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REPORT OF THE COMMITTEE OF GOVERNORS.

Washington, D. C*. 
May 6t 1915.

To the Federal Reserve Board

The Comnittee of Governors, appointed to consider collec
tion matters, believes that, in the interest of sound banking practice, 
transfers of funds by member banks through the Federal Reserve Banks 
should be encouraged, and that it will both induce and facilitate such 
transfers, if standard forms be prepared by all the Federal Reserve 
Banks and distributed among their members for general use. They recom
mend that such forms be prepared, and, if desired, suggestions for these 
forms will be submitted by the Committee.*

The Committee on Clearing further recommends that no stated 
charge be fixed for mter-district mail transfers to be made by Federal 
Reserve Banks for their members, but that, inasmuch as conditions vary 
greatly m  the several districts, and will fluctuate with the seasons, 
each Federal Reserve Bank be allowed to arrange its own schedule of 
charges to be based upon the cost of the service rendered, and adequate 
to protect it m  its dealings with its members. The cost of such 
transfers should not exceed the expense of shipping currency to the 
nearest subtreasury city*

It further recommends that a protective charge is advisable 
upon all telegraphic transfers for members and that such charge, when 
made* shall include cost of telegraphing and the interest on the sum 
transferred at a minimum rate Of two per cent, for the time required 
by a resefvd bank to make the transfer by mail in accordance with the 
schedule hereto annexed.

\

Whenever a charge for mail transfers is imposed, the protec
tive charge for telegraphic transfer shall be in addition thereto.

(Signed) J. B. McDougal,

Chairman, (for the committee)

* NOTE- A joint couuttee of the Board and the Federal Reserve 
Banks has since prepared a set of forms vhich will be sent 
out shortly.
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NATIONAL BANKS HAVING BRANCHES - AGGREGATE-

LOANS.
* “■*■■** *

There is no restriction of lav/ prohibiting the 
Comptroller of the Currency from permitting a nation- 
al bank having a lawfully established branch to make 
loans at either place, based on the total amount of 
the capitalization and surplus of the corporation.

The only restriction in law in thi6 respect 
is that 'the aggregate loans made by the mother bank 
and all its branches shall not at any one time ex
ceed the limitations expressed in section 5200, Re
vised Statutes, as amended by'the act of June 22,
1906 (34 Stat. 451). -

S-ir:

DEPARTMENT OF JUSTICE,

September 15, 1909.

I am in receipt’ of your request of 14th ultimo for an"opin- 

ion as to the construction of section 5200 of the Revised Stat

utes, with regard to its application to a branch of a State bank 

entering the.national system by conversion; that is, whether 

the limit of loans of a branch bank is one-tenth part of the cap

ital and surplus assigned to it or of the joint capital and sur

plus of the corporation. If the former is the limit, is the 

basis of loans of.the parent bank the total capital and surplus, 

less the amount assigned to the branch?” and whether the Comp

troller of the Currency ”can legally permit a national bank hav

ing a lawfully established branch to mak3 loans at either place
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based on tne total anoint of capital ana surplus of the cor

poration."

The facts are that the Bank of California, located at San 

Francisco, has applied, on behalf of itself and branches, for ad

mission to the national-banking system by conversion. The par

ent bank was incorporated m  1864 as a State bank with a capital 

of ^*4,000,000, and established branches m  1905 with assigned 

capital as follows:

Seattle, Wash.----- -------------------- ----------- *250,000.

Tacoma, Wash.---------------------- --------— -— —  200,000.

Portland, Oreg.---------------------- ------------—  250,000.

Tne branches are called upon during the gram-shipping sea

son for large individual loans greatly m  excess of 10 per cent of 

tne assigned capital of the brancn, but at no time m  excess 

of 10 per cent of the capital ana surplus of the parent bank. The 

branch banks have no sepinte corporate existence. They are known 

individually as "Bark of California, Brarch." The parent bank 

with its brancnes is one association, as contemplated m  these laws, 

with one set of directors and stockholders, and all transactions 

are regarded as those of oi e corporation or institution.

Sectioii 5200, Revised Statutes, as amended by the act of June 

22, 1906 (34 Stat. 451, Compilation of Banking Laws, Treas. Dept., 

'908, p. 59),provides•
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"The- total liabilities to any association, of any person, 

or of any company, corporation, or firm for money borrowed, 
including in the liabilities of a company or firm the liabil-* 
ities of the several members thereof, shall at no time ex-' 
ceed one-tenth part of the amount of the capital stock of 
such associations, actually paid in and unimpaired, and one- 
tenth part of its unimpaired surplus fund: Provided, however,
That the total of such liabilities shall in no event exceed 
thirty per centum of the capital stock of the association.
But the discount of bills of exchange drawn in good faith 
against actually existing values, and the discount of commer- • 
cial or business paper actually owned by the person negotiat
ing the same, shall not be considered as money borrowed.”

Section 5202, Revised Statutes, enacts:

“No association shall at any time be indebted, cr in any 
way liable, to an amount exceeding the amount of its capital 
stock at such time actually paid in and remaining undiminished 
by losses or otherwise, except on-account of demands of the 
nature following:

"First. Notes of circulation.

"Second. Moneys deposited with or collected by the associ
ation.

"Third. Bills of exchange or drafts drawn against money 
actually on deposit to the credit of the association, cr due 
thereto.

"Fourth. Liabilities to the stockholders of the associa
tion for dividends and reserve profits."

The admission of State banks to the national-bank system is 

provided for in section 5154, Revised Statutes, in part as follows:

"Any bank incorporated by special law, or any banking 
institution organized under a general law of any State, may 
become a national association under this title by the name 
prescribed in its organization certificate; * * * •
When the Comptroller of the Currency has given to such associ
ation a certificate, under his hand and official seal, that the 
provisions of this title have been complied with, and that it 
is authorized to commence the business of banking, the associa
tion shall have the same powers and privileges, and shall be 
subject to the same duties, responsibilities, and rules, in 
all respects, as are prescribed for other associations origi
nally organized as national banking associations, and shall be
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H'flflH and regarded as, such an association.■ But no. such 
association shall have a less capital than the amount 
prescribed for associations organized under this title.

•
State banks with branches may be admitted under Section 5155,

Revised Statutes, providing:-

MIt shall be lawful for any bank or banking association 
organized under State laws, and having branches, the capi
tal being joint and assigned to and used by the nether bank 
and branches in definite proportions, to become a national 
banking association in conformity frith existing laws, and to 
retain and keep in operation its branches, or such .one or 
more of them as it may elect tc retain; the amount of the 
circulation redeemable at the mother bank, and each branch, 
to be regulated by the amount of capital assigned to and 
used by each."

The branch banks issue no circulating notes of their own, the 

notes of the mother bank being all that are. issued by the associa

tion. This section is the only law throwing any light on the in

tention of Congress as to government of banking operations in 

branch banks. As to the application of Section 5200, Revised 

Statutes, with respect to loans of branch banks, the law is entirely 

silent.

No matter how many branches the State bank may have, upon com

pliance with the provisions of Section 5154, Revised Statutes, it 

becomes "a national,.banking association" with "the same powers and 

privileges * * * as are prescribed for other associations originally 

organized as national banking association." As such it possesses 

the powers expressly conferred in Section 5136, Revised Statutes:

"To exercise * * * all such incidental powers as shall 
be necessary to carry on the business of banking; by discount
ing and negotiating promissory notes, draft's, bills of exchange, 
and other evidences of debt * * * by loaning money on personal 
security, * * * . " .

397
‘ -4 -

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



-5

"Subject to the same duties, responsibilities, and rules, 
in all respects, as are prescribed for other associations," etc,

And the only rule so prescribed affecting the amount of money 

which may be loaned is that contained in Section 5200 as amended, 

above quoted, which limits the amount which may be loaned by the 

association to a proportion of the capital stock and surplus fund 

of the association, and not distributively by the mother bank and 

the branches in proportion to the capital assigned to and used by 

each. Inasmuch as depositors, including the United States, in any 

of the branch banks have the protection of the whole capital, sur

plus, and undivided profits of the mother bank, irrespective of how it 

may be divided, there is no question of public policy involved in the 

construction of the law as here expressed.

I express no opinion on the points that might be raised bearing 

on this question as one of practical banking with recpost .to the 

means employed to minimize the chances of loans in excess of the amount 

limited by Section 5200, Revised Statutes.

Answering the specific inquiry whether the Comptroller can legally 

permit the mother bank and branches to make loans at either place based 

on the total amount of capixalization and surplus of the corporation,

I am of the opinion that the only restriction in the law with res

pect tiersto is that the aggregate loans made by the mother bank and 

all branches shall not at any one time exceed the limitations expressed 

in Section 5200, Revised Statutes, as amended by the Act of June 22,

1906 (34 Stats. 45l).

Respectfully,

GEORGE W. WICKERSHAM.

The Secretary of the Treasury.

5S8
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WASHINGTON

F E D E R A L  R E S E R V E  B O A R D

May 18, 1915.

SUBJECT Forward Discount Rates.

S i r
The question of the right of Federal Reserve 

Banks to establish forward discount rates to cover ac
ceptances or other eligible paper has been duly con
sidered by this office, as requestedi

In an opinion filed with the Board dated 
November 19th, 1914, the question of the right of Fed
eral reserve banks to establish discount rates, subject 
to review by the Federal Reserve Board, was considered 
at some length.

It is not deemed necessary to review m  detail 
the conclusions reached in this opinion but so far as 
pertinent to the question now under consideration author
ities v/ere cited to show that Congress had the power to 
delegate the right to fix discount rates to an adminis
trative body and that this right has been vested in the 
Federal reserve banks subject to review and determination 
by the Federal Reserve Board.

The provisions of law which it is necessary to 
consider in determining the question under consideration 
are as follows

Section 14, sub-section (d), m  defining one of 
the powers of Federal reserve banks, provides as follows 

"To establish from time to time, subject to re
view and determination of the Federal Reserve Board, 
rates of discount to be charged by the Federal re- 

► serve bank for each class of paper, which shall be
fixed with a view of accommodating commerce and bus
iness" .
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Section 4 provides in part as follows 
"Every Federal reserve bank shall be conducted 

under the supervision and control of a board of di
rectors The board of directors shall perform the 
duties usually appertaining to the office of di
rectors of banking associations and all such duties 
as are prescribed by law. Said board shall admin
ister the affairs of said bank fairly and impartially 
and without discrimination m  favor of or against 
any member bank or banks, and shall, subject to the 
provisions of law ana the orders of the Federal Re
serve Board, extend to each member bank such discounts, 
advancements and accommodations as may be safelv and 
reasonably made with due regard for the claims and de
mands of other member banks".

Analyzing these provisions, it appears that the 
only limitations to which discount rates are subject are 
as follows

(a) That they shall be fixed by the Federal reserve 
bank with the view of accommodating trade and 
commerce.

(b) That there shall be no discrimination as between 
member banks,

(c) That they shall be subject to review and deter
mination by the Federal Reserve Beard.

Considering the question submitted m  the light of 
these restrictions, it appears - (l)

(l) That the purpose of fixing a forward rate, that 
is, a rate to apply at some future date, is 
primarily to accommodate trade and commerce and 
to prevent those dealing in legitimate transac
tions from being subject to the speculative in
fluence of fluctuating rates. For example, a 
commercial transaction may be safely engaged in 
if the purchaser, or one who is assisting the pur
chaser to finance such a transaction, can have the 
assurance that an acceptance or other eligible pa
per possessing the necessary qualifications can be 
discounted or sold at a future date at a fixed 
rate, whereas if the rate is undetermined the ele
ment of speculation necessarily enters into the 
transaction.
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(s) Tf the rate is so fixed as to be equally applica
ble to all member banks, no element of discrimina
tion is involved.

(3) If the Federal reserve bank fixes a rate at which 
it will discount or purchase various classes of 
paper at the present time and m  so doing announces 
that the rate on an> particular class of paper will 
not be increased beyond a fixed maximum for a 
specified number of days, and if the Board approves 
such rate, or if the maximum thus fixed by the 
Federal reserve bank 13 no greater than the maximum 
rate previously approved by the Board, it will 
have exercised its right of review and the rates 
will thereupon become definitely established m  
accordance with the provisions of law applicable 
thereto.

Respectfully,

M. C. ELLIOTT,

Counsel.

Honorable Charles S. Hamlin, 
Governor.

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



11 CONFIDENT rAL" Reflation i 

Scries 1915 237.

F E D E R A L  R E S E R V E  B O A R D

'1 GFINGTON
ray 21, 1915.

ADMITTANCE OF STATE BANKS.

I. Statutory Rectuirorcnts.
Specific provisions of the Foderal Reserve ..iCt 

applicable to State bank ̂ ana Trust Companies which becoi c 
neuber banks are quoted at the end of this regulation.

II. Banks Eligible for Membership.
A State bank or a Trust Company in order to become 

elirible for membership in a Federal Reiorve Bank must corpl> 
with the following conditions

(1) It must have been incorporated under a special or gen
eral lav/ of the State or district m  which it is located

(2) It must have an unimpaired capital stock as follows
In cities or towns of less than 3,000 inhabitants,

"25,000,
In cities or towns of more than 3,000 but less than

6.000 inhabitants, f50,000,
In cities or towns of more than 6,000 but less than

50.000 inhabitants, A100,CC0,
In cities of more than 50,000 inhabitants, f200,000. III.

III. Application for 'embership.
Any State bank or Trust Company ma> make application 

on Form attached uc and made a part of this regulation,
to the Federal Reserve Agent of its aistrict for an amount of 
capital stock m  the Federal Reserve Bank of such district equal 
to oix per centum of the paid-up capital stoclr and ourplus of 
such State bank or Trust Company.

Upon receipt of such application the Federal Reserve 
Agent shall submit the same to a committee composed of the Fed
eral Reserve Agent, the Governor of the Federal Reserve Bank and 
at least one othor member of the board of directors of such bank, 
such other member, cr members, not to be a director, or directors 
of Class "A" whose bank, or banks, are m  the same city or town 
as the applying bank. This committee shall consider the appli
cation and transmit it to the Federal Reserve Board with its 
report and recommendations.
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IV- Approval of Application.
In pas£>?ng upon applications, the Federal Reserve Board.

m i l  consider especio/i iy *
(1) The financial condition of the applying* bank or Trust 

Company and geneiQ-j character of its management.
(2) Whether the charter provisions and the nature of the 

powers exercised by t.j* said bank or Trust company are 
consistent /ith the proper conduct of the banking busi
ness and with membership 12̂  $he Federal Reserve Bank.

(3) 'Vhether the laws of the State or district m  which the 
applying bank or Trust Company is located, contain pro
visions likely to interfere with the proper regulation 
and supervision of member banks.
If, m  tlie judgment of the Federal Reserve Board, an 

applying bank or Trust Company has fully complied with all the 
requirements of the Federal Reserve Act and these regulations, 
and is otherwise qualified for membership, the Board will issue 
a certificate of approval, and thereupon stock in the Federal Re
serve Bank of the district m  which the applying bank or Trust 
company is located shall be issued and paid for under the rules 
and regulations of tho Federal Reserve Act provided for national 
banks which become stockholders in Federal Reserve Banks.

V* Pcy/ers and Restrictions.
Svery state bank or Trust Company, on entering and while 

a member of ths Federal reserve system,
(1) Shall retain its full charter and statutory rights as

a State bank or Trust Company, and may continue to exer
cise the same functions as before admission except as 
provided in the Federal Reserve Act and these regulations.

(2) Shall invest in loans on real estate or mortgates only of 
a charcter or to an extent which, considering the nature 
of its liabilities, will not impair its liquid condition.

(3) Shall, if it has loans secured by its o*m stock or Ifans 
to one person* firm, or corporation aggregating more “than 
IQ per cent of its capital and surplus or If its real .estate 
loans are calculated to impair its liquid condition, adjust 
all such loans to conform m.th the requirements of the Fed
eral Reserve Act and these regulations within a reasonable 
time, as nay be determined by the Federal Reserve Board m  
each case.
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(4) Shall maintain such improvements and .changes in its 
banking practice as' may have been specifically required of it by the 
Fe&oral Reserve Board as a condition of its achiiceiony and shall not' 
lower the standard of commercial banking then required of it; and

(5) Shall enjoy all the privileges and observe, all those 
requirements of the Federal Reserve Act.and of the regulations of 
the Federal Reserve Board applicable to State banks and Trust Com
panies which have become member banks-.

71. Withdrawals. ^
Any State bank or Trust Company desiring to withdraw freed 

inembership in its Federal Reserve Bank, may do .so sis months after ■ 
filing with the Federal Reserve Board written notice of its intention 
to withdraw. The Board will immediately notify the Federal Reserve 
Bank of the district in which the wit M r  awing bank .or Trust Company 
is located of the receipt of such notice. At the expiration of said \
six months, .such bank or Trust Company shall surrender all of itŝ  
holdings of capital stock in the Federal Reserve Bank, which stock 
- shall be cancelled at once end the y/itMr awing bank or. Trust Company 
released from its stock subscription, not . previously called* Such 
member bank shall cease to be a member of the Federal Reserve Bank 
immediately upon the. cqncellation of its stock and shall be credited 
therefor .on a liquidation account, a sum equal to its cash-paid sub
crip t ions on the shares surrendered, and one-half of one per centum 
a month from the period of the last dividend, not. to exceed the book 
value thereof, and. its reserve deposits, lees any liability, of such 
member to the Federal Reserve Bank*, the total balance due on said 
liquidation account to be paid off when the stock is cancelled within 
the same year ten per centum of its capital .stock for the purpose of 
effecting voluntary withdrawals, it shall not be required to Cancel 
any more stock for such purpose until the following year, when all-, 
applications will b.e reconsidered in the order in which they were 
. filed with the Board; provided, However., that any Stats bank or 
Trust Company desiring to v/ithdraw from the -system may* at its 
option, do .so at the expiration of its sis;., months .netl.ee, even 
though its Federal Reserve Bank"has previously cancelled ten per 
centum of its stock as .stated above, but in such case ths Federal 
.Reserve Bank shall not be required to -repay to such v&tMrawing bank • 
the. .balances due on its liquidation account -until such time as its 
stock would have been .c.ancelled̂ h&d it̂  not. e:-erci.s.ed jits option of 
witMrawal without immediate payment of balances due.
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WASHINGTON

F E D E R A L  R E S E R V E  B O A R D

April 26, 1915.

S x r —
The Federal Reserve Agent of the Federal Reserve 

Bank of San Francisco, has biomitted by wire the following 
inquiry which has been referred to this office for an opin
ion.

"Please advise whether United States two per cent 
bonds we now own, and additional amounts we may buy, 
may be counted as part of our pro rata of twenty- 
five million annually purchased authorized by the 
Act."

The provisions of the Act to which he refers are 
contained m  Section 18 and the language to be considered 
m  connection with this inquiry is as follows -

"After two years from the passage of this Act, 
and at any time during a period of twenty years 
thereafter, any member bank desiring to retire the 
whole or any part cf its circulating notes, may file 
with the Treasurer of the United States an applica
tion to sell for its account, at par and accrued in
terest, United States bonds securing circulation to 
be retired.

The Treasurer shall, at the end of each quarter
ly period, furnish the Federal Reserve Board with a 
list of such applications, and the Federal Reserve 
Board may, m  its discretion, require the Federal Re
serve banks to purchase such bonds from the banks 
whose applications have been filed with the Treasurer 
at least ten days before the end of any quarterly 
period at which the Federal Reserve Board may direct 
the purchase to be made. PROVIDED, That reserve banks 
shall not be permitted to purchase an amount to ex
ceed $25,000,000 of such bonds lr anv one year, and 
which amount shall include bonds acquired under sec
tion four of this Act by the Federal reserve bank.

* PROVIDED FURTHER, That the Federal Reserve Board
* shall allot to each Federal reserve bank such propor

tion of such bonds as the capital and surplus of such 
bank shall bear to the aggregate capital and surplus 
of all the Federal reserve banks".
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It will be observed fro© the foregoing that the 
twelve Federal reserve bank6 *'shall not be permitted to 
purchase a* amount to exceed $25,000,000 of such bonds 
in any one year".

The bonds to which limitation applies are those 
which are offered for sale by member banks through the 
Treasurer of the United States and against which circu
lating notes are outstanding which the member bank desires 
to retire.

Prior to the passage of this Act national banks 
were permitted to retire circulating notes not to exceed 
nine million dollars m  any one month. This provision 
furnishes another method by which member banks may retire 
not to exceed twenty-five million dollars annually of 
their circulation by sale of bonds through the Treasurer 
of the United States to the Federal reserve banks.

The power to purchase these bonds from the 
Treasurer, which purchase may be required by the Federal 
Reserve Board, should not be confused with the general 
power of Federal reserve banks to purchase and deal in 
United States bonds in the open market.

Under the plan devised the Treasurer at the end 
of each quarterly period reports to the Board all appli
cations which have been filed with him ten days before the 
end of such period. * The Board thereupon allots to each 
Federal reserve bank its proportion of the bonds which it 
requires such banks to purchase. When this allottment is 
made, if any of the Federal reserve banks have purchased 
in the open market bonds bearing the circulating privil
ege during the year in which such allottment is made, such 
Federal reserve bank may claim credit for bonds so pur
chased and is permitted, under the’ Federal Reserve Act, to 
accept only its allottment less the amount of bonds pur
chased i« the ppcn-rArkct.. tlanifestly if this amount ex
ceeds the amount of its allottment it cannot purchase any 
of such bonds. In order, however, to claim such credit 
the bonds purchased in the open market must have been pur
chased during the year m  which the allottment is made %nd 
bonds acquired prior to the beginning of that year will not 
entitle the Federal reserve bank to any credit on its al
lottment.

Inasmuch, therefore, as the first fiscal year 
during which allottments may be made cannot, under the 
terms of the Act, begin prior to December 23, 1915, that
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is to say, two years from the date of the passage of the 
Act, the bonds acquired by Federal reserve banks prior to 
that date cannot be deducted from the amount allotted to 
any Federal reserve bank after this date

Respectfully,

(Signed) If. C. ELLIOTT, 

Counsel.

Honorable F A. Delano, 
Vice Governor.
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Regulation M
Series 1915.

F E D E R A L  R E S E R V E  B O A R D  

WASHINGTON

May 2l'i 1915-

ADMITTANCE OF STATE BANKS.

I. Statutory Requirements

Specific provisions of the Federal Reserve Act applica
ble to State banks and trust companies which become member banks 
are quoted at the end of this regulation.

II. Banks Eligible for Membership.

A State bank or a trust company which complies with the 
following conditions is eligible for membership m  a Federal re
serve bank

(1) It must have been incorporated under a special or gen
eral law of the State or district in which it is located.

(2) It must have a minimum paid-up unimpaired capital stock 
as follows*

In cities or towns of less than 3,000 inhabitants,
$25,000,

In cities or tbwns of more then 3,000 but less than
6.000 inhabitants, $50,000,

In cities or towns of more than 6,000 but less than
60.000 inhabitants, $10b,000,

In cities of more than 50,000 inhabitants, $200,000.

III. Application for Membership

Any State bank or trust company may nuke application on 
Form attached to and made a part of this regulation, to
the Federal reserve agent of its district for an amount of capital 
stock m  the Federal reserve bank of such district equal to six per- 
centum of the paid-up capital stock and surplus of such State bank 
or trust company.

Upon receipt of such application the Federal reserve agent 
shall submit the some to a committee composed of the Federal reserve 
agent, the Governor of the Federal reserve bank and at least one 
other member of the board of directors of such bank, to be appointed
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by such board, but no Class "A” director whose bank is m  the same 
city or town as the applying batik or trust company shall be a member 
of such committee. This committee shall, after receiving the report 
of such examination as pay be required by the Federal reserve bank m  
pursuance of directions from the Federal Reserve Board, consider the 
application and transmit it to the Federal Reserve Board with its 
report and recommendations.

17. Approval of Application.

In passing upon an application the Federal Reserve Board 
will consider especially -

(1) The financial condition of the applying bank or trust 
company and general character of its management.

(2) Whether the charter provisions and the nature of tne 
powers exercised by the said bank or trust company are 
consistent with the proper conduct of the banking busi
ness and with membership m  the Federal reserve bank.

(3) Whether the laws of the State or district m  which the 
applying bank or trust company is located, contain pro
visions likely to interfere with the proper regulation 
and supervision of member banks.

If, m  the judgment of the Federal Reserve Board, an 
applying bank or trust company conforms to all the rcqniro&cn&s 
of the Federal Reserve Act *nd these regulations, and is other
wise qualified for member snip, the Board will issue a certificate 
of approval. Whenever the Board may deem it necessary it will 
impose such conditions as will insure compliance v/ith the Act and 
these regulations. When the certificate of approve 1 and any 
conditions contained therein have been accepted by the applying 
bank or trust company, stock m  the Federal reserve bank of the 
district m  which the applying bank or trust company is located 
shall be issued and paid for under the rules and regulations of 
the Federal Reserve Act provided for national banks which be
come stockholders m  the Federal reserve banks.
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V. Powers and Restrictn^g

Uvery .state bank or trust company while a member of the
Federal Reserve System,
(1) Shall retain its full charter and statutory rights as a 

State bank or trust company, and may continue to exer
cise the same functions as before admission except as 
provided in the Federal Reserve Act and these regulations, 
including any conditions imposed by the certificate of ap
proval.

(2) Snail invest in loans on real estate or mortgage only of
a character and to an extent which, considering tne nature 
of its liabilities, will not impair its liquid condition.

(3) Shall, if at the time of its admission to membership it 
has' loans secured by its own stock or loans to one person, 
firm, or corporation aggregating more than 10 per cent of 
its capital and surplus or more than 30 per cent of the 
capital, or if its real estate loan*, m  the judgment of the 
Board, impair its liquid condition, adjust all such loans 
to conform with the requirements of the Federal Reserve 
Act and these regulations within such reasonable time
as may be determined by the Federal Reserve Board in each 
case.

(4} Shall maintain such improvements and changes m  its bank
ing practice as nay have been specifically required of It 
by the Federal Reserve Board as a condition of its admission, 
and shall not lower the atandard of banking then required Of 
it, and

(5) Shall enjoy all the privileges and observe all those require
ments of the Federal Reserve Act and of the regulations of 
the Federal Reserve Board applicable to State banks and trust 
companies which have become member banks.

VI. Withdrawals.

Any State bank or trust company desiring to withdraw 
from menibership in its Federal Reserve Bank, may do so six months 
after filing with the Federal Reserve Board written notice of

/

*
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its intention to .withdraw. The Board will 'immediately notify 
the Federal reserve bank of the district m  which the withdraw
ing bank or trust company is located of the receipt of such no
tice At the expiration of said six months, such bank or trust 
company shall surrender all of its holdings of capital stock m  
the Federal reserve b-nk, which stock shall be cancelled at once 
and the withdrawing bank or trust company released from its stock 
subscription not previously called Such member bank shall 
cease to be a member of the Federal reserve bank immediately 
upon the cancellation of its stock and tne Federal reserve bank 
shall then refuna to sucn bank a sum equal to its cash-paid 
subscription on the shares surrendered, one-half of one per 
centum a month from thp period of the last dividend, not to ex
ceed the book value thereof, and its reserve deposits7, less 
any liability of such member to the Federal reserve bank Pro
vided, that if r Federal reserve bank has previously cancelled 
v/ithin the same calendar jear, ten per centum of its capital 
stock for the purpose of effecting voluntary withdrawals, it 
shall not be required to cancel any more stock for such purpose 
until xhe folioving year, when all applications will be acted 
upon m  the order in whicn they were filed with the Board.
Any State bank or trust coupany desiring to withdraw from mem
bership and to secure cancellation of its stock at the expira
tion of its six months’ notice notwithstanding the fact that 
its Feaer«.l reserve b-̂ rk has previously canceled ten per cent 
of its stock us stated cbove may, at its option, do do. In 
such case, however, tne Federal reserve bank snail not be re
quired to repay tne amount due on its liquiaation account to the 
withdrawing oant until such tune as, determined by the order 
of its application, its stock would have been canceled nad it 
not exerciseo tnis option of withdrawal without immediate pay
ment of balances due
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li State bonk or trust company will send its application to the 
Foderal Reserve Agent*

II* Tho Fedcrrl Reserve Agent .vill notify the Federal Reserve
Board of receipt of application and forward to it at the sane 
time a preliminary report /hich will give the Board sufficient 
information to enable it to instruct the Federal reserve bank 
what sort of examination, if any, shall bo node of the apply
ing bank*

111* The Federal Roserve Agent, after securing the proper certifi
cate of Counsol of the Federal reberve baAk, will submit appli
cation to conruttco composed of himself, the Governor of the 
Federal re servo bank, and at least one other member of the 
board of directors, for its consideration*

IV, Tho Foderal Reserve Board will, after receipt of letter as re
quired in II, instruct the Federal Reserve Agent either -

(a) To arrange with the State bank supervisor to have 
the applicant bahk examined by a Stato examinor who 
shall sub’ut a report and certificate of condition 
on prepared form to tho Federal Reserve Agent,

(b) (In case State authorities have examined applicant 
bank a short time before filing of application) To 
arrange witn the State bank supervisor tA fils the 
examiner's certificate himself, basing his report 
on the last State examination;

(c) To send tho Board names of competent non of the 
staff of examiners of the Federal reserve bank who 
may be designated by the Board to examine tho appli
cant bank, or

(d) That tho Federal Reserve Board has arranged to have 
a member or members of its staff of examiners exam
ine the applicant bank and that the certificate and 
report of such examiner or examiners will be for
warded to the Federal reserve bank as soon as filed*

V* After receipt of the certificate and report of tne examiner, the 
ooEsuttec of the Board of Directors will transmit tho applica
tion, with its report and reconmendations, to the Board*

VI* The Board will, on the basis of the application and information 
contained thcrom, the certificate and report of tho examiner, 
and the report and recommendations of the comnittoo of tho 
Board of Directors, approve or disapprove the application and 
will so notify, the Federal Reserve Agont*Digitized for FRASER 

http://fraser.stlouisfed.org/ 
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Washington, June 10, 1915

SUGGESTED FORM OF JOINT REGULATION OF THE 

TREASURY DEPARTMENT AND THE FEDERAL RESERVE BOARD

1# Federal Reserve Agents in making requisitions for Federal re

serve notes to meet applications of Federal Reserve Banks, shall use 

form 45• (This paragraph is a substitute for parggraphs 1 to 4 of 

the draft of May 6th) o

2. A Federal Reserve Bank m  making application for an issue of 

Federal reserve notes shall accompany the application with a tender of 

the requisite collateral, using for this purpose form BD 21-1. (Sub

stitute for paragraph 5)•

3. The Federal Reserve Agent shall receipt for all collateral 

accepted by him as fulfilling the requirements of Seotion 13 of the Federal 

Reserve Act and the Regulations of the Federal Reserve Board made pursuant 

thereto, using for this purpose the appropriate form (either BD 21-2 or

BD 22-2), and shall promptly notify the Federal Reserve Board of the 

collateral accepted, using for this purpose the appropriate form (either 

BD 21-3 or HD 22-3); and shall, furthermore, report to the Federal Reserve 

Board each day all notes issued to and withdrawn by said bank, using form 

FRA 5. (Substitute for paragraphs 6 and 9) *
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* • Jpon receipt of the said collateral and -upon "being satisfied that 

tic hank has the required gold reserve to protect its notes, and has,further

more taken appropriate steps to transmit to the Treasure!* of the United 

States the requisite gold redemption fund, at present fixed at £ive pet 

cent, he will issue federal reserve notes to said bank, and immediately 

notify the Treasurer of the United States of said issue on form supplied 

for this purpose; (Substitute for paragraph 7. ct* pathgraph 26 below)4

5. If at any time the Federal Reserve Agent deems it necessary to 

require changes m  either the amount or the character of collateral deposited 

to secure notes, he shall call upon the Federal Reserve Bank for additional 

or new collateral to be added to or substituted for that which is deemed 

unsatisfactory, issuing receipt therefor on the appropriate form (either 

BD 21-2 or BD 22-2), and shall notify the Federal Reserve Board by telegraph 

followed by confirmation on the appropriate form (iither BD 21-3 or BD 22-3) • 

(Substitute for paragraph 8).

6* A Federal Reserve Bank may reduce its circulation by depositing 

its notes with the Federal Reserve Agent, it may reduce its liability on 

account of outstanding notes by depositing with the Federal Reserve Agent 

gold, gold certificates, or lawful money to the amount of such notes to be 

retired less a ratable proportion of the amount of money standing to its 

credit in the redemption fund of the Treasurer of the United States, In 

either case a proportionate amount of the collateral deposited by the bank 

shall be returned to it by the Federal Reserve Agent* Forms HD 28-1,2,3, 

will be used* (Substitute for paragraph 10),
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7• The Federal Reserve Board will maintain a record of the amounts 

o2 notes of the several denominations m  thd reserve stock in the Treasury 

of the United States, of thd amounts issued through federal Reserve Agents 

to their respective banks, arid of the amounts Of fit and unfit notes at all 

times in the possession of each Agent* (Substitute for paragraph £3*)

8* The Secretary of the Treasury, through the Bureau Of Engraving 

and Printing dr Otherwise4 will notify ihe Oompirdller of ihe Currency and 

the Federal Reserve Board at the end of each month of all Federal reserve 

notes printed and on hand available for shipment and also of the shipments 

made to Federal Reserve Agents* (Substitute for paragraph 24*)

9« The Comptroller of the Currency at the end of each month will 

notify the Secretary of the Treasury (Division of Loans and Currency) and 

the Federal Reserve Board of all orders issued by him to the Treasury for 

the delivery of Federal reserve notes to Federal Reserve Agents* (This is 

a new paragraph)•

Wm. G. MCADOO, CHARLES S* HAMLIN,

-3-

Secretary of the Treasury Governor, Federal Reserve Board.
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E S T I M A T E  F O R  J U L Y  A S S E S S M E N T ,  1 9 1 5 254

Totcl Encumbrance for month of May, 1 9 1 5 ....... .. ...........................$18,480.36

Estimated monthly requirements *- July - December, 1915 . . ............ 18,482.97

Increase over May.......  . ............. $2.61

* * * * * * * * * * * * * * * *
*

Total estimated requirements - July - December, 1915 ....................  .... 110,897.82

Total recoipts to June 1, 1915
(General expenses of Board).....  .. .$192,350.01

Total encumbrances to June 1, 1915.............   ... $147,034.76

Estimated requirements, month June 1915.......  . 20,000.00 167,034,76

Estimated unexpended Balance 1st assessment 25,515.25

$80,582.57* * * * * * * * * * * * * * * *

Total Capitalization Federal Reserve Banks - June 1st... . .......  $108,447,000.00

Rate of assessment to produce $80*576.12.................  ............. .000743

Rato of assessment to produce $81,335.25.......................  .. .00075

Rate of assessment to produce $108,447.00*. .......  . . .  .001

Approved by Committee on SHERMAN A1LE.7
Budget and Expenditures for 1/10 of 1$.

