Distriet with it, retaining Atlsnta as &
branck. Thie makes & Dietrict with & capital of $8,926,000,
rasking sixth in point of importance.

ihe Chicago Distriet iz enlarged so as to combine
with it the Minneapolis Distriet snd inelude the States of
Wyoming and Hebraglke, which makes a lerge Distriet, though
much of it is sparsely settled, second in importanece to HNew
York, and having a capital of £19,840,000. The Hinneapolis
Pistriot hes had a rather hard time in earming expehéea and the
character of the business in this territory isxﬁot such as to
Juatify us in recomnenmding & continuance of‘%his as & geparate
distriect.

The St. Louis Distriet, now a very weak district,
is enlerged by embracing o large shere of the Zaneas City Die-
triet - the western edge of Missouri, the States of Kansas and
Colorado and parte of Okxlahoma and New exico. The c;z%rai
portion of Kentucky is subtracted from this Distriet. The
Distriet as & whole 18 2 good deal enlarged, having capital
of $9,102,000 and ranking fifth ia roint of importance. Here-
tofore, both the St. Louls and Xansas City Distriets have been
weak ones. The rank of 8%t. Louwis as a banking center (central
reserve city herstofore) justifies a aifferent treatment. ,
llesourl ig the only State now baving twgiggggrve cities, but

for reassong elroedy explained this section of the ecountry will

be better served by one strong than tws weak banks.




the only
change belng the additioxn rema inder of Louisiena, the
gouthern half of Missisgsippi and a small coracer of Alabama
The capital of the Dallas District will be $6,510,000; end even
though very subetantisally enlarged, will be the smallest in

point of capit of all the banks.

The Sen Traucisco District rems ins entirely un-

cnanged and ranks ghth under Plan 1 and seventh uander Plan

it { o
£, in point of importance. / -
» inx P e 3

-

In brief terms, the arguments in favor of larger die-
trioets may be stated as follows:
. 3 Diminished overheed expenses account of rent, sslaries, ete.
e. & rveductlion in the number of Dietricts to eight or nine is
in consonance with the spirit of the lew which could not have
contemplated beginuing with the wmaximum number of Banks and
having no opportunity for expansion.
3. The law secms to have contemplated Districts of lerge area
with branches and local ager
4. The requirement that ‘ ¥ Reserve Banks receiving the
notes of amother Districet shall return them %o

U LAALE

trict, throws e, burden upon the Resgerve Banke which ig es-
pecially heavy in the ease of banks relat ively near caeh other.
his will be counsiderably diminished by making fewer districts.

b. Uoder the proposed plan all the Dietricts will have a gub-

tressury within the District, except the Riohmond Distriet,

Pd fOI FRASER




which can avai

411 but two of the

boadguarters of the Heserve Bank.

6. The emlearging of the Districts will

operations by reducing overhead exXpenses, by strengthening

-

the status of the Reserve Dank, and through creation of branch
banks and loeal agencies securing the co-operation of more banks
snd bankers .

At present, some of the Banks, besidss beir

sectional in charaster. The proposed redistricting makes them
more National in character and yel follows

generally than the old plan.

3. Among the ineidental economies to be realized

iwg the nuaber of Digtricts is that of diminishing

of examination Distriets and, therefore, the number of Chief
Hxaminers.

™~
4

9. 48 the Government is interested only in profits In execess

of 6%, the Federal Rese Board concerned in reducing the

cogte of operalion of the Bsnks in every reasonable way to a
mininusa.
a2 number of the Pederal Reserve Dis-
trietes the Federal Reserve Banks do not measure up in capital
and deposits 1o some of the large National or State banks. It
4

vt importance that the Federal Reserve Banks

shall take their true place in the public estimation es Central




. s &t ¥ . S EG EBIIYS 1 3 T L L, s 4% g
Banks, that they measwre up in prestige with the largee

i &

comnerciol banke of their respective Districtis.

A I

Respectfully submitied,

Committee

i — — ——— i — q— o— o—

Waehington,
Oct.29-145.




/y'v f‘v

IEMORANDUL FOR MR. WARBURG

T
e
o

o et
PM.

ctober 29, 1915.
The percentages of cash reserve to net deposit liability for the Dallas
bank in the attached statement I am glad to state, have been found to be correct-
ly stated. The reason of the great difference in the percentages shown in the
last colwmn from those shown in the first two columms for both the Richmond and
Dallas benks is to be Tfound in the large proportion which the note liability of these
two banks bear to their combined note and deposit liability. This proportion is

7

or Richmond and 33% for Dallas and only 28.6% for Atlanta.

f
The Dallas Oct. 22 percentage in the third column was arrived at in the
following manner: From tie combined net note and deposit liability of $14,383,000
for the calculations in the first two columns, we deducted the note liability of
$4,7435,000. The remainder $9,640,000 was divided by the totzl reserve 10,708,000,
including the 5 millions of gold representing the @overnment deposits, less 40% of
. 1 S i S s : 8812
the note liability of J1,897,000. The quotient of 9370 jis 91.4 as stated. When
the reservewas rigured against net reserve deposits only, exclusive of Government

deposits, we deducted 5 millions both from tihe divisor and dividend -

8,812 - 5,000 e B 82 42%
9,640 - 5,000 5

In case of the Atlanta bank the percentage of reserve against total de-
posit liability (including Government deposits) differs much less from the percent-
ages given in the first two columns, because the proportion of note liability to com-
bined note and deposit liability is smaller than in the case of the other two banks.
When the vercentage of reserve is calculated only against net reserve deposits, less
Government deposits, the percentage differs much less from those in the {irst two
colums for the reason that the proportion of the 5 million dollars (representing
the Government deposits{)which is taken out from both the divisor and dividend
decreases the dividend i. e. the reserve figures relatively mmch more than the
divisor i. e. the amount of net deposits !

