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Before tbe jfeberal IReserve Boarb.
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N IN TH  AN D  A N N E X E D  TH E SE VEN TH  F E D E R A L  
R E SE R V E  D ISTR ICT.

Brief for 3obn H. TRtcb as iRepresentative of tbe 
jfeberal IReserve IBank of flDinneapolis ant) 

flDember Banks, anb for Certain fllMcb*« 
igan fiDember Banks as llnterven* 

ors, on Unformal Hearing 
HugustS, 1916.

Section 2 of the Federal Reser\jp,Act directed the Reserve 
Bank Organization Committee to divide the continental United 
States, excluding Alaska, into districts with the proviso

“ That the districts shall be apportioned with due regard 
to the convenience and customary course o f business.”

The same section provides that
“ The determination o f said organization committee shaJl 

not be subject to review except by the Federal Reserve 
Board,”

and that
“ 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.”

To enable the Organization Committee to carry out this im
portant task the section provided 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 necessary by said 
committee in determining the reserve districts.” * • *
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The Organization Committee' filed its decision A pril 2, 1914, 
designating tbe territory which w as to  constitute the N inth D is
trict, and am ong other things s a id :

“ The Com m ittee held public hearings in eighteen o f  the 
leading cities from  the A tlantic to the Pacific and from  the 
Great I,;ikes to the G u lf and was m aterially assisted there
by in determ ining the districts and the reserve cities. * * * 
The m ajority o f  the Organization Com m ittee, in clud ing  its 
Chairman and the Secretary o f  A gricu lture, were present 
at. all hearings, and stenographic reports o f  the proceed
ings were made for m ore deliberate consideration. A m ong 
the many factors which governed the Com m ittee in deter
mining the respective districts and the selection o f  the 
cities which have been chosen w ere:

F i r s t : T h e  a b ility  o f the m em ber banks to p rovid e the  
m inim um  capital o f  $ 4 ,0 0 0 ,0 0 0  required fo r  the F ed eral 
R eserve ban k , on the basis o f  six  per cent, o f  th e ca p ita l 
stock and su rp lu s  o f  m em ber ban ks w ithin  the d istrict. * * *  

F ou rth  : T h e  fa ir  and equ itable  d ivision  o f  the a va ilab le  
capital fo r  the F ed eral R eserve ban k s a m o n g  the d istr icts  
c re a te d ."

Under this decision and the mandatory provisions o f  the A ct, 
the Federal Reserve Hank o f M inneapolis came in to  being with 
all the attributes o f a banking corporation. It has been made 
to consist o f  74* shareholding banks, with a present subscribed 
capital o f ?r>,1f;:{,900. o f  which $2,581,950 have been paid in.

To detach Territory from this district would be to  take share
holders and capital from the corporation. This w ould affect 
the property rights o f the remaining shareholders. The ability  
o f the bank to pay dividends on the stock depends on earnings, 
and earnings depend on expense. The expense is relatively 
higher on smaller capital. Detaching territory involves, hence, 
a special pecuniary interest o f the shareholding banks. The 
proceeding should therefore be o f  a judicia l character. The 
Hoard i» an administrative hoard ; but when the law com m its to 
an administrative l»oard the power to determine that in  which 
private parties have an interest different from  the general pub
lic, it requires the board to proceed and act in a  jud icia l man
ner and subject* its proceedings to review by the cou rts  on
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certiorari (7 Cyc. 739-740, and cases cited). Under Section 
716 of the Revised Statutes and Section 262 of the Judiciary 
Act of March 3, 1911, there can scarcely be any question but 
that the Federal courts have jurisdiction to review the action 
of this Board m the present proceeding. ( In re Tampa SubuT- 
b<m Railroad, 168 U. S. 583, 587.)

Now this was manifestly recognized by this Board when, 
on August 21, 1914, it promulgated Rules of Procedure in Ap
peals from Decision of the Reserve Bank Organization Com
mittee. With respect to a review of the geographical limits of 
districts, these rules require a petition

“ Signed by duly authorized officers of at least two-thirds 
of the member banks in the territory which the petition 
asks to have taken out of one district and annexed to an
other” ;

that
“such petitions must set forth briefly the grounds and rea
sons relied upon for such review ” ;

that
“within five days after mailing said petition the petitioners 
shall file copies of a brief setting forth fully the grounds 
relied upon for a review of the action of the said Reserve 
Bank Organization Committee” ;

that
“ the Secretary of the Board shall notify all member banks 
in the Federal reserve city of the district in question that 
such petition has been filed” ;

that
“ the Board of Directors of the Federal Reserve Bank * * * 
shall select the representative to appear and answer the 
petition” ;

that
“said representative shall be given seven days within which 
to file twenty copies of his brief in reply” ;

that
“the Federal Reserve Board will thereupon fix a date for 
the hearing of oral arguments by counsel, which arguments 
Will be limited to one hour upon each side” , 

and that
“the Board will not hear testimony, but. the parties will be 
limited to the record before the Organisation Committee.”