Fiscal Agent. _t
F. A. DELANO
A. C. MILLER

Jure 12, 1915.

4
1

6
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IIQN PERSONAL SERVICES (Continued)
Printing, binding, etc..............  47,119,41
Engraving, etc....................  308.82
Advertising.................■*..... 39,15
Contract repairs...................  95,42-
Elect neity (Light and power).... . .... 210.00
Steam (Heat)......................  75.00
Other (Won-Personal services).......  2.180.09

$10,027.89
TOTAL - NOW-PERSONAL SERVICES......  $16,196.12

SUPPLIES
Stationeiy ...................  2,790.08
Periodicals.................... 134.25
Other..-....,....... ...........  797 .33

$3,721.66
EQUIPMENT *

Furniture and Office equipment.....  8,149.99
Books............   72.58

OFFICE CHANGES AND IMPROVEMENTS ....... 548.08
REIMBURSABLE EXPENDITURES

Expenditures & return of over payments.. 452.71

NOTE Total commitments to November 1, $147,034.76
191̂ , included m  tho tof-al of 
$147,034.76 to June 1, were 523,199.98.

Approved by Committee on 
Budget and Expenditures.

June 12, 1915 F A. DELANO
A. C. ÎIIER

- 2 -

$801.24 $1,260.85 $1,000.00
250.00 a • e • • 250.00
1.00 .50 • • • • •
30.00 30.00 30.00
« • © # • • • • • • 10.00
45.00 83.85 75.00

$1,127.24 $1,375.20 $1,365.00
$2,015.00 $2,594.68 $2,830.00

100.93 322.59 300.00
8.00 1.60 20.00
21.43 48.22 50.00

$130.36 $372.41 $370.00

132.98 314.55 200.00
25.00 83.00

$16*860.92 $18,480.36 ° $18,482.97

SHERMAN ALLEN
Fiscal Agent
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E S T I M A T E  FOR J U L Y  A S S E S S M E N T ,  1 n 253

I

PERSONAL SERVICES 
Salaries,

Board and its clerks..,« ..........c. <■ .
Secretary's Office.  ...................... ..
Correspondence Division............... ««...
Mail staid Files..........................
Counsel * s Office............................
Division of Audit & Examination........... .
Division of Reports ft Statistics.........
Division of Issue..
Telephone Operator..........................
Messengers..................... . ..........
Charwomen..... .. ............... ...........
Contingencies...............................

NOW-pfasONAL SERVICES
Transportation & Subsistence of Persons

Board <?and it s clerks...... .....
Secretary's Office..........
Division of Audit ft Examination. 
Division of Reports & Statistics, 
Messengers (Carfare)............

Transportation of Things..... . ........
Communication Service*

Telephone.... ......... ........
Telegraph............... .......
Postage............... .. .......

E N C U M B R A N C E  
TOTAL TOJUNE 1. APRIL

S.
MAY

ESTIMATED AVERAGE MONTHLY 
REQUIREMENTS JULY 1 to DEG-. 31.

#66,626.55 #7,333.31 $7,333.31 $7,333.31
10,827.69 1,436-67 1,470.00 1,500.00
5,854.82 641.65 558.32 475.00
2,140.33 310.00 310.00 310.00
7,737.76 1,158.33 1,519.44 1,575.00
7,189.98 876.65 1,128.33 1,133.33
3,419.98 596.66 541.66 558.33
10,676.89 1,739.31 1,872.66 650.00

348.33 50.00 50.00 50.00
2,653.30 355.00 355.00 355.00
417.99 60.00 60.00 60.00

1.000.00
#117,893.62 #14,557.58 $15,198.72 $14,999.97

633.64 288-62 192.12 200.00
25.002,263.39 300 »t)4 720.92 800.00
10.0015.00 5.00 o « « * • 5.00

#2,912.03 $593.86 $913.04 #1,040.00
2.93 1.44

966.10 60.00 50.00 75.002,13C.17 
157.00

234.10 200.00 
55.00 300.00

50.00
#3,253.27 $294.10 $>305.00 #425.00

VO)pS
GD
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WILLIAM 8. McADOO
SBCBBTABT OP THI TBIAIUBT 

CHAIRMAN

bx-Oppicio members W. P. 8. HARDIR8, Qovirnor 
PAUL M. WARBURG. VIC I60VIHU  
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAHUN

■iii/

JOHH 8KELT0H WILLIAMS
COMPTROLUR OP THI CUIRIHCT FEDERAL RESERVE BOARD H. PARKER WILLIS. SICRITARV 

SHERMAN P. ALLEN. AUT.SICISTMV 
AID FISCAL ASINT

WASHINGTON ADDRS80 RRPLY ‘fej!"

June 14, 1915.

To Federal Reserve Agents:
Since the Federc.l Reserve Board has undertaken to pay for tele

grams sent on official business by rcderal Reserve Agents and Chairmen and 
by Federal Reserve Banks., it is naturally desirous of having these telegrams 
concisely and carefully written. Belov/ is givon, with fictitious names, a 
telegram received on Juno 12th.

"Hon. H. Parker Willin, Secretary, Federal Reserve Board, Wb-J::*
• ington, L. C. Close business today SAC eleven hundred fifty-five 
thousand dollars. J. r. Smith, Federal Reserve Agent."

When the Government rate applies, both the address and signature 
are counted as part of the telegram. The telegram above quoted contains 
eleven words in the address and si:: in the signature, while the telegram 
contains ten words. Three words in the body of the telegram should have 
been eliminated, as the code word "SAC" stands for "Close of business today", 
The word "dollars" could also have boon omitted. By addressing the tolegiem, 
Federal Reserve Board, Washington, and signing it, Smith, Agent or Chairman, 
eleven other words could have been eliminated.

I am sure that you will understand that this letter is intended 
only to call to your attention and to the attention of those in all the Fed
eral Reserve banks who prepare telegrams the possibility of condensing them 
and saving considerable expense.

Very rospcctfully,

Secretary.
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STATEMENT FOR TJES PRESS.

The Federal Reserve Board today sent to all Federal 

reserve tanks copies of a resolution levying an assessment of 

one-tenth of one per cent on gross capital against the several 

Federal reservo hanks for tho purpose of defraying the estimated 

general expenses in connection with the work of tho Board from 

July 1st to December 31st, 1915* This will rosult in payment 

of $108,447.

The first assessment was levied on November 2nd, 1914 

and was for $431,768.40. In this estimate a sum for the cost 

of Federal reserve notes v;?.3 included. Those accounts have 

since boon separated. The present assessment includes no 

estimate for the preparation of Federal reserve notes, each 

bank paying.for its own notes.

Federal reserve banks arc requested to make remittance 

of one-half of the amount of their assessment on July 1st, and 

the second half on September 1st. The basis of estimate is 

the capital stock allotted to member banks figured at its full 

value of about $108,390,000.
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WHE-vEa S, und<*r baotion 10 of the Act approved December 23* 1913, 
and known as the Federal Be servo Act, the Federal Reserve Boarff is 
empowered to levy somi#*anmielly upon the Federal reservo banks in 
proportion to their capital stock and surplus, an assessment suffi
cient to pay its estimated expenses including the salaries of itc 
members, assistants, attorneys, exports end employees for the half 
year succeeding the. levying of such assessment, together v/ith any 
deficit carried forward from the preceding half year, and

V/HEBEAS, It appears from estimates submitted and considered that 
it is necessary that a fund equal to ono-tonth of one por cent of the 
capital stock of the Federal reserve hanks bo creatod for the purposes 
hereinbefore described, exclusive of the cost of engraving and print
ing Federal reserve notes.

NOW, THEREFORE; b e  IT RESOLVED, That pursuant to the authority 
vested in it by lav/, the Federal Deserve Board hereby levies an assess
ment upon the several Federal reserve banks of an amount equal to onc- 
tenth of one por cent of the total capital stock of such banks, and the 
Fiscal Agent of the Board is hereby authorized to collect from said banks 
such assessment and execute in the name of this Board a roceipt for pay
ment made. Such assessment will be collected in twe instalments of 
one-half each; the first instalment to be paid on July 1st and the 
second half on September 1st, 1915.

The foregoing is a true and correct copy of resolution duly 
Offered and adopted by the Federal Reserve Board at a meeting held 
on the 15th day of June, 1915*

FEDERAL RESERVF BOARD,

SEAL.
Governor.

ATTEST.

Secretary
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Regulation No.___ ■___
Series 1915.

Washington, June 20, 1915.

REGULATIONS FOR THE GUIDANCE OF FEDERAL RESERVE .AGENTS 

IN THE MATTER OF ISSUANCE AID REDEMPTION OF FEDERAL RESERVE NOTES .

. . 1* Federal Reserve Agents in making requisitions for Federal 

reserve notes to meet spy] ioations of Federal Reserve Banks, shall 

use form 45.

2. A Federal Reserve Bank in making application for an issue 

of Federal reserve notes shall accompany thr> application with a ten

der of the requisite collateral, using for' this purpose form ED 21-1.

3* The Federal Reserve Agont shall receipt for all collateral 

accepted by him as fulfilling the requirements of Section 13 of the 

Federal Reserve Act and xhe Regulations of the Federal Reserve Board 

made pursuant thereto, using for this purpose the appropriate form 

(either ED 21-2 or HD 22-2), and shall promptly notify the Federal 

Reserve Board of the collateral accepted, using for this purpose the 

appropriate lorn {either BD 21-3 or BD -2-3); and shall, furthermore, 

report to the Federal Reserve Board each day all notes issued to and 

withdrawn by said, bank, using form FRA 5.

<
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' 4fi Upon receipt of the said collateral and upon being satisfied that the 

bank hah the required gold reserve to protect its notes, and has, further

more taken appropriate steps to transmit to the Treasurer of the United 

States the requisite gold redemption fund, at present fixed at five! per 

cent, he will issue Federal reserve notes to sê id bank, and immediately 

notify the Treasurer of the United States of said issue on form supplied 

for this purpose*

5*. If at any time the Federal Reserve Agent deems it necessary to 

require changes in either the amount or the character of collateral deposited 

to secure notes, he shall caJ,X upon the Federal Reserve Bank for additional 

or new collateral to be added to or substituted for that which is deemed 

unsatisfactory, issuing receipt therefor on the appropriate form (either 

BB ' 21-B or BD 22-2 ), and shall notify the Federal Reserve Board by tele

graph" followed by confirmation on the appropriate form (either BD 21-3 or 

BD 22*3 >.; .

6* ! AjiFederal Reserve Bank way reduce its circulation by depositing 

its notes^&tihthe Federal Reserve Agent* it may reduce its liability on

account of outstanding notes ty depositing with the Federal Reserve Agent
. , « • 

gold, gold certificates;’,or lawful money to the. amount of such notes to be

retired less .a ratabli* preportion of the amount of money standing to its

credit in the redemption ?uiid of the Treasurer of the United States* In

either case a proportionate amount of the collateral deposited by the bank

shall be returned to it by the Federal Reserve Agent. Forms BD 28-1, 2, 3,

willibe used.
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7 • The Federal Reserve Bank may r through jLts Federal Reserve 

Agent exchange notes that arc unfit for circulation, or may ex- 

change notes of one denomination for those of another- Every such 

transaction shall he reported to the Federal Reserve Board by the 

Federal Reserve Agent in daily report transactions in Federal Re

serve notes (Fora Fra - 5) - *

8- Any Federal Reserve notes unfit for circulation accumulated 

by any Federal Reserve Bank shall be assorted by denominations and 

each one hundred notes enclosed in paper straps lengthwise and cross- 

wise (Similar to Forms 6074 and 6075 enclosed ac samples) each marked 

with the denomination and the afnount. Each package shall then be

punched in four places, each puncture being approximately Jfcj" from
. •

the edge of the short side and from the edge of the long side- 

All packages shall be further cut in halves longitudinally, each 

package of one hundred notec, either "uppers” or "lowers" shall 

carry a serial number which shall agree with the serial number 

on the corresponding package of one hundred half notes, either 

"lowers" or "uppers". One thousand half notes, either uppers or 

lowers, of each denomination shall be enclosed in a paper bant! 

marked with the denomination and amount contained therein, and 

not to exceed four such bundles of half notes, either uppers or 

lowers, shall be securely tied, wrapped and sealed, with a memo

randum enclosed inventorying the contents and stating the amount 

and the bank by whom the notes are forwarded.
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The upper halves will; be forwarded to the Comptroller of the Currency, 

Treasury Department, Washington, D. C. and the lower halves will "be 

forwarded to the Secretary of the Treasury (Division of Loans and 

Currency) , Washington, D. C. The notes will he forwarded hy regis-
• i %

tered mail in locked registered pouches, the same to he procured 

from the local 'postmaster* and the forwarding agent will pay the 

registration fee of ten cents for each four pounds weight. The Fed

eral Reserve Agent will state, in iiis daily report to the Federal Re

serve Board the amount of unfit notes of each denomination forwarded 

to the Treasury Department and the amount of unfit notes of each de-
r ' •

nomination remaining in his possession*

Whenever Federal Reserve notes issued hy one Federal Reserve 

Bank are received by another ̂ Federal Reserve Bank, they shall he im

mediately returned to the issuing Bank for credit or redemption and 

such transactions shall he reported to the Federal Reserve Board.

If at any time the gold reserve required hy law to h e ' 

held hy a Federal Reserve Bank against Federal Reserve notes issued 

to it., falls below * 4Q$ ( including therein the gold fund, required 

to he maintained in the Treasury) the Federal Reserve Agent 

shall at once notify the Federal Reserve Board, and thereupon a 

graduated tax upon such deficiency as provided in Section 11

Federal Reserve Act shall be established and shall he*of the
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computed as follows :
When reserveso fall, below 40$ but are in excess.? 

of 32j-$, the tax.- upon the deficiency shall be at the 
rate of 1$ per annum i ^

When reserves falii below 32^$ but are in excess> 
of 30$, the tax upon the entire deficiency below 40$ 
-shall be at the rate of 2£$ per annum j

When reserves fall, below 30$ but exceed 27§-$ 
the tax upon the entire deficiency below 40$ shall be 
at the rate of 4$.. per annum ;

and so on, increasing at the rate of 1^$ with each 
reduction in reserve amounting to 3^$ or any fraction 
thereof•

Gold Reserves.. Penalty Tax
against Federal on Deficiency
Reserve Notes in Reserves*

The Federal Reserve Board will*maintain a record :

(a) Of the total or gross orders transmitted 
by the Comptroller of the Currency for the 
engraving and printing of Federal Reserve 
notes i

(р) jOf the delivery of Federal Reserve notes
to Federal Reserve Agents J

(с) Of the stock of notes on hand in the Treas
ury of the United States available for ship
ment j

(d) Of the amount of Federal Reserve notes issued 
through Federal Reserve Agents to their res
pective Federal Reserve Banks!
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(e) Of the amount of notes fit and unfit 
for circulation which are in the pos
session of each Federal Reserve Agent*

C. S. HAMLIN,

Governor.

H. PARKER WILLIS,

Secretary.

6/16/15
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F E D E R A L  R E S E R V E  B O A R D  

WASHINGTON

June 17, 1915*

My dear Governor.

This office has been requested to give an opinion 
on the question of whether a member bank which reduces its 
surplus is required by law to surrender a proportionate amount 
of the stock held by it in the Federal reserve bank of its 
district, or whether such Federal reserve bank, may, at its 
option, permit the stock representing six per cent of such de
crease m  surplus of a member bank to remain outstanding*

The Federal Reserve Act provides m  Section 2 that -

"Every national banking association ....
.... shall be required.... to subscribe to
the capital stock of such Federal reserve 
bank m  a sum equal to six per centum of 
the paid-up capital stock and surplus of 
such bank*"

Section 5, m  providing for the admission of a bank 
after the organization of the system, contains a provision that 
such a bank -

"must subscribe for an amount of the 
capital stock of the Federal reserve bank 
equal to six per centum of the paid-up 
capital stock and surplus of said appli
cant bank."

It is to be noted that m  both of these sections 
an applying bank must subscribe for an amount equal to six 
per cent of its capital stock and surplus*

Section 5 further provides that -

"When a member bank increases its capital 
stock or surplus it shall thereupon subscribe 
for an additional amount of capital stock",
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showing that when a member bank increases either its capital 
stock or its surplus it must subscribe for additional stock. 
This conclusion is corroborated by the requirement that the 
outstanding capital stock of a Federal reserve bank "shall 
be increased from time to time as member banks increase their 
capital stock and surplus."

In dealing with the question of reduction m  the 
capital stock of a Federal reserve bank, however, the Act 
contains no mandatory provision for decrease of such stock 
on account of reduction in the surplus of a member bank.
The specific language used m  Section 5 m  reference to 
this subject is as follows:

"The capital stock of each Federal reserve 
bank shall be divided into shares of $100 each.
The outstanding capital stock shall be increased 
from time to time as member banks increase their 
capital stock and surplus or as additional banks 
become members, and may be decreased as member 
banks reduce their capital stock or surplus or 
cease to be members."

This section further provides that. -

"When a member bank reduces its capital 
stock it shall surrender a proportionate amount 
of its holdings m  the capital stock of said 
Federal reserve bank."

From an examination of the bill as it passed the 
House, as amended by the Senate and as adopted in conference, 
it appears that according to the House bill, stock of Federal 
reserve banks was to be increased only on account of an in
crease in the number of member banks or on account of an in
crease m  the capital stock of member banks, and was to be 
reduced on account of decrease m  the number of member banks 
or a decrease m  the capital stock of such banks.

In the Senate this section was amended so as to re
quire an increase of the capital stock of Federal reserve banks 
whenever member banks increased either their capital stock or 
surplus, but this amendment did not specifically require a 
Federal reserve bank to reduco its capital stock whenever the

-  2 -
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surplus of a member bank is reduced* That part of the section 
above quoted which makes such decrease discretionary with the 
Federal reserve bank was added by the Senate Committee, and was 
adopted m  the conference agreement.

It seems reasonable to assume therefore, that Congress 
contemplated, that a reduction m  the surplus of a member bank 
might be merely temporary and accordingly vested a discretion 
in the Federal reserve bank to cancel a proportionate amount 
of the capital stock held by a member bank the surplus of which 
is reduced, or to permit such stock to remain outstanding*

I am, therefore, of the opinion that the Federal reserve 
banks may, with the approval of the Federal Reserve Board, legally 
exercise this discretion tpt inasmuch as the general purpose and 
Intent of the Act is that each member bank shall hold stook In 
its Federal reserve bank m  the proportion that the capital and 
surplus of such member bank bears to the aggregate capital and 
surplus of all member banks, the circumstances m  each case should 
be carefully considered and if the reduction in surplus is a 
material amount and involves any distribution of any part of the 
surplus to the shareholders of the member bank, or if such a 
reduction is likely to be of a permanent nature the Federal re
serve bank should require the surrender and cancellation of a 
proportionate amount of stock held by the member bank making 
such reduction.

Respectfully,

M. C. ELLIOTT,

Hon. Charles S. Hamlin, 
G o v e r n o r  .

Counsel
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I. State bank or trust company will send its application to the Federal 
Reserve Agent.

II* The Federal Reserve Agent will irar-iodic-tely notify the Federal Reserve
Board of receipt of application and request instructions as to the na
ture of the examination to be required of the applicant bank.

III. The Federal Reserve Agent, after securing the proper certificate of
Counsel of the Federal reserve bank, will submit application to com
mittee composed of himself* the Governor of the Federal Reserve bank 
and at least one other member of the board of directors.

IV. The Federal Reserve Board will then instruct the Federal Reserve Agent

(a) To arrange with the State bank supervisor to have the ap
plicant bank examined by. a State examiner who shall submit 
a report and certificate of condition on prepared form to 
the Federal Reserve Agent:

(b) To arrapge with the State Supervisor to have the applicant 
bank examined by a State examiner, in connection with an ex
aminer appointed by the Federal Reserve Board after designa-* 
tion by the Federal Reserve Bank. The State supervisor should 
be asked to file two duplicate copies of the report of the 
examination.

(c) (In case State authorities have examined applicant bank a short 
time before filing of application} To arrange v/ith the State 
Bank Supervisor to file the examiner's certificate himself, 
basing his report on the last State examination of applicant 
bank; The State supervisor should be asked to file tv/o dupli
cate copies of the report of the examination.

(d) That the Federal Reserve Bank has arranged to designate., upon 
recommendation of the Federal Reserve Agent and the Governor 
of the Federal Reserve Bank, members of the staff of the Fodd
er;:. 1 Reserve Bank to examine the applicant bank; or that the 
Board has arranged to have a member or members of its staff of 
examiners examine the applicant bank, and that the certificate 
or report of such examiner or examiners will be forwarded to 
the Federal Reserve Bank as soon as filed.

(e) To send after consultation with the Governor of the Bank, the 
names of competent officers and employees of the Federal Re
serve Bank whom it is desired to have designated by the Board 
to examine the applicant banks.

V. On receipt of the certificate and report of tho examiner9 the Committee 0:
the Board of Directors will transmit the application, with its report 
and recommendations, to the .Board. VI.

VI. .. The Board will, on the basis of the application and information contained 
therein, the certificate and report of the examiner, and the report and 
recommendations of the cncnittee of the 3oard of Directors, approve 

disapprove the application and will so notify the Federal Reserve Agen\..Digitized for FRASER 
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432
The Federal Reserve Board today announced that it has approved 

the request of the Federal Reserve Bank of Atlanta to open a branch 

at New Orleans, La. Its action was taken m  accordance with the pro

visions of Section 3 of the Federal Reserve Act which reads as follows

"Each Federal reserve bank shall establish branch banks 
within the Federal reserve district "n which it is located and 
nay do so in the district of any Fed°ral reserve bank which 
may have been suspended. Such branches shall be operated by 
a Board of Directors, under rules ana regulations approved by 
the Federal Reserve Board. Diredtors of branch banks shall 
possess the same qualifications as directors of the Federal 
reserve banks. Foul* of said directors shall be selected by 
the Reser/e bank and three by the Federal Reserve Board, and 
they shall hold office during the pleasure respectively of the 
parent bank and the Federal Reserve Board. The reserve bank 
shall designate one of the directors as manager."

iVhile the Board has carefully considered the principles which

should be observed m  opening a branch of the Federal Reserve Bank of

Atlanta, it is not ready at this time to promulgate any general rules

applicable to other points, as it regards the proposition as somewhat

experimental.

It is felt that the experience gained in this case will have an 

important bearing upon the future development of the branch bank idea. 

Incidentally, it may be mentioned that the banks comprised m  the New 

Orleans Clearing House Association have undertaken to make good for the 

first year of operation any difference betv/een the expense of conduct

ing the new branch bank now proposed and the revenues to be derived from

NOTICE FOR THE PRESS

it.

No definite assignment of territory has been made to the New 

Orleans branch but it is understood that it is intended to assign 

to it the member bank65 of Louisiana and Missj.ss3pfi m  District 6, 

and those of Mob3le and Baldwin Counties, Ala. The banks m  the 

territories so segregated will deal with the New Orleans branch only.
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433The Board has directed that the New Orleans "branch shall

conduct only operations m  the discount and purchase of commercial 

paper and acceptances and those relating to clearing, collection 

and exchange transactions and transfers of funds. The issue of notes 

and the function of rediscounting with other Federal reserve banks, 

the purchase of United States bonds ant? notes, and dealings m  warrants 

of Municipalities" are to be carried on solely by the Federal Reserve 

Bank of Atlanta. All operations are to be reported promptly to the 

Federal Reserve Bank of Atlanta and the Federal Reserve Board is to 

be advised of the same without delay. The transactions of the New* 

Orleans branch will b» considered as the transactions of the Federal 

Reserve Bank of Atlanta, and so reported m  the statements of the 

latter.

It is assumed that the provisions of the Federal Reserve Act 

require that of the seven directors, two shall be bankers, and two 

business men (not necessarily bankers) and that the three Government 

directors shall conform so far as possible to the same requirements 

as those of the "C" class directors of the parent bank. A 1 anager 

will be appointed from among the directors

The terms of office of the first directors are set at one year* 

those first appointed to hold office for one year from January first 

1916.

By-laws, salaries, fees, etc., are to be subject to the approval 

of the Federal Reserve Board. Transactions m  foreign exchange on be

half of the New Orleans Branch are to be the subject of later regula

tions.

No other Federal reserve bank has approved a request for branches 

and the Board does not expect to take further action until more ex

perience has been gained.Digitized for FRASER 
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N6TICE FOR THE PRESS.

June 24, 1915.

The Federal Reserve Board today announced a new departure 

with regard to discount rates, approving a rate of 3% for loans at 

10 days maturity at the Federal Reserve Banks of New York, Philadel

phia, San Francisco and St. Louis.
)

.The matter of establishing such a rate has been before' the 

Board for-some time past, and has^received very careful investigation. 

It was discussed at the recent Conference of Governors in Chicago, and
i

the general idea of 3uch a rate was appfovted. In'the opinion of the 

Board the introduction of the plan just at the beginning cf the crop- 

moving season may result in extending material assistance to -banks *
which desire special accommodation for very short periods* The ■ 

short term rate is believed likely t^ be an.effective substitute 

for call loans based on collateral, and is in line with the policy 

of the Board heretofore established of. progressively decreasing 

the rate of discount as the maturity ef the paper presented is 

shortened, ana as its liquidity correspondingly increases- The 

new plan will, it is thought be particularly useful to banks, that
0J ■ i

are memoers of the Clearing 5/vte.i. ind desire from xî re to ti:.;e to oot-in 

short term accommodation for the maintenance of their oalances with the

reserve banks
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F E D E R A L R E S E R V E B O A R D

W A S H I N G T O N

June 25f 1915#

My dear Governor:

The following inquiry submitted by one of the 
, Federal reserve banks has been referred to this office

for an opinion*
"If able are we expected to declare a dividend 

as of June 30th at 6% per annum for the time elapsed 
between November 16thv 1914 and June S0thf 1915, or 
are we to understand that Section 7 of the Act re
quires that the dividend distribution be made only 

* annually or at the close of 1915? If the latter
be the case, what action would be appropriate as 
of the close of June m  caring for such entries as 
usually find their way into Profit & Loss account? 

i bhall we close our books under such instructions as
I you may give us and continue an "Undivided Profit"

account until the close of the year, or would you 
have us make a dividend, take proper care of ex- 

 ̂ penses, and set aside one-half of remaining earn
ings and cover the second half into the Treasury 
of the United States?"

Section 7 provides that -
^ "After all necessary expenses* of a Federal re

serve bank have been paid or provided for, the stock
holders shall be entitled to receive an annual divi
dend of six per centum on the paid-in capital stock, 
which dividend shall be cumulative4 After the afore
said dividend clams have been fully met, all the net 

% earnings shall be paid to the United States as a
franchise tax, except that one-half of such net earn
ings shall be paid into a surplus fund until it shall 
amount to forty per centum of the paid-in capital 
stock of such bank"*

It appears from this that Congress intended that 
dividends should be paid annually and not m  semi-annual 
instalments* It is conceivable that a bank might show a 
surplus as the result of the first six months1 operations 
and a loss for the last six months■ If, therefore, a divi
dend should be declared at the end of six months, an lm-

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



4
IG 8

-  2 -

M

*

4

►

*

pajrment of capital might be shown according to the books at 
the end of the year which would not have resulted except for 
the payment of the dividend.

After the dividend has been paid and the required 
amount has been carried to the surplus account, the balance 
of earnings resulting from the year's operations is payable 
to the Timted States as a franchise tax. The amount of this 
tax can not be determined until the end of the year. Banks 
should, therefore» carry all net earnings in the account of 
Undivided Profits until the end of the fiscal year and should 
then declare a dividend, azld the balance, if any, should be 
pajd naif to the United States as a franchise tax and half 
into the surplus fund, as provided by Section 7.

When the banks have been m  operation for a suf
ficient length of time to enable them to estimate approxi
mately their annual earnings and expenses, the Board might, 
in case the Undivided Profit Account shows a sufficient 
amount to c^ver all contingencies, authorize the payment 
of the dividend m  semi-annual instalments, but until that 
t^mo the letter of the statute should be followed strictly 
in order to avoid probable complications.

Respectfully,

M. C. ELLIOTT,

Counsel.

Hon. C. S. Hamlin,
G o v e r n o r  .

*
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F E D E R A L  R E S E R V E  B O A R D  

W A S H I N G T O N

June 19t 1915«

liy dear Governor ■

The following inquiry has been submitted to 
this office for an opinion:

"7/3 Lli reference to Section 19 of the Federal 
Reserve Art, I am requested to invite your atten
tion to the following differences in language and 
the query as to the holding of reserves:

The last paragraph of Subsection "a" author
izes reserves to be held ' in the vaults of the 
member bank or in the Federal reserve bank, or in 
both, at the option of the member bank.1

The last paragraph in subsection "b" provides 
that the reserve shall be held "in its vaults or in 
the Federal reserve bank, or in both, at the option 
of the member bank.1

The next to the last paragraph, under Subsec
tion "a" provides that the reserves may be held ' m  
its own vaults or m  the Federal reserve bank or in 
national banks in reserve or central resorve cities•'

The next to the lap* paragraph in Subsection 
"b" provides that the reserves may be held ' m  its 
own vaults or in the Federal reserve bank or in na
tional banks in central reserve cities.v

The next to the last paragraph in Subsection 
"c" provides that the balance of said reserve shall 
be held 'in its own vaults or m  the Federal reserve 
bank at its option.1

QUERY. Do the paragraphs which, omit the phrase 
'or in both' or a similar phrase, restrict the banks 
to holding the reserves mentioned in such paragraphs 
in only one of the depositaries mentioned, or may 
they hold such reserves partly m  one and partly in 
another at their option?"

Considering Section 19 as a whole, it appears 
that one of its purposes is to arrange for a gradual trans
fer to the Federal reserve banks of that part of a member 
bank's reserve which consists of balances due from approved
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reserve agents. A period of three years is allowed for 
this transfer. It will be observed that during this period 
member banks are leauired to carry a definite proportion of 
their total reserve an their own vaults and a definite pro
portion wixh xhe Federal reserve bank of their district, and 
that the balance may be carried either m  their own vaults 
or with an approved reserve agent or frith the Federal reserve 
bank.

Aside from the fact that m  the last paragraph the 
language "or m  both" is used, while m  those paragraphs un
der consideration no similar language is employed, there is 
nothing m  tne Act to indicate that member banks were expect
ed to make an election whether the wnole balance not required 
to be carried m  their own vaults or with the Federal reserve 
bank should be deposited m  one of the three depositaries 
named*

Section 2 provides in terms that- 
"The organization of reserve districts and Fed

eral reserve cities shall not be consxrued as chang
ing the present status of reserve cities and central 
reserve cities, except in so far as this Act changes 
the amount of reserves that may be carried with ap
proved reserve agents located therein".

Inasmuch as balances due from approved reserve 
agents in reserve or central reserve cities could be counted 
as reserve prior to the passage of the Federal Reserve Act, 
and since the status of the reserve and central reserve 
cities is not changed except in so far as the amount which 
may be carried is reduced, it seems clear that Congress in
tended to permit banks to continue to count as part of their 
legal reserve any balance due from an approved reserve agent 
after deducting from the total reserve required thax part 
whicn the Act requires such banks to carry either in their 
own vaults or with the Federal reserve bank and that it did 
not intend that balances due from approved reserve agents 
should be counted as reserve by a member bank, only in tne 
event that the total reserve of sucn member bank less the 
amount requ^ed to be carried m  its own vaults and with 
its Federal reserve bank*, should be carried in reserve or 
central reserve cities. Such a construction would change 
the status of reserve and central reserve cities in that it 
would permit balances due from approved reserve agents lo
cated in such cities to be counted as reserve only under cer-
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tain conditions which did not pertain prior to the passage 
of the Federal Reserve Act. ,

1 am, therefore, of the opinion that it is not 
necessary for such hanks to carry the whole of this balance 
in thd&r own vaults, with the Federal reserve bank, or with 
an approved reserve agent in a reserve or central reserve 
city, but may count as part of its reserve excess reserve 
carried in its own vaults, balances due from approved re
serve agents, and balances due from Federal reserve banks, 
PROVIDED, of course, the requisite amounts are carried in 
their own vaults and with Federal reserve banks.

Respectfully,

M. C. ELLIOTT,

Counsel.

Hon. Charles S. Hamlin,
G o v e r n o r  •

7/1/15.
*r

*
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WILLIAM 0. McADOO
s e c r e t a r y  o r  t h i  n u n n

EX-OPPielO M0MBBR0 W. P. 0. HARDIHO. 0OVERNOR 
PAUL M. WARBUR0, VICK COVCRHOR 
FREDERIC A. DELANO 
ADOLPH C. HILLER 
CHARLES S. HAHLIN

JOHN SHELTON WILLIAMS
COMPTROLLER OP THE CURRENCY FEDERAL RESERVE BOARD IRKER WILLIS. SECRETARY 

1MAN P ALLEN. ASST. SECRETARY 
AMD F i s c a l  Asent

WASHINGTON ADDRESS REPLY TO
FMDMRAL RESERVE BOARD

S i r :

I wish to acknowledge receipt of your letter

of 1915, relating to the interpretation

of Section 22 of the Fed'eral Reserve Acto

The Board has determined, after full consider

ation, that it is not within its province to rule on any 

concrete cases arising under this section. The transac

tions prohibited are mado criminal by statute, and the 

enforcement of the penalty prescribed would therefore 

come within the jurisdiction of the Department of Justice, 

and not of the Federal Reserve Board.

afford no protection to a person subsequently indicted by 

a Federal grand jury for a violation of the provisions of 

this section.

this office to give you a definite answer to the inquiry made 

in your letter.

Consequently, any ruling made by the Board would

Under these circumstances it is not possible for

Respectfully

Secretary.
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SUGGESTED FORM OP LETTER OR CERTIFICATE TO BE SIGNED 
BY THE STaTE BANK SUPERVISOR.

An examination of the affairs of the ______ (Name)_______

_____________ ____, was made under my direction on _____(date)

From my knowledge of its affairs, ba,sed upon the report 

of such examination and upon subsequent reports of condition made 

to me, it is my opinion that- the sank is solvent, its capital is 

unimpaired and that the report filed by the examiner as of (date)

_____, shows its true condition at that time, to the best of my

knowledge and belief, an# further, it is my opinion that there has 

boon no material change in the condition of the institution since 

the examination made by my department.

7/2/15
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W. P. 6. HARDING, GOVERNOR 
PAUL M. WARBURG, VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETARY 
SHERMAN P. ALLEN, ASST. SECRETARY 

AND FISCAL AGENT

EX-OFFICIO MEMBERS

WILLIAM 6. MCADOO
SECRETARY OF THE TREASURY 

CHAIRMAN' .