8,949 - 5,000 - 1,505 __ 2,444
10,671 - 5,000 - 1,270 4,401

o P ey
— 55.5% Respectfully,

igitized for FRASER
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PERCENTAGE @ GOLD AND TOTAL EEZERVE CARRIED BY EACH

FEDER:L RESERVE BANE AGAIRST EET LIABILITIES.

Percentages of Yercent ages of Tercentage of Cash
Gold EReserve Total Regerve Reserve to net de-
posit 1iability (a)

Oct. 15 Oct. 22 Oct. 16 Oet. 22 Oot. 15

HEW YORK
PHI LA 75.2 93.0

CLEVELAXD 93.0 94.0 99.9
?7 .7 ?6 .8 . 77 ‘a .
11 CHYORD (b)68.7 (v)66.5 (B)67.2 (D) 944 | ()90.0
64.6 66.8 66.0 T34 79.2
ATLANTA (0)40.0  (b)46.5 (PIMhE  (D14S4-  (WINS-P

CH1CAGO 84.5 85.0 87.1 87.9 87.1

‘J‘INE“':'(' 75‘0 76.1 7‘.2 75.1 ?6.2

a2

¥ANg. CLTY 69.5 68.9 V2.2 71.5 76.9 78.7
71.8 72.3 4.7 74.5 94.0 - 91.4

DALLAS (v)86.5 (v)s7.6  (Plgr0  (Pl60.8 (v)86.8 (082,28 = ;

SAN FRaNe _80.6 81.8 80.6 81.9 80.6 81.9

FOR SYSTEM

(a) ifter setting aside 40% gold againet net amount of F. R, notes in ecirculstion.
(v) ?ementmu of reserve againet met liebility exclusive of Government derposi ts.
DIVISIOR OF KREVORTS & STATISTICS

FEDERAL REUERVE BOARD
Oct. 26, 1915.
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DES 16 HUMBER OF BANKS IN POTAL CAPITAL OF BANKS
RAME OF DISTRICT |NATION DISFRICT (# of which is paid in) RANK
RUMBER ;
[L¢ presont Proposed 4% present Proposed ¢ sed
(iug.81) | #isn 1 { Plan 2| _(Oct.16] | ¥ian 1 Plan 2 | Present | Plan
(000 omitted)
Boston 1 427 363 e § 10,862 {8,468 et 5 7 e
How Yori 2 612 686 1049 21,974 23,868 | $52,556 1 1 W
Philadelphia 3 627 928 928 10,5%¢ | 15,898 | 15,898 4 8 ;.
Cleveland(Cinoinnati )4 765 700 700 11,868 9,230 9,230 3 £ e
Bichmond b 8507 6886 668 6,69€¢ 8,926 6,926 7 6 é
Atlanta 6 385 — o 4,836 e e 12 oo -
Chiocago 3 981 1951 1951 185,266 19,640 19,840 12 & 2
St. louis 8 462 1098 1098 5,864 9,102 9,102 8 5 8
Minneapolis 9 723 - - 4,982 = - 11 - -—
Ksnsas City 10 951 —— — 6,080 -— -— 9 - —
638 666 665 8,830 6,310 6,310 10 9 8
o2 | s | see | v.066 | 7,866 1 T.000L. .8 S
7610 7608 7608 109,550 |108,508 | 109,508




e ® -
(0[24]15

Two plans are submitted herewith:

Plan (1) with 9 districts; and plan (2) with 8 districts;
The only difference between them being that in plan (1) the
Boston district s maintained, whereas in plan (2) 1t is com-
bined with the few York district.

From the point of view of securine the most economic and
effective operation there cannot be any doubt that plan (2)
would be the more ndvissble one. Your committee is, however,
consétous of the fact that in prescribing the minikmum number
of 8 distriets Congress had in mind to avoid, if poscible, tio
large a centralization of power in one single district.

It must be conceded, however, that New York also under
plan (1) will remein the stroncest district and thet the addi-
tion to its cepital of about {8,500,000, coupled with the
obligation to take care of the member banks of district Ho. 1,
which thus would be joined to the New York distriect, does not
add materially to New York's superiority in this respect.