3
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In accordance with these rules, petition was filed March 13,
1915, to review the Organization Committee’s decision in hav
ing included in the Ninth District thirty-four counties in East
ern Wisconsin, claiming they should have been placed in the 
Seventh District. These counties had and have sixty-one mem
ber banks, whose subscription to the capital of the Reserve Bank 
for the Ninth District is $503,700. The petitioners were rep
resented by Henry 1. Weed. Esq., of Oshkosh, as counsel. No
tice was given, briefs filed, and hearing set in accordance with 
the rules. Mr. John H. Rich, the reserve agent and chairman 
of the Board of Directors of the Reserve Bank, was selected as 
the representative to answer. He did so and appeared by coun
sel nt the hearing, which was held May 20, 1915.

The hearing was conducted in accordance with the rules, that 
is to suy on oral arguments by the counsel on each side and 
without taking testimony. As the petition contained the signa
ture of only three member banks, and it was claimed that slips, 
which had evidently been signed by banks in the course of a 
long period preceding the filing, should be counted to make up 
the requisite two-thirds, letters from fifteen of the banks which 
had signed such slips were filed, showing that they were satis
fied to remain in the Ninth District (some showing they had 
forgotten signing the slips). These fifteen banks, at all events, 
could not reasonably be counted as petitioners. The letters re
ferred to are still on file with the Board, marked Ex. A 1-15.

Including these fifteen banks and those who had signed simi
lar slips, counsel for the petitioners claimed fifty-three out of 
sixty-one of the banks in the territory covered by the petition, 
but not counting the fifteen, he had really only thirty-eight out 
of sixtv-one, or less than the two-thirds required by the rule.

Tbis was pointed out on the hearing; and it was also argued 
that the petition could not be granted inasmuch as the effect 
would he to cut the Ninth District into two separate parts, one 
the fifteen counties constituting the Upper Peninsula of Michi
gan with its thirty-one members banks, holding $264,000 of the
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subscribed capital stock, the other the territory west of the 
thirty-four Wisconsin counties included in the petition.

After more than a year’s deliberation the Board on May 25,
1916, decided the matter adversely to the petitioners. The de
cision, as published in the Federal Reserve Bulletin for June, 
page 264, reads:

“Upon consideration of the petition of certain banks in 
Wisconsin that the geographical limits of districts Nos. 7 
and 9 be modified so as to include in district No. 7 a part of 
the territory now included in district No. 9, and

After a full investigation of the matter, the Federal Re
serve Board has arrived at the conclusion that there is 
no present necessity for any change in the geographical 
limits of said District Nos. 7 and 9 at this time.

It is ordered that said petition be dismissed without pre
judice to the rights of the signers to file an amended peti
tion at a later date.”

On July 26, 1916, the representative of the Federal Reserve 
Bank of Minneapolis and its shareholding banks was advised 
by telegram from the Governor of the Board that

“Board today voted re-open petition filed by certain Wis
consin banks for transfer from Ninth to Seventh Reserve 
District. Informal hearings of oral arguments Washing
ton, August eighth, three p. m. No briefs are necessary, 
but may be filed if any desires. Applications of banks in 
Northern Peninsula of Michigan desiring to intervene in 
this petition will also be considered at this time."

This could only mean that the Board had granted a re-argu
ment of the petition in accordance with the rules, and that upon 
such re-argument Michigan member banks were at liberty to 
intervene in support of the position or in opposition to it.

Judging from the language of the decision, the re-argument 
was not granted on the Board’s own motion, but on the appli
cation of some one. Who that was, the counsel for the oppon
ents did not know until in the course of the hearing it appeared 
to have been a committee of Milwaukee bankers (Tr., p. 5). 
Counsel, therefore, came to the hearing expecting to re-argue the 
petition against counsel for the petitioners in accordance with 
the rule against considering testimony other than that taken
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by the O rganization  Com m ittee. H e  w as n a tu ra lly  surprised  
not to  find counsel fo r  the p etition ers in  attendance, and to  find 
in  his p lace  the tw o  senators and fo u r  m em bers o f  the H ouse 
from  W is c o n s in ; also to  find a m a jority  o f  the banks represented 
to be from  the? Seventh D istrict.