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

t

W A SH IN G T O N ADDRESS R ^ ^ l ® *
FEDERAL RESERVE BOARD

July 6, 1915.

S I R :

Under date of January 7th, a letter was addressed 

to each Federal Reserve lank with regard to the subdivision 

of Expense Account. The Banks were advised that the fol

lowing divisiqn was considered a fair one by the Board :

" CURRENT EXPENSE, should include all 
disbursements "for expenses incurred in the op
eration of the bank since November 16, 1914.

ORGANIZATION EXPENSE , should include 
extraordinary expenses incurred in the organi
zation of the bank and also the assessments 
made by the Federal Reserve Board. A con
siderable portion of the money raised by the 
initial assessment will be used to defray ex
penses incurred for the engraving and printing 
of Federal Reserve notes.

The item Organization Expense should 
be reduced as quickly as the earnings of the 
bank will permit. "

At the Conference of Governors held June 14, 15 

and 16, the following resolution was passed :

"RESOLVED , that it is the sense of 
this conference that each Federal reserve bank 
submit to the Federal Reserve Beard a complete 
detail of the items which have been included in 
the organization expenses, as set up by the res
pective banks, and that this data be analyzed by 
the accountants of the Federal Reserve Board, and 
that if it is found necessary, a suggested adjust
ment be made to the banks where certain items 
have not been included that they should be proper-* 
ly included in the organization expenses, so that, 
the items may be uniform as nearly as possible 
with all banks, and that effective July 1, 1915, 
a general form of carrying the expense accounts 
of the banks be recommended by the Board."
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V/ithin a day or two thereafter, letters were addressed 

to each of the Federal reserve banks, requesting detailed memo

randa of items included in the "Organization Expense", as re

ported on the daily statement. All answers were received by 

July 2nd.

At the present time the diversity in handling the items 

makes comparison impossible. For instance, some of the banks 

include as Organization Expense only payments made to the Fed

eral Reserve Board. The majority of the banks, however, have 

included a number of other items in Organization Expense, in 

line with the division suggested on January 7th. Again, some 

banks have set up a special account, "Cost of Federal Reserve 

Notes", and most of the banks have set up an account "Furniture

and Equipment", while other banks include both the cost of
*

Federal reserve notes and Furniture and Equipment account in 

Organization Expense.

As a result of the examination of the various accounts, 

the following suggestions are made, with a view of securing 

uniformity in treatment of items which may properly be included 

in Organization Expense :

1. FEDERAL RESERVE NOTES. COST, to be set up as a

special asset, --  to include payments for printing, shipping,

expressage, postage, insurance and engraving plates.

(The method of reducing this item will be taken 
up at a later period.)
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2* FURNITURE AND EQUIPMENT. to include expenditures for 

furniture, rugs, safes, machines and office appliances.

3• ORGANIZATION EXPENSE ACCOUNT, to include expenses in

curred prior to November 16, 1914, extraordinary payments in

cident to the organization of the bank, and payments made to 

defray the general expenses of the Federal Reserve Board. The 

following items may properly be included in Organization Ex

pense :

1. Assessments to meet the general expenses of the
Federal Reserve Board. ( Not to include any part 
of the cost of printing Federal reserve notes.)

2. Repairs and alterations.

3. Bxpreseage, - - charges on initial payments; - -
expense of transferring gold.

4. Gold abrasion - - on initial deposits of capital
and reserves.

5. Rent up to November 16, 1914.

6. Stationery, representing the cost of that portion
of the supplies ordered prior to November 16,1914, 
which have not yet been used. The cost of supplies 
used should be charged as current expense.

7. Salaries,- - payments for services prior to November
16, 1914, and payments to temporary officers and em
ployees whose services were used in connection with 
the organization of the bank.

8. Traveling expenses incurred by officers and employees
prior to November 16, 1914.

9. Directors' fees and mileage- - expenses of directors
attending Washington conference, October, 1914. Fees 
per diem and mileage in connection with the meetings 
of directors and Executive Committee, prior to No
vember 16, 1914.

10. Sundry - - other acutal expenses incurred prior to
November 16, 1914-
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Payments for premiums on fidelity bonds, insurance and 

burglar alarm service should be charged to Current Expense.

In figuring the earnings and expenses of a given period, allow

ances should be made for unexpired terms.

Organization Expenses should be decreased as rapidly as 

the earnings of the Institution will permit. Assessments made 

to meet the general expenses of the Federal Reserve Beard for 

the period beginning July 1, 1915, should be charged to Current 

Expenses, but in computing the earnings and expenses of a given 

period, one-sixth of the entire assessment should be charged 

against Current Earnings each month* It is very desirable 

that at as early a date as possible, a method of amortizing 

the cost of printing Federal reserve notes should be adopted.

It is thought that this account should eventually represent 

the actual cost of the notes unissued and the notes on hand.

Reopectfully,

Secretary.

_4- 'A *.

>
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Ex-Officio  members

WILLIAM 6. McADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

W. P. 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W A SH IN G T O N  V

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

and  Fisc a l  Agent

a d m ££Q  q^ p l y  t o

FEDERAL. RESERVE BOARD

July 7, 1915.

S I R :
For the purpose of establishing a uniform method of 

carrying investments in municipal warrants upon the books of 

Federal reserve banks, the following suggestions are made :

1. All warrants purchased should be charged to the 

investment account at the amount which will be received for 

each investment at maturity.

At the present time certain warrants call for pay

ment of face amount at maturity; others call for face amount 

plus interest. This necessitates carrying the two classes 

of investments in a different manner.

2. The difference between the cost and the amount 

which will be received for the investment at maturity should 

be credited to the account of " Unearned interest on invest

ments'/' ( code word "BOBI" on Form 34 ),,on the liability 

side.. Transfers from that account should be made to 

"Interest on investments " ( earned ) account, ( item "BODE" 

on Form 34, in a manner similar to that employed with re

spect to unearned discount.

The adoption of this suggestion will enable the 

banks to carry rediscounts, acceptances and warrants on a like' 

basis and will greatly simplify the accounting system.
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No entries would have to be made against item "Accrued 

Interest” ( except United States Bonds )*

3« In computing daily earnings on municipal warrants, 

the pro ratu method has been found to work very satisfactorily.

The amount which is credited to ” unearned interest on in

vestments” should be divided by the number of days to matur

ity in order to determine the amount to be apportioned for 

each day*

For purposes of illustration the following hypo

thetical cases involving the investment of $10,000--of 4fo Mu

nicipal warrants are taken and their suggested treatment on 

Form 34 is shown *

I* Warrants due without interest (a) or with 

interest at 4fo (b) six months from date of issue and from date 

of purchase by the Federal reserve bank.

RESOURCES. LIABILITIES.

(a) Cost............ ...... -BOBI-Unearned interest on
Investments (BAXE)..... 10,000 - investments........$200.00

(b) dost........ • -.......  10,SCO -BODE-Interest on investments
Investments (BAXE)..... 10,200 1" day*.*.**.......  1.31

thereafter..........  1.11

II. Warrants due without interest (a) or with interest 

at 4fc (b) aix months from date of issue and 3 months from date of 

purchase by the Federal reserve bank.

RESOURCES. LIABILITIES.

(a) Cost................. . .$ 9 ,900-BOBI-Unearned interest on
(BAXE) Investments.. • .....  10,000- investments ....... $100.00

(b) Cost............ ...... 10,jfGQ-BODE-Interest on investments
(BAXE) Investments....... 10,200 1" day...... . i.2i

, daily thereafter...
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III, Warrants due without interest (a) or with interest 

at 4fo (b) six months from date of issue and date of purchase by 

the Federal reserve bank, bought on a 3f0 basis :

RESOURCES. LIABILITIES.

(a) Cost..... .$9,850-B0BI-Unearned Interest on
(BAXE)Investments ........ 10,000- investments............$150,00

(b) Cost,............ ..-10,050-BODE-Interest on investments
(BAXE)Investments ... .... 10,200 1" day.............. . 1.43

daily thereafter...... .83>

In the three cases involving the purchase of warrants, 

calling merely for payment at maturity of face amounts, item- 

"BAXE" should be charged with $10,000; in the three cases call

ing for payment at maturity of face amount plus interest, item 

"BAXE" should be charged with $10,200*

Respectfully,

> Secretary.

Mr.
Chairman, Board of Directors, 

Federal Reserve Bank of

v
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Ex-Officio members

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

W. P. G. HARDING, GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

FEDERAL RESERVE BOARD
WASHINGTON

H. PARKER WILLIS, SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

and  Fis c a l  ag en t

ADDRESS REPLY TD^

FEDERAL RESERVE BOARD

July 10, 1915.

Federal Reserve Bank,

Gentlemen :

Beginning with the weekly settlement of July 15th, 
you are requested to include in your telegram of TJednesday even
ing the amounts of overdrav.ii balances in your accounts "Due to"

, other Federal Reserve Banks and also in your accounts "Due from"
other Federal Reserve Banks. The overdrafts reported will be 
included in the weekly settlement, the figures given by the bank 
reporting an overdraft in its account " Due from" being used.
This is tovsay, a bank which acknowledges an overdraft in its 
account with another bank arising from its having issued drafts 
or made transfers to amounts in excess of the balance created 
by its remittances to the second bank, will be charged at the 
settlement with the amount which it acknowledges owing in its 
"Due from" account. That will of course be in addition to the 
amount which it now reports "Due to" the second bank in the ac
count arising from remittances received from the latter.

This plan, it is thought, will frequently eliminate 
the necessity of special transfers on the books of the Gold Set
tlement Fund and will at the same time continue the present prac- 
vice of having charges made against the account of any bank with 
the fund only upon specific authorization from such bank. It is 
adopted as a tentative mes,3ure. The Board will be glad to ha™e 
your views, or suggestions as regards the matter.

It is not to be understood, however, that the adop
tion of this plan is intended to do away with transfers between 
banks on the books of the Gold Settlement Fund. Such transfers 
should be made whenever occasion arises in which a transfer of 
this kind will facilitate the transaction of the Reserve Banks1 
exchange or investment business and where the nature of the trans
action between the banks is such that an immediate transfer of 

v funds should be made without waiting for the weekly settlement.
Respectfully,

Secretary.
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TO THE GOVERNOR AND MEMBERS OF

THE FEDERAL RESERVE BOARD,

Washington, D. C.

On behalf of Labors National Peace Council, the 

undersigned respectfully submits for consideration and 

action on the part of your Honorable Board, the complaint 

and petition following*

»
The declarations of every neutral government m  

Europe made since the beginning of the present war, as 

contained in the proclamations and decrees issued by 

each and all of the aforesaid neutral governments, show 

that every one of these countries has forbidden the ex

port or sale of munitions of war, explosives, food stuffs, 

metals, horses, mules and other supplies, to any of the 

belligerent nations.

Furthermore, all of these neutral governments

have scrupulously refrained from affording aid m  money

to any of the belligerents, and each European neutral

govermlent has expressly forbidden any bank or banking

institution having any relation to or connection with the

government, or which receives, or is entitled to receive
0

governmental aid, directly or indirectly, from making 

advances or loans of money to a belligerent government, 

or its representatives.

The attitude and piiicy of these neutral Euro

pean governments, as above recited, reflects a proper 

obedience to, and respect for certem well-known and 

thoroughly estaplished high principle* of internat-
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ional law, which may be stated as follows:»

A. The government of a neutral nation must not 

directly or indirectly furnish or aid, or abet in the 

furnishing of aid in money to a belligerent government 

at war.

B. The government of a neutral nation must 

not furnish, or aid; or abet in furnishing means for the 

purchase or sale of any material or supplies of any de

scription intended for use of a belligerent government 

at war.

C . The government of a neutral nation must

not permit ships or vessels in the service of a belliger

ent government at war to receive in the harbors of the 

neutral country any supplies, equipnect „ or materials 

intended for use of a belligerent government at war, 

except that necessary repairs may be made to a ship or 

vessel in the service of a belligerent government, and 

such vessel may receive and secure, in the harbor of a 

neutral nation, water, provisions and coal sufficient 

only for a voyage to the nearest foreign port.

We charge that through the medium of an ex

tensive conspiracy, composed of certain bankers and of

ficers and directors of Federal reserve banks and member 

banks embraced in the Federal reserve system, acting in 

conjunction with officers and agents of the governments 

of Great Britain, France and Russia, the United States 

has been involved in very grave and serious, breaches 

of neutrality, as defined in paragraphs A, B and C above
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mentioned*

The^personq chiefly responsible for, and the 

\ dominant factors in this conspiracy are the members of
J

the firm -of J* P.. Morgan & Company, and certain' other perr 

sons now serving as officers and directors of various 

Federal reserve banks and member banks-, who secured 

these positions through the influence of the firm of 

.J. P. Morgan & Company, or other business allies of said 

firm, or who are subject to and under cohtrol of its 

influence*
■  «*

The members of this firm, as early as August 

1914, in furtherance of the conspiracy, began making 

personal representations to officers of -the'governments 

of Great Britain,' France and Russia, to the effect that 

in* the-event said governments would employ the firm of 

J». P. Morgan & Company as agents, said firm would provide 

facilities in the United States which would enable one 

or more of these governments to obtain in the United 

States credits to,the amount of at least five hundred 

million ($500,000,000.) dollars, said credits to be based 

upon and secured lay obligations of one or mere of said 

governments, or by securities of American federal,, state 

and municipal governments, or railroad and'industrial 

corporations, as might be best available and procurable 

by, or on behalf of the governments of Great Britain,

France and Russia. The proposal provided that the pro-• 

ceeds of credits to be obtained as aforesaid, were to 

be applied and used under the direction of the said

?
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453firm of J. P. Morgan & Company, for the purpose of pur

chasing in the United States supplies of munitions of war, 

metals, horses, mules, clothing, food products, automobiles, 

submarines, aeroplanes and other supplies, for use of the 

aforesaid foreign governments.

The members of the oairi fir:,; of j. P. Morgan 

& Company further represented to officers of the govern

ments of Great Britain, France and Russia that the said 

firm of J. P. Morgan & Company, and certain individuals 

and corporations, business associates of the firm, in 

the event J. P. Morgan & Company were employed as agents, 

were in a position to, and would furnish a large number 

of vessels and ships for us6 as transports in the service 

of these governments, in carrying and transporting the 

war munitions, materials and supplies to be purchased and 

paid for with the proceeds of the credits hereinbefore 

referred to*

After prolonged personal negotiations between 

members of the firm of J. P« Morgan & Company and rep

resentatives of the governments of Great Britain, France 

and Russia, and in furtherance of the conspiracy, as 

herein charged, a series of agreements were entered into 

between the firm of J. P. Morgan & Company and repre

sentatives of the governments of Great Britain, France 

and Russia, under vhich the proposals of the firm of 

J. P. Morgan & Company were accepted and the terms and 

conditions of their employment and authority as agents,

-4"
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together with their compensation, defined and fixed*

Following conaurjuaticn of the agreements as afore 

g&fcid, the firm of. J. 1*. Morgan & Company, with the aid 

and assistance of certain officers and directors of Fed

eral reserve and member banks, as hereinbefore specified, 

and in furtherance of the conspiracy, completed a large 

number of transactions for account of the English, French 

and Russian governments, acting as the agents of said 

governments, which accomplished:

FIRST: The procurement from various member

banks, including the First National Bank, National City 

Bank, National Park Bank, National Bank of Commerce and 

other banks and banking institutions in the City of New 

York, and from various banking institutions throughout 

the country, all of whom were member banks, included in 

the Federal reserve system, loans, discounts and money 

advances and credits, amounting in all to more than 

two hundred million (0200,000,000) dollars*. In a large 

number of these, transactions it was made to appear that 

the same represented bankers' foreign bills of exchange 

and acceptances, innocently drawn in the regular course 

of legitimate business by J. P. Morgan & Company, whose 

members were, and are, parties to the conspiracy*

In a still greater number of said transac

tions the method pursued by the conspirators was to se

cure loans from member banks in behalf of one of more of 

their number, the collateral for the loans being 

stocks and bonds of various domestic corporations and
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bonds issued by different cities and states*

SECOND, there have been furthermore obtained 

from Federal reserve banks, by or on behalf of the con

spirators, sums in excess of twenty million ($20,000,000) 

dollars, through discount of notes, drafts, acceptances 

and bills* Tnese transactions were nade to appear on
i

their face so that the moneys furnished by the Federal 

reserve banks wore seemingly used in furtherance of pure

ly commercial transactions for agricultural, industrial 

and commercial purposes* The agricultural products or 

other wares, merchandise or live stock, purchased and 

paid for with the proceeds of the moneys thus obtained 

being apparently purchased or sold in the ordinary course 

of actual commercial transactions•

We charge that m  respect to all the loans, 

discounts and advances, amountinf to the said sums of 

two hundred million ($200,000,000) dollars, or more, which 

have been obtained by or on benalf of the conspirators 

from member banks, and in regard to the other twenty 

million ($20,000,00C} dollars, or more, of moneys simi

larly obtained by or on behalf of the conspirators from 

Federal reserve banks, that all of the sums so procured, 

have m  fact been secured by the conspirators as agents 

of the governments of Great Britain, France and Russia, 

and that said moneys have been utilized exclusively m  

connection with the purchase and shipment from within the 

United States of war materials, munitions, food supplies, 

clothing, horses, mules, submarines, aeroplanes, vessels
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and for the purchase or chartering of ships and vessels 

to serve as transports from ports of the United States 

in the service of one or more of said belligerent govern

ments •

Wo further charge that there has existed, and 

now exists, a full and complete knowledge on the part of 

many officers and directors of various member banks 

and Federal reserve banks, that this vast mass of loans, 

discounts, and money advances, have been obtained by 

the conspirators.acting as agents and representatives of 

the governments of Great Britain, France and Russiaj 

with intent to utilize the moneys received exclusively 

for the purpose of purchasing in the United States war 

materials, munitions, food supplies, clothing, blankets, 

horses, mules, submarines, aeroplanes, and defraying the 

cost of purchasing or chartering ships and vessels to be 

used as transports from ports of the United States in the 

service of the governments of Great Britain, France and 

Russia•

We charge that these officers and directors 

of member banks and Federal reserve banks, possessing 

this guilty knowledge as aforesaid, have aided and 

abetted the conspirators in the carrying on and the con

summation thereof, at the request and behest of the con

spirators, and that all these personj have sedulously 

concealed from your Honorable Board, the Comptroller of 

the Currency, and the national bank examiners, the real 

character of these transactions and true purposes for
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which the moneys were being used, and that the said of

ficers and directors of these member banks and Federal 

reserve banks have been induced so to do by the conspira

tors , m  some cases through personal profit to be de

rived from the transactions, and m  other dases because 

such officers and directors were unde,, tne complete 

dominion and control of the conspirators*

We further charge that it is the present in

tention of the conspirators to obtain from member banks 

and Federal reserve banks additional loans and advances 

of money for the benefit of the governments of Great 

Britain, France and Russia, to the amount of more than 

three hundred million (0300,000,000) dollars, and that 

negotiations are now being actively carried on for the 

purpose of enabling the conspirators to obtain immediately 

from member banks and Federal reserve banks this great 

sum of money for the benefit of the aforesaid governments, 

for use in the some manner a3 hereinbefore described*

With knowledge that the condition of affairs 

above specified actually exists with reference to member 

banks and Federal reserve banks in the Federal reserve 

system, we feel fully justified m  saying that the 

country is about to be confronted with a crisis, not 

only m  its banking system, but also m  its relations to 

certain of tne belligerent countries now at war* In our 

judgment it i& perfectly clear that unlees the operations 

of the conspirators m  obtaining moneys from member banks 

and Federal reserve banks are immediately suppressed
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erd put an end to, the consequence v'lll be that these 

institutions will be loaded down with enormous commit

ments, growing out of transactions of a character abso

lutely forbidden by Cbngress m  the Foderal reserve act, 

and which seemed well designed to afford certain of the 

belligerent governments now at war a perfect oppor

tunity m  their own good time to present a huge bill 

or claim for indemnity from the United States*

According to the well settled precedents of 

international law, should such a claim for indemnity be 

made, based upon a state of facts, such as are herein 

described, and the claim be submitted to arbitration, it 

would, ,of course, appear from the face of the testimony 

that the case was one divuable into two parts, for the 

reason that a decision concerning liability of the 

government of the United States on account of loans or 

money advances, made by Federal reserve banks, would rest 

upon considerations tnat would not apply m  the same de

gree or with same force and effect m  determining the 

liability of our government, because of loans or advances 

made by member banks* The transactions herein complained 

of as being now carried on by the two classes of insti

tutions must, therefore, be considered separately* vlt 

would seem to us that this separation as to origin and 

degree of governmental liability ray be fairly described 

as follows* With respect to loans, discounts or money 

advances, rade by Federal reserve banks, these are clearly 

the c.ct of the government itself* A reading of the
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Federal Reserve Act zaakes it perfectly plain that Feder- 

al reserve "banks are government institutions, and that 

their officers, as well as the members of the Federal 

reserve board, are officers of the United States within 

the meaning of thes“Consitution of the United States, 

as construed and applied by the Supreme Court of the 

United States in numerous decisions*

As regards loans, discounts and money ad

vances, made by member banks, in our judgment the legal 

situation with reference to governmental liability is 

somewhat different from that which wbuld be found con

trolling and decisive in reference to Federal reserve 

banks* While it is, of course, true that by terms of 

the Federal Reserve Act all member banks are subject in 

their operations to control and supervision of officers 

of the government, and many of them are recipients of 

government deposits, and member bonks themselves arc in

vested with power, subject to certain conditions, of is

suing currency, for payment of which the government it

self becomes obligated under terms of the National Bank 

Act, yet it is not clear that the original act of a mem

ber bank in making loans or advances of money, found to 

have been utilized for the benefit or account of a bellig

erent government, would be held by an International Court 

of Arbitration to be the act of the government or an act 

which bound the government in any way.

However, should it appear in evidence that, 

subsequent to the original advance or loan by the member
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bank (an undertaking in which there was no participation 

by any officer of the government) , the namber bank had 

applied to the Federal reserve bank for a loan or re-
a*

discount, with actual intent of obtaining aid in money 

from the Federal reserve bank fnr the purpose of enabling 

it (the member bank) to continue or renew a pre-existing 

loan made to a belligerent government or its agents, and 

if it appeared that the member bank did in fact obtain 

a loan of money from the Federal reserve bank, which in 

turn enabled the member bank to make a loan to a belliger

ent government or its representatives or agents, then an 

International Court of Arbitration would doubtless hold 

that our government was liable for having extended and 

furnished aid in money to a belligerent government, even 

though it was conceded that the Federal reserve bank 

had no notice or information that the purpose of the 

member bank in obtaining the money was to use it for 

either of the aforesaid purposes, nor would such a 

ruling or holding of the Court of Arbitration be affect

ed or modified upon a showing that the member bank in 

obtaining a loan from the Federal reserve bank, had done 

so by the use of collateral upon which the Federal re

serve bank had a perfect right to loan, according to 

the terms of the Federal Reserve Act. The determining 

factor, as affecting the liability of our government,

480

would be the one consideration as to what the money was 

actually used for, and no plea in abatement could be 

successfully interposed by way of proof that the Federal
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reserve bank had absolutely no information tending even to 

put it or inquiry or notice that the true object for 

which the loan was sought Or the money to be used was 

other than an entirely legitimate commercial punpoee*

The contentions as advanced by our own govern

ment m  the Alabama case* as upheld by the International 

Court of Arbitration, and at tne instance of our govern

ment written into the body of International Law, when 

examined, are found sufficient in themselves to estab

lish the correctness of the view here expressed on this 

branch of the matter now under consideration*
✓

In view of the foregoing, we earnestly urge 

that your Honorable Board immediately take strong and 

drastic preventative action to the end of safeguarding 

the United States against further violations of its neu

trality, and so as to guard effectively m  the future 

against the commission of acts by member banks and Federal 

reserve banks included m  the Federal reserve system, 

which, if not stopped by action on the part of your 

Honorable Board, will, m  the near future, and with un

erring certainty, create conditions that will result 

either m  our Government being made liable for an indem

nity probably reaching m  amount the sum of One Billion Dol

lars, or find the country confronted with the threatening 

menace of an impending bank panic consequent upon the 

actions of the member banks in becoming waterlogged with 

loans made upon an abnormally large scale to agents of 

belligerent governments, and secured only by stocks

• -12-

461
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and bonds and notes, drafts and acceptances of such agents. JL\J&

In a situation of that character, one which 

wo again repeat, will nost surel/ happen in the event of 

the failure of your Honorable Board to take immediate pre

ventative action, your Board will find itself, faced 

with the unpleasant alternative of being unable on the 

one hand to rediscount for the member banks, because 

the rediscounts would enable these banks to continue the 

loans and discounts made to agents of belligerent govern

ments, and so m  effect cause our government to be fur

nishing aid in money to belligerent governments at war, 

or, on the other hand, jour Honorable Board, if it never

theless determined to authonzo and direct the Federal
i

reserve banks to come to the roscue of the member banks 

m  such an exigoncy by discounting and rediscounting 

in an elaborate scale, your Board would be then subject

ed to the painful embarrassment that this action of the 

Federal reserve banks, while it would accomplish the pur

pose of preventing a bank panic, would, at tho same time, 

make our government liable to certain of the belligerent 

governments now at uar, for the ja,ment of an enormous 

war indemnity bocauso of thetrcach of neutrality com

mitted by our government in permitting one of its branches 

( the Federal reserve banks) to furnish member banks with 

huge sums of money to enable the member banks to continue 

loans and discounts to other belligerent governments and 

agems thereof
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Ag steps in preventative action or the part 

of your Hcnoraole Board,, 7,e oarnesly urge that you with

out delay, materially modify and reform your various regu

lations, orders and rulings as set forth m  Federal Re

serve circulars llos. 2, 3, 4, 5, 3, 11 and 12, senos of 

1915, 7e iequest that tnese severe?! documents he so 

modified as to mako perfectly plain by proper order and 

regulation, instructions controlling upon Federal reserve 

hanks and number oanks the following

FIRST* No Federal reserve hank shall here-
i

after discount any note, draft or hill of exenange pur

porting to aride out of a commercial transaction, or ap

parently drawn for agricultural, industrial or commercial 

purposes, secured hy staple agricultural products, goods 

wares, merchandise or otherwise, except the officers of 

said Federal reserve cank first make proper and diligent 

inquiry to discover whether the person or persons m  whose 

favor such note, draft or hilloof exchange is drawn, or 

the maker or makers thereof or eitner or any of them, 

are Acting as agents or representatives of any foxeign 

belligerent government at war, and whenever tne amount 

of any such note, draft or hill of exchange offered for 

discount shall he $50,000 or more, the Federal reserve 

ban* shall require to he furnished an affidavit from the 

maker, acceptor or beneficiary in v m c h  musx he set forth 

m  detail the true facts and history of the transaction 

sought to ho accomplished hy the proposed lean or discount; 

and should the mqi lrj or affidavit reveal E-xiy evidence
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tending to show that the proceeds of the loan or discount 

are to be used for the benefit of any belligerent govern

ment, or its agent, or utilized in connection with the 

purchase or sale of any materials or supplies intended 

for the use of any belligerent government or its agents, 

then the Federal reserve bank shall refuse to make such 

loan or discount.

SECOND: By circular from the Federal Reserve

Board, addressed tc all Federal reserve banks ana member 

banks, it should be aa.de plain that the Federal Reserve 

Eoard disapproves of the members banks making any loans, 

discounts or advances of money intended for the use of 

any belligerent, government at war, 02 its agents, and 

equally disapproves of member banks making any loans, dis

count or advance of juoney where the same is to be used 

in purchasing or paying for any material or supplies 

intended for The use of any belligerent goverrment, and 

requesting all officers and directors of member banks 

to use every reasonable precaution and make diligent 

inquiry in each case to prevent the use of the lending 

and discouATting facilities of member banks for those 

purposes, and instructing Federal reserve banks to re

fuse rediscounts or loans to a member bank 7here it ap

pears that the result would be to enable a member bank 

to cnntmue or renew a pre-existing loan or discount for 

a belligerent government, or its agentsf or \ here the 

proceeds had been used m  the purchase of materials or
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Reserve Board under Section 11 of the Federal Reserve 

Act, there should be frequent examinations of the ac

counts, books and affairs of the more important member 

banks and Federal reserve banks to ascertain which of 

these, if any, are continuing to make discounts or ad

vances of money for use or benefit of a belligerent 

government or its agents.

As having a bearing upon the foregoing, 

and a consideration thereof by your Honorable Beard, 

and as a clear indication of the opinion of cur govern

ment concerning the proper policy to be pursued by a 

neutral government with regard to loans or advances of 

money for the benefit of a belligerent government, we 

respectfully submit the following •

In August 1914, J. P. Morgan of the firm of

J. P. Morgan & Company, informed Mr. Secretary Bryan that
$

his firm were considering the making of a loan to the 

French government of one hundred million ($100,000,000) 

dollars, and desired before making the loan to ascertain 

what the position of our government would be toward such 

a transaction, whether m  the judgment of the officers 

of the government the making of such a loan by the firm 

would involve our government in a breach of neutrality.

Speaking for our government, Mr, Secretary Bryan 

answered as follows *- "There is no reason why loans 

should not be made to the goversssnts of neutral nations.

supplies intended for use of a bolligoront government. £ 3 5

THIRD: Using the power vested in the Federal
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dux, in tne judgment oi tnis government loan3 oy jw»r- 
lcan bankers to any foreign nation, ’hich is at war, arc 
inconsistent nth tho true spirit of neutrality."

Lest your Honorablo Board fall into the error 

of refusing to consider seriously tho material allega

tions of this complaint, m  the mistaken beliof that no 

one set or clique of bankers or financiers could pos

sess sufficient porer and authority, or are m  control 

of an organization having all the ramifications of 

influence vhichwe frankly concede must be in the pos

session of persons engagod in a conspiracy such as is 

herein charged, m  order to render effective the objects 

of such a conspiracy, to respectfully state to your 

Board tnat during the past tvolve years, m  practically 

each and every case ..hero a great conspiracy involving 

gross misuse of financial power in violation of the laws 

of the country has beex, rfrosocuted by the government, 

it has almost without exception proven true, that the 

directing and controlling force m  planning and execut

ing these crimes have boon the members of the firm of 

J. P. Morgan & Company, and the selfsame group of 

associates who have been so active m  furthering the 

conspiracy alleged herein. As incidents to the organi

zation and operation of the Northern Securities Co., 

Steel, Coal, Meat, Harvester, Tobacco, Oil, Money and 

Bailroad Trust conspiracies, all the product and work 

of the xiien involved m  the present conspiracy, the mass 

of the people of America have been during the period 

above named ana are now being robbed to the extent of 

several million dollars a day.

There have been visited upon the country mthin

466

i«e+ frtnr+.ftR/i vnara .io less than four different
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panics, the outgrowrth and consequent^ of the. operations

of these men, and more than one of these panics weis

deliberately brought on by them, in order to accomplish

their own selfish and ulterior aims and purposes, at

the expense of the groat body of the people

As convincing evidence of the truth of those

allegations, we ask your. Honorable Board to examine :

The governments bill of complaint and brief

of evidence and opinions of Circuit Court of Appeals

and Supreme Court of the United States in tho case of

United States -v- Northern Securities Company, the

members of the firm of J. P. Morgan & Company and others.

The records of the Special Investigating Committee

appointed by the House of Representatives in 1912, which

sat during 1912-1913, to investigate the ramifications

of a great conspiracy engineered by the members of the

firm of J. P, Morgan & Company, and certain confederates,

for the purpose of monopolizing and controlling th6 entire

banking, money and credit facilities of the country.

Records of investigation conducted by Inter-

State Commerce Commission, upon order of United States

Senate in 1914, concerning conduct of^ meat-arc oi -i-Q of

J, P. Morgan & Company/: and certaiin,oiher parsons

associated with them, in the working the great New Haven
*•

Railroad conspiracy.

Indictments covering those acts returned against 

these parties, now on file in United States District Court 

for Southern District of New York.

Bill of complaint of the government against 

the same persons, filed in United States District Court 

of Massachusetts at Boston, together with plea ofDigitized for FRASER 
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defendants admitting truth of allegations in tho govern

ment's complaint, and consenting to entry of decree against 

defendants.

The oporations of the members of the firm of 

J. P. Morgan & Company and their confederates in the 

New Haven conspiracy resulted in a less to security 

holdors of Nov/ Haven a;*d allied companies, a** shown by 

testimony before the Commission, of more than two hun

dred and fifty million dollars.

Record of investigation conducted by Interstate 

Comae rce Commission m  1914 m  regard to looting of Bal

timore & Ohio Railroad Company by means of a series of 

huge transactions m  the securities of Cincinnati, Ham

ilton & Dayton and Pierre Marquette and other railroad 

corporations, all of wnich, as it appeared from the tes

timony, were engineered by firm of J, P. Morgan & Com

pany for their own profit, and m  consequence of 

which the Baltimore( & Ohio Company was made to purchase 

millions of dollars *orth of securities and guarantee 

payment of many millions more, approximating seventy 

million dollars, all of which have proved to be of lit

tle or no value4 Records of the transactions relating

to the stocks and bonds of Hamilton & Dayton and Pierre 

Marquette Companies, m  which members of the firm of

J. P. Morgan & Company were involved, abound with in

stances of turpitude, of which the following is a fair 

example * At a time /hen these railroads were absolute

ly bankrupt and their stocks worthless, members of tho 

firm of J. P. Morgan & Company, as owners thereof, actually 

sold these stocks at che price of two hundred dollc rs per 

share to another railroad company, on the Board of Directors o"Digitized for FRASER 
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wnicn cerxain oi xneir numper sax, ana wnose enxire 

Directorate was nominated and elected by a voting trust 

managed by the firm. An outcry from stockholders 

forced a rescinding of the infamous bargain, and m  the 

next thirty days both the Hamilton & Dayton and Pierre 

Marquette Companies rare in the hands of Receivers, 

and reports of these Receivers indicated that stocks 

of these Companies, as rail as vast masses of their 

bonds, were without real value. The undersigned, 

counsel for the complainants and petitioners herein, 

serving as a Member of Congress, personally laid before 

the Interstate Commerce Commission evidence feelat).ng 

to the Baltimore & Ohio matters, as above recited, and 

at his instance the pommission conducted said inquiry. 

The President and Counsel of the Baltimore & Ohio 

Company, before the Commission, admitted enormous loss 

to their corporation consequent upon these dealings 

with the firm of J, P. Morgan & Company, but insisted 

that the Commission allow an advance in rates sufficient 

to enable the Baltimore & Ohio to recoup itself for 

these losses, and the Commission, after some little 

delay, did m  fact give its consent to the Baltimore 

& Ohio Company collecting for this very object from 

the people m  the territory served b/ its lines, a 
material increase in freight rates.