Being mindful, however, of what might genfraliy be consid=-
ered as the sentiment of the country, thedggzgs;;;:—tha_ttme
bodng ot desst, doco not contemplate to unite districts No. 1
and Hoe 2, hoping that distriet No., 1 may succeed in proving

its ability to aet as an independent and self-supporting center,

‘51 de W ,
-

P. }El W.
10/28/16.
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PLAN NO, 1.

Redistribution of Federal Reserve Districts and reduction to 8
of the total number of districts. (a)

e o o S T e

DISTRICTS NO. OF BANKS CAPITAL DEPOSITS TOTAL CAPITAL
(In 000's dollars) (In 000's dollars) AND DEPOSITS
. No. 1 Boston & N.Y. 1049 16,121 174,442 190,563
No. 2 Philadelphia 1027 8,519 . 28,688 37,207
No. 3 Cleveland 1013 5,960 16,618 22,578
No. 4 Rich.& Atlanta 539 3,888 7,654 11,542
No. 5 Chicago & Minn 1750 8,888 60, 341 69,229
No. 6 Kans.& Dallas 1320 4,839 11, 108 15, 947
No. 7 St. Louis 386 2,375 14,388 16,763
No. 8 San Francisco 526 3,931 . 12,403 16,334

TOTAL 7,610 54,521 325,643 380,163

PER CENT

50.1
9.8
6.0
360

18.2

4.2

(A) From data shown in the Comptroller's Report of June 23, and the Federal Reserve Board
Bank Statement of October 1, 1915.
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Same as Plan No. 1, except that the New Orleans District has been in-
cluded with Dallas instead of with St. Louis,and the Kansas
City District has been merged with St. Louis in-
" stead of with Dallas. (&)

DISTRICTS NO, OF BANKS APITAL DEPOSITS TOTAL CAPITAL PER _CENT
. (In 000's dollars) (In OOO's dollars) AND DEPOSITS
No.l Bostpn &N 1,049 16,121 174,442 190,563 501
1’«1::?4 Pnif;c;;lphia 1,027 8,519 28,688 37,207 9.8
No.3 Cleveland 1,013 5,960 16,618 22,578 6.0
No.4 Rich.& Atlanta 539 3,888 7,654 11,542 3.0
No.5 Chicago & Minn 1,750 8,888 60,341 69,229 18.2
No.6 Kans-St.Louis 1,041 4,060 19,299 23,359 6ol
No.% Dallas-N.Orleans 665 3,154 6,197 9,351 2.5
. No.% San Francisco 526 3,931 12,403 16,334 4.3
TOTAL 7,610 54,521 325,642 380,163 100.0

(A) From data shown in the Comptroller's Report of June 23, and the Federal Reserve Board
Bank Statement of October 1, 1915.
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PLAN NO, ;u

Same as Plan No. 1, except that the Boston Federal Reserve District
i3 continued as at present constituted, increasing the
number of districts to 9. (A4)

\
A

DISTRICTS NO, OF BANKS CAPITAL DEPOSITS TOTAL CAPITAL  PER CENT
' (In G00%s dollars) (In 000's dollars) AND DEPOSITS
No.l Boston 435 5,134 21,705 26,839 7.0
No.2 New York 614 10,987 152,737 163,724 43,1
No.3 Philadelphia 1,027 - 8,519 28,688 37,207 9.8
No.4 Cleveland 1,013 5,960 16,618 22,578 6.0
No.5 Rich.& Atlanta 539 3,888 7,654 11,542 3.0
No«6 Chicago & Minn. 1,750 8,888 60, 341 69,229 18.2
No.7 Kans.& Dallas 1,320 4,839 11,108 15,947 4.2
. No.8 St. Louis 386 2,375 14,388 16,763 4.4
No.9 San Fran. 526 3,931 12,403 16,334 4.3
TOTAL 7,610 54,521 325,642 380,163 100.0

(A) From data shown in the Comptrollert's Report of June 23, and the Federal Reserve Board
Bank Statement of October 1, 1915.
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PLAN _NO, 4.

Same as Plan No. 1, except that West Virginia has been included in
the Richmond-Atlanta District instead of in the

-

Clevsland District. (A)

DISTRICTS HO, OF BANKS  CAPITAL DEPOSITS TOTAL CAPITAL PER CENT
. (In 000's dollars) (In Q0O's dollars) AND DEPOSITS
No.l Boston &—H¥- 1,049 16,121 174,442 190,563 50.1
Yo.3 Philatd‘alphia 1,027 8,519 28,688 37,207 9.8
No.g- Cleveland 896 5,449 15,529 20,978 5.5
No.4 “Rich & Atlanta 656 4,399 8,743 13,142 3.5
No.® Chicago & Minn 1,750 8,888 60, 341 69,229 18.2
No.§ Kans.&Dallas 1,320 4,839 11,108 15,947 4.2
No.€ St. Louis 386 2,375 14, 388 16,763 4.4
No.? San Francisco 526 3,931 12,403 16,334 4.3
TOTAL 7,610 54,521 325,642 380,163 1000

(A) From data shown in the Comptroller's Report of June 23, and the Federal Reserve Board
Bank Statement of October 1, 1915.
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The three main objects of the federal leserve Agt were:
(1) the creation of independent banking centers. Each of these
was to centralize a substantial portion of the reserves of its
district so as to render them available to serve as the basis
of an elastic note issue amd so as to create and sustain a re-

liable market for commercial paper and bankers' acceptances.

(2) To bring about a greater stabilization of interest rates.

This was to be secured by rendering available funds that would

temporarily lie idle. in one part of the country for active use

in the same district or in some other part of the:country.

(3) The establishment of the most economic system of %k& clear-
and collecting cheéks and of transferring funds both within
between the districts.