T he statem ents o f  fact m ade at the hearing cam e p rin cip a lly  
from  M ilw aukee bankers, and had little  bearing  upon the ques
tion  raised by the petition , nam ely, w hether o r  not the sixty-one 
banks in  the p a rticu la r th irty -fou r W iscon sin  cou n ties  w ere 
w ell o r  ill served as m em bers o f  the F ederal R eserve B ank o f  
M inneapolis. The burden w as that the M ilw aukee banks had 
lost, o r  w ould  lose, country-bank deposits as a result o f  the 
present d ivision  between the Seventh and N inth  d istricts.

The scope o f the review  invoked by the petition  w as ignored . 
Thus it w as suggested that the U pper P en in su la  should  a lso  be 
detached from  the N inth D istrict ; and i f  th is cou ld  n o t  be 
done, that Iron  and A sh land counties, in clu ded  in  the petition , 
should be left in  the d istrict as a con n ectin g  link  between the 
P eninsu la  and the rest o f  the d istrict, and that B u ffa lo , T rem 
pealeau and La C rosse counties, not in clu ded  in  the petition , 
should  be detached instead and annexed to  the Seventh D is tr ic t  
(T r ., p. 1 0 ). This w as outside the in qu iry  raised  by the peti
tion. It not on ly  brought in d ifferent and w id er terr itory , but 
presented different “ grou n ds and reasons.”  In  the petition , the 
interest o f  the petition in g  banks w ere the on ly  grou n ds u rg e d ; 
here the interest o f  the banks in  the Seventh D istr ict, especia lly  
the banks in M ilw aukee, w as m ade the predom inant factor.

The open in g  o f  the p etition  on  the ex  p a rte  a p p lica tion  o f  
strangers to  the re co rd ; the d isregard  o f  the decision  in  p ro 
ceeding w ithout an am ended p e t it io n ; the b rin g in g  in to  the re
view  new territory  w ithout n otice  and op p ortu n ity  to  answ er—  
w as inconsistent w’ith the m ethods em ployed  in ju d ic ia l o r  
quasi-judicia l inquiries, how ever in form al.

T here can be little  d ou bt but that the success o f  the F ederal 
Reserve System  depends in large m easure u pon  the respect and
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ungrudging acquiescence that will be given to the Board’s rul
ings and decisions. Of this the Interstate Commerce Commis
sion, that other great national board, is a striking illustration. 
Its decisions rank well with those of our higher courts, and its 
authority and usefulness are everywhere recognized. Such, how* 
ever, would not lie the case if its proceedings and decisions were 
not essentially of a judicial character, lioth in form and fact. 
Obviously this Board must not sanction a practice tending to 
deprive its decision of equal authority with those of that Com
mission. To do so at the outset would prove particularly per
nicious, as a precedent would lie established which would l>e 
frequently invoked. Sanctioned here, why should not bankers 
and delegations in Congress at any time importune the Board 
for acquisition of territory in utter disregard of the Board's 
rules and decisions?

The Board is, therefore, earnestly urged to let the decision 
stand unchanged and not to entertain the matter again unless 
it is brought up in the manner provided by the leave granted.

The order opening the petition says that
“Application of banks in Northern Peninsula t*f Michi

gan desiring to intervene in this petition will also W con
sidered at this time.”

Whether by this was meant that the banks would be hoard as 
to whether or not they objected to the thirty-four Wisconsin 
counties being detached from the Ninth and annexed to the 
Seventh District, or that the Board would hear and consider 
whether the Peninsula, or pari of it, should also be detached, 
is not clear.

The Michigan banks, however, as far as informed, seem to 
have understood it in the latter sense, for the so-ealled referen
dum vote, to which attention was called at the hearing, showed 
eight voting in favor of a transfer to the Seventh District anti 
the remaining twenty-three either to have abstained from vot
ing or to have voted against a transfer (Tr.,>17#l.
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The eighth, and one more, were represented by Mr. Bissell at 
the hearing (Tr., 44). They were all from the four southern
most counties—Menomonee, Delta, Dickinson and Iron. Of the 
remaining twenty-two from the other eleven counties, eleven 
went on record by counsel and one by direct commu
nication to the Board against transfer (Tr., 58, 67, 68, 
157,158, 167). Why ten did not vote or intervene, one way or 
the other, may be explained by the letter of Mr. Black of August 
4th. He says:

“ I have talked to quite a number (of the Michigan mem
ber banks) and some of them say that inasmuch as they 
were not advised of the re-opening of this matter by Gover
nor Hamlin, they do not feel called upon to write him. 
They say further that on account of their not signing and 
sending in the resolution sent them by the Milwaukee banks 
they most certainly are not committed to a change” (Tr., 
62).