An inspection of the testimony and proof 

produced in connection with investigation of each one 

of these, and many other similar nefarious conspiracies 

directed by the same group, reveals that m  each and 

every case the national banks under the control and 

management of these men were made to furnish high sums

of moner for the double tniraose of fastening mononolies
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and conspiracies upon the people of the country, using 

the peopled own money in the hanks as a no and furth- 

ermore using tho facilitios, hooks and records of the 

hanks to cover their tracks in a series of pretended 

simulated transactions, frequently using in that con

nection fraudulent hook entries and counterfeit loans, 

purchase and sales, to give a simulated appearance of 

legitimacy and legality to the dealings.

In the past the members of this firm and the 

men combined with them have never hesitated to come down 

upon the government with insistent demands that all the 

money and crodit of tho government ho placed at their 

disposal whenever it suited their purpose so to do, and 

have not hesitated, on more than one occasion, to bring 

on a panic as a means of compelling or inducl^go the

government to yield to such demands.
/

Unfortunately past administrations have been too 

amenable to their wiles and influence.

It is only too notorious that in 1907 members 

of the firm of J. P. Morgan & Company, after forcing a 

panic in order to compel owners of tho Tennosseo Coal &

Iron Company to turn thoir property over to the Steel 

Trust, arrogantly demanded of the then administration, 

as conditions precedent for allaying tho panic, the 

deposit of all available goverxlmont moneys in such banks 

as members of the firm of J. P, Morgan & Company would 

name, and that the administration pledge itself to pro

cure from Congress the enactment of legislation of a char

acter to enable the Morgan clique to obtain from tho treas

ury in the future, at all, any sum desired up to fivo1 hun

dred million dollars by simply depositing with tho SecrotaryDigitized for FRASER 
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of Treasury stocks or bonds of thoir difforont corporations. 

Unfortunately the administration at that time was sufficient

ly woak and foolish to yield to all of those demands.

T7c respoctfully request that your Honorable 

Board grant a spoedy public hearing upon the within com

plaint and petition, and that at such hearing or hear

ings the undersigned be pormittod to offer evidence and 

testimony establishing the truth of each and every material 

allegation herein contained. Should your Board deter

mine to grant our roquest in this behalf, the undersigned 

will bo subject to call of your Board at any time in order 

to confer concerning order and method of procedure to be 

followed at said hearing.

’7e fool it our boundon duty to say to your Hon

orable Board, voicing what wo know to be the sentiment of 

tho toiling masses of the United States, that tho people 

of this country are exceedingly tired of being exploited 

in those ways for tho bonofit of the Morgan group and its 

confodorates, especially because through the medium of these 

various Morgan conspiracies the grourhac fastened its clutch

es upon nearly all of the iron and stool plants, railroads, 

banks, cbal minos, tolograph and telephone lines, and many 

other of- tho nation*n industries.

And v;e feol it our further duty to say to your 

Honorable Beard, spoaking by direction of tho groat mass of 

labor organizations affiliated with our body,that tho labor

ing men of the country are in no humor or frame of mind to ob

serve with patience or equanimity the further continuance of op

erations of tho firm of J.P,Morgan C: Company and thoir associates
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as contemplated by those non in the carrying on of tho 

present most iniquitous* conspiracy.

The men in tho organizations whom. wo represent, 

millions in number, look with horror and detestation upon 

the terrible game of slaughter, murder, rapine and blood- 

guiltiness now boing played on the battlefields of Europe, 

inflicting untold misery and destruction upon humanity«

Already the conspirators have drawn from the 

banks in the Fcdoral Reserve System some two hundred and 

twenty millions of dollars and used those moneys on con

tracting and paying for the erection of huge factories in 

different parts of the United States for the manufacture 

of instruments of death and destruction on a scale hither

to undreamt of, so that even now, by the use of these 

vast sums of money, bo-cured from institutions, parts of a 

banking systom only rocontly created by the representatives 

of the people in the hope of breaking the grip of tho Morgan 

group up op tho finances and money of the country, we have 

the awful spectacle of the membdrs of the firm of P« 

Mcr~s.ii & Company and their confederate conspirators turning 

our people and our manufacturing industries into one tre

mendously great aggregation of murder factories, sending 

forth each day instruments sufficient to kill countless 

human *:eings, and sending to tho battlefields of Europe 

from day to day thousands of poor dumb animals, there to 

be slaughtered in the most inhuman manner, and as wo have 

said before, all this done by the use of tho machinery and 

resources of a banking system created by tho people and 

sustained by the money and credit of the people.
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Once more spoaking for the nil lions of non 

embraced in the organizations represented by our body, 

wo say to your Honorable Board, these things ought to 

cease and ceaso now. T7o say to you further that if 

there is no power in this government sufficiently strong 

to cope with the insidious and maleficent influence 

and power of the members of the firm of J.P. Morgan & 
Company and the group of cruel hearted monopolists and 

fore stalkers associated with them, and therefore your 

Honorable Board should find itself without efficient 

support in tho government in an effort to checkmate 

the work of these vampires using tho banks and money 

of the people as pawns in their awful undertaking of 

making our land into a nation of murderers for hire, 

then the working people of this country intend to deal 

directly with the forces that control and dominate the 

industries now producing the instruments of murder and 

destruction, and while the laboring people recognize 

that were they compelled to take direct action to stop 

this infamous traffic from being carried on by the use 

of tho money of the people, that their doing so would be 

attended with great temporary loss and privation to 

.themselves, yetjft having in the past endured all these
'X

things in a series of brave struggles against tho great 

odds of the Morgan power in efforts to improve the 

condition of tho masses of the people of this country, 

so they will not hesitate now to make the sacrifice 

necessary for humanity*s sake in what our people 

all believe to be the greatest crisis humanity has ever 

had to deal with.

It is to be hoped that your Honorable Board
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will find itsolf ablo and oqual to the task of enforc

ing tho law against the members of the firm of .J, P.

Morgan & Company and their confederates, so as to pre

vent further use of tho moneys of the banks embraced iri 

the Fodoral Roservo System for tho purposes denounced 

here* Your doing so will avoid- much trouble .and con

fusion to our country, but as a very last word, and 

stating what wo know to bo tho sentiment of the labor

ing people of tho United States, wo say to your Honor

able Board that ond it shall, if not by your action, 

then by other moans,

(SIGNED) H. ROBERT P07XER,

General Counsel for Labors National Peace Council.

7/12/15
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297.

Memorandum of examples illustrating the manner in which it 

is proposed to use the American Bankers Association code in connection 

with the special words given above; also indicating to what extent a 

saving will be effected.

1. Telegram from a Federal Reserve Bank announcing amounts due to other 
Federal Reserve Banks♦

In full. (49 words)
l

Federal Reserve Board, Washington? Due to other Federal Reserve Banks,jGoId 
Settlement Fund: Boston two six, New York three four two naught, Philadelphia
five three, Cleveland one sevSn, Richmond three, Atlanta one, Chicago two 
naught one nine, St. Louis ond nine eight, Minneapolis six naught, Kansas 
City seven five, Dallas twenty five.

In code. (29 words)

Federal Reserve Board, Washington: Bubeg Boston Absinthe New York Constrict
Abrading Philadelphia Adelphi Cleveland Abound Richmond Abigail Atlanta 
Abideth Chicago Computist Abounding St. Louis Appeasing Minneapolis 
Adjudging Kansas City Adolphus Dallas Abruption.

2. Telegram from Federal Reserve Board to Federal Reserve Bank announcing 
result of settlement.

In full. (84 words)

Federal Reserve Bank, San'Francisco: Other Federal Reserve Banks report due
you-, Gold Settlement Fund: Boston one five nine New York one eight seven
five Philadelphia nine six two Cleveland four three two Richmond one one 
six Atlanta one naught eight seven Chicago five cine. eight St. Louis 
seven five Minneapolis three seven Kansas City six three Dallas one 
eight seven Total five four seven three. Due to other Federal Reserve 
Banks, Gold Settlement Fund: seven eight six three. We have charged your
account two three nine naught*

In code. (38 words)

Federal Reserve Bank, San Francisco: Bepeg: Boston angular New York
clansman catching Philadelphia churching Cleveland behooveth Richmond 
allusion Atlanta clansman, algebraic Chicago botany St. Louis Adolphus 
Minneapolis abusing Kansas City adjuring Dallas apostle. Total 
covenant adobe. Bubeg cringe adjuring. Hallowed conjoined alias.
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3. Telegram from a federal Rogcarve Bank to the Fodoral Reserve 
Board requesting a transfer to tho Treasurer of the United 
States for the'Vredit of its gold redemption fund.

In full.

Federal Reserve Boards Washington ; Charge our account and deposit 
with Assistant Treasurer U. S«, in your city $10,000 for account of 
our 5$ fund.

In code.
Federal Reserve Board, Washington, Lactoid cursedly*
4, Response to Ho. 3 ,

JuJaiij!_

Federal Reserve Bank, San Francisco ; Tie have deposited with 
Treasurer of U. S,, for credit of your gold redemption fund and 
charge your account $10,000,

In code.

Federal Reserve Bank, San Francisco : Halter cursodly.

5,. A request from a Federal Reserve Bank for tho tra n s fe r  of 
funds to tho cred it of another Federal Reserve Bank.

Iri full.

Federal Reserve Board, Washington : Charge our account bold Set
tlement Fund and transfer for credit and advice of Federal Reserve 
Bank of Boston $200,000,

In code.

Federal Rosorvo Board, Washington : Hacienda Boston deskidek.

6, Response to Ho. 5i
In., f u l l ,

Federal Reserve Bank, Kansas City t As directed in your telegram 
of Juno 19th wo charge your account Gold Settlement Fund and credit 
Federal Reserve Bank of Boston $200,000.

In code.

Fodoral Rosorvo Bank, Kansas City : Haltingly epithet Boston dosklock,
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7. Advice to transferee of procoding transaction. 

In full.

Federal Reserve Bank, Boston : We credit your account under in
structions from and for account of Federal Reserve Bank of Kansas 
City $200,000,

In code.

Federal Reserve Bank, Boston. Intimate Kansas City desklock.

8, Advice of deposit by Federal Reserve Bank with Assistant
Treasurer of the U. S. for credit in Gold Settlement Fund,

In full.

Federal Reserve Board, Washington : T7o have deposited with As
sistant Treasurer U. S., at St. Louis for our credit Gold Set
tlement Fund, $500,000.

In code.

Federal Reserve Board, Washington : Languidly fossulato inroad 
dineth.

9> Response to No. 8. 

In full

Federal Reserve Bank, St. LbUis : Your account with Gold Settlement 
Fund has credit for deposit made hy you with Assistant Treasurer
U. S. at St. Louis, Juno 22nd, $500,000.

In code.

Federal Reserve Bank, St. Louis Intimidate fossulato opodos 
dineth.

7/12/15
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WASHINGTON
ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 15, 1915.

4*0 The Federal Reserve Board j

Washington*

Gentlemen:

Your Committee was appointed to formulate a report 

stating briefly the reasons which make it desirable for the 

Secretary of the Treasury at an early date to designate the 

Federal Reserve Banks to act as fiscal agents of the United 

States, as authorized in Section 15, of the Federal Reserve Act*

The first paragraph of Section 15 reads as follows:

"Sec .15 •. The moneys held in the general fund 
of the Treasury, except the five per centum fund 
for the redemption of outstanding national**bank 
notes and the fund provided in this Act for the 
redemption of Federal reserve notes may, upon the 
direction of the Secretary of the Treasury, be 
deposited in Federal reserve banks., which banks, 
when required by the Secretary of the Treasury, 
shall act as fiscal agents of the United States; 
and the revenues of the Government or any part 
thereof may be deposited in such banks, and dis
bursements may be made by checks drawn against such 
deposits."

Pursuant to the request aforesaid your Committee offers 

the following memorandum:

First:
There is nothing which the Secretary of the Treasury 

could do which would contribute so much to the prestige of the 

Federal Reserve Banking System as to designate the Federal
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Reserve Banks t-o act as fiscal agents. 'While it is recog

nized that Mr. McAdoo, as an individual and Officer of the 

Government, has taken a very prominent part and has shown 

an active personal interest in the passage of the Federal 

Reserve Act, he has not^as yet, in his official capacity, 

done the one thing which, above all others, would show to 

the world the confidence the United States Government has 

in the system.

Second:
The practice of locking up in the Treasury large 

amounts of money is a clumsy and unscientific method, long 

since abandoned by other nations. Like sums in the Federal 

Banking System would be of much greater potency.

Third:
While the Federal Reserve Act does not abolish the 

Sub-treasury System, yet it was clearly the intent of Congress 

that the chief functions of the Sub-treasuries would be grad

ually taken over by the Federal Reserve System. If, there

fore, the Secretary of the Treasury should require the Fed

eral Reserve Banks to act as fiscal agents, such action would 

not necessarily imply that he contemplated the abolition of 

the Sub-treasuries, for the reason that, as has been pointed 

out at various times, the Sub-treasuries must still perform 

certain important functions* to wit: (l) The custody of

gold and silver coin on account of various reserve and trust 

funds of the United States and, (2) the redemption and ex

change of gold and silver certificates.
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Fourth:
The creation of a central clearing fund in Washing

ton by the twelve Federal Reserve Banks, through which all 

transactiohs between the Federal Reserve Banks may be cleared 

once a week, offers a most advantageous plan for the easy and 

prompt handling of Government fiscal transactions. A: very 

simple modus operandi might be developed if the Treasurer of 

the United States were to become a special participant in 

the operations of this clearing fund. All fiscal transac

tions of the Government could then be readily cleared on the 

books of the fund. Under this plan, all receiving and dis

bursing officers of the Government would keep accounts, either 

with a Federal kbserve Bank or a Reserve Branch BankKand when

ever it was desirable to keep an account at a point where there 

was no Reserve Bank with any member National bank. These 

accounts would be cleared through their Federal Reserve Banks 

and the Central Gold Clearing Fund.

Fifth:
The employment of the Federal Reserve Banks as fiscal 

agents, by discountinuing the use of National bank depositaries 

would greatly simplify Government records and Treasury accents. 

At most, the Treasurer would be required to keep twelve 

accounts in the Continental United States instead of some 

1500 deposit accounts, of which 850 are active. It is con

ceivable that, with the Central Clearing Fund, these twelve 

might be still further reduced to a single account, operating
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through the Central Fund.

Sixth:
While the Federal Reserve Banks are admirably con

stituted to act as fiscal agents of the Governmentt it is 

decidedly undesirable from the standpoint of the Federal 

Reserve Board that they should be required•to act in this 

capacity unless the Secretary of the Treasury feels reason

ably certain that this is a wise, permanent policy. The 

fact that it means the deposit of 250 to 300 millions of 

dollars with the Federal Reserve Banks means that the Sec

retary^ action will add greatly to the power of th& Federal 

Reserve Banking System, for the reason that every dollar 

deposited with the Federal Reserve Bank is, after allowing 

35% reserve against deposits and 40% reserve against note 

issue, potentially capable of an additional expansion of 

$162.50 for every $100 depositedi It is for the Secretary 

of the Treasury, therefore, to determine whether the funds 

in his charge shdll be deposited in National banks as at 

present, or in Federal Reserve Banks where their potentiality 

for the good of the general public is very greatly enhanced.

The service which the Federal Reserve Banks can 

render to the Treasury is an important one and should be ef

fective in reducing expenses in all sub-treasuries as well 

as in the Treasury Department itself. It will, of course, 

add very largely to the expense of the Federal Reserve Banks 

and for that reason as well as for others should not be
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entered into unadvisedly*

Seventh:
Under the Acts creating the First and Second Banks 

of the United States, these banks acted as fiscal agents and 

depositaries of all government funds. This is true of the 

great banks of all nations and constitutes the chief functional 

relation between the banks and the government. Under the 

National Banking Act of 1863 the necessities of the Federal 

Government growing out of the Civil War were the chief sub

jects of concern and therefore the National Banking System, 

then established, was created to Hake a market for Government 

bonds and to base an issue of National Bank currency on those 

bonds, at the same time taking away from Slate banks by 

taxation the right to issue bank notes. The Federal Reserve 

Act has created a new form of currency, based on commercial 

paper and a method which will gradually absorb United States 

Government bonds having the circulating privilege and replace 

National bank notes with the Federal Reserve notes, and Federal 

reserve bank notes. The reason for the existence of the 

National banks under the law can in future no longer be 

predicated upon the need of supporting Government creditt 

but must depend for constitutional basis upon the necessities 

of commerce between the States and the fiscal requirements 

of the Government.

If, as your Committee believes, it is of very great 

importance to preserve the integrity of the National Banking
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System per se and not to rely upon the Federal Reserve 

System with a membership consisting solely or chiefly of 

State banks and Trust companies, it is clearly most desir

able that the Federal Reserve Banks shall be named fiscal 

agents of the United States as soon as possible.

In conclusion, it is proper to say that your Con>- 

mittee does not suggest that this change be effected, ex

cept with careful thought and preparation* It is apparent 

from the study given the subject that, although the Federal 

Reserve Banks can undoubtedly take over many of the important 

functions of the Treasurer's office and of the Sub*treasuries, 

the work must be undertaken gradually and only after careful 

and thorough study of just what is to be done and finally 

accomplished. It would probably take fully a year and per- 

haps nearly two years to carry this out in an orderly way • 

and your Committee does not believe that the Board would be 

justified in undertaking the working out of these details 

unless the Secretary of the Treasury had considered the 

problem in its general aspects and decided whether he was 

favorable in a general way to the proposal.Digitized for FRASER 
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Your Committee has been glad to avail itself of the 

services of Mr. Herbert S. Woods, Acting Chief, Division of 

Efficiency, United States Civil Service Comihission, which, 

under the direction of Assistant Secretary Malburn, has been 

making special study of Treasury Bureaus, and we append for 

the information of the Board three separate memoranda, pre

pared by Mr. Woods, as exhibits. Your Committee has gone 

through these memoranda in some detail with Assistant Sec

retary Malburn and, while it is not prepared to endorse all 

the recommendations as made, and ventures to disagree with 

some of these suggestions, still these memoranda will be 

very useful to the Board or to any future Committee in work

ing out the details.

Respectfully submitted,

(Signed) t. A. DELANO

w. p. g. Harding

7/1 5 / 1 5
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July 2, 1915.

EXHIBIT "A”.
In response to your recent oral request for suggestions 

regarding the designation of Federal Reserve Banks as fiscal 

agents of the United States there is submitted herewith an out

line of the functions of the Treasurer of the United States and 

the Government depositaries, with a discussion of the feasibility 

of the Federal Reserve System^ taking over these functions, and 

of the possible ways of doing it* As a result of these consid

erations we venture the suggestion that the Board content itself 

for the present with requesting that the Reserve Banks be desig

nated as Government depositaries and that at least a majority of 

the National bank depositaries be discontinued. We believe that 

the Board can then develop a system that will make inevitable the 

discontinuance of the remaining depositaries arid everi of the sub

treasuries, and the transfer to the Board of a large part of the 

work now done in the Treasurers office at Washington.

Treasury Organization and Functions.

The fiscal business of the Government is now carried on 

by (l) the Treasurer of the United States and (2) Government de

positaries of three classes - (a) 11 mints and assay offices,

(b) 9 subtreasuries and (c) nearly 1500 depositary banks, of 

which 850 have active Government accounts and the remainder in

active accounts.

The Treasurer is the banker of the Government. He is the 

custodian of deposits made for (l) the Secretary of the Treasury 

as chief fiscal officer of the United States (2) Government dis

bursing officers, who maintain about twenty-one hundred active
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accounts (3) the Post Office Department and the Board of Trustees 

of the Postal Savings System, (4) the Comptroller of the Currency 

as agenit for creditors of failed National hanks, (5) Federal Re

serve Banks axl National hanks, who deposit funds with the Treas

urer under the laws that make him agent for the redemption of 

the notes of these hanks, (6) postmasters,who deposit postal funds 

to their own credit, and (7) clerks and other officers of courts 

who deposit to their own credit funds in the custody of the 

courts* Of these accounts those of postmasters (6) afld $ourt of

ficers (7), with balances aggregating about $15,000,000> are kept 

on the hooks of the subtreasuries and depositary hanks. The ac

counts of other depositors are kept on the books of the Treasurer 

of the United States in Washington. Deposits for credit in these 

accounts are received at suhtreasuries and depositary hanks, credit

ed to the account of the Treasurer and reported daily to Washington 

where they are charged to the depositaries and credited as direct

ed by the depositors. Similarly, warrants and checks against 

these accounts are cashed at suhtreasuries and depositary hanks, 

charged to the account of the Treasurer and remitted daily to Wash

ington, where they are credited to the depositaries and charged 

to the drawers.

In addition to the accounting officer there are attached 

to the Treasurer's office at Washington the Cash Room, the Redemp

tion Division ( for gold and silver certificates and United States 

notes ) and the Redemption Agency (for Federal reserve notes and 

National hank notes* )
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The Cash Room and the Redemption Division form together 

the equivalent of a subtreasury, hut in addition the Cash Room 

has charge of the reserve stock of gold and silver certificates 

and United States notes, and furnishes the Various subtreasuries 

with the certificates and notds needed to effect exchanges*

The mints and assay offices are the depositaries for the 

greater part of the coin and bullion held to.redeem gold and 

silver certificates. United States notes and Treasury notes 

( the remainder being in the subtreasuries ). This cbin and 

bullion is transferred to other depositaries t>n order of the 

Secretary or is paid out to persons depositing at the subtreas

uries currency and coin for redemption or exchange*

Besides being agents of the Treasurer for the receipt of 

deposits and the cashing of chedkd, the subtreasuries act as 

agents for the redemption and exchange of gold and silver certifi

cates, United States notes. Treasury notes, and minor coin. De

posits of currency and coin for redemption and exchange are usually 

received subject to count and are paid for by the most convenient 

Treasury office as soon as the amount of the deposit is verified.

In the meantime the deposits are carried on the books of the sev

eral Treasury offices as liabilities*

Only a small part of these transactions are redemptions of 

paper currency in coin or bullion. By far the larger part of the 

redemption and exchange business consists in exchanging one denomi

nation of paper currency for another and issuing new currency to re

place that which has become unfit for circulation.

fi
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It will thus he seen that the offices under the Treasurers 

supervision perform a number of distinct functions :

(l) Keeping accounts of moneys deposited for the United States, 

the disbursing officers of the Government, the Post Office Depart** 

ment, etc., and of the distribution of these moneys among the various 

depositaries.

(2) Receiving and keeping deposits to be credited to the accounts 

mentioned above, and cashing warrants and checks to be charged thereto,

(3) Keeping reserve stocks of the United States Paper currency, 

and exchanging one kind of denominatiQn of such currency for another, 

and ”fit" for *unfitM currency.

(4) Holding coin and bullion for the redemption of United States 

paper currency, and making such redemptions on demand.

(5) Holding the five per cent redemption funds and redeeming 

Federal Reserve notes in gold and National bank notes in lawful money.

Functions that Federal Reserve System can assume.

The Federal Reserve System can legally take over all of these 

functions except the last two which must be retained by the Treasurer 

since the law does not permit the various redemption funds to be de

posited in the reserve banks. About the assnaption of the strictly 

banking functions of receiving deposits, paying checks, and keeping 

depositor*s accounts there can be no question. The Reserve Banks 

can also, if they so desire, provide themselves with adequate stocks 

of United States paper currency and make exchanges for their member 

banks, as each National bank does to a limited extent for its cus

tomers. Moreover, there seems to be no legal reason why the Sec

retary of the Treasury should not designate the Federal Reserve
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Agents as custodians of reserve stocks of gold certificates* silver 

certificates and United States notes just as they sure now custodians 

of the reserve stocks of Fede\tel Reserve notes. If this were done 

the Federal Reserve Agents mi$rt make exchanges of currency to an 

unlimited extent for the reserve hank to which they are attached*

If they received their currency Supplies directly fro© the Bureau 

of Engraving and Printing* the Treasurer would be practically 

eliminated from exchange transactions*

The Reserve Banks can also reduce to a minimum the work of
! 1 a

the Treasurer in connection with the redemption of Federal Reserve 

nCtes and National hafak notes by reademing in gold* on demand* not 

merely their own notes but also those issued by other reserve banks, 

and by redeeming National bank notes in lawful money for their mem* 

ber banks. They can sort redeemed bank notes into those fit for 

circulation and those unfit* treat the fit like paid .checks of 

the issuing banks and make at least a partial sort of the unfit 

before remitting them to Washington* On their receipt in Wash

ington the Treasurer might instead of paying for them* authorize 

the Reserve Bank to make the proper charges against the banks 

whose notes had been redeemed* or* if such banks belonged^to other 

Reserve districts* against their Federal Reserve Banks*- . The 5$ 

redemption fund would then remain in the Treasurer*s custody prac

tically intact, since most banks would find it more convenient to 

send notes to their Federal Reserve Bank for redemption than to

the Treasurer,
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When this condition has been brought about it would seem that 4 : 9 0  

Congress might easily be persuaded to repeal the law directing banks 

to make their 5 per cent deposits with the Treasurer, and require 

these deposits to be made instead with the Federal Reserve Banks*

II, also, the Treasurer did not have Federal Reserve notes present

ed to him lor redemption it would soon become apparent that the de

posits with the Treasurer for the redemption oI Federal Reserve 

notes were unnecessary*

The Reserve Banks can also assist, if they wish to, in the 

redemption of United States paper currency in coin and bullion*

They can do this in two ways s

Cl) By receiving deposits of paper currency for redemption, 

certifying the amount to the nearest Treasury office having a Supply 

of the coin or bullion desired, and then remitting the currency to 

Washington for cancellation if unfit for circulation or for return * 

to reserve stock if fit*

(2) By providing themselves with adequate stocks of coin and 

bullion and making redemptions themselves for accommodation of their 

member banks* Under this plan they might be compelled at times to 

present the redeemed certificates to Treasury offices in exchange 

for coin or bullion, but it seems probable that this would not be 

generally necessary, as the gold taken in would probably in the long 

run almost equal the gold paid out*

There would of course be no advantage to the Reserve Banks 

in assuming these redemptions and exchange functions, except as 

it would strengthen their position and give them good grounds for 

claiming the largest possible amount of Government deppsits* It 

might also facilitate the substitution of Federal reserve notes 

for United States paper currency, since the banks would sometimes
Digitized for FRASER 
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be able to pay out Federal reserve notes in exchange for gold 

certificates, silver certificates and United States notes* They 

might also prevent the issue of additional gold certificates to 

replace those which are redeemed in order to obtain gold for ex

port and for use in manufactures. The supply of gold in the 

Treasury is replenished largely by the purchase of bullion 

by the mints and assay offices* This bullion is paid for by 

checks, and gold certificates are issued against it only as 

needed to make disbursements. If Government disbursements Wei's 

made wholly by checks on the Federal reserve banks it would not 

be necessary to issue gold certificates to replace those re

deemed in coin and bullion* The coin and bullion could instead 

be deposited in the Reserve Banks, which could issue their notes 

against it* The ends, however, might be obtained if the United 

States continued to hold the coin and bullion and issued order 

gold certificates to the Reserve Banks instead; but under these 

circumstances the banks would not establish themselves so firm

ly as a necessary part of lithe United States fiscal system, nor 

relieve the United States cf the same expense.

The Government^ probable Requirements and Methods 

of Meeting Them.

The Federal Reserve Banks can hardly expect the Secretary 

to designate them as fiscal agents and to deposit with them the 

entire hundred and fifty to two hundred million dollars available 

for that purpose unless they can perform efficiently and economic

ally ( from the Government's standpoint) the functions now per

formed by the Treasurer and to Government depositaries. As a part
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of the expense of transferring the deposits to the Federal Re

serve Banks must he reckoned the loss of more than a million dol

lars a year now collected as interest from depositary hanks. A- 

%ainet this loss the promise of excess profits from the operation 

of Federal Reserve Banks will be a doubtful offset. The offset 

mijst he sought instead in the reduction of the expenses of the 

Treasurer*s office and the subtreasuries. The total cost of op

erating the Treasurer’s office is about $450,000 a year, exclud

ing the amount reimbursed by National banks. The cost of op

erating the subtreasuries is over $650,000 a year. It is pos

sible that the Federal Reserve Banks could save enough of this 

to nearly compensate the Government for the 5-oss of the interest 

now collected on Government deposits. At the same time* however, 

the Reserve Banks must demonstrate their ability to perform the 

work as satisfactorily as it is now performed* To accomplish this 

it is believed that the following requirements must be met :

(1) The accounts must be centralized at Washington. This 

was done by the Treasury Department about two years ago and since 

the new plan has gotten into smooth operation it has proved so 

satisfactory that in our judgment it would not be wise to return 

to a decentralized system.

(2) Arrangements must be made that will insure the cashing 

of Government checks at par in all parts of the United States and 

the prompt transmission of such checks to Washington to be charged 

to the drawer's account.

(3) Arrangements must be made to accept Government deposits 

at every point in the United States where it is convenient for . 

collecting officers to make them, and to report the receipts promptly 

to Washington for credit in the Government's account.Digitized for FRASER 
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It is obvious that the Federal Reserve Batiks cam not themselves 

meet these requirements* They must utilise their member banks 

for the purpose and before the Board requests the Secretary to 

designate the Reserve Banks as fiscal Agents we 3UggeSt that it 
wuld be advisable to work out in detail a plan for accomplishing 

this* In this connection, the following suggestions are made :

(1) Deposits by Government officers in a member bank can 

be credited to the Federal Reserve Bank, or transmitted to the 

Federal Reserve Bank by draft or in cash* In any caSe it would 

be necessary for the member bank or the Federal Reserve Bank to 

bear the expense of such transactions.

Duplicates of the receipts issued to the depositors 

must be transmitted promptly to Washington by the receiving member 

bank for credit in the Government*s account, TO permit such credits 

to be delayed by coming through a Federal Reserve Bank would, it 

is believed, be unsatisfactory to the Treasury department* The 

Federal Reserve Banks could later confirm the report of such de

posits on receipt of advice from the bank accepting the deposit; 

or the Washington office might certify the deposits to the proper 

Federal Reserve Bank,

(2) Government checks paid by a member bank can best be 

charged to the proper Federal Reserve Bank to be credited by that 

bank to the member banks* reserve account.

The checks should be forwarded promptly to Washington 

to be charged to the drawer*s accounts, a duplicate of the transit 

letter only going to the Federal Reserve Bank. On receipt of '

—9>» .
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this duplicate letter the Federal Reserve Bank would charge the 

Government account, hut such charges would he subject to verifi

cation from Washington, On proving the checks against the trans

it letters the Washington office would credit the Federal Reserve 

Bank and report to it the total payments hy each member hank. Any 

plan that we can think of would not merely delay the char

ges in the depositor^ accounts hut would add greatly to the ag

gregate amount of labor required for handling the Governments 

checks, ( which number about 25,000 a day ).

In order to keep the depositors* accounts centralized at 

Washington, such accounts must either be left with the Treasurer 

and the Reserve Banks designated as depositaries to perform the 

same functions that National Bank depositaries now perform, or 

else the Reserve Banks must establish a central agency through 

which they can jointly keep the accounts of the Government de

posits.

The adoption of the latter plan would take away from 

the Treasurer all of his work except that of redemption agent for 

paper currency. The office would then hardly deserve the title 

of Treasurer. It is unlikely, however, that Congress will abol

ish the office or alter the designation. Unwillingness to do so 

might result in opposition to the plans of the Federal Reserve 

Board to take over the work.

Two solutions of this difficulty suggest themselves :

(l) The Treasurers duties may be changed to correspond 

with those of the Treasurer of a private corporation; that is, in

stead of being, as at present, the officer who holds the deposits 

of the United States he may be made the officer who controls the 

deposits of the United States with the Federal Reserve System,Digitized for FRASER 
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This position is now occupied by the Assistant Secretary of the 

Treasury in charge of financial bureaus. He draws, or authorizes 

disbursing officers to draw, the checks by which substantially 

all government disbursements are made* This office might be com

bined with that of Treasurer. The incumbent of the combined office 

would control the deposits of the United States with the Federal 

Reserve System, with the mints and assay offices, and with such 

subtreasuries as prove to be necessary to carry on the business 

of redeeming paper currency.

The second solution! would be for the Treasurer to retain 

his present functions but to exercise them partly as Treasurer of 

the United States and partly as Treasurer of the Federal Reserve 

Board* In the latter capacity he might have charge of. the Gold 

Settlement Fund, of the Government accounts, and of such other fis

cal business of the Federal Reserve System as it proved desirable 

to transact; through a central office. By this plan the organization 

and machinery in Washington need not be radically disturbed. The 

prime question would then become the proper division of the expenses 

of the Treasurer*s office between the Federal Reserve System and 

thil United States.

It is not clear that legal authority would be required 

to carry out either of these plans. The principal question that 

would arise in connection with the first plan is whether the Sec

retary can delegate to the Treasurer the duties imposed on him by 

law, which he now delegates to the Assistant Secretary in charge 

of finances. The principal question that would arise in connection 

with the second plan is whether the Treasurer of the United States
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can accept an appointment as Treasurer of the Federal Reserve 

Board and too, to some extent at least, the same clerks, the same 

vaults, etc., in his two capacities. The second plan would prob

ably be the ®asier to carry out.

Suggestions.

The changes discussed herein would be radical and 

far reaching, and it would be difficult to have them made at one 

step. T7e believe that it would be wiser to request the Secre

tary of the Treasury to designate the Reserve Banks as Govern

ment depositaries, at the same time discontinuing as many as 

possible of the present National bank depositaries. The Re

serve Board can then develop a system whereby the Reserve Banks 

through their member banks will receive deposits and pay checks 

at any point in the United States. If such a system works sat

isfactorily there will be no need for any other depositaries 

than the Federal Reserve Banks except such Government offices 

as may be necessary to redeem and exchange paper currency.

If the Reserve Banks keep a joint account with the 

Treasurer through a central agency in Washington, it will be 

obvious that they might as well keep instead the accounts of 

the various depositors and relieve the United States of that 

expense. The accounting work in the Treasurer*s office would 

then become unnecessary.

If it were desired to go further, the next step would 

be to request the Secretary of the Treasury to supply the Federal 

Reserve Agents with reserve stocks of gold and silver certificates

‘-12-
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and United States notes,, and take over the exchanges of United 

States paper currency as far as possible. The Federal Reserve 

Banks might also supply themselves with stocks of gold coin 

and bullion and redeem United States currency for member 

banks, and through them for exporters, jewelers, etc. Such 

action, if successfully carried out, would so reduce the work 

of the subtreasuries that the question of discontinuing them 

would come up without any suggestion from the Board and the 

Reserve System would be left in practically the same relation 

to the United States Government that the National banks of the 

great European nations occupy to their Governments.