After & year of actual operation of the Federal Reserve

%(,0" i [vw»tv-"i-” { {Gx
Banks the Rederal—eSsrveBomrd has reached the conclusion that

all these aims will be more effectively and more economically

achieved by a consolidation of the 12 districts into fewer and

larger unitse

p://fraser.stlouisfed.org




(2)

Decentralization carried too far does not produce inde~
pendence. The stronger each district, the greater will be

its power to act as an independent center, the freer znd the
more effectual will be the interplay of idle reserve money and
the broader its basis of useful servicee. A larger distriect will
posgess a creater power of gtabilization and equalization of in-
terest rates within its own border lines, while the rediscount
ﬁransactions between districtslcarrying out the same process in
a larger fieldlwill e simpler and more ef ‘ective in operation
with fewer and larger districts. The smsller number will not
only create & basis of greater equality for districts in dealing
with each other, but the elimination of Federal Zeserve Banks
comparitavely unimportant in size will penerally strengthen the
prestige of the Federal leserve System in dealing with its mem-
ber banks and it will secure that avsolute confidence which is

necessary for the fullest development of the system.

ed for FRASER
raser.stlouisfed.org




bd for FRASER
aser.stlouisfed.org

(3)

The establishment of an economic =nd effective 6rganization
for the clearing and collecting of checks and for transferring
funds is a problem beset with great difficulties. In order to
facilitate the accomplishment of this task the Board, with the
cordial cooperation of the Treasury Department, has established
a gold clearing fund which permits each Federsl Reserve Bank, at
the “reasury or at each subtreasury, 0 pay in or rececive gold
for account of any other Federal Heserve Bank or for its own ac-
count with the Gold Clearing Fund. The establishment of this
fund has rendered unnecessary for the normal routine transactions
the shipping of gold or gold certificates between any Federal Re-
gerve Banks situated in districts where the Treacury or gubtreas-

At [~
uries are located. 1t wid+ therfore be possible to undertake

the collection at par of checks payable with Federal Reserve Banks

of such districts. For distriets, however, without such sub-

AL ( R v
treasuries there remains to be conzidered the&charge for ship-

to and from the nearest subtreasury or Ireasury point.

hae= proved one of the cerious obstacles in the way of develop-
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(4)

Cd st iee
ing a satisfactory clearing and collection plan and the Beerd has

{38 i / ) Lo Py
8 f/(b (tahtat Lonfrt/tee
therefore rcached the conclusion that it will be ﬂece%safyAto so

adjust the districts that cach should have within its border lines
either the Treasury or a subtreasury.

Reasons of economic operation would also render very desirable
reduction of the number of districts. Hot only will the over-

,(O ( cen l("f{"t-_-«' i «*'Q'?('iﬂ"\é‘
nead charges be reduced, but the cost of printing and redemption

\
of notes, one of the heaviest items of expense, should be material-
ly decreased by simplifying the printing and increacing the field
of circulation for each note, thus obviasting its too rapid re-

The Government and the member banks
are both interested in the earnings of the Federal LHReserve Banks
and therefore in seeing the operation of the Federsl Reserve Banks
carried on upon the lowest basis of exrense compatible with safety
and efficiency.

The Act seems to have contemplated Districts of large area
with branches. The Board believes this plan to be a wise one in-

asmuch as it preyents a sectional spirit from asserting itself in




the management of the Federal Leserve Banks,

By creating larpger Districts and Federal Reserve B&§k§
with a larger responsibility and greater resources ;;Vmay be
o88ible to urge Congress to permit the reductigh of
actually paid in of the Federal leserve BanisS. This would en-

banks to adopt a liberal poldcy
imnortant: and non-producing fiedds of operation, su clear#
ings and note issue,withogﬁ being forced at the same time to
employ &n unrcaconably;iarge amount of their resources, being
largely resrrveﬁmdﬁey, for the purpose of earning the substan-
tigl sums neCessary for the payment of their dividends. It
mey b?_éiied that the Government receiving an excess

payment of dividends, eté., would be benefitted by this plan.

It will be observed that this/%g;dJUSﬁmEHt loes not elimin-

/
/

/

"
ate the units as they wer« cre%ﬁéd by the Organization Bommittee.
/

It is rather a coordination o0f several districts into ‘WJDVL =
//l

districtd, but leaving the districts to be united practically un-

/

/
chenged. Each will/retain its own territory and administrationm,
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It will be observed that the proposed reaijustment is not
out of harmony within the plan of the Organization Committee,
in that it does not eliminate the original units. It effects,
in these three cases, a coordination of two districts into
what may be termed twin districts, msking the larger districts
thus created stronger and better able to serve the territory
involved, but leaving undisturbed, except in mame, the identi-
ty of each of the component units. Each of the original dis-~
tricts Joined together will retain its particular tributary
territory and its local sdministration, while securing the
additional benefits alrcady indicateds At the same time these
gections, while served by branches or loeal apgencies dealing
with the member banks of their immediste neighborhood, will
have an equal share in the administration of the entire dis=-

trict,.

fraser, stlouisfed.org.
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the united distriect and the adva

(6)

but secure the benefit scecrudng frox the larger resources of

/
/

gtage of the more gconomic and

¥

effective operation. LAthF /*

While the branch has an administration of its own, dealing
as heretofore with the member banks of its own district, its
constituents have a share in the administration of the entire
district equal to that of the constitueats of the territory al-
lotted to the main district,.

P.M.W.