Mr. Black says:
“For the past two days Mr. E. J. Hughes, vice-president 

of the First National of Milwaukee and Mr. Frederick K. 
McPherson, assistant cashier Wisconsin National of Mil
waukee, have been in Houghton County trying to persuade 
the member banks to join them. They met with no success 
here and admitted they bad very little success in Michi
gan. They requested the local banks to call a meeting but 
this request was not granted” ( Tr., 62).

That the following from the Houghton Morning Gazette gave 
an accurate description of the situation on the Peninsula, past 
and present, was not questioned at the hearing:

“The national banks of the Copper Country that are 
affiliated with the ninth federal reserve district, the head
quarters of which are in Minneapolis, prefer to retain this 
connection. In substance, this was the information given 
to Walter Hughes and ‘Bandy’ McPherson, assistant cash
iers of the Wisconsin National and First National banks 
both of Milwaukee, respectively, by bank officials of Hough
ton county this week. The Milwaukee men came here as 
representatives of the bankers’ association of Milwaukee 
in an effort, to induce them to affiliate with the Chicago 
reserve bank. The mission wits without success and the 
Badger stat#* bankers have returned to their homes.
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Since the federal reserve bank act has been in effect, the 
banks o f  upper M ichigan have been members o f the M inne
apolis district. E fforts were made, however, immediately 
after the measure became effective, to alter the district so 
as to make the upper peninsula a part o f  the Chicago bank 
but this failed. In  the meantime, the national banks have 
becom e fam iliar with the system and its organization is 
thorough. No advantage could be gained at this time from 
affiliating w ith Chicago, local bankers hold, and because o f 
this, the M ilwaukee men receiver! no encouragement.

W h ile  the upper peninsula is more closely connected 
with C hicago than M inneapolis through trade relations, 
and m em bership in the Chicago district would have been 
preferred when the reserve bank act went into effect, there 
is no  desire to  change from  M inneapolis’ ’ (Tr. 65).

A s respects the Peninsula, three things must be perfectly 
clear to  the B o a rd :

F irs t : W hen the Organization Committee in April, 1914. 
placed its fifteen counties in the Ninth D istrict, its thirty-one 
national banks preferred to be attached to the Seventh District.

Second : A s a result o f actual experience since November
16, 1914, when the reserve banks commenced business, at least 
two-thirds o f  the thirty-one banks have changed their views 
and prefer now to  rem ain in the Ninth District, and this not
w ithstanding the vigorous propaganda carried on by M ilwau
kee banks.

T h ird : The Organization Committee, therefore, made no 
mistake in p lacing the Peninsula in the Ninth District, and 
to detach it from  the district at this time, by way o f a review of 
the Organization Com m ittee's work, would be to entertain and 
sustain an appeal without appellants.

This may fa irly  be said notwithstanding the position o f the 
nine banks in the four counties (in  all probability a result o f 
the aforesaid propaganda), for it is assumed that the Board 
would not seriously consider cutting up the Peninsula between 
the tw o districts.

T o  do  so because o f  the referendum vote o f the eight banks in 
Dickinson, Iron, M ackinac and Menomonee counties would be
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like detaching some of the thirty-four Wisconsin counties and 
let the counties of Fon du Lac and Green Lake remain—the 
counties which are nearest to Chicago—because five of the mem
ber banks in those counties voted against transfer and only two 
in favor.

So much for the intervention of the Michigan banks.

It is taken for granted that the Board will not consider tak
ing from the Ninth District, as suggested on the hearing, Buf
falo, La Crosse and Trempealeaus counties in Wisconsin, not 
only because these counties were not part of the territory cov
ered by the petition but because on the referendum vote their 
six member banks were unanimous against transfer (Tr., 177, 
ITS).