Very respectfully,

(Si,p©d) Herbert S. Uoods,

Acting Chief,
Division of Efficiency.

7/15/15
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July 3, 1915

E X H I B I T  "B»

MEMORANDUM FOR MR. DELANO, VICE GOVERNOR, FEDERAL 

RESERVE BOARD;

In reply to your request for suggestions regarding the 

settlement of accounts between Federal reserve banks and the 

Treasurer of the United States through the gold settlement 

fund, I beg to state that the following are the only plans 

that occur to us for making such settlements without daily 

cash payments:

(1) For the Treasurer to contribute to the gold settle

ment fund; that is, to maintain a deposit in gold with the 

Federal Reserve Board.

(2) For the Federal Reserve Board to deposit the whole 

cpr part of the gold settlement fund with the Treasurer.

(3) For the Treasurer to be represented in the gold 

settlement fund by a United States depositary (either a 

Federal reserve bank or a member bank acting through its 

Federal reserve bank); that is, for the Treasurer to clear 

through a depositary bank designated as his agent for the 

purpose.

(4) For the Federal Reserve Board to deposit the whole 

or a part of the gold settlement fund with a United Spates 

depositary bank (either a Federal reserve bank or a member bank).
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Exhibit B •2'

Plan 1 - For the Treasurer to cake a deposit with the 

Federal Reserve Board. There is no specific authority of 

law for the Treasurer to deposit Government moneys with the 

Federal Reserve Board. However, since the law authorizes 

the deposit of Government moneys with the Federal reserve 

banks, it is probable that they can legally accept such de

posits jointly through an agent designated for the purpose. 

This agent might be the same officer of the Federal Reserve 

Board who is charged with the custody of the gold settle

ment fund.

Plan 2 - For the gold, settlement fund to be deposited 

with the Treasurer. There is apparently no authority of 

law for the Treasurer to receive deposits from the Federal 

Reserve Board or the Federal reserve banks, except deposits 

of public moneys and deposits to redeem Federal reserve notes. 

It is suggested, however, that the Treasurer might legally 

be appointed as the Treasurer of the Federal Reserve Board, 

and as such custodian of the gold settlement fund. In this 

capacity he might properly receive from the Treasury Depart

ment the same facilities in the way of vault room, etc*, 

that have in the past been extended by the Department to the 

Federal Reserve Board and to the Federal reserve banks, It 

would be necessary for the Treasurer to make separate state

ments of the funds he hpld as Treasurer of the Federal Reserve 

Board and the funds that he held as the Treasurer of the 

United States. It would not be necessary, however, to }tsep
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Exhibit B. -.3,-

the cash physically separated since but one kind of cash- 

gold - would be held for the Board.

Plan 3 - For the Treasurer to clear through a depositary 

bank. This plan would probably be unsatisfactory unless 

there was a branch Federal reserve bank in Washington that 

could represent the Treasurer directly in the gold settle

ment fund. Even then it would be less satisfactory than 

either the first or second plan.

Plan 4 - For the gold settlement fund to be deposited 

with a United States depositary. If the deposit were made 

with a Washington,bank (either a branch Federal reserve 

bank or a member bank) transfers between the Treasurer's 

account and the Board's account could easily be made. It 

is assumed, however, that the Board would be unwilling to 

deposit any part of the gold settlement fund either with a 

Federal reserve bank or with a member bank.

Whether it would be better for the Treasurer to make 

a gold deposit with the Federal Reserve Board or for the 

Board to maintain a gold deposit with the Treasurer depends 

on the policy adopted with reference to the Government’s 

fiscal business* This matter is discussed in a separate

memorandum.
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E X H I  B I  T "C"

J u ly .6, 1915.

MEMORANDUM FOR MR* DELANO:

The following is a brief statement of the principal 

points in the memorandum submitted to you this morning rela

tive to the designation of the Federal Reserve Banks as fis

cal agents of. the Government:

The work of the Treasury that the Reserve banks might 

take over may be divided into three general classes:

(1) Receiving and holding Government deposits and cashing 
Government checks;

(2) Keeping depositors* accounts;*
(3) Redeeming and exchanging paper currency. (l)

(l) Receiving and holding Government deposits and 
cashing Government checks.

The Secretary of the Treasury will doubtless be glad 

to designate the Federal Reserve Banks as United States depos

itaries to receive and hold Government deposits and cash Gov

ernment checks, and he will probably be willing to discontinue 

other national-bank depositaries as soon as the Federal Reserve 

Banks demonstrate their ability to handle the business satis

factorily. To do this the Reserve Banks must make use of their 

member banks for receiving deposits and paying checks; and it 

would be well for them to accept the Government's account joint

ly through a Washington agon;.-.
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(2) Keeping depositors* Accounts*

Taking over depositors’ accounts and receiving the 

Government’s deposit through a Washington agent would result 

in transferring to the Federal Reserve System the greater part 

of the accounting work of the Treasurer's office. The sim

plest way to do this seems to he to adopt the Treasurer’s of

fice, as it were, by designating the Treasurer as treasurer of 

the Federal Reserve Board.

(3) Redeeming and Exchanging Paper Currency.

Taking over the work of redeeming and exchanging

United States currency, Federal Reserve notes, and national- 

bank notes would result in the discontinuance of the subtreas

uries and of the Treasurer's office as it is now constituted. 

The change could be most easily effected by the voluntary as

sumption of redemption and exchange work by the Reserve Banks.
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June 2 8 , 19 15 .

S i r :

The following question has been referred to this 
office for an opinion:

(1) Must rediscounts held by a Federal reserve agent
as collateral for Federal reserve notes be en
dorsed payable to such agent?

The term "collateral security" or "collateral" has 
been defined in Jones on Collateral Securities and Pledges 
to mean "a pledge of incorporeal property assigned or trans- 

i ferred and delivered by a debtor * * * to a creditor as se-.
curity for the payment of a debt or the fulfillment of an 
obligation."

In consequence, Section 16, in providing that a 
Federal reserve bank shall deposit collateral with the Fed
eral reserve agent as security for Federal reserve notes, 
impliedly requires that notes and bills made eligible for 
this purpose he pledged with the Federal reserve agent»

In order, therefore, to determine what steps must 
be taken to effect a valid pledge of the securities depos
ited with the Federal reserve agent as collateral for Fed
eral reserve notes, it is necessary to discuss briefly the 

, legal points involved in the law of pledges.

A pledge is more than a lien. Both depend upon a 
continuance of possession by the pledgee or lienee and, gen
erally speaking, title remains in the debtor in both cases.. 
But the pledgee, unlike the lienee, has an implied power of 
sale, and this is the main distinguishing feature between 
the two. Doane v. Russell. 3 Gray (Mass.) 382-; First National 
Bank v. Harkness, 42 W. Va. 156.164.

A mortgage, on the other hand, is more than either 
of these, for it is in no way dependent upon possession and 
legal title vests in the mortgagee outright, the mortgagor 
retaining a mere equity of redemption. In the case of the 
pledge, however, the general property or title remains in 
the pledgor, the pledgee obtaining a specific property mere
ly for the security of the obligation. Jones v. Baldwin.
12 Pick. (Mass.) 316; Thompson v. Dolliver. 132 Mass. 103;
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Parshal v. Eggart. 52 Bab. (N. Yj 367.

There is an exception or qualification to this gen- 
eral distinction between mortgages and pledges, regar.ding..the 
transfer of title, in the case of chosgs in action or negotiable 
instruments. Jones on Collateral Securities and Pledges. 3d 
Ed. p. 14. This exception is a natural result of the fact 
that a negotiable instrument usually can not be pledged with
out a transfer of title necessarily resulting from the transr 
fer of possession. The fact that the title does pass in such 
a case does not of itself make the transaction a mortgage.
2 N. Y. 442.

In discussing this point in Gay v. Moss. 34 Cal. 125.
132. the court said:

"The assignment was absolute in form, but the 
thing assigned is a chose in action  ̂and the assign
ment and delivery are necessary to give the pledgee 
the full authority to readily control it̂  and afford” 
a prompt means of making the pledge available. For 
these reasons the fact that the title passes in form 
by the assignment, in case of a chose in action, does 
not necessarily make it a mortgage* It is a pledge* * * * ii

On page 15 of Collateral Securities and Pledges, 
supra, it is stated that -

"To make the pledge (of negotiable papeb) an 
effectual security, it is necessary that the pledgee 
should have the legal title. * * * A transfer of tho 
title to such incorporeal property is generally an es
sential part of the delivery of it in pledge. An ab
solute transfer of such property as security for a 
debt is a pledge and not a mortgage* The general prop
erty may be regarded as remaining in the debtor, though 
the legal title may be transferred to the creditor."

It would seem, therefore, that a Federal reserve 
bank, in transferring eligible paper to a Federal reserve agent 
as collateral security for Federal reserve notes, should en
dorse such paper in some manner - to be discussed hereafter - 
such as will give to the agent the legal right to realize di
rectly on this security whenever it is necessary.
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It ia true that negotiable paper made payable to 
order, may be pledged by the delivery -of possession without 
endorsement, but in such case the pledgee obtains a mere 
equitable security, good as between him and the pledgor.
The pledgor retains legal title, and though the pledgee could 
maintain a suit upon it in the name of the pledgorj - and in 
some States in his own name, - nevertheless, in such.action 
he would be subject to any equitable defense against the 
pledgor set up by the defendant.

There is a further objection in the fact that the 
mere possession of such paper when not endorsed to the Fedr • 
eral reserve agent is not sufficient evidence that he is hold
ing it in pledge. In such a case there must be some further . 
evidence of a contract of pledge before the holder could be 
declared a pledgee. Jones on Collateral Securities and Pledgesf 
p. Ill; Sharmer v. McIntosh. 43 Nebr. 509. In this latter case 
two notes were delivered to the pledgee, under exactly similar 
circumstances. One was endorsed, the other unendorsed* The 
court held, that thq endorsed note was a valid pledge, under the 
facts, but that the unendorsed note was not, because there was 
no evidence of an actual Contract of pledge* There ilMst be, of ■ 
course, a contract, either expressed or implied, in all cases.
The general hdle is that a mere delivery of the property, with- ~ 
out ariy writing, constitutes a Valid pledge, the contract being 
implied in law, but the delivery of an Unendorsed negotiable 
note is not of itself sufficient evidence.

A collateral agreement giving the Federal reserve agent 
power of attorney to collect on all paper in his possession 
would give him only the right to sue on the paper in the name 
of the Federal reserve bank, and he would be subject to all eq
uities or offsets which could be made against the bank itself.

Because of these objections, it seems a far safer and 
wiser course to require Federal reserve banks to make a valid 
legal pledge of paper deposited with the Federal reserve agent 
as collateral security; and in order to do this, it is necessary 
that an endorsement be made which would make the note payable to 
the Federal reserve agent, giving to him the legal right to real
ize directly, and without danger of equitable defenses, on the 
security in his possession. It is suggested, therefore, that in 
any case where the paper is not endorsed in blank by the member 
bank, the endorsement by the Federal reserve bank may be made 
in any one of the three following ways: 1

(1) The Federal reserve bank may endorse the rediscounts
in blank;
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It nay endorse them to the order of the Federal 
reserve agent; or
It may endorse them, M ?ay to the order of any 
hank or hanker, or to the Federal reserve agent, 
or to ourselves, ii

It is to he noted, however, that if eligible paper 
is tendered to the Federal reserve agent as collateral se
curity endorsed in blank by the member bank which secured 
the rediscount, or if the paper is endorsed to the order of 
the Federal reserve bank or the Federal reserve agent, it will 
not be necessary for the Federal reserve bank to make any fur
ther endorsement in order to vest the proper title in the Fed
eral reserve agent. In such case, however, the list of re
discounts filed with the Federal reserve agent showing securi
ties deposited as collateral for Federal reserve notes, should 
contain a full description of all such items in order that they 
may be identified, if necessary, as a part of such collateral 
security.

(3)

(2)

It has been suggested by some of the Federal re
serve banks that they would prefer not to re-endorse rediscounts 
payable to the Federal reserve agent, because such an endorsement 
would indicate that this paper had been used as the basis of a 
note issue; but, if the endorsement suggested above*.- that is, 
an endorsement payable " to the order of any bank or banker, or 
to the Federal reserve agent, or to ourselves", be made, there 
will be no indication on the paper that it has actually been used 
as the basis of a note issue, and at the same time, the legal 
right due the reserve agent will have been afforded. Under such 
an endorsement he could collect direct on any rediscounts deposi
ted with him for security of note issues.

Another question presented is :
t

(2) Must gold order certificates made payable to 
the Federal reserve barik be endorsed to the 
Federal reserve agent by such bank when such 
certificates are deposited with the Federal 
reserve agent for the purpose of reducing 
outstanding liability on note issues ?

It is suggested that when gold order certificates 
which are made payable to the order of the Federal reserve 
banks are deposited with the Federal reserve agent for the 
purpose of reducing outstanding liability on note issues,
£he reserve bank, should endorse such certificates payable 
" to the order of the Federal reserve agent or to the order 
of ourselves." Of course, if goldeordsr certificates are
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issued payable "to the order of the Federal reserve bank 
or the Federal reserve agent," no further endorsement will 
be necessary.

It is true that these certificates are deposited 
with the Federal reserve agent to be held by him until the 
Federal reserve bank offers in exchange its Federal reserve 
not&s, and it may be contended, therefore, that .it is not 
necessary to vest the legal title to such certificates in 
the Federal reserve agent.

From a practical standpoint, however, he may be 
called upon to transfer some part of the gold represented 
by such certificates to the Treasurer for redemption of 
notes at the Treasury, or he may bo called upon to deliver 
to the Federal reserve bank onl̂ ' a part of the gold so held; 
and so he must be placed in a position to convert 3uch cer
tificates into gold or into gold certificates, in denomina
tions that will enable him to meet either of these two con
tingencies.

Respectfully,

(Signed) M. C. ELLIOTT 

. Counsel.

Hon. Charles S. Hamlin, 
G o v e r n o r  .

7/20/15

y
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WILLIAM 0. McADOO
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CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W. P. 6. HARDING, GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO '
ADOLPH C. MILLER 
CHARLES S. HAMLIN

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN, ASST. SECRETARY 

and  Fisc al  Acent

WASHINGTON 3 $ g « S S  REPLY TO

FEDERAL RESERVE BOARD

July 22, 1915.

Dear Sir:

The Federal Reserve Board desires to gather 
reliable information regarding State bank conditions 
in their bearing upon the financial strength of the 
country. In carrying on the inquiry necessitated by 
the Board’s wish, I am directed to ask whether you 
will be good enough to forward to the Board a statement 
showing ae of date when the latest general returns of 
condition of State banks was made, preferably for the 
end of June 1915;

frirst. Amount of reserves carried by banks 
and trust companies under your jurisdiction, separa
ting the figures tot banks and trust companies;

Second. Amount and proportion ot such re
serves held by such banks and trust companies as cash 
in their own vaults;

Third. Amount and proportion of such re
serves held as deposits in other State banks and trust 
companies;

Fourth. Amount and proportion of such re
serves held as deposits in national banks.

By furnishing this information as soon as 
your convenience will ..permit, you will greatly oblige 
the Federal Reserve Board.

Respectfully,

Secretary .
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Comptroller of the Currency*

The Honorablet
The Comptroller o,f the ̂ Currency, 
Washington, D. C.

Sir:

July 16, 1915.

In compliance wrĵ L your instructions this committee 
has prepared a schedule information which is to be 
compiled and transmitted to the local Federal Reserve bank 
by the Chief Examiner of each Federal Reserve district from 
the examiner’s reports of examination, sufficiently compre
hensive and in such detail as to fully disclose the bank’s 
financial standing and the character of its management, 
together with full statements covering all matters of 
essential interest and subject to criticism, which do, or 
are, likely to affect the bank’s general condition- We have 
the honor to submit the attached statement which we believe 
in almost every instance will be found adequate by the 
governors and directors of the Federal Reserve banks for 
the purpose of determining whether a member bank’s redis
counts should be accepted-and its checks cleared. In 
exceptional cases, when requested by the Federal Reserve 
bank and necessary and proper reason in writing is given, 
and your attention is directed to same, you may decide 
what further information, if any, should be disclosed to 
it and specially authorize the Chief Examiner to furnish 
same *

From a conference held with a committee Of the Fed
eral Reserve Board, your committee understands that all 
credit information obtained or furnished from examiner’s 
reports is to be retained in the confidential files of 
the Federal Reserve agent, but your committee respectfully 
suggests that this practice would seem impossible, for, if 
carried out, would result in the final control of the Fed
eral Reserve bank and the decision as to the credits 
extended by them to member banks being placed in the hands 
of the Federal Reserve agent, instead of being lodged in 
the Board of Directors of the Federal Reserve Bank.
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In considering the several questions which have come 
before this committee, especial.attention has been given 
to the argument that the Federal Reserve agents, or their 
representatives, should have access to the copies of the 
examiners reports, as the claim is made that these would 
furnish more complete information than the schedule to be 
submitted. It is believed by your committee that the 
schedule attached to -this report contains all information 
that could possibly be obtained from the report of examina
tion with the exception of such confidential information 
as the names of borrowers, the collaterals to loans of 
borrowers, and the names and amounts of securities owned, 
which information the examiners are unable to give without 
violating the trust legally imposed upon them by Section 
22 of the Federal Reserve Act*

Your committee is informed, and know, that it is the 
general practice of national banks to make loans, redis
count and clear checks of other national banks on much 
less data in th'eir possession than is given in this schedule. 
The Federal Reserve banks, in addition to this complete 
schedule, will no doubt make inquiries of their own and also 
exercise their right to demand and receive from the borrow
ing bank a financial statement of its condition, which may 
be used in addition.to the five sworn reports of condition 
furnished annually to the Federal Reserve banks by the member 
banks at the request of the Comptroller of the Currency, and 
said Federal Reserve banks, through the Federal Reserve Board, 
may exercise the right to demand a financial statement of the 
standing of the makers of paper submitted for rediscount. 
Regulation No. 4, November 10, 1914, of the Federal Reserve 
Board authorizing the Federal Reserve banks to obtain this 
information with respect only to such notes as were pre
sented for rediscount has been withdrawn and an effort is 
now being made by the Federal Reserve banks to obtain this 
information through the Comptroller of the Currency not only 
in respect to notes presented for rediscount but in respect 
to any or all lines extended and securities purchased by the 
member banks without regard to the fact that the member bank 
may have no relations with the Federal Reserve bank other 
than that of depositor.

The concensus of opinion of this committee is that only 
a brief outline of the condition of a member bank should be 
given, sufficient to judge of its solvency without going 
into extended details and inasmuch as the member banks are
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the stockholders and therefore the only parties liable for 
losses, your committee believes the member's opinion, which 
so far as ascertained is that the schedule proposed is more 
than sufficient, is deserving of serious coneideration. The 
purpose of this Act was, and is, to assist member banks in 
obtaining relief from a congested condition and this relief 
should be extended. Although a member bank may be in an 
unliquid state though solvent and having an unimpaired 
capital, there would seem to be no reason for the Federal 
Reserve bank to refuse it accommodation.

In response to the argument advanced that detailed 
credit information is necessary as to all member bankst 
owing to the fact that they are constantly overdrawing 
their accounts with the Federal Reserve Banks, it is the 
opinion of this committee that the Federal Reserve bank 
may easily protect itself against loss from so-called 
overdrafts by requiring frfequent Violators to deposit 
securities with it - a practical and easy method. This 
so-called liability for overdrafts may easily be elimin
ated, provided the Federal Reserve bank maintains its 
position as agent and does not assume that of principal.
We wish to add that the reserves of the member banks with 
the Federal Reserve bank are now at a minimum. These so- 
called overdrafts will probably entirely cease when the 
reserves are at their maximum. The Federal Reserve banks 
are in a position to demand balances to protect them against 
overdrafts and sound banking would seem to demand the exer
cise of that right, which right has been exercised by the 
regular reserve banks in the field. Attention is respect
fully called to the apparent inconsistencies of the Comp
troller making a determined effort to eliminate overdrafts 
from member banks, when at the same time these member.banks 
are permitted to overdraw their accounts with the Federal 
Reserve banks, specially supervised, and with whichithey 
are compelled by law to maintain a minimum credit balance, 
while if these so-called overdrafts are permitted to exist, 
and are actual rather than a matter of bookkeeping, the 
member banks will be reporting a reserve which is, in fact, 
wiped out and has become a liability.

It is the judgment of your committee that the law did 
not contemplate dual examinations similar to those now made 
by the Comptroller of the Currency, and that Congress, com
posed of many practical business men and bankers and men 
of wide experience, believed that the Federal Reserve banks 
would use the methods prevailing among banks in deciding 
when to extend credits, which the schedule hereto attached 
more than fulfills and which relieves it of the necessity 
of making its own investigations.
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It should he observed that the power given ‘bff the Fed
eral Reserve banks to make examinations is noirmandatory or 
general, as is the case with the Comptroller of the Currency, 
but simply discretionary - the Act providing that it may 
make special examinations when authorized by the Federal Re
serve agent, or Board. Your committee respectfully submits 
for most serious consideration by the Federal Reserve Board, 
and yourself, that Congress, like the bankers and the bor
rowing and depositing public, believed that the affairs of 
the member banks should continue to be held in honorable 
confidence, as in the past, by the Comptroller and his 
examiners, which confidence has been recognized by the 
courts, and it was, no doubt, its intention that no devia
tion be now made in this long established custom, since 
the Federal Reserve Act makes it a misdemeanor for the 
examiner "to disclose the names of borrowers or the col
lateral for loans of a member bank to other than the proper 
officers of such bank without first having obtained the 
express permission in writing from the Comptroller of the 
Currency, or from the board of directors of such bank." 
Surely it was not intended for the Comptroller’s office 
to furnish the Federal Reserve banks whose stockholders 
are national and State banks with directorates subject to 
change, with any confidential information of this character. 
In this connection it should be kept in mind that the law 
did not prescribe a penalty for disclosing information re
lating to loans and collateral of member banks on the 
governors, Federal Reserve agents or directors of the Fed
eral Reserve banks.

If the reports of examination of national banks, which 
embody confidential views and communications were furnished 
or accessible to each Federal Reserve bank and its branches, 
which branches will be multiplied and the directors and 
officers of the system very largely increased, there will 
be the attendant danger of the confidential information of 
these banks becoming the property of their competitors, 
namely, Class "A" directors, and their customers competitors, 
namely, Class "B" and "C" directors.

The power '.y law vested in the Comptroller by which he 
has conferred upon him the right of final analyses and 
criticism and the constant enforcement of such necessary 
action as he may decide it is proper to take and enforce 
upon any national bank based upon the confidential reports 
of his examiners wauli be ABROGATED if the reports were 
allowed to become the records of the Federal Reserve banks
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and. its branches, directors and credit men by whom the con
tents of these reports would be subject to discussion and 
criticism.

In requesting access to the complete reports of 
examination, the Federal Reserve banks appear to be oper
ating upon the assumption uhat the credit extended by 
them is an extra hazardous risk and of an abnormal character 
justifying them in demanding information not exacted by 
other banking institutions and in no way relating to the 
solvency of the bank. This point of view is not warranted 
by past banking experience and if the extending of accomo
dations is to be restrictive and surrounded with burdensome 
exactions, the success of the systme is in jeopardy.

In considering the inadvisability of permitting an 
employee of the Federal Reserve bank having access to the 
reports of the examiners, your committee has taken into 
consideration the extent to which this privilege might be 
abused and desires to call your attention to the fact that, 
in one instance, where the consideration was whether the 
bank was to be permitted to exercise the powers of trustee, 
the credit man in addition to taking all the information 
which could possibly have a bearing on the solvency or 
management of the institution saw fit to take a list of the 
names and amounts of large individual balances subject to 
check which had been set forth in the report without comment.

In conclusion, your committee desires to state that in 
an earnest endeavor to set forth all items which, in their 
opinion could have a bearing on the solvency of the insti
tution they may have gone further into detail than is neces
sary or desired by the Federal Reserve bank. ' Your committee 
therefore suggests, in the event that the copies of the 
schedule submitted are sent to the Reserve agents for action 
by their Boards of Directors, they be requested to eliminate 
such items as they deem unnecessary or unimportant, and on 
the other hand if any item has been omitted which they deem 
important as bearing upon the solvency of the institution, 
they be requested to note same.

Respectfully,

(Signed) CHARLES STAREK 

SHERRILL SMITH

7/22/15
JAMES D. BRENNAN
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6-* »
Name of Bank

3C7.
Charter Nr*

Examination as of close of business 191

.̂ 0

Capital Stock 
Surplus
Undivided profits 
Reserved profits

(net)

-4;
Book̂  value^

0
Bonds and other securities 
Judgments, claims, etc*
Short time maturities

(Railroad and other notes.)
Net appreciation - depreciation

C
0

Market value
0
Va

$100,000
50,000
27.000
20.000 $197,000

21,000

Total of loans and discounts not including short time 
maturities $

Book value. Doubtful. Slow . Loss estimated*
Statutory bad debts $ $ 0 $ 2,000

Eh Overdue paper $ 0 A
V 200

OHe*.Other paper V
A
S? 0 $ —

Loans secured by real estate:
Debts previously

contracted $ $ V?
A
V 150

V Violation $ 4>
A
s?

A
Sr> —

Farm mortgage $ s A
V

(new)
■0

Other real estate owned:
Date. Description. Book value. Prior lien. Market value.

T  $' $
Loss estimated. D.P.fU or otherwise.

-------------->0---- ---- -----

Banking house: Net income,! Mortgage. Book value. Estimated value.
$ *'$ '‘” 0

Loss or appreciation estimated. 2 000

■O'
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Furniture and fixtures: Book value- Market value- Loss or depreci
ation estimated.

As? $ A 400

Gash items: Book value $ Loss estimated. $
Amount irregular $

Overdrafts: Habitual? (yes or no) 
To officers or directors

Amount > Loss estimated.
%

Under six months & ASr>
1 $25,751Over six months A 0

TOTAL RESOURCES 0
____o__________

NET CAPITAL $171,249

Deposits - Demand $ . Time $
Lowest

Highest rate rate int-
Borrowed money: Secured[. Unsecured. interest paid, ensstc-pai

Bills payable a fCertificates of deposit, etc. $ %'■ ■
Securities sold (pledged to redeem)§ %
Bonds borrowed A

Rediscounts s?
Other liabilities, contingent, 
Habitual borrowers (yes or no)

CD cb O <f
> AV

Liability of firms or corporations
Maker. Endorser. in which they are officers or

directors, or which they control.
Officers liability(total) $ $ $
Directors liability(total) $ 5 $

Excessive loans 
Excessive lines

Amount.

$

Firms of directors or officers, 
M .  which they control.________

Directors or 
officers -__

Are .loans well distributed? 

Character of loans?

Eligible for rediscount?

General character of collateral?
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Last dividend paid Amount

Is next dividend possible?

Are official bonds in force?

Directors meet

Is attendance at Board meetings good?

Are directors familiar with the assets of the bank?

Active Discount Committee? Meet vi/eekly?

Active Examining Committee? Meet semi-annually? Last examination?

Are assets verified at other times?

Are books and records properly kept?

------------_0---- --------

R E M A R K S

NOTE A. Special mention is to be made of the book and market value of all
securities subject to any particular criticism, vizj Those strictly 
unmarketable, or when the market value does not represent their actual 
value•

NOTE B. Describe briefly.
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EXAMINATION OF STATE BANKS AND TRUST COMPANIES.

BANKING INSTITUTIONS APPLYING FOR MEMBERSHIP

I. Examination by State authorities.

If standard of the State examinations is satisfact
ory, the Federal Reserve Board will probably auth
orize the acceptance of the last previous examina
tion, in lieu of a special examination. The Bank 
Commissioner is requested to file a certificate 
based upon such examination, certifying to the sol
vency of the Institution, and also to file two du
plicate copies of the examination report or brief 
digests of such report ; also list of investments, 
giving valuation based upon last current quota
tions.

II. Special examination by State authorities.

Bank Commissioner is requested to file two dupli
cate copies of examination report, including exam
iner's text and list of investments in detail. III. IV.

III. Joint examination by State authorities and examiners
designated by the Federal Reserve Board.

Two copies of report to be filed.

IV. Special examinations by examiners designated by Federal
Reserve Board,

Two copies of report to be filed.

EXAMINATION OF STATE BANKS ADMITTED TO MEMBERSHIP.

I, Examination by State authorities.

If examinations by State authorities are of satis
factory standard, Federal Reserve Board authorizes 
acceptance of such examinations, in lieu of special 
examinations by Federal Reserve examiners.
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II. Joint examinations with State authorities.

The Board will designate the examiners,, upon reconjp- 
mendation by the Federal reserve banks. State 
authorities are to be in charge of such examina- 
tions. VJhen considered thorough, the technical 
examination should be accepted. Federal Reserve 
Examiner should obtain t\?o copies of the report 
made by State examiners, including text. In ad
dition should file separate report making comment 
as to methods used by the State examiners, fhe 
principal duty of the Reserve examiner in a joint 
examination is to make a detailed examination of 
the credit condition of the Institution, investi
gating the loan lines and loan policy.

III. Independent examination by Reserve Examiners.

A. May be divided as follows :

li Detailed credit analysis and investigation.
2. Examination of technical details.

B. Purposes of examinations

1. To determine solvency

2. To see that the institution is obeying
the provisions of the State law.

(a) In the case of banks applying for member
ship determine whether or not institution
is able to comply with the provisions of the 
Federal Reserve Act and with the regulations 
of the Board.

(b) In the case of banks admitted to member
ship determine whether or not they are comply
ing with the provisions of the Federal Reserve 
Act and regulations of the Board.

3. See if there are any unsafe or unsound ten
dencies apparent in the management of the in
stitution under examination.

It is often said that the duties of Government 
examiners are primarily to determine the solvency 
of the Institution and to see that the Institution 
is obeying the provisions of the law. During re
cent years, however, examiners have devoted con
siderable time to consideration of credits and the 
credit policy. The technical examination made by 
examiners is usually thorough. Federal reserve
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examiners will be expected to devote a consider
able portion of their time to the credit rather 
than the technical examination. Particular atten
tion should be given to the following :

1* Discount and loan policies of institutions as to

(a) Liquidity
(b) Distribution of loans
(c) Undue concentration to favored interests.

2. Management

(1) Business, firm and other outside affilia
tions of officers and directors,

(2) Loans to officers, directors and employees.

Arrange loans in groups to show indebtedness of 
each official as maker, endorser or guarantor; 
loans to firms and corporations in which he is 
interested either as member, officer or di
rector; loans to relatives and business asso
ciates of officers and directors.

(3) Unsecured loans to officers of other banking 
institutions. Make inquiry as to reciprocal 
leans,

3. Holding Companies.

Controlled by the banking institution should be 
carefully investigated to see that net worth 
of assets is sufficient to cover advances made 
by the banking institution. Care should be 
exercised to see that such companies are not 
used to cover questionable practices or evade 
laws. Detailed memoranda should be obtained.

4. Loans

1. (Doubtful )

A. Past due paper,special attention to 
notes or loans in default six months or more 
which are not properly secured.
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3. Demand loans upon which no interest has 
been paid for one year or more. ( Unsecured 
demand loans should always be closely scruti
nized ).

C. Loans maturing after one year

D. Bad debts

E. Loans of questionable value

F. Slow loans

G-. Notes renewed from time to tine, with interest 
added.

2. Excess loans.

Advances in excess of 1Cft of capital and surplus 
or exceeding 30fo of capital. ( Surplus does not 
include undivided profits ).

3. Large loans to any one person, firm corporation 
or to affiliated interests.

Suggested lines of investigation :

A. Business of borrower - location of business.

B. Ledger record - activity of accounts of com
mercial borrowers.

C. Liability record - record of past loans 
and pajvnents.

D* Credit files and statements.

Special - Scrutinize permanent loans and notes re
newed with interest added, also unsecured and se
cured loans to real estate trading corporations and 
to individuals connected with such corporations.

5. Collateral loans - Special attention directed to

1. Loans secured by securities issued by small, 
close and private corporations.

2. Loans upon securities issued by corporations 
controlled by directors or one or more groups.
(In’case undue proportion of bankfs funds'is 
so loaned.)
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3. Real Estate Loans.

A. Policy of institution in granting 
loans upon real estate

B. How is property appraised - up to 
what extent of value is money loaned

C. Loans,secured - first mortgage - second 
mortgages - equities.

D. Loans upon securities issued by real 
estate corporations.

6. Loans or Advances

A. Secured by own bank stock

B. Secured by stock of other banking institu
tions

C. Secured by non-interest bearing securities.

7. Loans or advances made to individuals, firms or corporations
which appear on books in names other than actual borrowers.

( Dummy loans ).

8. Loans and advances which do not appear as such on the books of
institution ( certificates of deposit ),

INVESTMENTS.

Securities

Based upon real estate properties or equities in corporations 
owned or controlled by directors or officers of the 

institution.
2. Issued by local corporations.

3. In default

CONTINGENT LIABILITIES.

Bills rediscounted or endorsed, guaranties of obligations and 
undertakings, notes and securities pledged or sold with 

agreement to repurchase.
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REAL ESTATE HOLDINGS

Prior liens - Excessive valuation 

TEXT OF REPORT

Examiners are requested to cover the following points in the 
text of their report

1. Character of business in the community in which the 
institution is located.

2. Character of the business of the bank - functions 
exercised.

3. Compliance with the provisions of the State law,

4. Solvency of the institution.

5i Deduction from assets.

6. Competency of management.

7. State whether the loan policy is considered Safe and 
conservative.

8. Policy of the institution regarding loans to officers 
or directors or the enterprises in which they are 
interested.

9. State whether there are any unsafe or unsound tendencies apparent.

10. State whether there has been an increase in undesirable 
assets during the previous '/ear.

11. If officers give proper time and attention to the af
fairs of the institution.

12. Is stock control-of the institution held by an3T one 
person or group.

13. Comment as to the accounting system. State -whether 
proper safeguards are provided.

14. Comment as to holding companies. ( Corporations owned 
or operated in the interest of the banking institution).
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15. Comment as to law suits in which the hanking institution
may be interested.

16. Opinion as to the efficiency of examinations by State
authorities.

17. In the case of a member bank, state whether the bank is
complying with the provisions of the Federal Reserve 
Act and the regulations of the Federal Reserve Board.

The examiner should make comments or report as to such other 
matters to which he desires to direct attention.
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SCHEDULES AND STATEMENTS TO ACCOMPANY REPORT.

Report of condition.

Same form to be used as filed by State banks and 
trust companies provided for on the application blank.