10/28/15.
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It i8 very intoresting to nnélyze the 9% votea that were
for 12 districts end the 4 votes that were cast for 1ll.
There are registered ag voting for 18 diastricts a gentle-
man, We De Higg ina, of Boston snd a lswyer in Hew York, Herbert
'1{ & At Rt
Ce ¥arohalle. I-d40-net kuew who threse authorities are, but they
are the only ones in those two clities as apgainet an overwhelming
vobe for 8iin those two districtas. Another vote for 12 is that
of Vr. Bartlett in S5t. Joseph, Moe, and thers are Jour additional
votes orizinasing in the Hew Urleans hesoring, one being from Nre
Barr, ¢resident of the Midelity and Columble Irusi Co. of lew
Orlesns, one heing from Re ¥e Enott, Dditer of the Loulsville
Bvening Yost, one the Honorsble Swarer Shirley, uembsr of Cone
gress from lentuoxy, asnd one, the Honoreble Olile Jnmes, U. Te
Senaboy frow Fentuckys snother one is the vote of Mre Stubbs
from Xengse Uity, Uhe one-lwlf vote is thet of Ire Gibba, of
Baltimore, who stated that he Satmcw 4oin, but made a gencral
guess of 11 or 1E. 'he lest vote to cowplete the 94, 18 that
of Ure willis, who has atated thet he expressed not his own
bus that of the Committee for which he had
crgtund that hi2 owa personal view, 1f glven in
an informal manner today, would rather be in favor of 9 districts.
the 4 vobes {het were cest for 11 districts,
we find that £ ceme from Oleveland, Yelng from Kr. Sullivan and

L came from Yr. Gibbe of Baltimore

M

Fayor Bekeri ag nbove stuted, the

and omne came from i'r. )a ding, who wasﬁ»a.aﬁ as fdvoring 10 or 11,

JEP— A 5 i g e M s s s =

f“?t 1w *Mﬁt?urh&&? intere atla to nsge that Mre -winney is }
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reglistered aas beins in favor of 9’9?/10 end lre llowe, 0f Cincinnatfy
p » ry ) /’—f - e ¥ . 3 %
a8 indefinite. I we take ip%¥0 consilderation the fuct thut the
A 'z
advigory Couneil, as hr./&irainy wug confildently informed, reached)

. Ao . : |
the conelusion amongsp themgelves thot they wished to sugrest a

igirictes - which vote for seversl reasons they
P
did not uncoqué/&t their luot meeting - we would find that both

reduction to 8 &

_ Mre dwinney ond Lire. Dowe would now have to be recorded for 8,
iﬁ. Hgrding's vote would -srebably Le cuat<ia“tbnimairuution-tadayﬁy
2 Oandro, :
:‘uiubfﬁinégshe mogy cusual enalysie of the vote would increase the
47% votes out of 79 by 4 additional votes snd the remasinine votes
that were coast for 11 or 1, are a2ily recognized, not as the
votes of experts, but 28 those of men whe/for loesl oxr political
reasons concerning their own beiliwleks, repistored their votes
for 11 or 12, : - A

‘ Fraad g U NLea VS VY L N0 CEntpeedie 3
7/- LA At P : 4 ’ .4

(A
Phe-mont intercsting feature A ﬁhﬁﬁkﬁﬁﬁﬂ¢W0nwﬁkﬁﬂ}iat who &

b= 4
a’:

.
€
L 4
™

ﬁ;u}a/fvw havivhaﬂ e chance to atudy the mutier more ClOuC¢y and who at the
tine voted for the lurger aumber, are &l now asreed on the advige
abllity of huving o sumber of ilatricts closely apnroacning the
minimum,
An analysls of the votes received by the Organization Committee
is most conclusive as ghoving tuat an ovarwhelming "qjazity favor-

v "vv*at"fjvflﬁr?ar

ed the sunlleor number and that

aunbor, :urAozhkrnthanrpwrelyllccat'rsasonn;~we have-evitences

Fithout-ovon-looking
ber could not we saunted upon today; =ud—<that it 13 safe to say ot

— o — - —

e ltre ""‘u

tﬁﬁ‘-¢M9m~iﬁewiﬁ&iv&&uaiwa&v&90~1anu{pn3¢&th Organ%:?tion Commit=-

L..nc... Franlol RV bl Ed) docted ¢ 1 dene S adis b/ 73 ?’/,, M/(z"

10/1 9/15 tee canli«naw&}y show any pro¢f~a%~é§1-fo:[adnpt&l; of 12 districts.
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Whereas, & committoe was duly appointed by the Federal Reserve
Board on Ochober 19, 1915, to examine and report on pending petitions for
redistricting and redetermination of Federal reserve cities upon which
hearings have been held, and

VWhereas, said committee has reported asking instructions as to
whether to report upon said petitions, including others on which no
hearings have yet been held, or, in lieu thereof, to report a plan for
redistricting the entire United States, incidentally abolishing several
Federal reserve banks, md

Wheres&s, said committee in its request for instructions has

1ncorporated' & gemeral repart in favor of sach redistricting and abolishing

of Federal reserve banks, and

Vhereas, said committee in said report has based its conclusions

(a) Upon obeervations which it has made of the workings of the
Federal Reserve Act, ut has falled to repoart what such observations have
been,

(b) Upon certain experiences which it has had under the Federal
Reserve Act, but has failed to specify what such experiences were,

(e¢) Upon the admission that up to date mo conclusion could be
justified by the experiences already observed, but fails to state any reason
for such cmclusion,

(d) Upon alleged savings in overhead expemnses, but has failed
to state sny fignres or to give any facts to sustain such statement,