The Peninsula showing throws a flood of light on the real 
situation in the district under review. If a line is drawn from 
the southernmost point of the Peninsula to La Crosse County, 
Wisconsin, it will show that from one-half to two-thirds of the 
district lies between the Peninsula and the undisputed 
territory of the Ninth District. It goes without saying 
that the banks is that portion of the district must be as well, if 
not. better, served than the banks on the Peninsula, being all 
nearer to Minneapolis. It is true that here the Milwaukee prop
aganda has proved more successful, for the referendum vote 
shows a considerable majority in favor of transfer. But that 
vote, influenced by outside agitation and solicitation, does not 
mean much. When a person is indifferent his signature can al
ways be procured to a petition. How accommodating people 
are in this respect is well expressed by the saying that you can 
readily a man to sign a petition for his own hanging.

How little real grievance the petition and referendum vote 
express is shown by one of Hie incidents at the hearing.

The member banks throughout the district have for twenty- 
one months transacted such business with the Reserve Bank of
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Minneapolis as the Act contemplates. During this period they 
have been the subjects of an agitation fostering criticism and 
fault-finding in the highest degree. Still not one of them could 
at the hearing give a single instance in which business with the 
Reserve Bank at Minneapolis had not been transacted as con
veniently and satisfactorily as it could have been done with 
the Reserve Bank at Chicago.

The only definite attack on the Organization Committee’s 
decision is that the Committee did not give “due regard to 
the convenience and customary course of business.” In the ar
guments for the petitioners the language of the Act is treated 
as though it read “ sole regard” instead of “ due regard.” The 
arguments imply that in apportioning districts to each of the 
Federal reserve cities all the Committee had to do was to draw 
meander lines defining the boundaries of the customary course 
of business in the different parts of the country. The fallacy 
of this is too apparent to require any comment. The Act made 
it the Committee’s duty to establish from eight to twelve Fed
eral reserve cities and districts and a reserve bank for each with 
a capital of not less than $4,000,000, no matter what the con
venience and customary course of business might be.

The merit of the present appeal depends, hence, upon whether 
the Committee, in attaching the thirty-four Wisconsin counties 
to the Ninth District, failed to give such consideration to the 
convenience and customary course of business as it reasonably 
could and did do in apportioning districts to the several Fed
eral reserve cities.

A glance at the map of the twelve districts must be suffi
cient to convince the Board that in many instances the 
Committee was obliged to let the customary course of business 
yield to other consideration to a much greater extent than was 
done here. Attention is called to the following in proof of this 
statement

In its brief before the Organization Committee, the City of
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Seattle, comparing the course of business in the North Pacific 
Coast, territory and the course of business in the Southwestern 
United States, asserted that

“The provision that districts shall be created with due 
regard to convenience and the customary course of busi
ness, if regarded as controlling by your committee, would 
naturally preclude the joining of two great geographical 
sections (the North and South Pacific Coast territory), 
only ten per cent of whose commerce and trade is mutual.” 
(Senate Doc. 485, p. 335.)

The northern transcontinental lines directly connect the 
North Pacific Coast, including the State of Washington, the 
northern portion of Oregon, the northern half of Idaho, with 
the Ninth District, and the trend of commercial and banking 
business is eastward and not southward. As pointed out in 
the brief of the City of Seattle, but one railroad line connects 
the North Pacific Coast with San Francisco. Quoting further, 
the brief says:

“From the standpoint of actual mail service, Seattle and 
Spokane are as distant from San Francisco as St. Paul, 
Omaha, Kansas City and New Orleans are distant from 
New York. We n taintain that to place the Northwest states 
in a San Francisco district, in the absence of a reasonable 
degree of commercial identity, and with so much of remote
ness and delay in communication, would be in violation of 
the spirit and intent of the Federal Reserve Act. In all 
the western states, the trend of business and banking con
nections is east and west, and not north and south”  (p.
007 ,♦>04 J.

It therefore appears that if the Board should detach a 
part of Wisconsin from the Ninth District, and add it to the 
Seventh District, it would for the same reason have to detach 
the North Pacific coast territory from the Twelfth District, and 
annex it to the Ninth.

In the brief of the City of Denver before the Organization 
Committee, it is clearly jointed out that the State of Utah is 
divided off from the Pacific Coast region by formidable moun
tain ranges and great expanses of desert, and to suit conven
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ience and customary course of business, should be allowed to 
look eastward and not westward for its reserve bank center 
(pp. 129, 130). Utah was, however, attached to the Twelfth 
District, although its trend of business is eastward towards the 
Tenth District and the Reserve Bank of Kansas City. If the 
Board is to apply the argument of the customary course 
of business as justification for the transfer of a portion 
of Wisconsin to the Seventh District, it would in equal justice 
have to entertain a claim of TJtah for transfer to the Tenth Dis
trict.