Copy of daily statement used by bank under examination, to 
be certified to by an officer of the bank, certificate to 
read as follows :

" I hereby certify that this statement includes 
every asset and liability of the Institution. a

( flame of Officer)

Memorandum of the date upon which the last State examination 
was made and name of the examiner. If a trust company 
state if the trust securities and investments have been 
examined, when and by whom.

State whether periodical examinations are made by Directors.

State Law limitations ( Brief memorandum )

(a ) Provision as to secured and unsecured loans 
to any one individual,- firm or corporation.

(B) Loans secured by real estate mortgages or 
other real estate collateral.

(c) Investments.

Loan schedule

Excessive loans, giving full details.

Large loan lines. Give name of borrower, business, 
address of borrower, amount of loan, amount of liability 
as payer, endorser or guarantor. Approximate deposit 
balance. ( Suggest that deposit balance be taken from 
the ledger rather than from an average card ).

Loans considered worthless, questionable, slow.

Loans on collateral of doubtful value and not readily 
marketable.
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V INVESTMENTS

A. List in detail, showing securities, rate of interest 
or dividend, par value, hook value, valuation based 
upon current or last available quotations.

B. Comment as to investments in default.

C. Provisions for depreciation.

State whether book values are adjusted period
ically to agree with current valuation.

D. Detailed memorandum of the securities based upon real 
estate properties or equities.

E. Comment as to securities in small, closed or private 
corporations, also as to securities issued by corpora
tions in which officers and directors are interested.

F. Securities of doubtful value or not readily marketable
estimate of valuation.

VI. Deductions from.assets.

Banking house 
Other real estate 
Furniture and equipment 
Investment securities 
Loans, give items in detail 
Overdrafts and cash items

List investments and securities of 
value not readily marketable. doubtful

VII. rftsh Reserve

Gold coin or certificates 
Legal tender
Silver coin and certificates

Total
National Bank notes 
Federal reserve notes
Net balances with reserve agents National

State

Total reserve
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Sash reserve required $ $
Reserve permitted with agents % $

Total required

Reserve short 

Interest rates

Dividends - Date - Rate - Amount

VIII, List of directors ahd officers

Number of shares owned 
Name
Postoffice address
Liability as payer, individual or firm, including 

overdrafts
Liability as endorser or guarantor 
Other occupation or business affiliations.

IX. Bank balances

Large balances with reserve institutions 
Balances with other institutions.

X. Real estate owned

How acquired
Is title held by institution
Make note as to prior mortgages
Assessed valuation
Income
Taxes
Interest
Appraised value, when and by whom appraised 
Real Estate loans, large items 
Valuation of properties.

Note Institution should have proofs or abstract of title
showing mortgages and liens against properties. Re
ceipts for taxes and certificate of valuation signed 
by competent appraisers should be on file.
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XI. A. Assets pledged as security for deposits or other purpose 
except money borrowed - give particulars,

B. Notes and hills rediscounted - hills payable and certi
ficate of deposit representing money borrowed.

1. Present amount of indebtedness

2. Assets pledged as security for indebtedness
( totals only )

C. Assets and liabilities which are not entered upon
books of banking institutions,

D. Moneys borrowed by officers and directors in the
interest of the bank under examination.

V
7/22/15/
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raCHNICAL EXAMINATION■ 311.

The technical examination covers the verification of the 
book accounts.

The following suggestions are made as to points to be cov
ered in the technical examination of an institution: The prin
cipal points in connection with the Credit Examinations are cov
ered in a separate memorandum.

All examinations should be made without previous notice to 
the Institution-. All cash, securities, notes and other documents 
and papers belonging to the Institution should be placed under 
seal, to be released as soon as the examiners have finished with 
them. Examiners should endeavor to interfere as little as pos
sible with the routine of the Institution.

I- CASH.

A. Tellers or counter cash-should be verified first.

B. Reserve cash, being under seal, may be counted at 
the convenience of the examiner. In this respect, 
however, it is customary to consult the wishes of 
the bank officials.

C. Checks and other cash items:

1. Exchanges to other banks should be placed 
in a sealed envelope with verification blank 
enclosed.

2* Other cash items should be carefully scrut
inized and verified and detailed memorandum 
taken of all items held in cash other than 
those intended for the next day’s business.

II* LOANS AND DISCOUNTS.

■A. All notes should be kept under the control of 
the examiner until desired information has been 
obtained.

B. If possible to arrange it, no entries should be 
made on liability ledger until examiner has com
pleted his work.

C. Notes for current day*s business should be ex
amined and released. Inquiry should be made as
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to whether there are any notes he!- 
of other hanks or individuals incl' 
notes of the institution under e::n:

for account 
.ed with the 
nati on.

D. Proof.

1. Independent machine list should be 
made and compared with the figures as 
called for by the bank records.

E. An examination of each note should be care
fully made to ascertain whether the, notes are 
in proper negotiable form and whether the bank 
has title to them. - If guarantees held pro
tect rights of bank (continuing or specific). - 
Proper corporate authorization on file.

HI- COLLATERAL LOANS.

A. Proof should be made and compared with the 
bank records.

B. Collateral called for by notes or cards should 
be checked and accounted for and care exercised 
to see that the collateral securities have been 
properly assigned, either in blank or to the bank.
A memorandum should be made of loans secured by 
stock or bonds of small, close or private corpora
tions, in order that proper investigation may be 
made to determine the value. Care should be used 
to ascertain whether or not the mortgages or secur
ities have been properly assigned and recorded, in 
order to give the bank proper title. In case of 
doubt as to priority of mortgages, title insurance 
policy or abstract of title should be called for. IV. V.

IV. Overdrafts should be carefully checked and care should be 
used to see if special privileges are given to favored in
terests.

V. INVESTMENTS.

A. Actual securities should be counted and compared 
with the records of bank. In case of registered 
securities the certificates should be properly as
signed in order to give the bank good title. A let
ter should be addressed to the institutions holding
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securities for the account of the bank under 
examination, requesting that a list be furnish
ed and also inquiry made as to whether the sec
urities so held are subject to an offset of any 
kind *

VI* BANKING HOUSE.

A. Real estate deeds should be examined and title 
should be in the name of the institution and pro
perly recorded. Proof or abstract title examined 
to ascertain mortgages or liens. Appraised value, 
when and by whom appraised. Is building used ex
clusively for bank. Has any allowance been made 
for depreciation. Has property been marked up. 
What is considered the present valuation of the 
property,

B. Furniture and fixtures, actual cost. What al
lowance has been made for depreciation,

VII- OTHER REAL ESTATE.

A* How acquired, prior mortgages, assessed valua
tion, income, taxes, expenses, interest. Ap- 

* praisea valuation, when and by whom made-

VIII* DUE FROM RESERVE DEPOSITORIES *
A. Last statement should be reconciled- If not 

possible to obtain special statement during the 
course of the examination, transcript should be 
taken from the date of the last reconcilement *
In case of active account request should be made 
that statement of account be furnished in order 
that it may be reconciled. In the case of Inact
ive accounts, regular reconcilements should be 
sent to other institutions * (Reconcilement forms 
will be furnished by the Federal Reserve Board.)

IX- OTHER RESOURCES.

A. Accrued interest not entered upon books* Esti
mate should be made of accrued interest on demand 
loans, investment:.;securities and real estate 
rentals*
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X. LIABILITIES.

A. Capital stock proof should be made from the 
stock certificate books and also stock ledger. 
Each stock certificate should be accounted for.

XI. SURPLUS * Should be checked.

XII. UNDIVIDED PROFITS.

Represents the amount of profits as shown by the 
books, plus earning accounts and accrued interest not 
entered on the books; less current expense, interest 
and taxes paid, accrued interest and taxes and expenses 
not entered upon the books and estimate of unearned dis
count. If possible, an analysis should be made of the 
Expenses and Earnings.

XIII. DUE TO BANKS

Statements should be sent to each bank with the return 
reconcilement blank; In this connection forms and en
velopes will be furnished by the Federal Reserve Board, 
Envelopes may be used only,when examination is being 
made under the direction of the Federal Reserve Board.

XIVa DIVIDENDS UNPAID.

Pro6f should be made from the cancelled checks and check 
stub book. All cancelled checks should beCaccounted for.

XV. DEPOSITS.

A. Individual.
Independent proof of ledger should be made. If 

time will permit proof should be taken of balances 
say one month back. In inspecting ledger accounts 
Examiner should be careful to see if any special 
privileges are being accorded to favored interests 
in permitting overdrafts or drawings against un
collected items. Check kiting operations. Charges 
against inactive accounts. In case it is customary 
for bank bookkeeper to take off a proof every two 
weeks or at longer periods, the examiner may check 
the machine list made by bank employees, but an in
dependent footing must be made by the examiner. It 
is better, wherever possible, to take off an inde
pendent proof.
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B* Certificate of Deposit*

Proof should be made from cancelled cer
tificates and stub book.

C. Certified checks.

Proof should be made from the certified check 
book. Arrangements should be made to have all 
certified checks which are paid during the course 
of the examination returhed to the examiner be
fore being given to bookkeepers. In this way it 
will be possible to check up the outstanding 
amounts.

D. Cashiers checks outstanding.

Proof should be made in the same manner as 
certificates of deposit. Items paid during the 
course of the examination should be inspected by 
the examiner befohe being given to the bookkeeper.

B. Savings deposits or deposits in 
interest or savings department.

If pdssible an independent proof should be 
taken df the savings ledgers. If time will not 
permit last proof taken by bank bookkeepers may 
be checked, provided an independent footing is 
made by the examiner. As a general rule, no with
drawals are permitted on these accounts except on 
presentation of pass book. Some examiners have 
made it a point to require that all pass books pre- 

. sented during the course of the examination be in
spected and balance compared by examiner or his 
assistant. Comment should be made in case the cash 
and ledgers of the savings or interest department 
are under single control.

F. Certificate of Deposit (Time)

Should be verified in the same manner as demand 
certificates.

XVI* NOTES AND BILLS REDISCOUNTED. AND BILLS PAYABLE. INCLUDING 
CERTIFICATES OF DEPOSIT. REPRESENTING MONEY BORROWED.

A communication should be addressed to the institutions
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from which loans have been obtained, requesting advice 
as to the amount of indebtedness and the assets which 
have been pledged as security therefor*

Investigation should be made in order to ascertain 
if the amount as shorn by the books represents the full 
amount of borrowings*

XVII. MORTGAGES ON BANKING HOUSE AND ON OTHER REAL ESTATE OWNED-

May be ascertained from title insurance policy or 
from abstract of title*

If papers are not on file the bank officials should 
be requested to obtain the necessary certificates to 
set forth the facts.

XVIII* OTHER LIABILITIES.

A . Accrued interest, taxes and expenses not enter
ed on the books *

Apportion to date of examination amount of inter
est due on deposit accounts, certificates of depos
its, taxes* Apportion amount taxes due on real es
tate owned and franchise and income taxes*

Expenses.

Estimate to date of examination amount of un
paid expenses, salaries, rentals, miscellaneous, 
etc.

Estimate unearned discount *

B.

C*

This is intended to represent an estimate of 
the amount which has been credited to discount 
earned but which has not yet been earned* Some 
examiners use the following method to determine 
the item;

If the average time of notes in a cer
tain bank appears to be 4 months and the 
average rate of discount the unearned 
discount is estimated at the rate of 5/6 
of lf0 of the total amount of discounts. 
That is, the banks have credited up as
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earnings in advance of actual earn
ings, an amount equal to 5/6 of 1% on 
the total discounts.
Average length of time of notes 120 days 
Average maturity at any one time 60 "
Average rate for year 5%
Monthly proportion 5/l2 of 1% — 5/l2 
plus 2
Average maturity at any one time multi
plied by average monthly rate equals 
5/6 of 1%

In connection with the examination it is customary to read 
the proceedings of the Board of Directors and Executive Com
mittee meetings. This may be dispensed with in the examina
tion by Federal Reserve examiners if it is considered advis
able to do so.

The general purpose is to make the examination thorough but 
to interfere as little as possible with the regular bank 
routine.
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Form 84

EXAMINATION OF STATE BANKS OR TRUST COHPAMIES,

CERTIFICATE OF EXAMINER

I hereby certify that I have been duly(authorized) by
(appointed )

____:.... ................... . to make an examination of the

affaire and conditions of the ■. ._____ _____________ _____________j

that on the dav of _____________  , 191 , I examined

fully into the books,papers and affairs of the said corporation 

and that the annexed report shows its true condition to the best 

of my knowledge and belief,

I further certify, from my knowledge of its affairs based 

upon such examination, that such corporation is solvent and its 

capital stock unimpaired.

Dated' _______;

Name o f Examiner-
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Jiily 22, 1915.

Regarding paragraph 8, Regulation "0" (1915) Federal Reserve Board.

SPECIAL INSTRUCTIONS TO FEDERAL RESERVE AGENTS CONCERNING RETURN TO THE 
TREASURY DEPARTMENT OF FEDERAL RESERVE NOTES UNFIT FOR CIRCULATION.

Memorandum furnished by the Division of Loans and Currency 
of the Secretary's Office*

Paper currency is unfit for circulation t

1. Fnen the notes are torn or defaced in any manner.
2. When the fxler of the paper is broken*
3. When the notes are so soiled that the engraved work 

or the silk fiber in the paper are obscured.

(NOTE) : In the latter case, the notes otherwise appear
ing to be in good condition1it is the Department's 
practice to renovate the notes through laundering)*

The following is an adaption of the methods followed by the 
Treasury Department in remitting unfit United States currency from 
subtreasuries :

First, - assort by denominations Federal reserve notes unfit for 
circulation, and separate those of each denomination into packages of 
100 notes each. Enclose each package of 100 notes longitudinally 
in a paper strap about lg- inches wide, drawn sufficiently tight to 
hold the notes in place and secured by pasting the ends together - - 
sufficient lap being allowed for this purpose* A strap of light weight 
manila paper about l̂ - X 18 inches in size is suitable. Next place a 
.paper strap about 2 inches wide transversely around the package of 
100 notes and secure it by pasting the ends together. On this strap 
set forth the name of the remitting bank, the denomination and amount 
of the notes enclosed, and the name, initials or other identifying 
mark of the counter responsible for the package - - such information 
to be repeated for the upper and lower portion of the notes- Give a 
serial letter and number to each package, the letter constant for each 
ten packages and then proceeding, the number serial for each letter. 
Place such letters and numbers on the transverse straps so as to show 
on both the upper and lower edges of the packages. This duplication
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is essential in order that when the notes are cut in halves the same 
information may appear on both the upper and the lower portions*

A package of 100 $5 notes to be remitted by the Federal Reserve 
Bank of Atlanta, strapped and marked a3 indicated will appear thus:

~  2 - 3J

No. A - 1

Longitudinal Strap

U P P E R S
Denomination $ 5____ i

Amount ....  $ 500 >

Counter ...XYZ 
6-F ATLANTA

L ' O H E E S

Denomination $ 5

Amount ..... $ 500

Counter ...XYZ .... 
___ 6-F ATLANTA
No. A - 1

Transverse Strap
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Next, punch the package of 10CL notes ( strapped and marked ) in 
four places, the center of each puncture being approximately 2-g- inches 
from the transverse edge and 3/4 inch from the longitudinal edge, each 
puncture being not less than 3/8 nor more than l/2 inch in diameter, 
and th%m cut the notes in half longitudinally. Machines performing 
these operations are in use by the subtreasuries, and except at San 
Francisco separate machines are used for punching and cutting. The 
machine at San Francisco punches and cuts in one operation and is to 
be preferred.

Next assemble the packages of no1./ half notes into bundles of ten 
and place a paper band transversely around the ten packages securing 
it by pasting the ends together. Place in one package not to exceed 
4 bundless of 1,000 half notes each and wrap transversely with a heavy 
paper band about 6 inches wide, securing same by pasting the ends* 
Bundle and strap and wrap the upper and lower halves in exactly the 
same manner but separately. Prepare a label for each complete package 
as now assembled ( 4,000 half notes uppers or lowers ), about 3 X 7  
inches in size, setting forth the name of the remitting bank, whether 
upper or lower halves of Federal reserve notes, the denomination of 
the notes and their original face value. Give each package a serial 
number ( to be the same for the corresponding packages of uppers and 
lowers )j attach the label to the wrapped package by lightly pasting 
at one end. The label on the package will appear thus :

6-F ATLANTA 

FEDERAL RESERVE NOTES 

U P P E R  H A L V E S

FOR DELIVERY TO THE COMPTROLLER OF THE CURRENCY 

Package No.____ Denomination $ Amount $__
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Next secure the package of 4.,000 half notes for shipment by placing 
one heavy fiber board about 6X7^- inches in size on the bottom and 
one on the top of the package, and draw tightly around the package 
in opposite directions strong web or canvas straps,

i
The notes will be shipped to the Comptroller of the Currency, 

Division of Federal Reserve Note Redemption, Uashington, D. C., -- the 
upper halves to be shipped one day and the lower halves the following 
day*

These instructions ai~e accompanied by a dummy' showing how 4,000 
$5 notes unfit for .circulation should be prepared for shipment. ( Only 
a portion of the straps are completed ). Of course, it is not to be 
assumed that onjy packages of 4,000 notes may be forwarded. The plan may 
•■fca'mtdilifed- f or Any .number of notes that may be sent in by Federal 
reserve agents, the only point being that each denomination be kept 
separate and in units of 100 notes and properly marked. The packages 
when ready for shipment, will carry serial numbers in duplicate on the 
packages containing the corresponding upper and lower halves. These 
numbers should run from 1 to 1000 and then repeat, and when a shipment 
is made the packages of each denomination should be listed consecutively. 
For Example : A bank remitting 10 packages of 5’s, 5 packages of 10* s
and 5 packages of 20*s would number the packages of 5*s say from 1 to 10, 
the packages of 10’s from 11 to 15, the packages of 20’s from 16 to 20, 
and the next time shipment is made the number of the packages will begin 
at 21. A schedule should be prepared for each shipment setting forth 
the package numbers of each denomination and the nominal face value of 
the notes, and should be enclosed with the shipment.

CAUTION: No pins or metal fastenings, of any description
except buckles on outside straps, or rubber bands should be 
used in preparing notes for shipment.

The fiber boards and the canvas straps received in shipments 
will be returned by the Comptroller of the Currency to the remitting 
bank.

Canceled currency is forwarded by subtreasuries by registered 
mail at a cost to the Treasury Department of 10 cents for 4 pounds weight 
for registration fee. The decision of the Postmaster General makes this 
procedure impracticable for Federal reserve notes returned as the Post 
Office Department will require payment of postage. T7here Federal re
serve agents are located in subtreasury cities it is suggested that the 
Federal reserve agents visit the subtreasury and observe the methods 
employed in preparing unfit currency for shipment.

7/26/15
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The Federal Reserve Board today sent the following letter.

July 29th, 1915.

313

Hon. H. Robert Fowler, General Counsel, 
Labors National Peace Council,
Care Hotel Hillard,
Washington, D. C.

S i r : -

Your petition filed July ninth, nineteen 
fifteen, on behalf of the Labor's National Peace 
Council, was duly received and submitted to the 
Board.

I am directed to say in reply that after 
analyzing and considering the. averments and allega
tions contained therein, the Board has concluded, 
under â dvice of counsel, that it is without juris
diction to try the case presented and that it is 
not within its power, under the laws of the United 
States, to impose by regulation the restrictions 
which you seek to have imposed upon the operations 
of either Federal reserve banks or national! banks.

Your request for a public hearing is ac
cordingly denied, I

I am further directed by the Board to re
peat the request contained in its letter to you 
dated July 21, 1915, that you furnish it forthwith 
with the names of all directors whom you charge in 
said petition with having personally profited from 
rediscount transactions of certain Federal reserve 
banks.

Respectfully,

C- S* HALLIN,'

Governor*
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STATE BANK APPLICATIONS - PROCEDURE. 
July 28, 1915...

The State bank or trust company will send its application to the Federal 
Reserve Agent*

The Federal Reserve Agent will immediately notify the Federal Reserve 
Board of the receipt of the application and then submit such applica
tion to the Counsel of the Federal Reserve Bank for his certification.

If the Federal Reserve Agent and the Governor of the Bank consider the 
standard of State examinations to be satisfactory, arrangements should 
then be made to inspect the report of the last examination of the appli
cant bank made under the direction of the State Bank Supervisor.

The Federal Reserve Agent, after securing the proper certificate from 
Counsel of the Federal Reserve Bank, will submit the application and 
report of the last State examination to a comm ttee composed of him
self, the Governor of the Federal Reserve E^nk and at least one other 
member of the Board of Directors.

If, after inspection of the State Bank report and of such other in
formation as may be obtained, the Reserve Bank Committee is prepared 
to make a favorable recommendation, it will be satisfactory to the 
Federal Reserve Board in lieu of a special examination, to have a 
certificate signed by the State supervisor, based upon the report 
of the last examination. A suggested form of certificate is attached 
to this memorandum. This certificate should be accompanied by two dup
licate copies of the report of the last State examination ( one of 
which may be retained for the files of the Federal Reserve Bank ). If 
the report is voluminous, a digest containing the material items, will 
be satisfactory. The report or digest should contain the examiner's 
comments and criticisms, a complete list of investments, giving bo?k 
and current values, bu.sed upon the last available quotations; a memo
randum of direct and indirect liabilities of officers and directors, 
and a memorandum of outside corporations under the control or oper
ated in behalf of the applicant bank.

If a special examination is recommended by the Federal Reserve Bank or 
considered desirable or necessary by the Federal Reserve Board, the Board 
will then instruct the Federal Reserve Agent as follows :

(a) To arrange with the State Supervisor to have the 
applicant bank examined by a State examiner who snail 
submit report in duplicate and a certificate of 
condition ; or

(b) To arrange with the State Supervisor to have the ap
plicant bank examined by a State examiner, in connec
tion with an examiner appointed by the Federal Reserve 
Board, upon recommendation by the Federal Reserve Bank. 
The State Supervisor should be asked to file two 
duplicate copies of the report of the examination.
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(c) That the Federal Reserve Board has arranged to designate
members of the staff of the Federal Reserve Bank to examine 
the applicant bank, or that the Board has arranged to have a 
member or members of its staff of examiners examine the bank, 
and that the certificate and report of such examiner or ex
aminers will be forwarded to the Federal Reserve Bank as soon 
c-s filed.

On receipt of the report and the certificate of the examiner or State 
Supervisor, the Reserve Bank committee will transmit the application 
with its report and letter of recommendations to the Federal Reserve 
Board.

The Board will, on the basis of the application and information con- 
tained therein, the certificate and the report of the examiner or of 
the Bank Supervisor, and report and recommendation of the Committee 
of. the Board of Directors, approve or disapprove the application.

The Federal Reserve Agent \vill be duly advised as to the action taken 
by the Board. Duplicate copies of the letters addressed to appli
cant tanks will be transmitted to the Federal Reserve Agent.

- 2 -

ROTE: Suggestions as to the points to be considered in connection ’with the
special examination cf such banks applying for membership will be 
sent to the nembersbof the staff who have been recommended for desig
nation as special examiners.

■ /'- 2 A  3.
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Ex-officio members

WILLIAM G. McADOO
Secretary of the  Treasury  

CHAIRMAN

JOHN SKELTON WILLIAMS
Co m ptroller  of the  c u rren c y

S i r

There has been frequently in past seasons a congestion of 

farm products accompanied usually by high money rates, or at times 

by actual difficulty in obtaining the necessary funds and credits 

for moving these crops. These conditions have been met for several 

years past by deposits made with banks by the Secretary of the 

Treasury for crop moving purposes, and last year by the further ex

pedient of the issue of emergency currency authorized under the 

Act of May 30, 1908 as amended, now expired by limitation* The 

Federal Reserve Act makes provision for meeting the demand for crop 

moving funds and is intended to guard against a recurrence of past 

stringencies^ In order to forestall any possibility of congestion 

of crops this fall or lack of accommodation to move them, the Board 

calls the attention of all Federal Reserve Banks to the provisions 

in the Federal Reserve Act which have a special bearing on this 

subject.

Section 13 of the Act, hereinafter quoted in full, gives 

specific permission for the rediscounting for member banks of notes, 

drafts, and bills of exchange secured by staple agricultural products, 

The manifest intent of this provision is to enable producers to market 

their crops in a normal and effective manner. In view of the large

FEDERAL RESERVE BOARD
WASHINGTON

W. P. 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
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SHERMAN P. ALLEN. ASST. SECRETARY 

and  Fisc al  Agent
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surplus reserves now held by the Federal Reserve Banks, by member banks 

and by other banks throughout the country, there should be no difficulty 

in affording the producers the assistance necessary to enable them to 

market their products in volume corresponding to the power of the 

trade to absorb them. In order to accomplish this end, it is sug

gested that Federal Reserve Banks adopt a definite policy with re

ference to rediscounting paper secured by documents in satisfactory 

form evidencing the ownership of stored agricultural products* Through 

such a policy, together with proper methods of warehousing, Federal 

Reserve Banks can be a potent factor in assisting the normal movement 

of staple agricultural products from the field to the factory, or to 

the consumer. It is recommended that regulations governing the redis

count of notes covering advances on such products be issued by such of 

these Federal Reserve Banks whose members are actively engaged in fin

ancing the movement of such crops to the market. In so doing the object 

in view should be to assist effectively, as above pointed out, in the 

normal movement of such products - in orderly transfer to the consumer. 

The carrying of products in behalf of speculators is not permitted under 

the law, and'member banks can not certify the notes of speculators as 

eligible since the Act does not allow the rediscounting of notes, drv ts 

or bills of exchange covering " merely investments.”
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Special attention is herewith directed to the marketing of the 

cotton crop. While the yield of corn, wheat and other cereals promises 

to be large, there is every reason to expect that these products will 

find a market in an orderly way. Cotton, however, is peculiarly sensi

tive to abnormal conditions such as now exist in pur export trade, and 

it is clearly in the common interest that credits based upon this crop 

be protected as far as possible from the danger of demoralization such 

as existed during the autumn of 1914. No staple commodity is subject 

to greater variations in price than is cotton, which during the past 

twelve years has shown, according to figures based upon official quo

tations on the New York Cotton Exchange, an average annual fluctuation

of 5.38 cents per pound, the maximum price range during any year of ♦
this period being 10.40 cents per pound in 1904, and the minimum range 

2.65 cents per pound in 1906. It should be noted, however, that with 

two exceptions, there has been no very great difference in the average 

price, of cotton for each of these twelve years, the exceptions being 

the year 1905 when the average price during the year in New York was 

9.80 cents per pound, the lowest of the twelve-year period, and the 

other being the year 1910 when the average price per pound was 16-45 

cents; but the average price for the entire twelve-year period was 

12 cents per pound. Sudden and violent fluctuations are clearly to 

the advantage of neither the loaning banks, the producer, the manu-

*
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facturer nor the consumer. They offer on the contrary an inviting 

field for the speculator, and should the Federal Reserve System,, in 

making possible the more normal movement of the crop, be a contrib

uting factor in reducing these fluctuations, it would have accomplished 

a great public good.

.It is, therefore, recommended that, in pursuance of the policy 

already indicated, the Federal Reserve Banks communicate with their mem

bers, and with others who may be interested, for the purpose of direct

ing attention to the steps which must be taken to secure the necessary 

cooperation. It is suggested that the Federal Reserve Easiks point ut 

to their members, and to ‘the public generally, that these v.'ho are en

gaged in cotton production, if they intend to take advantage of the 

facilities offered by the banks for carrying cotton, should begin at 

once to arrange for its proper storage and insurance as rapidly as 

ginned. Federal Reserve Banks should particularly point out to their 

members that they are prepared to rediscount the notes of farmers and 

merchants secured by proper warehouse receipts for cotton and accom

panied by evidence of insurance. Member banks offering these notes 

should be prepared to state the grade and market value of the cotton 

securing paper, and- the notes should be of the usual collateral 

form, providing the right to call for additional security in event 

of material decline in the market value. The amount to be advanced 

per bale would be left primarily to the judgment of the member bank.
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It is further suggested that Federal Reserve Banks in the 

cotton states should call attention of their members to the desirability 

of reserving storage space in localities where warehouse facilities are 

inadequate, for such cotton as will be used as security for loans, While 

there is not sufficient warehouse capacity in the south to provide stor

age at any one time for the entire cotton crop, it is believed that there 

are ample facilities for the proper storage of all cotton that is likely 

to be pledged as security for loans. In a normal movement of the cotton 

crop warehousemen at concentrating points, estimate that the maximum stor

age required will not exceed 20 per cent of the total receipts for the 

season. It should be made plain also that compliance with the essential 

features of the plan herein outlined, modified as circumstances may demand, 

will be necessary for the normal marketing of this year’s crop for the

proper protection of those who are interested in its movement whether 

banks, producers or manufacturers.

While there seems no reason to believe that the world*s 

present and potential supply of cotton is out of proportion to re

quirements during the next twelve months, it is nevertheless important, 

because of our lack of adequate shipping facilities as well as re

strictions brought about by the war upon free exports to all countries, 

that ample means be provided for the proper handling and effective 

marketing of cotton.

Similar steps may properly be taken by Federal Reserve Banks 

whose members are likely to be called upon to finance other agri
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cultural products, wherever there is available a system of warehouses, 

elevators or other approved means of storing and certifying to given 

quantities of staple agricultural products.

The Board calls particular attention to Regulation "P", re

cently issued, with reference to the subject of " Trade Acceptances "♦ 

Such trade acceptances, when growing out of transactions involving 

the movement of staple agricultural products and being endorsed by a 

member bank, are eligible for rediscount with a Federal reserve bank 

in the manner indicated in said regulation, aad their use should aid 

materially in the marketing of the crops of the country during the 

coming autumn*

The Board will be prepared from time to time to pass, upon such 

special phases of the crop moving problem as member banks may present to 

it through the Federal Reserve Agents, who are brought into contact with 

the special conditions prevailing in the various sections of the country, 

and it will adapt existing regulations to such conditions as may have to 

be met in facilitating the normal and economic movement of the staple 

agricultural products of the country.

Please regard this letter as confidential until dt is pub

lished - probably in morning newspapers of August 3rd

Respectfully,

Governor*

Mr *
Chairman, Board of Directors, 

Federal Reserve Bank of
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F E D  E R A L R E S E R V E A C T .

SECTION 13.

Powers of Federal Reserve Banks.

Any Federal reserve bank may receive from any of its 
mexaber banks, and from the United States,, deposits of current 
fundssin lawful.money,, national-bank notes, Federal reserve notes, 
or checks and drafts upon solvent member banks payable upon pre
sentation} or, solely for exchange purposes, may receive from other 
Federal reserve banks deposits of current funds in lawful money, 
national-bank notes, or checks and drafts upon solvent member or 
other Federal reserve 'banks, payable upon presentation.

Upon the indorsement of any of its member banks.with 
a waiver of demand, notice and protest by such bank, any Federal 
reserve bank may discount notes, drafts, and bills of exchange 
arising out of actual commercial transactions; that is, notes, 
drafts, and bills of exchange issued or drawn for agricultural, 
industrial, or commercial purposes, or the proceeds of which have 
been used, or are to be used, for such purposes, the Federal Re
serve Board to have the right to determine or define the character 
of the paper thus eligible for discount, within the meaning of 
this Act. Nothing in this Act contained shall be construed to 
prohibit such notes, drafts, and bills of exchange, secured by 
staple agricultural products, or other goods, wares, or merchan
dise from being eligible for such discount ; but such definition 
shall not include notes, drafts, or bills covering merely invest
ments or issued or drawn for the purpose of carrying or trading 
in stocks, bonds, or other investment securities, except bonds and 
notes of the Government of the United States. Notes, drafts, 
and bills admitted to discount under the terms of this paragraph 
must have a maturity at the time of discount of not more than ninety 
days : PROVIDED, That notes, drafts, and bills drawn or issued fox
agricultural purposes or based on live stock and having a maturity 
not exceeding six months may be discounted in an amount to be limited 
to a percentage of the capital of the Federal reserve bank, to be 
ascertained and fixed by the Federal Reserve Board.

Any Federal reserve bank may discount acceptances which are 
based on the importation or exportation of goods and which have a 
maturity at time ox discount of not more than three months, and in
dorsed by at least one member bank. The amount of acceptances «o 
discounted shall at no time exceed one-half the paid-up capital stock 
and surplus of the bank for which the rediscounts are made.

The aggregate of such notes and bills bearing the signature 
or indorsement of any one person, company, firm, or corporation re
discounted for any one bank shall at no time exceed ten per centum of 
the unimpaired capital and surplus of 3aid bank; but this restriction 
shall not apply to the discount of bills of exchange drawn in good 
faith against actually existing values.
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Section 13 continued

-2-

Any member bank may accept drafts or bills of 
exchange drawn upon it and growing out of transactions involv
ing the importation or exportation of goods having not more 
than six months sight to runj but no bank shall accept such 
bills to an amount equal at any time in the aggregate to more 
than one-half its paid-up capital stock and surplus.

Section Fifty-two Hundred and Two of the Revised 
-■ Statutes of'the United States is hereby amended so as to read

as follows : No National Banking Association shall at any time
, be indebted, or in any way liable, to an amount exceeding the

amount of its capital stock at such time actually paid in 
and remaining undiminished by losses or otherwise, except on 
account of demandgof the nature following :

First. Notes of circulation.
Second, Moneys deposited with or collected by 

•* the association.
Third. Bills of exchange or drafts drawn against 

money actually on deposit "to the credit of the association,or due 
thereto.

Fourth. Liabilities to the stockholders of the asso
ciation for dividends and reserve profits.

Fifth. Liabilities incurred under the provisions of 
^ the Federal reserve act-

The rediscount by any Federal reserve bank of any bills 
receivable and of domestic and foreign bills of exchange and of 
acceptances authorized by this Act, shall be subject to such re
strictions, limitations, and regulations as may be imposed by 'Ijhe 
Federal Reserve Board.

7/30/l5
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mi SUMMARIZED STATELIEST OF SALARIES OF OFFIOERS A1TD EMPLOYES OF FEDERAL RESERVE

1“ Boston H .  Y . Phila. Cleve. Richm. Atlanta Chicago St.Louis llinnls. Kan.Cy. Dallas S.Fran.