(e) Upon saving in the cost of redemption and issue of Federal

reserve notes, but has failed to give gmy figures to justify such conclusion,

igitized for FRASER
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& *. (f) Upon the necessity of balmeing the banking situation and
making weak banks strong, without citing a single instance of such weakness

L or lack of balance,

k (g) Upon the mecessity of removing sectionsl ism, without detail=
ing any instance where such sectionalism now exists,

(h) Upon the benefits whichhwould accrue to the clearing system
by such redistricting, without explaining in any way how creating further
delsy in collection of chécks by enlarging the area of districts would fac-
ilitate either collection or clearing,

(i) Upon the bemefits to be derived from limiting Federal re=-
serve cities to cities vhere Subtreasurdes exist, without suggesting what

_ sald benefits would bej

Vhereas, said committee in said report states that it is of
opinion that the Federad Reserve System as at present constituted is in-
adequate to meet difficulties which may arise after the conclusion of the
present Europesn War, that its present apparent adequacy rests only upon
the fact that it has not been put to the test, the same being susceptible
of the inperpretation that the Federal Reserve System as at presemt con-
stituted is a failure, and ‘

Whereas, said committee has recommended that Féderal reserve
cities should be made Central reserve cities thus inereasing their required
reserves to a minimum of 18 per cent, in order to deter cities without
banking status from seeking to become Federal reserve cities, as well as
to increase their reserve deposits,

Vhereas, said committee has pointed out that every real ami

imagined differense of opinion of the Board will be taken advantage of by

Fed for FRASER
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' the critices and enemies of the Federal Reserve System, and that, therefore,
unanimity of action is desirable, - without disclosing the facts upon which
/ the unanimity of the committee is based, and,

Vhereas, said committee fails to point out the reasons waich
have welghed with its individual members in reaching its cmclusions re=-
ported, but contents itself merely with the statememt that each member of
the committee has reached his con#lusions in his owmn way; now, therefore,
be 1t resolved:

(1) That said committee repot in detail what the observations
and experiences are under the Federal Reserve Act vhich have impelled the
members to the conclusions reached in said reporte.

(2) Wnat, if any, statistical information the committee has
prepared to justify its conclisions as to the desirability and as to the
poseibility of bringing about the diminished expenses in overhead charges
and cost of issue and redemption of Federgl reserve notes.

(3) Whether or not saild committee has prepared any concrete
plan of redistricting and abolishing Federal reserve banks, any such plan
to be submitted to the Federal Reserve Board for its consideration, to enable
it more intelligemntly to give to sald committee the instructions it now asks,

(4) wnether said committee in reAching its conclusions had in
mind the opinion of coumsel of the Federal Reserve Board that said Board
had no lawful authority to reduce the existing number of Federal reserve
banks or districts, and whether any legal opinion has been asked or secured

from other commsel of the Board, annexing a copy of any such opinions

Fed for FRASER
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October 14, 1915.

CONFPIDENTIAL,

Dear lMr, Delano:

I hereby anpend two maps showing some suggested regroupings
of districts into eight districtse.

Hoe 1 - showing the grouping that I sugpested to you the
other day; loe. 2 - showing a differvent treatment as suggested by
lir. Jacobson. His ideas are in accord with yours, inasmuch as
he puts together Ste. Louis and Xansas City, and Dallas and Hew
Orleans, which I believe is in accord with your plen.

The great advantage of the latter plan is that in that case
every single distriet contains g sub-treasury except the Richmond
distriet, which, however, will include Washington and therefore
the Treasurye That would enable all districts, through the
gold fund, to clear absolutely at par amongst each other, W%hile

the plan as proposed by me under Noes 1 would have the disadvan-

tage of bedfiining Dallas and ¥Xansas City, both districts being

without sub-tressuries. If we could expect thet a sub-treasury

o’fice mizht be opened at either of these points, I thipk that the
in some respects

Hoe 1 plan wuld be bettery’because there appears to be a very

close interchange between the Fansas City and Dallas districts,

and because the surplus earnings of Dallas would benefit Dalles,

while the surplus earnings of Hew Orleans would acerue to Ste

Louis.
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In other words, from an operating point of view, leaving
aside the Treasury quesetion, I think Ho. 1 is better. From
the point of view of taking the disposition of sub-treasuries
a8 they exist, Hoes 2 is better. floe 2 has also the advantage
that we would have two Southern distriets, which from the polit-
ical point of view would appear more equitable. If Dallas and
Ransas City were conbimed, Xansas City would probably be the
center, which would bring about the somewhat anomalous condition

that out of eight Fedrral Reserve centers, two would be in

If, ag we hope, the law may be amended so as to permit us

paid-in capital wh

1
4

e

toyﬁay Lack some of the le leaving the author-
ized capital unchanged, the question of earning dividends would
become 1ess acute and that would be another point in favor of the
Hoe 2 plan - that is, your plan.

I append also soue fipures which Y¥r. Jacobson prepered for
me ani which show the.capitalizwtion as it would work out under
No. 1 add Hoe 2, both as to capital and denosits.

I ésked Mr. Jecobson not to have this thing typewritten for
fear of‘getting any telk going about redistricting, which would
be premature,

#ill you pleese return to me the meps snd the Tigures as soon
ag you mare through with them. I only send them to you to start
you thﬁnking on this proposition.