In Kansas City’s brief before the Organization Committee, it 
was pointed out that Kansas City’s natural banking territory 
includes the northwestern triangle of Arkansas, comprising 
about one-third of that state, including fourteen counties; the 
southwestern quarter of Iowa, including seventeen counties; the 
western one-third of Missouri, comprising forty-five couuties, 
and the northern one-third of the State of Texas, comprising 
one hundred and thirteen counties ( pp. 173, 175 ). No part of 
this area of one hundred and eighty-nine counties, except a 
few western Missouri counties, was included in the Tenth Dis
trict, nor was the southern half of Oklahoma, which is repre
sented in the brief referred to as also being a part of the natural 
commercial and banking territory of Kansas City. It would 
therefore appear that if the consideration of the customary 
course of business should justify the Board in transferring 
a portion of the Wisconsin territory from the Ninth to the Sev
enth District, the Board would, in justice, and because of pre
cisely the same considerations, have to transfer the territory 
just referred to, which is now a part of the Seventh, Eighth and 
Eleventh Districts, to the Tenth District.

Again, it appears that Detroit, and the adjacent portion of 
Michigan, was attached to the Seventh District, although it is 
well recognized that, the trend of business from Detroit is east
erly toward the Reserve Bank of Cleveland. Cleveland, in its 
brief, represented to the Organization Com mitt tv that nineteen
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counties in this section of Michigan, including Detroit, Lansing, 
and Bay City, should in consideration of the customary course 
of business, be assigned to the Cleveland District (p. 91).

In these and many other instances, it is clear that the Organ
ization Committee was unable to fix the boundaries of each dis
trict in accordance with the customary course of business be
tween all points in the district and its Federal reserve city. 
Far less was the Committee able to fix the boundaries in ac
cordance with the customary course of business between points 
in each district and cities not Federal reserve cities, such as is 
claimed should have been done here as between the thirty-four 
Wisconsin counties and the city of Milwaukee.

If that city on the score of customary course of business has a 
claim on the thirty-four counties in question for the Seventh 
District, so has New Orleans a claim on the greater parts of 
Louisiana and Texas for the Sixth District; Cleveland, on much 
of Indiana and Kentucky for the Fourth; Denver, on Utah, 
Nevada, and Arizona for the Tenth; Sioux City, on considerable 
of South Dakota for the Seventh; Omaha, on considerable of 
Iowa for the Tenth; Frankfort, on the eastern half of Kentucky 
for the Eighth, and so on, almost indefinitely. And should the 
customary course of business be the decisive factor, where 
would be the limit to the claim of New York City for the Second 
District?

One of the evils the Federal Reserve Act was intended to 
remedy was the concentration on a vast scale in the great cit
ies, especially in New York, of the reserves and idle funds of 
the banks all over the country, resulting in speculation, periodi
cal contraction of credit, and panics. The remedy was to con
sist in dividing the continental United States into from eight 
to twelve districts with a Federal reserve bank in each, and to 
compel the national banks, in course of time, to keep their en
tire legal reserves in the Federal reserve banks of their respec
tive districts, or in their vaults. Incidentally the banks created 
were to accommodate their member banks by way of re-dis
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counts, collections and clearings, so as to relieve them of the 
necessity of going to the great financial centers with that busi
ness. In selecting the twelve reserve cities and carving out for 
each a district, the Organization Committee had therefore to 
deal with questions of transcendent national importance, com
pared to which the convenience of a few hours faster railroad 
and mail communication in small localities was a matter of 
slight importance.

The Committee was compelled to make each district suffi
ciently large to provide for its bank a subscribed capital of not 
less than $4,000,000; and to carry out the purposes of the Act, 
in spirit as well as in letter, it was plainly justified in seeking 
to procure “the fair and equitable division of the available capi
tal for the Federal reserve banks among the districts created,” 
as stated in its decision of April 2,1914.