Total Payroll,
Senior Officers $31,200 58,000 "35,000 |30, COG 20,000 20,700 50,000 :;46,700 -27,000 127,000 : 34,400 i 39,700

Total Payment,
Junior Officers 5,100 23,100 8,700 10,900 9,050 9,100 7,300 8,300 7,300 5,640 8,200 7,200

Totc.1 Payroll, Clerks, Etc. • 15,100 51,788 33,284 25,820 19,620 18,504 38,046 27,100 15,2C0 26,360 22,800 18,270

GRAND TOTAL PAYROLL $51,400 142,888 76,984 56,720 48,670 48,304 95,346 82,100 49,500 59,000 64,400 65,170

Total Humber Officers 
and Employes 22 60 45 31 27 28 47 39 21 36 32 23

Per cent. Salaries Senior 
Officers to Total Salaries 60.70$ 47.59$ 45.46$ 44.96$ 41.09$ 42.85$ 52.44$ 56.88$ 54.54$ 45.76$

1
52.60$ 60.92$

Per cent. Salaries Junior 
Officers to Total Salaries 9.93$ 16.16$ ' 11.30$ 16.34$ 18.59$ 18.84$ 7.66$ 10.11$ 14.75$ 9.56$ 12.54$ 11.05$

Per cent, Salaries Clerks, Etc. 
tc Total Salaries 29.37$ 36.25$ 43.24$ 38.70$ 40.32$ 38.31$ 39.90$ 33.01$ l—

1
o
•

OCO 44.68$ 34.86$ 28.03$

Percentage Relation, Total Pay
roll to Total Paid-in Capital 
of Bank 1.07$ 1,32$ 1.43$ 1.12$ 1.45$

1 ! ! 
to

f 
*

j 
o

L .

1.44$ 2.93$ 2.04$ C
O

• O n 2.37$

i

1.64$

r r i
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F E D E R A L  R E S E R V E  B O A R D  
V A S H I N G T O H

July 29th, 1915,

To the Federal Reserve Board,

Uashingtoru

G e n  tl.fi m e n  • —

As directed "by the Board, I have prepared and sub

mit herewith a summary of the payrolls of officers and employes 

of the various Federal Reserve Banks,

The largest number of officers and employes is to 

be found in the Nev; York Bank, totaling 60; and the smallest 

number is found in the Bank of Minneapolis, where there are 

21. Tho total annual payroll varies from $142,888. at 

Nev; York to $45,304. at Atlanta.

The percentages which I have added are interesting 

in showing:

First:
The relation of overhead, or supervisory expenses 
to the clerical work of the Banks. I have divided 
the officers* payrolls into Senior and Junior of
ficers and have put clerks by themselves. It ‘will 
be noted that the percentage of senior officers’ 
payrolls to total payrolls vary from 60.92$- at San 
Francisco, to 41.09$ at Richmond, whereas the jun
ior officers’ payrolls vary from 18.84$ at Atlanta 
to 7.66$ at Chicago.

Second:
It will be observed that the clerical payroll forms 
a relatively small proportion in most cases and in
dicates a rather high cost of supervision,-which 
would properly be the subject of criticism if the
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Banks were doing their full share of "business; for 
it is obvious that until the Federal Reserve Banks 
do their normal volume of business, the percent
age of official 3taff to clerical staff will neces
sarily be very high. The Banks at Kansas City 
and St. Lou'S are the only Banks which are doing 
much in the way of clearing, and on account of 
their Transit Departments, they have rather 
large clerical payrolls.

So far as I have been able to determine, there is 

no better basis ox comparing expenses ana earnings, payrolls, 

etc., of the Various Federal Reserve Banks than the paicl-ir. 

capital of those Banks. This would give us a uniform yard

stick by which all figures could be compared. I have there

fore shown in the last line of the Statement the percentage 

relation of the total payroll to the paid-in capital of each 

Bank, and you will notice that this varies from 1.07% at 

Boston to 2.93$ at St. Louis.

Respectfully submitted,

F. A, DELANO,

Vice Governor,
Chairman of Committee on 
Staff and Organization.

8/2/15
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CONFIDENTIAL,
329

August 5, 1915»

Sir:

In your letter of August 4, 1915, you have raised 
the question whether a national bank nay legally enter 
into an agreement under which it obligates itself for 
a specified period to accept drafts drawn upon it and 
growing out of transactions involving the importation 
or exportation of goods having not more than six months 
sight to run*

The opinion of July 9, 1915, upon which your let
ter to Mr. Strong was apparently basedj related to 
the right of a national bank to accept a draft which , 
it was obligated to renew at maturity, such obligation 
being, as stated in the opinion, "written on or accom
panying such acceptance." Such an agreement would in 
substance be equivalent to an acceptance for a period 
longer than six months and therefore illegal, because, 
being written on or accompanying the draft, it would 
become a part of the acceptance and bind all parties, 
including the holder, to the renewal.

The question now presented is not a question of 
the renewal of the draft itself because it is not con
templated that the holder be bound in any way and be
cause the original draft must be paid at maturity in 
the usual manner. The question presented is just as 
stated above, namely, whether a national bank may en
ter into an agreement, in the nature of a revolving 
letter of credit, under which such bank obligates it
self for a certain period of time to accept up to a 
certain amount all drafts drawn upon it, such drafts 
being of the kind and maturity required by the Federal 
Reserve Act.
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An agreement of this character involves not an 
obligation upon the bank to renew a particular draft, 
such renewal to bind all parties> including the holder, 
but rather involves an obligation upon the bank for 
the benefit of the drawer to extend its acceptances 
credit for the period of time specified in the agreement.

The principles applicable to this question were 
fully discussed in an opinion, dated June 29, 1915, 
to which your attention is respectfully directed, and 
in the answer to the first question in the opinion of 
July 9, 1915, in which it was stated that a national 
bank could contract to accept in the future.

It is well, settled that a corporation can exer
cise only those powers specifically granted by law and 
such powers as are incidental to those thus granted. 
Section 13 of the Federal Reserve Act authorises a 
national bank to accept drafts and bills of exchange 
of a specified hind. Section 5136, subsection third, 
Revised Statutes, authorizes such banks to "make con
tracts, " such authority evidently being intended to 
give the right to contract to do those things which 
are authorized by lav;. The power to contract must, 
therefore, give a national bank the power to enter into 
an agreement to accept drafts or bills of exchange 
drawn upon it provided they are of the kind and matur
ity demanded by Section 13.

Consequently, it seems clear that a national bank 
may enter an agreement by which it binds itself for a 
specified period, under its power to contract, to ac
cept drafts in the future, provided that each draft is 
of the requisite maturity and that the obligation to 
give further credit does not attach to the draft it
self.
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Under such a general agreement the dranor could 
at maturity of a certain draft, demand an extension 
of the bank's credit in the form of another acceptance, 
provided the aggregate of such acceptances outstand
ing shall not exceed the amount authorized under the 
letter of credit, but such extension -■:ould not bind 
the holder of the original acceptance ’which must be 
paid at maturity in the usual manner. So, also, a 
national bank could at the time of accepting a part 
ticular draft agree to extend its credit at the maturity 
of the original draft, if, as stated above, such an 
agreement covers merely the drawer and the drawee and 
does not attach to the draft itself in such a nay as to 
bind the holder thereof.

It is absolutely essential to allow national banks 
to utilize this form of acceptance credit in a manner 
which will enable them successfully to compete with 
other more firmly established acceptance houses. It 
is to the interest of both the banks and their customers 
that acceptance transactions be handled in the manner . 
demanded by established custom and clearly authorized 
by law, otherwise the purpose of the Act and the intent 
of Congress would be frustrated.

Respectfully,

G. L. HARRISON,

Assistant Counsel.

Hon. Charles S. Hamlin, 
G o v e r n o r .

8/16/15.
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CONFIDENTIAL 330

July 24, 1915.

HEHORA/DUL-l on t h e rig h t of t h e f e d e r a l r e s e r v e b o a r d to re*
STRICT THE REDISCOUNT BY FEDERAL RESERVE BANKS OF ACCEPTANCES 
BASED ON THE EXPORT OF MUNITIONS OF TAR„

The question has been raised whether the Federal Reserve 
Board has the right, under the power to regulate, to restrict 
the rediscount by Federal Reserve Banlgs of acceptances based 
on the export of sar materials.

Section 13 of the. Federal Reserve Act provides that "Any 
Federal Reserve Baik may discount acceptances which are based 
on the importation or exportation of goods and 7hich have a 
maturity at tu e of discount of not more than three months, and 
indorsed by at least one nenber bank."

It is evident that an acceptance to be eligible for redis
count under the provision herein quoted rust be based on the 
importation or exportation of goods. Congress, however, in 
defining this power of the Federal Reserve Banks, has made no 
restriction whatever on the character or quality of the goods 
exported. The sole lu itation m  this connection is that the 
acceptance be based on the importation or exportation of goods, 
and, if it covers such a transaction, it ijay, under the ten s of 
the Act, be redisrounted by the Federal Reserve Brnk irrespec- 
tive of the kind, duality, or ultmate use of the goods so 
exported or ii'ported, provided, of course, that the acceptance 
also possesses the requisite indorsement and maturity4

It is also provided in Section 13 that "The rediscount 
by any Federal Reserve Bank of any bills receivable and of 
domestic and foreign bills of exchange, and of acceptances 
authorized by this Act, shall be subject to such restrictions, 
limitations, and regulations as »ay be imposed by the Federal 
Reserve Board", and it night be argued, therefore, that the 
Board has the right under this provision to issue a regula
tion to the effect that only those acceptances .hich are based 
on the export of non-contraband goods shall be eligible for 
rediscount. Such a regulation, even if intended by Congress, 
would be unconstitutional as a ligislative act.

Many cases of the United States Supreme Court have clearly 
settled the principle that the po1 er of an administrative body, 
such as the Board, to regulate or to lrpose restrictions or 
Imitations on those rights or powers authorized by an Act of 
Congress is linted to the re re administration of such Act, to
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the raking of regulations which rill make the rail of Congress 
operative and effective. Any regulation which either unduly 
restricts or enlarges the powers or privileges conferred by 
Congress is void and of no effect, because an unconstitutional 
exercise of a purely legislative function.

Congress has specifically authorized the discount of 
acceptances based on the exportation or importation of goods,
If the Board should pass a regulation requiring that such 
banks should discount only acceptances based on the exportation 
of non-contraband goods, it would seen that it mould thereby 
improperly restrict the authority given by Congress itself.
If it were legitimate to make such a regulation, the logical 
consequences would be that the Board could, if it caw fit, 
regulate that acceptances laced on the export of goods other 
than vegetable products should not be discounted, or that 
.acceptances based on the export of goods other than works 
of art should not be discounted; or, reductio ad absurdun, 
that acceptances based on the export of goods other than pea
nuts should not be rediscounted. Such a power, if conceded, 
would enable the Board under the- guise of administration,

, completely to nullify the provisions of the Act, and its
exercise would be clearly unconstitutional.

It is to be noted incidentally that if the Board has the 
right, under the power to regulate, to restrict the discount 
of acceptances as previously indicated, it may also similarly 
limit the discount of commercial paper to paper the proceeds 
of which are tc be used, for instance, for certain limited 

‘ agricultural pursuits.

Uhat then does this .power to regulate involve? As in
dicated by the cases decided in the Supreme Court, tho power 
to regulate confers on the body possessing it the right to 
make any regulation which will conduce to the effective 

r operation and administration of the law as passed by Congress.
Any regulation, however, which not only fails to promote an 
effective administration of that law, but rather tends to 
nullify it in whole or in part, is not such a regulation as 
may be ligitimately promulgated by any administrative body 
of the government.,

*. It seem3, therefore, that the Board can not restrict tho
rediscount of acceptances to those accept?.nce3 which are based 
on any particular class of goods, or to acceptances based 
on goods being transported to any particular place or country. 
Such a regulation would be a discrimination clearly not con
templated by Congress, and one which might well provoke just 
criticism of the Board.
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There seems to be no doubt, however, that the power of the 
Board to regulate the discount of acceptances confers igpon it 
not only the power but also the duty to make certain restric- 
tions, such as upon The total amount of acceptances rediscounted 
by any particular bank or banks, if it is seen at any par
ticular time that the assets of any such bank or banks should 
be conserved for other more argent needs. The whole purpose 
of the Act demands that the Board possess such regulatory 
power in order to make effective the machinery provided by 
the Act for affording means of moving crops, for instance, 
or for preventing financial panics.

Such a gensrr.l power, however, hac no relation to, and 
does not include the right to exclude a particular class of 
paper which could not be classified separately on any ground 
of financial policy, or for any reason1 except perhaps to satisfy 
the complaints of certain persons inspired only by their own 
personal or emotional prejudices.

In any event,, it is very certain that under the present 
regulations of the Board, any federal Reserve Bank may dis
count acceptances based on the exportation of goods, whether 
war materials or not^ and it does not seem, for the,- reasons 
indicated, that the Board can legally issue a new regulation 
which would impose any restriction operating as a discrimination 
against any particular class of goods such a.3 war materials*

Attention is respectfully directed to Mr, Elliott*s 
opinion, filed with the Board, which deals more generally with 
the broader question of the status of the Federal Reserve Banks, 
and with the question of the neutrality of the Unites States 
government in this matter.

G. L. HARRISOiv,

Assistant Counsel.

8/l6/l5.
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August 12, 1915

At the request of Mr. Harding, I have examined 
that part of Section 14, of the Federal Reserve Act 
which relates to the establishment by Federal reserve 
banks Of foreign agencies with a view of determining 
whether the several Federal reserve banks cay jointly 
establish one agency in a foreign country, each bank 
to assume responsibility for such proportion of the 
business conducted by the agency as cay be agreed 
upon in advance.

Section 14, in enumerating the powers of the 
Federal reserve banks, provides in paragraph (e) that 
every Federal reserve bank shall have power

"So establish accounts with other Federal 
reserve banks for exchange purposes and, with 
the consent of the Federal Reserve Board, to 
open and maintain banking accounts in foreign 
countries, appoint correspondents, and establish 
agencies in 3uch countries wheresoever it nay 
deem host for the purpose of purchasing, selling, 
and collecting bills of exchange, and to buy and 
sell with or without its indorsement through 
such correspondents or agencies, bills of ex
change arising out of actual commercial trans
actions which have not more than ninety days to 
run and which bear the signature of two or more 
responsible parties."

This section specifically authorises each Federal 
reserve bank to establish agencies in foreign countries 
wheresoever it may deem best, such agencies to be for 
the exclusive purposes expressed in paragraph (e), 
quoted above.

The question presented for consideration is mero- 
ly whether the Federal reserve banks, in exercising 
the authority vested in each one of them individually, 
may jointly establish the same agency.
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It is clear that Congress has intended to make 
a distinction throughout the Act between a branch and 
an agency. Therefore, though it is true that two 
national banks each of which is authorized by Seciidn 
25 to establish foreign branches, could not jointly es
tablish one branch; nevertheless, there is no inherent 
objection, as a ratter of law, in having two or more prin
cipals appoint the sara agent to do an authorized act or 
in havihghthe sara agent execute ono act for the bonofit 
of joint principals.

Soction 3 of tho Act providos for the establishment 
of brandhos of the various Federal reserve banks with
in the districts in which they are located. These 
branches are to be operated by a separate board of di
rectors under rules and regulations approved by the 
Federal Reserve Board. Generally speaking, each 
"Drench” shall exercise the same functions, within the 
territory to which it is designated, as the parent 
bank does in the rest of the district. Joint branches 
of Federal reserve banks would be impossible if only 
because the Federal Reserve Act specifies that branches 
of such banks must be located in the sara district as 
the bank itself.

Section 25 authorizes national banks possessing 
a certain capital and surplus to establish "branches" 
in foreign countries, but no two or more national banks 
could legitirately establish a joint branch, even 
though each is permitted by the Act separately to form 
a branc$.

A "branch," as tho namo implies, differs from an 
* agoncy in that it is an intogral part of tho bank it-

solf, and its powor to transact businoss is dorivod 
not from any specific authority givon to it by its 
parent bank, but' rathor from tho provision of law • 
applicable to it bocauso it is a branch or an actual 
part of the paront corporation. It sooms impossible 
thoroforo to concoivo of ono "branch" boing an integral 

» part of two corporate units which are in law separate
and distinct from one another.

Section 14, however, in providing for the opera
tions of a Federal reserve bank in foreign countries, 
specifies that such bank shall establish not a branch
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but an agency for the purpose not of performing all 
the functions authorized the parent bank, but rather 
for the more lirited purpose of purchasing, selling, 
and collecting bills of exchange. Zn this case the 
bank appoints agents trith authority to exercise these 
particular, specified functions. Such an agency is 
not a part of the bank itself but merely acts for and 
m  its behalf in the manner and for the sole purposes 
~hich the bank directs, and it can not therefore be 
considered a nbranchn m  the sense in uhich that tern 
is generally used, nor is it subject to the sane prin
ciples of la.T«

As previously stated, there is no principle m  
the lat of agency rhich tfould prohibit too or core 
banks from appointing the srxn agents to do certain 
authorized acts. If the various Federal reserve banks 
desire to avail themselves of this right there Trould 
seen to be no ground for refusing it, and particularly 
as it eight 'Tell be a more effective and a core econom
ical ray of carrying out this intent of Congress.

The principle involved is no different fron that 
applicable to transactions engaged m  every day by na
tional banks such as participation loans. Each bank 
is by lar authorized separately to make loans on personal 
security and there is no mention in the latr of a joint 
loan, but ? fair and reasonable construction fully 
justifies such joint transactions. So it “mild seem 
in the case novr under consideration that Federal re
serve bonks ray, under the terms of the Federal Re
serve Act, estrblish a joint agency in a foreign country*

it T/Ould seem to be necessary, horever, if the 
various Federal reserve banks avail themselves of 
this right, that they clearly define the scope of the 
power authorized their agent and agree in advance as 
to rhat proportion of the acts performed by the agent 
trill be attributable to each bank.
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I have communicated v;ith Mr. Elliott by long dis
tance and he agrees fully rrith the conclusions Gtated 
above, but suggests that there might possibly be cer
tain difficulties in the matter of bookkeeping., but 
that vrould seem to be a difficulty for the solution 
not of the Board but of the banks themselves.

Respectfully,

a. L. HARRISON,

Assistant Counsel.

Honorable U. 0, McAdoo,

North Haven, Maine.

8/16/15.
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Conditions relating to domestic acceptances, and 
to branch banks for certificates of approval of applications 
of State banks and trust companies.

(1) The following condition will be inserted in all
certificates of approval:

"That, except with the approval of the Federal 
Reserve Board, there shall be no change in the gen
eral character of the assets of, or broadening in
the functions now exercised by the________________ •
such as will tend to affect materially the standard 
now maintained and required as a condition of mem
bership."

(2) The following condition trill be inserted in all cases
where the applying bank or trust company is authoriz
ed by its charter or laws of the state in which it 
is located to accept domestic drafts:

"That the_________________________shall in no
case accept a domestic draft or bill of exchange 
unless it is tased on a transaction covering the 
shipment of goods, such transaction to be evidenced 
at the time of acceptance by accompanying shipping 
documents, or unless it is secured by a warehouse 
receipt covering readily marketable staples and 
issued by a warehouse independent of the borrow
er or by the pledge of goods actually sold, and pro
vided, further, that such bank shall not accept 

, drafts or bills of exchange of any kind, domestic 
or foreign, to an amount which exceeds at any time 
in the aggregate more than one-half of its paid-up 
and unimpaired capital stock and surplus, except that 
the Federal Reserve Board may authorize such bank to 
accept such drafts and bills to an amount not to 

' exceed its capital stock and surplus.'1
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(3) The following condition rill he inserted in all case.* 
where the applying hank or trust company is author
ized hy its charter or the laws of the state in which 
it is located to establish branches:

"That the establishment of additional branches, 
domestic or foreign, be subject to tho approval of 
the Federal Reserve Board."

Conditions (2) and (3) should not be inserted unless the 
applying bank has the legal right to accept domestic drafts or 
to establish branches at the ties of admission. If, however, 
the state law subsequently authorizes either domestic acceptancec 
or branch banks, the member bank could not at that time under the 
provisions of condition (l) avail itself of either privilege 
except with the approval of the Federal Reserve Board. Condition 
similar to (2) and (3) should be imposed when that subsequent 
approval is given but not before.

8/24/15

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



V 566
W. P. 6. HARDI44. aaVIINOR 
PAUL M. WARBUR8. ViCf COVIIHOR 
FREDERIC A. DELANO 
ADOLPH C. HILLER
CHARLES 8. HAHLIH
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S H E R N A N  P . A L L E N . ASST.SECRETARYCOMPTI mi

AMO FISCAL ASEHT

WASHINGTON ADDRESS REPLY TO

339 • FEDERAL RESERVE BOARD

August 25, 1915i

o i r

The Federal Reserve Board and the Comptroller of the 

Currency have considered the question “whether a national bank 

can enter into an agreement under v.-hich a line of acceptance:, 

credit nay be given by such bank, the credit extending for a 

period of nine months but the individual drafts dra*m upon the 

accepting bank to be payable at ninety days* sirht and not to 

exceed the total amount specified in the letter of credits

In this connection the Federal Reserve Board after 

consulting its Counsel wrote Mr. Benjamin Strong, jr;, Governor 

of the Federal Reserve Bank of Ne‘;; York, in substance that a 

national bank is authorized to enter.into an agreement having 

more than six months to run, by tho terms of v/hich it obligates 

itcelf for a period of time specified in the agreement, to ac

cept dr?„ftn drawn upon it, provided such drafts grow out of 

transactions involving the importation or exportation of goods 

and that the individual drafts have not more than six months'

sight to run.

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



CiO

The restrictions of Section £3 of the Federal Reserve Act 

Yiould, of course, lic it  the total amount of acceptances cade by any 

one bank,, including those described, to an ar;.ount equal in the aggre

gate to not core than one-half of the paid up and unimpaired capital 

stock and surplus of the neiab9r bank, except that by authority of the 

Federal Reserve Board, under renerai regulation of the Board, a mem

ber bank ray accept for a.n amount not to exceed the amount of its 

capital stock and surplus.

It is, of course, understood that the ten per cent licift'if^ 

tation imposed by Section 5200 of the United States Revised Statutes 

is not intended to apply to the core acceptance of a b ill of ex

change, but the Board is of the opinion That the provisions of 

Section 5200 of the United States Revised Statutes would apply to 

the indebtedness arising bat'.veen the drawer of the b ill and the ac

cepting bank in case the drc/.xr failed to furnish funds with which 

to meet the acceptance at maturity.

It. should also be understood that the limitation of six 

months specified under Section 13 of the Federal Reserve Act applies/^ 

to the draft but is not construed by the Board a3 applying to the afggrei 

cent or letter of credit under which the draft is drawn. This limita

tion of six months does, however, apply to specific drafts drawn under

2 - 339
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such agreements or letters cf credit, and consequently, if the 

terv.’.c of the agreement cr letter of credit imposed upon the holder 

for value of the draft any. obligation to renew such draft at ma- 

turity so that the original draft with the renev^l thereof rould 

remain an obligation of tho accepting bank for a period exceeding 

oix months, such agreement would be ultra vires*

The distinction which the Board desires to emphasize in 

connection with this ruling,is this: IThile a letter of credit or

.credit agreement ray lawfully be made by a national bank which will 

extend by its terms for a period exceeding six months, the agreement 

must not be of ouch a character asgwill impose upon the holders of 

drafts i-ccc"5tec thereunder any obligation to renew such drafts so 

that the period of acceptance 3hall exceed six months in duration fp 

as to any specified draft.

Very respectfully,

Governor,

Chairman, Board of Directors, 
Federal Reserve Bank of

8/24/15,
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PRESS STATEMENT.

September 3, 1915,

The Federal Reserve Board has adopted regulations authorizing Federal 
Reserve Eank3 to give special rates for rediscount on commodity paper i.e ., 
promissory notes having not more than 90 days to run v/hich are specifically 
secured by warehouse receipts for staple and readily marketable commodities 
ci a non-perishable character, properly insured. It is believed that pre
ferential rates on this class of paper " i l l  be of especial service at this 
time in aiding in the gradual and orderly marketing of the cotton and other 
crops. In order that producers may be directly benefited by the lev/ rates 
authorized, the Board has made it a condition that paper offered by member 
banks for rediscount at the preferential rate, shall bo paper on v/hich the 
makers have paid or have contracted to pay in the way .of interest or dis
count, including commissions, a rate of not exceeding 6$ per annum. The 
Secretary of the Treasury has announced hi3 intention of making deposits 
in the Federal reserve banks which are located in the cotton growing sec
tions, in order that they may have enlarged resources to assist the crop 
situation.

Nhile it is gratifying to note that a large number of member banks 
throughout the southern states have announced their intention of making 
loans on cotton at rates not to exceed 6$ interest, yet there are many 
banks which hesitate to make any material reduction in the rates they h?.ve 
been in the habit cf charging on such loans. The Board feels, therefore, 
that by making the preferential rates on commodity paper apply only to 
notes v/hich have been taken by member banks at rates not exceeding 6$ per 
annum, the banks will be encouraged to do their part in promoting orderly 
methods of crop marketing, and to a greater extent than would otherwise be 
the case. The benefits of the Federal Reserve Act were intended by 
Congress to apply to those having dealings with banks as well as to the 
banks themselves.

A rate of 3$ for special "commodity paper" has boon proposed by the 
Federal reserve banks of Atlanta and Dallas;Oto v/hich the substance of 
the proposed regulation hc.d been communicated and this 3$ rate was ap
proved at the meeting today. This means thali the member bank v/hich 
applies for a rediscount of paper secured by properly insured staples 
will obtain the funds asked for at 3% provided that the total charge made 
by such member bank to the maker of the paper did not originally exceed 
6$ per annum including commission.

The new regulation and circular on this topic are as follows:
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FEDERAL RESERVE BOARD *

Washington, D. C*, September 3, 1915,

"COMMODITY PAPER"

In Regulation B, Series of 1915, the Board has established the 

policy of encouraging transactions of Federal reserve banks in trade 

acceptances and in commodity .paper by admitting these kinds of paper 

to be rediscounted by Federal reserve banks with the waiver of the 

partioular requirements with reference to statements.

In pursuance of this policy, the Board has already published a 

regulation laying down the conditions upon which trade acceptances nay 

be rediscounted by Federal reserve, banks at a special rate to be pub

lished for this kind of paper. In further pursuance of the sane policy, 

the Board makes provision in the appended regulation for special rates 

on commodity paper*

It is hoped that this rate will., prove its efficacy particularly 

during the crop moving season. The Board expects that the rate t# be 

established for this commodity paper-will, in a manner similar to that 

for trade acceptances, be soi-ewhat lower than-that for commercial paper.

It leaves it within the discretion of. the Federal reserve banks subject ' 

to review and determination of the Board to establish separate rates 

for trade acceptances and commodity paper, although in special dis

tricts where transactions are had in both kinds of paper it may be 

politic to have a uniform rate, as may appear desirable to such -Fed

eral reserve bank.

CHARLES S. HAMLIN,
Governor.

H. PARKER WILLIS,
Secretary.

Circular No«...•
Series of 1915*
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FEDERAL RESERVE BOARD.

Washington, D. C., September 3, 1915.

"COMMODITY PAPER.”

In. this regulation the tern "commodity paper” is defined as a 

note, draft or bill of exchange secured by warehouse terminal receipts, 

or shipping documents covering approved and readily marketable, non- 

perishable staples properly insured.

Com..odity paper, to be eligible for discount by a Federal reserve 

bank under Section 13, at the special rates hereby authorized to be 

extablished for commodity paper below the usual commercial rates, must 

(a) comply with all the requirements of Regulation L, series of 1915, 

paragraph I and II, or with the requirements of Regulation C, series 

of 1915, (b) and %o paper on which the rate of interest or discount 

including commission charged the maker does not exceed six percent 

per annum, and also (c) comply with such regulations as may be issued • 

by Federal reserve banks covering requirements as to warehouse or 

terminal receipts, shipping documents, insurance, etc., adapted to 

the particular needs of its district as a condition of the special • 

rate herein authorized.

Reserve banks are now authorized to submit rates for the dis- ; 

count of commodity paper in accord with this regulation for review 

by thw Board.

CHARLES S• HAMLIN, Governor.

Regulation . . . . .
Series of 1915.

H. PARKER WILLIS, Secretary
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STATEMENT.

September 10, 1915,

The main feature of the new "Acceptance Regulation" prepared 
by the Board, is-seen in the fact that under sub-section (c) of Section 
IV of the Regulation, the power of renewal under specified conditions 
is granted, This broadening of the conditions upon 'which acceptances
e.re based is intended to comply with existing mercantile customs, and 
to permit the development of the business more freely than at present, 
particularly through the use of drafts drawn in American currency.
These matters have been under consideration by the Board for nearly or 
quite two months, and the complete draft has been effected in pursuance 
of the Board’s general policy, announced when the subject was first 
taken in hand, of broadening the conditions attendant upon the use of 
the acceptance, when circumstances permit, as justified by experience.

It has been the aim of the Board to do everything in its 
power to create for the American acceptance, that is dollar exchange, 
a dominating position in the world market. Present conditions offer 
in this respect a great opportunity. In widening somewhat the 
facilities of Federal reserve banks in dealing with American bankers' 
acceptances, the Board is attempting to give the member banks a larger 
opportunity for developing their sphere of usefulness in this respect.

The United States should do now what Europe has done for 
many generations for the United States; that is to say, tho bank facwi- 
ties of the United States should be used for the carrying of import and 
export transactions for foreign countries just as much as Europe up to 
now carried by its acceptances the import and export transactions of 
the United States, In order to do this with the exchange market 
disorganized it was thought that it would facilitate foreign transfers 
if liberal conditions should be allowed for the renewal of such drafts 
so as to enable these foreign countries to have ample time to procure 
the necessary cover against the acceptances drama by them.
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WILLIAM G. McADOO
SECRETARY OF THE TREASURY

Ex-Officio members
W. P. G. HARDING. GOVERNOR 
PAUL m . WARBURG. VICE Governor  
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHJCRCES S. HAMLINS. HAMLIN

CHAIRMAN

JOHN SKELTON WILLIAMS
Co m p t r o l l e r  o f  t h e  c u r r e n c y FEDERAL RESERVE BOARD H. PARKER W ILLIS. SECRETARY 

SHERMAN P. ALLEN. ASST. SECRETARY
AND FISCAL ACEKT

W A SH IN G T O N ADDRESS REPLY TO
FEDERAL. RESERVE BOARD

Federal Reserve Agent

S i r :
By direction of the Board this letter is sent for your

guidance in passing upon the applications of Rational hanks for 

the privilege of exercising the powers of trustee, registrar, 

executor and administrator.

first to the Federal Reserve Agent of the district in which the 

bank is located, who will forward the applications with his recom

mendations, to the Federal Reserve Board. The Federal Reserve 

Agent in making his recommendations is expected to take into con

sideration the general standing of the bank, character of its 

management and its. fitness to exercise the fiduciary powers applied 

for, as well as tho benefits that the community in which the bank 

is located will be apt to rccoivoj from the exercise of such powers 

by the bank. Special weight will be given by the Federal Reserve

Board to the approval or disapproval of the Federal Reserve Agent. 

Applications that are recommended by him for approval will be re

ferred by the Board to a committee which, after a careful examination 

of the records on file in the office of the Comptroller of the Cur

rency relating to the business and the management of the bank, will 

report to the Board favorably or adversely, as the case may be, upon 

the application.

All applications from applying banks must be transmitted
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In addition to the points above outlined, the Board's com

mittee considers the strength of the bank as shown by its statements 

and by the examiner's reports, and especial weight is attached to 

the observance on the part of the bank of the requirements of law 

and of the regulations and admonitions which are sent out from time 

to time by thq. Comptroller's office.

It is not, as a rule, deemed advisable to grant permits 

for the exercise of fiduciary powers to a National bank,

(1) Where its surplus does not amount to at least 20fo of
its capital stock;

(2) Where reports show that it is carrying an excessive
amount of past due or doubtful paper;

(3) Where it is carrying real estate loans not authorized
by law;

(4) Where it is shown that the bank' is in the habit of
granting excessive overdrafts continuously;

(5) Where the loans of the bank are not well distributed,
by reason of an excessive proportion of the 
.total loans having been granted to a few interests 
or where loans made to.officers and directors are 
too large in proportion to the total amount of 
loans, or are not well secured.

.,(6) Where the examiners have reported that the directors 
do not direct or are lax or negligent in their 
attendance at Board meetings or in giving atten
tion to the bank's management and direction.

Federal Reserve agents, in making their recommendations,

are expected to pay particular attention to the strength of the

management of the bank from a moral standpoint, and should decline

to recommend any application where they feel that the officers of

the bank as individuals, would not be worthy of being entrusted with

the management of trust funds or the administration of estates.

Respectfully,

Secretary
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T H E  A L D R I C H  M O N E T A R Y  C O M M I S S I O N  B I L L  

T H E  F E D E R A L  R E S E R V E  A C T

COMPARATIVE STATEMENT

MONETARY COMMISSION BILL j FEDERAL RESERVE ACT

SECTION 1. !

National Reserve Association of the ; Not over twelve Federal Reserve Banks.
United States. j

Term of 50 years, jTerm of 20 years.

Capital authorized:
Equal in amount to 20$ of paid in and 
unimpaired capital of all banks eli
gible for membership.

Six psr cent of paid in capital and sur
plus*

nr

Before commencing business:
(a) 200 millions to be subscribed,
(b) 100 millions paid in.

i No Federal reserve bank to commonca busi- 
1 ness with subscribed capital less than 
i 4 millions; one-sixth payable on call, 
i etc; one-sixth within 3 months and

one-sixth within 6 months thereafter; 
i remainder or any part subject to call 

of Federal Reserve Board. S,2:L,29: 
p,3,

: All capital payments to be in gold, 
S,2:L,13:p.2.

Sharas $100 each* Shares $100 ea.ch. S,5:L,42:p, 1 .

Stock to be increc.sed or decreased:
(a) As subscribing banks increase or 

reduce their capital,
(b) As -additional banks become members 

or as subscribing banks leave the 
association bv liauidation.

(
Substantially the same, S,5:L*43*.p.7«!

Head Office:
Washington, D. C»

| In designated Federal Reserve City. 
S.2:L.20;p,1::S.4:L.6:p.4.

SECTION 2.

On filing certificate hereinafter re
quired with the Comptroller of the 
Currency, - Same:S.4:L,39:p,4.

Powers:
1, To adopt and use corporate seal, Same:S,4:L.43:p ,4,
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2. Succession for 50 years. i Twenty years. S.4:L,44:p.4.
3. To make contracts necessary and 

proper to carry out purposes of 
Act*

i Substantially the same. S*4:L.47:p,4.
1
t

4, To sue, be sued, complain and de
fend, in any court of law or 
equity, as fully as natural per
sons.

: Substantially the same. S.4:L.48:p.4.

5. To elect or appoint directors and 
officers in manner hereinafter 
provided, and define.-, their

! To appoint officers, fix their duties, 
! require bonds and to dismiss at
| pleasure, S,4:L.50:p«4.
1!duties.