Sincerely yours,

Hon. 7. As Delano,
Viée Governor.




FEDERAL RESERVE BANK OF CLEVELAND

E. R. FANCHER, GOVERNOR

EDWIN BAXTER, SECRETARY
ACTING CASHIER

DIRECTORS

D. C. WILLS, CHAIRMAN
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October 11, 1915,

CONFIDENTIAL

Hon. Paul M, Warburg,
¢/o Federal Reserve Board,
Washington, D. Ce
My dear lir, VWarburgi-

The enclosed is in answer to a query
made of me when I was in your office a few weeks
ago. It represents the collaboration of the
officers of the bank, the matter not having been
discussed with or referred to our Board of Direc=
tors. At your convenience your opinion would
be appreciated.

Respectfully,

Chairman of the Board.

i
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The question has been asked whether the present earnings of
the Federal Reserve Bank of Cleveland justify the location of a Feder-
al Reserve Bank at this point. A suggestion has alse been invited as
to whet might be done with District No. 4 to improve the situation.

The primary service of a Federal Reserve Bank, aside from
custody of reserves, is rediscounting for member banks. Presumably,
the relation of rediscount demand to supply of reserves should deter-
mine the delimitation of districts and the location of Federal Reserve
Banks.

Three of the eastern Federal Reserve Banks show less redig-
counts for member banks than the Federal Reserve Bank of Cleveland.
Two other western Federal Reserve Banks besides Cleveland show less
thean one-third of their cepital invested in rediscounts for member banks.
The three eastern banks in question are located in districts which cen
probably never produce enough demand for rediscounts for member banks to
pay dividends, because those districts are, like District No. 4, ordinar-
ily self-centeined and lending rather than borrowing districts. It is
manifestly impossible so to district the northeastern part of our count-
ry as to provide e sufficlent amount of borrowing territory to utilize
for rediscounts, the great resources of Federal Reserve Banks established
therein, except insofar as those districts mey utilize their surplus re-
sources for the benefit of other districts less fortunately situated,
&s contemplated in the Federal Reserve Act.

The three eastern benks referred to all have a considerable

volume of bankers seceptances based on exports or imports. This is a

.
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greet and needed éervice which the new system can render to American
conmerce; but the volume of these acceptances handled at Reserve Banks
 loceted on the seaboard represents not only the foreign commerce of
those seaboard districts, but the foreign commerce of the entire country,
which must be handled at the seaboard. The fact of the Federal Reserve
Banks of those cities purchasing and distributing among other Federal
Reserve Banks these bankers acceptances, is due merely to the accident
of their location next door to the accepting banks, end it is manifest-
ly impossible for interior banks to do any greet amount of accepting
as against the seahoard banks; for example, it is drafts on London
that are current the world over, end not drafts on interior English
cities; and we are now engeged in the effort to make New York accept-
ances as acceptable and as current as London acceptances. The volume
of business, therefore, that Federal Reserve Banks may do in bankers
acceptances based on exports and imports, dees not furnish any con-
clusive reason for the existance of Federal Reserve Benks at any other
places than New York and perhaps two or three other sesboard cities.
Investments in municipal warrants, which are shown in large
volume by the three eastern banks, do not reflect & business need for &
Federal Reserve Bank in those districts. They result from the fact
that cities end other political sub-divisions in those districts have
been forced to the method of anticipating their revenues, without any
referenceto the amount of commerce or industry that is transacted in
or about those municipalities. The volume of business and the volume
of commercial paper circulating throughout the country has no possible
effect on the emount of borrowings by municipalities and other political
sub-divisions; so that the amount of investments other than rediscounts

furnishes no reason for or against the location of a Federal Reserve
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J Bank or the delimitation of any Federal Reserve district.

District No. 4 is so situated that even in normal times, when |

its rediscount demand will undoubtably be much greater than at present,’

its Federal Reserve Bank will probably not have a sufficient demand fron

its own district to produce net earnings through rediscounts, It is
a district in which there are likely %o be very few banks issuing accept-
ances based on exports and imports, for cobvious reasons, It will be
able to make some earnings upon investments in municipal warrants, but (
that is not a sufficient reason for the continuance of a Federzl Reserve r
\
Bank in this district. Through the purchase of United States bonds
as contemplated in the Act, it will ultimately make good earnings; in
times of brisker business, it will have some additional rediscounts, and
of course in tiﬁes of crisis, if eny such appear; it will usually be a
reservoir from which additional funds can be supplied to other districts,
It can be depended upon even in such times as we have been passing through,
to earn its current expenses, and to be able to declare some dividends.
’ It cannot be expected to show the large profits of Federal Reserve Banks
% in distficts where banking resources have always been wholly inadequate to
1
| meet the demands of commerce and agriculture,
But if it be assumed that the relatively low earnings of the
‘ Cleveland bank create a situation that demands some action, two possible
‘ courses naturally suggest themselves at first thought, as follows:
1 Abolish District No. 4 and divide the territory between L
Federal Reserve Banks to the east and to the west, However, this would
not add any appreciable amount of borrowing territory to the banks be-
tween which the territory might be distributed, while it would embarrass
them by demanding greater earnings to meet the dividends on the additional

capital; and it would also add so largely to the resources of those banks

a

0

to meke them distinctly overshadow all the other banks in the systenm.
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2: Add borrowing territory to District No. 4; not from the
east nor the west, because any possible adjacent territory in those
directions is exactly like the territory already in the district, and

would not produce any considerable volume of rediscounts or acceptances.