When that decision was filed, the capital and surplus of the 
national banks in the territory designated as the Nintli Dis
trict was only sufficient to give the reserve bank of that dis
trict a subscribed capital of $4,702,865—the next lowest of any 
of the twelve Federal reserve banks—while the capital and sur
plus of the banks in the territory designated as the Seventh 
District gave the reserve bank of that district a capital of §12,- 
664,100—the next highest of any of the twelve banks (See deci
sion of Organization Committee). In carving out districts with 
a view to securing the minimum capital, the Committee had 
to take as a basis the capital and surplus of the banks which had 
then accepted the provisions of the Act (See Committee's de
cision). On that basis the Committee was compelled to take 
into the Ninth District a considerable part of the thirty-four 
Wisconsin counties, because without those counties and the 
Michigan territory lying beyond, six per eent on the capital and 
surplus of the banks in the remaining part of the district which 
had then accepted the provision of the Act would have been in
sufficient to make up the |4,000,000. It is true that by Novem
ber 16, 1914, the subscriptions of the banks in the Ninth Dis-

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



16

triet outside the thirty-four Wisconsin and fifteen Michigan 
counties was $4,124,700, but this increase was something that 
the Committee could not foresee or rely upon. It could only 
act and rely upon what the acceptances of the Act previous to 
its decision disclosed.

The Board must not lose sight of the fact that it is a review 
of the Organization Committee’s decision which is now before 
it  When the Act provides that

“The districts thus created may be readjusted and new 
districts may from time to time be created by the Federal 
Reserve Board,” 

it contemplates something very different from the review of the 
determination of the Organization Committee which the Board 
was authorized to make “when organized.” The Act contem
plates that the power to adjust districts and create new dis
tricts is to be exercised when conditions arise different from 
those on which the Organization Committee acted. Such condi
tion cannot be said to have arisen until the complete result of 
the Organization Committee's work has been seen. We have 
not seen that yet. As already stated, one of the important fea
tures of the Federal reserve system is to have the Federal re
serve banks a medium for collections and clearing, a function 
of such importance to the member banks that the advantages 
and disadvantages of their location under the Organization 
Committee's designation of districts cannot be determined with 
any degree of certainty until the collection and clearing sys> 
tern, not inaugurated until the 15th of July last, has had a fair 
trial. If the statement* liefore the Board at the hearing showed 
anything it is that this collection and clearing system, with the 
arrangement for immediate credit for Milwaukee checks, makes 
it immaterial for the banks in eastern Wisconsin whether they 
belong to the Seventh or to the Ninth District.

The attached chart will show how the question of a proper 
boundary between the Ninth and Heventh districts must have
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presented itself to the Organization Committee. The circle 
around Minneapolis is drawn so as to represent the distance 
from that place to the easternmost point of the district in 
question. It will be seen that the same distance in a westerly 
direction takes in only the southwest corner of North Dakota 
and less than one-third of the eastern part of South Dakota, 
leaving two-thirds of South Dakota, four-fifths or more of North 
Dakota and the entire state of Montana further away from the 
bank than any point in the thirty-four Wisconsin counties.

Assuming that the Committee was justified in not extending 
the Ninth District into Idaho, Wyoming, Nebraska or Iowa, it 
was compelled to take in a considerable part of the thirty-four 
counties to get the minimum capital, figured upon the accept
ances of the Act then at hand The chart will show that in 
many instances the Committee had to place localities of im
portance from three to four times further away from their Fed
eral reserve bank than was done as to any portion of this Wis
consin territory.

The re-hearing was procured by the Milwaukee banks, not 
by the petitioning banks. It is in the interest of the former, 
real or supposed, that the matter is now brought up in the man
ner stated in the first part, of this brief. The real ground for 
urging a detachment of Wisconsin territory is not that the 
banks there are not well served by being in the Ninth District, 
but that their connection with the Federal Reserve Rank of 
Minneapolis has a tendency to deprive Milwaukee banks of a 
patronage previously enjoyed in the “customary course of busi
ness.”  Whether this claim is well founded in fact is certainly 
doubtful; at any rate it is not proven, for in no statement be
fore the Board is there anything to show that the Milwaukee 
banks are not as well patronized today by the country banks 
in question, or by other business interests in the district, as 
they were before the Ninth District was created. Re this as it 
may, it cannot for a moment be conceded that a tendency to

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



18
divert the reserves and idle funds from banks in tbe Seventh 
to banks in the Ninth District is to weigh in favor of enlarging 
the Seventh and diminishing the Ninth, for, as already stated, 
the uumistakable purpose of the Act was to accomplish that 
very result.

This claim of Milwaukee, the propaganda carried on in its 
support, the procedure in defiance of the Board's rules and de
cision by which it is pressed on the Board for action, and the 
aspect given to the advocacy employed, make the de
cision which tbe Board will make as a result of the hearing on 
the 8th and 9th of August a matter of national concern, not a 
mere local affair. For if the Milwaukee contention prevails, the 
Boat'd will stand committed, irrevocably, to a consideration of 
changes in the district boundaries fixed by the Organization 
Committee on similar claims, procedure, and advocacy. Should 
the Board not let its decision of May 25th stand, it will have 
extended to New Orleans, Cleveland, Denver, Sioux City, 
Omaha, Frankfort, New York, and a good many more cities, an 
invitation to attack the district lwwndaries fixed by the Organ
ization Committee in order to obtain territory for the 
districts in which they are respectively placed, without the 
slightest regard to the Board’s rules and decisions, and to bring 
to the support of such attacks the influence of their representa
tion in Congress. It. must l>e apparent that if this is to become 
the method of reviewing the Organization Committee work, and 
such the real parties to appeals, the Federal reserve system 
will suffer a setback which it will lie hard to retrieve.

Th<* Organization Committee displayed shrewd judgment in 
including within the Ninth District the wealthy lending com
munities of Michigan and Wisconsin as well as the large and rap
idly developing liorrowing communities of Northern Minnesota, 
the Dakota* and Montana, believing undoubtedly that the best 
intercHts of the Federal Reserve Bank to l»e created, demanded 
a lialanewl district, containing banks not normally in need of
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accommodation as well as banks which did. It also paid prop
er attention to the desirability of creating an outlet in Michi
gan and Wisconsin for the desirable farm loans of the borrow
ing section of the district. The necessity for a balanced and 
well proportioned district still exists. The removal of the 
lending Wisconsin or Michigan territory, taking from the Re
serve Bank of the district more than $2,700,000 of paid-in capi
tal and reserve deposits, would impair, if not largely destroy, 
this balance and proportion.

The removal of so large a sum would increase the capital and 
deposits of the Reserve Bank of the Seventh District, which has 
no need of the additional lending power and strength involved, 
and impair the membership, strength, prestige and lending pow
er of the bank of the Ninth District, to which such a loss would 
be of serious importance.

The Organization Committee located the bank for the Ninth 
District close to the center of population of the district. A 
reduction of territory, especially when involving its most dense
ly populated part, would destroy this condition, removing the 
center of population, now close to Minneapolis, to a point much 
farther west.

The question of the wisdom and business judgment of the Re
serve Bank Organization Committee in establishing the bound
aries of the Ninth Federal Reserve District, as at present de
fined, is forcibly presented in this case.

In considering what the service of a reserve bank to its mem
bers might be, the Organization Committee undoubtedly gave 
precedence to elements of a tangible and practical business char
acter, rather than to considerations of sentiment, arising out 
of old business associations.

Among such practical considerations was the ability of mem
ber banks, located within a proposed reserve district, to enjoy 
direct railroad, telegraph, telephone and mail communication 
with the proposed reserve bank city, and the ability of such 
member banks to expeditiously transact their business in con
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nection with the re-discount of paper, without being subjected 
to delay or inconvenience.

It undoubtedly felt the obligation of combining within a re
serve district, territory which from the standpoint o f banking 
and commercial activities would present a harmonious unit.

It does not appear, after twenty-one months of operation of 
the Federal Reserve Bank of Minneapolis, that the Organiza
tion Committee erred or failed to fully carry into effect the 
provisions of the law in the creation of the Ninth Reserve Dis
trict. No question of the customary course of business has 
arisen with respect to any portion of the district, except terri
tory in Wisconsin. The transcript of the hearing on August 8th 
and 9th discloses no testimony that any member bank has not 
been well and adequately served, or that any bank, in its trans
actions with this Reserve Bank, is at a disadvantage. The 
ability of the Federal Reserve Bank of Minneapolis to extend 
better service to its Wisconsin members than to its Montana and 
many of its North and South Dakota members, located as a dis
tance up to three times as great, must be sufficient evidence 
that the Organization Committee so located the Reserve Bank 
for the Ninth District as to give it the ability to serve all o f its 
members promptly and efficiently ; and that having no authority 
to establish more than twelve districts, its decision was, in view 
of all the considerations, wisely made. In proof of the sound 
judgment of the Organization Committee, it may be mentioned 
that the Federal Reserve Bank of Minneapolis has been able 
to readily adjust the details of its service to the satisfaction of 
all of its member banks, wherever located, and that it has re
ceived no complaints that any member is at an inconvenience 
in the transaction of its business with the Reserve Bank.

A. U e l a n d , 

Counsel.
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