The only possibility would be to add territory to the south. That

part of Kentucky which is not included in this district, produces a
very small volume of rediscounts for the St. Louis bank, The State
of Tennessee produces a considerable volume for the Atlanta bank, and
produces more than all of District No. 4 by about BOﬁ, according to re=
cent statements, However, the total volume produced by Tennessee,

3

would not increase the total rediscounts of the Cleveland bank to more
than one-third of its capital at this time. It would seem to be in=
advisable to add territory south of Tennessee, since that would involve
a considerable amount of unsatisfactory realignment of the southern dis=-

tricts, Of course, if a radical operation is contemplated, it might

be possible, and worthy of consideration, to abolish District Ne. 6

3 and No, 4, making the

-

and divide its territory between Districts No,
division-line run approximately north and south from Lake Erie to the
Gulf of Mexico, and locating the bank of District No. 4 at a more south-
erly point,
However, having made this redistricting, we would still have
the situation of banks in the east with resources far in excess of their
demands, and banks in the south and west with resources likely at any
time to be less than the demands, And any such abolition of districts
would admit by inference the logical conclusion of one Central Bank. |
Two other possibilities suggest themselves therefore as getting
to the root of the trouble, better than any redistricting:

1: The Federal Reserve Act might be amended to permit refunding
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to the member banks of District No., 4, and of the other districts

v ad

o

whose situation differs from that of this district only in degree,

a large part of their payments on account of the capital stock of

their Federal Reserve banks; requiring for the present perhaps as

]

g
little as one-sixth to be paid in, in this District, but permitting

the subscription to stand at 6% of the capital and surplus of member i
banks .

2 The earnings and expenses of all the Federal Reserve Banks
might be placed in a common account and divided among all of the mem=
ber banks in proportion to their investment, This, of course, would
leave possibilities of inequity, in that the adminimtration of some
of the Federal Reserve Banks might not be as economical as that of oth-
ers, or perhaps not as shrewd in the matter of earnings, However, it
would be a much less injustice than will obtain when the member banks
of some districts receive full dividends, and the member banks of other
districts must console themselves with hope deferred, or even be called
upon to meet =n assessment for deficits, We do not see that there
is any reason why a bank in Tennessee is more entitled to o dividend
undep the present arrangement than a bank in Ohio. By pooling the
earnings and expenses, it would be possible to arrive at essentizl jus=
tice, without incurring the difficulties and dangers which might attend
the establishment of a Central bank, or the reduction of the number of

districts,




VHEREAS, Any opinion rendersd by the Attorney General of
United States, the highest law officer of the Government, reg:
ing the atatus or powers of the Federal Reserve Board, or r*;urd-
ing any guestion which may at any time be pending before the
Board, is in effect conclusive as negativing any contemplated ac-
tion by the Board, while it done not definitely protect it in any
sction taken me = result of an affirmative opinion, for which
reazson on at least two ozcaslions the Board after some discussion
has declided to 101*;in from tuking steps to secure the opinion of
the Attorne 8y Gen .u.l ana

WHERIZAS, thw Wﬁurd is informed that the Atterrey Genernl is
not required by luw, and that it is not hie practice as & matter
of courtesy te give opinions to Govermment Yoards such as the Fad-
eral Reserve Board, but furnishes such opinions enly to the Prese
ident of the United States und to the Cabinet Officers who are the
heads of the warlous depurtments of the Government, and

WHEREAS, the Governor of the Federal Reserve Board, who under
Sectlon 10 of tho Federal Reserve Act exercises his duties under
ths suporvision of the Federal Reserve Boagd, did on the day
of November 1915, addrecs a cormunication in writing to the Pres-
ident of the United Stutes without authority from the FPederal Re-
serve Board, and without the knowledge of a majority of iis members,
requesting the Prasident to secure the opinion of the Attorney Gen~
eral of the United States on a cortain matter at that time pending
bafore the Boardj

THERTFORT, BR IT RUSOLVED, Thut the Board hereby reiterstes
its opinion, previously expressed, thut a reguest to have the Attorney
Generul of the United Stutes give an opinion which may affect the
operations of the Board is a serious step, and should be made only
sfter & full discussion on the purt of the Board and by its express
autherity as shown by a majority vote,

RESOLVRD, That the d hereby directs its Governor, Vice
Governor and ouch member thereof) to make no requests, sither oral

or dnie#piting, and to take no actior of any kind that would lesd
t9 {he renlarin of an opinion on matters affecting the Board by the
"Attorna' General, without axprecs authority of the Board grunted at
a legal meeting *harﬁof
RESOLVED, That it ia tho sense of the Board that ne officer or
member of the Board should confer with commitiees of the House, Senate
or any member thereef on matters pending before the Board mot yet made
public; except whem specinlly authorized se to do by the Board.
RESOLVED, That the Secretary of the Treasury, who, as the head of
i J%fuftﬁ”?t of the Govermment, is authorized to ask opinions of the
Attorney General, and who is nlao under the Federal Reserve ict ex-
officio chuirman of ithe Federal Reserve Board, be respectfully requested
to udvise the Board as to his willingness to regurd the wishes of the
Bourd as outiined in the forepoing resclutions,

*
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