6, Board of Directors to adopt by-laws! 
not inconsistent with Act regulat4
ing manner in which its property I Substantially the same, except no refer- 
shall be transferred, its gen- ence to property. S,4:L,l:p,5.
eral business conducted and the i 
privileges granted to it by law ! 
exercised and enjoyed. j

7. To purchase, acquire, hold, and con-j 
vey real estate as hereinafter ! 
provided . j

Not mentioned.

8, To exercise by its Board .of Di- i 
rectors of duly authorized com- ! 
mittees, officers or agents, sub-i 
ject to lavr, all powers and priv-j 
ileges conferred upon the Nation-! 
al Reserve Association by this j 
Act. \

Substantially the same.
All incidental powers granted, 
S.4:L.7ip,5,

SECTION 3. !

Who mav subscribe to stock: ! All national banks must under pain of
1. All national banks. forfeiture. S.2:L,36:p.2,

1
2. All banks or trust companies char- j 

tered by laws of any State or of j 
District of Columbia,

These may subscribe. S.2:L.3:p»2,
S.9:L,45:p.9.

Subscriptions:
Amount equal to 2G$> of paid-in and un

impaired capital of the subscribing 
bank and not more nor less.

Six per cent of paid-up capital and sur
plus. S.2:L,12:p,2,
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Local Associations:
Each subscribing bank to become mem
ber of a local association as here
in after provided.

Payment of Subscriptions:
50% to be fully paid in. Remainder 
subject to call and payment when
ever necessary to meet obligations 
of National Reserve Association 
under terms and conditions and in 
accordance with regulations pre
scribed by the Directors.

! No such provision.

One-sixth payable on call, etc.; one- 
sixth within 3 months, and one-sixth 
within 6 months thereafter; remainder 
or any part subject to call of Fed
eral Reserve Board. S.2:L,29:p.3.

State, etc.,Bank and Trust Company Sub- ; 
scrintions: i

Conditions: !
(a) If a Bank:

To have paid-in and unimpaired i
capital not less than required | Substantially the same. S.9:L.16:p.lO. 
for a national bank in same lo- i 
cality. j

(b) If a Trust Company:
1. (a) Unimpaired surplus of not | 

less than 20% of its cap
ital .

Same provision for Trust Company as for 
a State Bank. S,9:L.16:p.lO.

(b) If located in place havingj 
population: i

Not less] 
than. !

6.000 people ...........  $ 50,000 j
6 to 50,000 people ...... 100,000 ;
50 to 200,000 people .... 200,000 i
200.000 to 300,000 .....  300,000 i
300.000 to 400,000 .... . 400,000 1
Over 400,000 people ..... 500,000 i

i

No such provision expressed.
is

2. Reserves
(a) Demand deposits.

Same as required by law 
for national bank in same 
locality.

. State banks and trust companies: same 
amount as national member banks. 
S.9:L.14:p.lO.
As to character of reserve Quaere,
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Provided:
Deposits with any subscribing
national hank^ State hank or ! 
trust company in a Reserve or 
Central Reserve City to sount

f

f

Substantially the same, but limited to 
3 years after Secretary of Treasury

as reserve as similar deposits j has officially announced establish-
of a national hank with nation-j ment of its Federal reserve hank,
al hanks in such cities, j S„l9:L*3:p. 33,

3. Other classes of deposits. 
Reserves required by this Act. 

See infra. j
4. To submit to such examinations as 

are required by law and to comply 
with the requirements and condi
tions imposed by this Act and reg
ulations made in conformity there
with .

To submit to the examinations and regula
tions prescribed by Organization Com
mittee or by Federal Reserve Board.
S.9:L.15:p.lO.

Federal Reserve Board may authorize ex
amination by State authorities to be - 
accepted in the case of State banks 
and trust companies. S.21:L.3:p.24.

Definitions
Words "Subscribing banks" to re- 
fer to such national banks, and 
banks or trust companies charter
ed by any State of United States 
or of District of Columbia as 
shall comply with the requirements 
for membership herein defined. j

i
*

Term "Member bank" to mean any national 
bank, State bank, or trust company, 
which has become a member of one of 
the reserve banks created by this Act. 
S,l:L.10:p.l.

Term "Bank" to include State bank, banking 
association and trust company, except 
where national banks or Federal reserve 
banks are specifically referred to.
S,liLi4:pa,

— --------- ------- ------ .------------- j----- ----------
SECT I Or! 4. j
Organization Commit-cee:

Secrete.ry of the Treasury, 
Secretary of Commerce and Labor, 
Comptroller of the Currency.

| Organization Committee: 
i Secretary of the Treasury,
! Secretary of Agriculture,

Comprtoller of the.Currency.
S.2:L.l7:p.l.

Expenses paid out of Treasury on vouchers 
approved by the members of said Com
mittee.

i May appoint assistants and incur such 
expenses in carrying out Act as it 
may deem necessary. S.2:L.35tp»3.

$100,000 appropriated for its expenses. 
S.2:L,40:p.3.

Treasury to be reimbursed by National 
Reserve Association.

No provision for reimbursing Treasury.
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adscriptions: j
j

With 60 days after passage of Act,, j
Subscription books to be opened by j
Committee, j

In such places as Committee may design
nate. !

After Federal Reserve Districts and Cities 
designated every national bank required 
to subscribe within 30 days after . 
notice from Organization Committee. If 
failing it shall cease to act as re
serve agent upon 30 days notice, etc.

S,2:L.10:p.2 : : S,2:L.27:p,2.
Failure within one year - Penalty for
feiture. S.2:L,21:p.2.

Resolutions of Board of Directors to bo i 
filed with Organization Committee or 1
after organization with National Re- I Resolution to be in application blank 
serve Association. authorizing subscription. S.4:L,ll:p.4.
(a) Accepting all provisions and lia- jAlso certificate of Organization to be

bilities of Act. ! filed rath Comptroller. S,4:L,20:p,4,.
(b) Authorizing President or Cashier M 

to Subscribe.

SECTION 5.

See Infra.

iA careful comparison of the division of 
! the Aldrich plan into"15 districts 

with a branch in each district, with 
j the division of the Organization Com-
j mittee under the Federal Reserve Act,
| discloses that they are substantially
! the same, the points of difference
! being:-

:1. The Aldrich plan has 15 districts and 
j branches.
1 The Federal Reserve plan has 12 dis- 
j tricts and Federal Reserve Banks,

I 2. The Aldrich plan puts each State in a 
| district,
j The Federal Reserve plan divides up

the following States, putting part 
i in one and part in another district

Hew Jersey
Pennsylvania
West Virginia
Michigan
Wisconsin
Illinois
Indiana

Arizona

Kentucky
Louisians.
Missouri
Mississippi
Tennessee
Oklahoma
New Mexico
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3. The Federal Reserve Organization Com
mittee was criticized!

(a) for dissipating Eastern banking 
strength by setting apart New Eng
land as a separate district.

Answer: So does the Aldrich plan,
(b) for not consolidating New York and 

Philadelphia.
Answer: Neither does the Aldrich plan, 

The Aldrich plan allowed two' 
districts and two branches for New 
York, New Jersey, Pennsylvania, 
and Delaware,
The Federal Reserve Organization 
Committee also allowed two dis
tricts and two Federal Reserve 
Cities for the same States, It 
merely took out Western Pennsyl - 
vania and added it to the Cleveland 
district.

(c) The Aldrich plan allowed 4 dis
tricts and branches for the South
ern and South Western States,

Answer: The Federal Reserve plan allows 
only 3 districts and 3 Federal Re
serve Cities; it, however, divided 
West Virginia, Tennessee, Mississ
ippi, Louisiana, Oklahoma, New 
Mexico, and Arizona, putting part 
of these States in other districts,
(1) West Virginia was divided be

tween Richmond and Cleveland.
(2) Tennessee was divided between

Atlanta and St. Louis.
(3) Mississippi was divided be

tween Atlanta and St. Louis,
(4) Louisiana was divided between

Atlanta and Dallas,
(5) Oklahoma was divided between

Kansas City and Dallas,
(6 ) New Mexico was divided bet\?een

Kansas City and Dallas.
(7) Arizona was divided between

Dallas and San Francisco.
(d) The Federal Reserve Act also pro

vides for branches of the 
Federal Reserve Banks.

The Federal Reserve Act thus provides - 
especially through it© branch banks - 
better banking facilities for the South 
than does the Aldrich plan. e.g. Un
der Aldrich plan there could be in the 
South and’.South West only 4 branches, 
while under the Federal Reserve Act
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there are provided Richmond, Atlanta 
and Dallas, and some of the Southern 
states are in part placed under St. 
Louis, Kansas City, and San Francisco, 
In addition, the Federal Reserve plan 
authorizes additional branches of the 
Federal Reserve hanks.

C 0 M P A

ALDRICH PLAN.

New England States.

Eastern States.
New York 
New Jersey 
Pennsylvania

De lavra, re )

Southern States,
District of Columbia)
Maryland
Virginia
West Virginia
North Carolina
South Carolina
Tennessee
Georgia
Florida
Alabama
Mississippi
Louisiana
Texas
Arkansas
Kentucky

Middle West State: 
Ohio 
Indiana 
Illinois 
Michigan 
Wisconsin 
Minnesota 
Iowa
Missouri

1 Branch

2 Branches

R I S C U

FEDERAL RESERVE ACT.

District

4 Branches

4 Branches

No, Districts Total Distrl

1 . Boston ) 1 .

2 . New York )
2 . New York )
3. Philadelphia : 4. ) 3

Cleveland )
3. Philadelphia )

5. Richmond )
5, ii )
5. ii )
5. " 4, Cleveland )
5. ti )
5. ii )
6. Atlanta 8 , St. Louis )
6 . n ) 5
6. it )
6. ii )
6. 11 8 . St, Louis )
6 . " 11. Dallas )

1 1. Dallas )
8 . St. Louis )
4. Cleveland. 8 . St. Louis'

4. Cleveland )
7. Chicago 8 . St Louis )
7. it 8 . " 11 )
7. » 9, Minneapolis ) 5
7. .. 9 . i« )
9. Minneapolis. )
7. Chicago )
8 . St. Louis.10 Kansas City)
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Districts Total District;Western and Pacific States,
North Dakota ) 9, Minneapolis )South Dakota ) 9 • ii )
Nebraska ) 10. Kansas City )Kansas ) ! 10. ii ii ) •Montana ) i 9. Minneapolis )Wyoming ) i 10. Kansas City )Colorado i i 10. Kansas City )
California ) 4 Branches j 12. San Francisco ) 4
New Mexico ) : 10. Kansas City 11, Dallas )
Oklahoma ) ' !| 10. " " 11. " )
Washington ) :! 12. .San Francisco )
Oregon ) I 12. it ii )
Idaho ) 1 12. II N )Utah ) 12. 11 II )
Arizona, ) 11. Dallas 12. San Francisco)
Nevada ) 12, San Francisco . )

TOTALS : 15 4 18

\7hen branch cities selected,

Organization Committee to divide country 
into 15 districts,

! Designate 8 to 12 Federal Reserve Cities, 

Divide United States into districts.

One branch in each district, i Each district to contain one Federal Re-
| serve City, S,2:L,20:p.l.

-----------------   j--------------------------------------
Districts to be apportioned with due re- [

gard to convenience and customary |
course of business and not necessarily I Substantially the same. S.2:L.25:p.l, 
along State lines, i

Districts may be readjusted and new dis
tricts and branches may from time to 
time be created by directors whenever, 
in their opinion, the business of the 
c ountry requires,

r
Districts may be readjusted a.nd new dis

tricts created by Federal Reserve 
Board, not to exceed 12 in all,
S.2:L,28:p,l.

—

SECTION 6,

Local Associations .
Subscribing banks in each district, 
Grouped by Organization Committee,
Or after organization by Rational Re 
serve Association,

Into local associations,
1. Rot less than 10 banks.

Rot provided for by Federal Reserve Act,

i
I
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Aggregate capital and surplus of 
at least $5, 000,000.

3. Territory in each association
to be contiguous. I

* f
4. In apportioning due regard to

be had for' customary course of j 
business and for convenience of 
banks forming the association . j

5. In apportioning territory to j
local associations comprising \ 
a district, every bank and all j 
the territory within said dis- | 
trict shall be located within j 
the boundaries of same local as-j 
sociation, j

6. Every subscribing bank to be
come a member only of local as- j 
sociation in which it is situat- . 
ed. I

Bank uniting to form a local association.!
j

To execute certificate, etc. ;
)

Setting forth - ■
(a) Hame of Association,
(b) Bankscomprising it,
(c) Principal pla.ce of business,
(d) Territorial limits, .
(e) Purposes for which organized.

Copies to be filed:
1 with Comptroller of Currency,
1 with National Reserve Association,
1 with branch of National Reserve 
Association of the district in which 
local association is included.

Upon filing certificate:
(a) Local association to become a 

body corporate,
(b) By name so designated may sue and 

be sued,
(c) May exercise powers of a body cor

porate for purposes mentioned in 
Act and not otherwise.

Directors of National Reserve Associa
tions:
(a) May readjust local associations 

in each district,
(b) May authorize new associationsDigitized for FRASER 
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SECTION 7. !

Local Associations:
To have Board of Directors - number See infra.
determined by by-laws of local associa- Election of Directors of Federal Reserve 
tion. Banks*

Election of Directors: j
1, 3/5ths elected by ballot.

(a) Cast by representatives of banks 
that are members of the local 
association,

(b) Each bank to have one represent
ative,

(c) Each representative to have one 
vote for each of positions to 
be filled, regardless of number 
of shares held by the bank in 
the National Reserve Associa - 
tion.
2/5ths elected by ballot,

(a) By the same representatives,
(b) Each representative entitled to 

as many votes as his bank holds 
shares in National Reserve As
sociation.

Proviso:
(a) If 40$ of stock of any subscrib

ing bank is owned directly or 
indirectly by any other subscrib
ing bank.

(b) If 40$ of stock in each of two 
or more subscribing, banks being 
members of the same local as
sociation is owned directly or 
indirectly by same person, per
sons, copartnership, voluntary 
associations, trustee, or cor
poration.

Then either in (a) or (b),

Neither of such banks shall vote separate
ly, as a unit,

Or upon its stock.

t
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Excent:

Such banks acting together,

As one unit,

Entitled to one vote.

For directors of local associations,

No voting by proxy,

Voting representatives to be President,
Vice President or Cashier,

-  11 -

Duties of Directors:
Oath of office
(a) Diligently and honestly adminis

ter affairs,

(b) Will not knowingly violate any 
provision of Act,

(c) Will not willingly permit viola
tion of any provision of Act.

Terms of Office:

(a) Original election.
Unitl 2nd Tuesday in February 
immediately following election,

(b) Thereafter all directors elected
annually on that date and to 
hold office for term of one year.

By-laws:

May make by-laws not inconsistant with 
law,

By-laws subject to approval of Nat
ional Reserve Association,

SECTION 8 .

National Reserve Association. Not provided for by Federal Reserve Act.

Each branch to have Board of Directors Some analogy between these Branches 
and Federal Reserve Banks,
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Number to be fixed by by-laws of branch,

Not less than 12 in addition to ex- 
officio members.

Federal Reserve Banks* - 9 directors, A.
B. & C. S.4:L.35:p.5.

Member banks classified into 3 groups of 
similar capitalization. S.4:L.7;p.6

Each member bank to elect by ballot a 
district reserve elector. S.4:L.15:p.6

The electors to be classified into 3
groups represented by the banks group
ing which elected them. S.4:L.21:p«6..

Each Member bank may nominate one candi
date for Class A and ond for Class B»
S. 41L*. 22 • p * 6 •

The candidates nominated for Class A & B 
by each group of banks, to be sent to 
each elector in each group.S.4:L.21:p.6

Each elector to certify his 1st, 2d and 
other choices for directors of Class 
A and class B in his group.

1. Candidates having majority of votee in 
column of 1st choice to be declared 
elected.

2 * If no candidate has such majority:
Add votes in 2d column to those in 
1st.

Any candidate having majority of 1st 
and 2d column to be declared elected.

3. If no candidate has such majority;
Third column votes*to be added to 

1st and second.
Candidate having highest number of 
votes to be declared elected.

Directors of National Reserve Association 
to be elected:

1. Directors of each local association
to elect by ballot a voting repre- 

., sentative,
2. One-half -
(a) Elected.by representatives,
(b) Each having one vote for each

position.
(c) Regardless of number of shares his

bank holds in National Reserve 
Association.

3. One third -
(a) Elected by representatives,
(b) Each to have number of votee?,
(c) Equal to number of shares in

National Reserve Association.
(d) Held by all the banks of local

association he represents.
4. One-sixth -
(a) Chosen by directors already elected,
(b) To fairly represent the agricultural

commercial, industrial.and other 
interests of the district,

(c) Shall not be officers of banks,
trust companies, insurance com
panies or other financial institu
tions,

(d) Nor, while serving, directors of
same.

Manager of Branch.
(a) To be ex-officio a member of Board 

of directors of the branch.

(b) To be chairman of the Board.
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Oath of Directors:

- 13

Saco as for local association directors.
Firsc meeting of Board.,

Members except ex-officio members, 

Divided into three classes.

Terms of Office:

(a) One-third until first Tuesday in
March immediately following 
election.

(b) One-third for additional period
of one year after said first 
Tuesday.

(c) Onerthird for an additional
period of two years after said 
first Tuesday,

(d) After f irst election all di
rectors elected for three years

All elections to be held on 
first Tuesday in March of each 
year.

Yacc.ncies:

Substantially the same as to Directors 
of Federal Reserve Banks, except first 
date is January 1 following date of 
meeting.

Directors themselves make the classifi
cation; as to the first terms, 
S.4:L,3l:p,7.

By-law3 of National Reserve Associa
tion to provide for manner of fil
ling vacancies in Board of Direc
tors of Branches.

Vancancies in Directors to be filled in 
manner provided for original selec
tion, S.4:L,36:p,7.

Branch Boards of Directors may make 
by-laws not inconsistant with law. 
Subject to approval of National Re
serve Association.

Federal Reserve Banks may, by their
Boards of Directors, prescribe by-laws 
not inconsistant with law, etc,
S.4:L,1:p.5.

Organization Committee o:r Federal Reserve 
Board to establish by-laws governing 
conduct in acting upon applications 
of State banks, etc, S,9:L«10:p.l0,

SECTION 9.

Directors of National Reserve A3socia- Only analogy is Federal Reserve Board 
tion. members. 1

1. (a) 15 to be elected.
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m

(b) One by Board of Directors of 
each Branch.

(c) If number of districts be in
creased each additional die- j 
trict entitled to elect an a<3- ; 
ditional director of this
clsiss •

2. (a.) 15 additional Directors to be
elected, I

(b) One by Board of Directors of
each Branch,

t)
(c) Who shall fairly represent a.gri-+

cultural, commercial, indus- ! 
trial and other interests of j 
the district,

(d) Shall not be officers of banks, 1
trust companies, insurance : 
companies or other financial 
institutions,

(e) Nor Directors of same while '
serving.

Analogous to Class B Directors.
"Who at time of their election shall 
be actively engaged in their district 
in commerce, agriculture, or some 
other industrial pursuit."S.4:L,40;p.5.

No director of Class B shall be an of
ficer, director or employe of any 
bank. S.4:L.l:p.6,

No director of Class C shall be an of
ficer, director, employe or stock
holder of any bank. S,4:L.3:p,6,

(f) If number of districts in- i 
creased each additional dis
trict entitled to elect an |
additional director of thi3 j
class. i

3. (a,) 9 additional directors to be 
elected,

(b) By voting representatives i
chosen by Boards of Directors 1
of the various branches, j

(c) Each to cast votes equal to i
shares in National Reserve As-j 
sociation held by banks in j 
branch which he represents, j

(d) Not more than one of directors !
of this class to be chosen j 
from one district. ''
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Directors of each of above three j 

classes to be residents of j
District from which elected,

4. 7 Ex-officio members ol Board of 
Directors:-

(1) Governor of National Reserve 
Association.

(2) Two Deputy Governors,
(3) Secretary of the Treasury,
(4) Secretary of Agriculture,
(5) Secretary of Commerce & Labor 
(5) Comptroller of the Currency,

1

Secretary of the Treasury and Comptroller 
of the Currency are Ex-officio members 
of Federal Reserve Board. S.10:L.7;p,ll

The Governor shall be Chairman 
of the Board.

Secretary of the Treasury. S,10:L»51:p,ll.

No member of any National or State legis
lature to be a Director of National 
Reserve Association nor of any of its 
Branches, nor of any local association.

No Senator or Representative in Congress 
shall be a member of the Federal Re
serve Board or an officer or a direc
tor of a Federal Reserve Bank, 
S.4:L.52:p,3.

Board of Directors at first meeting 
to be divided - except the ex- 
officio members - into three class
es:

No member of the Federal Reserve Board 
shall be an officer of director of 
any bank, ba-nking institution, trust 
company or Federal reserve bank, nor 
hold stock in any bank, banking insti
tution or trust company.S,iO*.L,52:p.ll»

(a) l/3 to hold office until first 
Tuesday in April immediately 
following.the election,

(b) l/3 to hold, for additional per
iod of one year from said first 
Tuesday in April,

(c) l/3 to hold for additional per
iod of two years from said first 
Tuesday.

See Supra, note to Section 8 for elec
tion of directors of Federal reserve 
banks.

All oloctiono to bo hold on first 
Tuesday of April of each year,

After first election all Directors 
to serve for 3 yoars.
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■ All directors of Local Associations, 
Branches and of National Reserve 
Association shall serve until 
their successors have qualified.

5. Vacancies in Directors of National 
Reserve Association to be filled 
as provided in by-laws of National, 
Reserve Association.

Cath of Directors of National Reserv^ 
Association same as oath of Direcf 
tors of Local Associations and 
Branches.

By-laws.

Board of Directors of National Re
serve Association may make by
laws, not inconsistent with law, 
as to conducting business of 
Association and exercise and en
joyment of privileges granted it 
by law.

Federal Reserve Banks, by their Boards of 
Directors, may prescribe by-laws not in
consistent with law regulating the man
ned in which its general business may 
be conducted, and the privileges grant
ed to it by law may be exercised and 
enjoyed. S.4:L.l:p.5.

SECTION 10.

Executive officers of National Reserve 
Association.

1 . Governor,
2. Two Deputy Governors,
3. Such subordinate officers as may be

provided by by-laws.

1 • Selection of Governor.

By President of United States from 
list of not less than 3 submitted 
to him by Board of Directors.

Governor 
Vice Governor

S.10rL.34:p.ll.

Designated by President from among the 
5 appointed members.

S.10 jL.33ip.il*
Person so selected to be appointed 
by Board as Governor.

Term of Office.

Ten years, subject to removal for 
cause by z/z vote of Board.

Presumably at pleasure of President.

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



Z - Deputy Governors. i|
Two to be elected by Board. Vice Governor designated by President# 

S ̂ XO:L*33 Sp.ll*

Term of Office.

Seven years, subject to removal for 
cause by majority vote of Board.

At pleasure of President.

Deputy Governors first elected to serve 
for four and seven years respectively.

Vacancies *

Successors to be elected to fill un
expired term. *

In absence of Governor or inability to 
act, senior Deputy in point of ser
vice shall act as Governor.

3. Board of Directors nay appoint such ; 
other officers as provided for by 
by-laws.

i

Board of Directors to appoint such of
ficers and employees not otherwise pro
vided for in Act, define their duties, 
require bonds, and fix penalty thereof, 
and to dismiss at pleasure such officers 
or employees. S.4;L.50;p«4.

Stock subscription.

Directors to call for 50% on organi
zation.

Certificate to be filed with Secretary 
of State when 100 millions paid in 
showing said payment.

Certificate to be filed with Comp
troller of Currency showing;

Six per centum of paid-in capital and sur
plus. S.2:L«12:p.&.

One-sixth payable on call of Organization 
Committee or Fed. Res. Board; one-sixth 
with 3 months and one-sixth within 6 
months thereafter; remainder or any 
part subject to call by Fed. Res. Board 
S.2;L«13:p.2.

Not to commence business until capital 
subscribed of not less than 4 millions. 
S,2iL.29*p.3

Application blank which shall contain
(a) Title of each bank which has sub

scribed,
Resolution of Board authorizing sub- 
scription# S.4:L.10;p.4«

Certificate of organization filed with 
Comptroller:-
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(.b) Location of sam3 ,

(c) Number of shares subscribed by
each bank,

(d) Amount paid thereon.

SECTION 12.

(a) Name.
(b) Territorial extent of district.
(c) City and State .
(d) Amount of capital stock.
(e) Number of shares .
(f) Name and place of doing business.
(g) All banks which have subscribed.
(h) Number of shares held by each.
(i) Fact that certificate is made,etc. 

S.4:L.21:p,4*

Shares of Capital Stock;

(a) Not transferable,

(b) Can not be hypothecated,

(c) Only to be owned by subscribing
banks,

(d) Only to be owned in proportions
herein provided

Additional Stock:

1. Where subscribing bank increases
its capital must subscribe to ad-' 
.ditional amount of capital of 
National Reserve Association.

(a) Equal to 20$ of said increase,

(b) Paying therefor its then book
value as shown by last publish
ed statement of said associa
tion.

2, A bank applying for membership
after formation of National Re
serve Association

(a) Must subscribe for amount equal
to 20$ of capital of subscrib
ing bank.

(b) Paying tnerefor its then book
value as shown by last pub
lished statement of said as
sociation,

Same. S.5:L.48:p»7,

Same. S.5:L.48:p,7.

May be owned by United States and public 
if stock not sufficiently subscribed 
for, S.2*.L.3:p.3,

S.2:L.17:p.3,

Six per cent of increased capital or sur
plus. S.5:L.42:p.7, i : S.5:L.49:p,'

Six per cent of its paid-up capital and 
surplus. S.5:L,3:p.8,

Its par value plus l/2 of 1$ per month 
from period of its last dividend.
S,5:L« 5:p.8 .
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*
In both 1 and 2 Directors to file 
certificate in office of Comp
troller of Currency, showing:-

(a) Increase in capital,

(b) Amount paid in,

(c) By whom paid.

Reduction of Stock:

1 . Where subscribing bank reduces its
capital shall surrender propor
tionate amount of its holdings• 
in the capital of said associa
tion.

2. Voluntary liquidation shall sur
render all its holdings.

In both 1 and 2,

(a) Surrendered shares shall be 
cancelled

(b) Association shall pay sum
equal to their then boot 
value as shown by last pub- j 
lished statement of said as-j 
sociation. |

3, Insolvency of any member and ap- j 
pointment of receiver. j

i

(a) Stock held by it to be can- |
celled

(b) Balance after paying all debts
due to association to be 
paid to receiver.

All debts of member banks to Rat
ional Reserve Association to be 
a first lain upon the paid-in 
capital stock.

Board of Directors to file certif
icate in office of Comptroller 
showing in either 1,,.2 or 3:- j

Substantially the same. S,5:L,12:p.8 .

Substantially the same, S.5:L,14:p,8.

Substantially the same, but additional 
provision that it shall be released 
from its stock subscription not pre
viously called. S,5:L.18:p,8,

Same, S,5:L,20:p,8.

A siim equal to its cash paid subscription 
on shares surrendered and one-half of 
1$ per month from period of last div
idend not to exceed book value thereof, 
less any liability, etc., to the Fed
eral Reserve Bank. S.5:L.22:p.8.

Same. But addition - "without impair
ment of its liability."

All cash paid subscriptions with l/2 of 
Vfo per month from period of last divi
dend, not to exceed book value thereof, 
to be first applied to all debts to 
Federal Reserve Bank, and balance to 
receiver. S,6:L.29:p.8.

Substantially the same. S.5*,L.12lp,8,
S.5:L.37:p.8,
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(a) The reduction in capital stock,

(b) 1 Amount repaid to each bank. 

SECTION 13.

Taxation..

National Reserve Association and its 
branches and the local Association 
to be exempt from local and State 
taxation, except taxes on real es
tate .

SECTION 14.

Executive Committee

Annually elected by Directors from 
their number as the by-laws may pro
vide.

Nine members.

Federal Reserve Banks, including capital 
stock, surplus, and income therefrom, 
exempt from Federal, State and local 
taxation, except taxes upon real es
tate. S.7:L.9:p.9,

Nothing in Federal Reserve Act as to Com
mittees .

Board of Directors given such incidental 
powers as shall be necessary to carry 
on the business of banking within the 
limitations prescribed by the Act* 

S.4:L.7:p*5.

Governor of National Reserve Associa
tion to be ex-officio Chairman.

The two Deputy Governors and the Comp
troller of Currency to be ex-officio 
members.

Not more than one of elected members 
shall be chosen from any one dis
trict.

Power of Executive Committee:

All authority vested in Board of 
Directors, except:

(a) Power of nomination, appoint
ment and removal of the 
Governor and Deputy Governors.

(b) Powers specifically delegated
by the Board to other Com
mittees or to the Executive 
officers.
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(c) Powers specifically reserved 
or retained by the Board.

Other^Committees:

Directors may elect from their number 
such other Committees as the by
laws of National Reserve Association 
may provide.

SECTION 15.

Examinations.

Board of Examination to be elected 
annually by Board of Directors 
among their number, excluding the 
members of the Executive Committee.

Secretary of Treasury to be ex- 
officio Chairman of Board of. 
Examination.

Duties.

(a) To carefully examine the condi
tion and business of National 
Reserve Association and of its 
branches.

(b) To make a public statement of
result of such examination at 
least once each year.

See Note above.
Directors may prescribe by-laws, not in
consistent with law, regulating the 
manner in which its general business 
may be conducted, etc. S.4:L.l:p.5»

Examinations. .

1. Member banks
(a) By Comptroller

Comptroller, with approval of 
Secretary of Treasury, to ap
point examiners who shall ex
amine every Member bank, at 
least twice in each calendar 
year and oftener if necessary. 
S.21:L.52:p.23.

Federal Reserve Board, on re
commendation of Comptroller, 
to fix salaries of all bank 
examiners and report thereof 
to Congress. S.21:L.14:p.24

Expense of examinations to be 
assessed by Comptroller in 
proportion to assets and re
sources held by the banks upon 
the dates of examinations. 
S.21:L.19:p.24.

(b) By Federal Reserve Board.
Federal Reserve Board may ex
amine, at its discretion, the 
accounts, books, and affairs 
of each Federal Reserve Bank, 
and of each Member bank, and 
nay require such statements 
and reports as it may deem 
necessary. S;.ll:]l,.38:p.l2.
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In addition to examinations 
made and conducted toy Comptrol
ler, every Federal Reserve Bank 
may, with approval of Federal 
Reserve Agent, or of Federal 
Reserve Board, provide for spe
cial examination of member banks 
within its district. 
S.21:L,2J:p,24.

Expense of such examinations to 
toe borne toy bank examined, 
S.21:L.25:p,24.

To toe conducted so as to inform 
the Federal Reserve Bank of the 
condition of its member banks 
and of lines of credit extended 
toy them. S.21:]L,26:p.24,

Every Federal Reserve Bank shall 
at all times furnish to Federal 
Reserve Board such information 
as may toe demanded concerning 
condition of any member bank 
within district of said Federal 
Reserve Bank, S.21:L,28:p,24.

(2) Federal Reserve Banks:
Federal Reserve Board to order 
an examination of each Federal 
Reserve Bank at least once each 
year, S,21:L.38:p,24.

Upon joint application of 10 
member banks Federal Reserve 
Board shall order a special ex
amination of any Federal Reserve 
Bank. S,21:L,40jp,24,

Federal Reserve Board to pub
lish a statement once each week 
showing condition of each Fed
eral Reserve Bank, and a con
solidated statement for all 
Federal Resei've Banks.
Such statements to show in de
tail -

(a)Assets and liabilities of the 
Federal Reserve Banks;

(to)Information regarding charac
ter of money held as reserve;
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(c)Amount, nature and maturities 
of the paper and other invest
ments owned or held by Federal 
Reserve Banks. S.ll;L.40:p,12.

(3) State Banks and Trust Companies:
By-laws of Federal Reserve . 
Board to require applying banks 
not organized under Federal 
law to submit to the examina
tions, etc., prescribed by the 
Organization Committee or by 
the Federal Reserve Board, 
S.9:L.15ip,10.

Federal Reserve Board may au
thorize examination by the 
State authorities to be ac
cepted in the case of State 
banks and trust companies. 
S.23,:L.4:p.24.

Federal Reserve Board may, at 
any time, direct holding of a 
special examination of State 
banks or trust companies that 
are stockholders in any Federal 
Reserve Bank. S.21:L,4;p,24,

Examiner making the investiga
tion to have power to make a 
thorough examination of all 
the affairs of the bank. 
S.21:L.8:p.24.

(4) Foreign Branches:
Federal Reserve Board may or
der special examinations of 
foreign branches. S,25:L.22:'
p,26.

SECTION 16.

Branch Bank Officers:

Manager and Deputy Manager appointed j 
from district by Governor of Nat- ■ 
ional Reserve Association with ap
proval of:

(a) Executive Committee of National 
Reserve Association,

Nearest anology in Federal Reserve Act 
is the branches of Federal Reserve 
Banks.

Manager to be designated by the direc
tors of the Federal Reserve Bank. 
S,3:L.54:p.3.
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Subject to removal by Governor,

With approval of. Executive Committee 
of National Reserve Association.'

Powers and Duties:

i,b; Board of D irectors of branch,, Eour selected by Federal Reserve Bank 
and 3 by Federal Reserve Board.

To hold office during the pleasure

Directors to possess same qualifications 
as directors of Federal Reserve Bank. 
S.3:L.44:p,3.

Of Manager, Deputy Manager and the 
various Committees of the branches,

To be prescribed by by-laws of Nat
ional Reserve Association,

SECTION 17,

Branches to be operated by Board of
Directors under rules and regulations 
approved by the Federal Reserve Board.

Officers of Local Association: Nothing in Federal Reserve Act as to
this.

President, Vice President and an Ex
ecutive Committee to be annually 
elected by the directors.

Powers and Duties:

To be determined by by-laws of local 
association,subject to approval of 
National Reserve Association,

________
SECTION 18.

List of banks and shareholders

To be kept at head office by National 
Reserve Association.

Contained in Organization certificate 
filed with Comptroller. S.4:L,21:p.4;

Also in certificate filed with Comptrol-- 
ler showing increase or decrease of 
capital stock. S.5:L,12;p»8,

S, 6*.L.37 :p,8 .

Open to inspection of all shareholders No such provision in Federal Reserve Act.

Copy to be transmitted to Comptroller 
of Currency on first Monday of 
July each year.
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CSCTION 19.

Disposition of Earnings:

After payment of:

(a) All expenses

(b) Other taxes not provided for in
this section.

Shareholders entitled to receive an 
annual cumulative dividend of 4$ 
on paid-in capital.

Further annual net earnings to be dis
posed of:

1 .Contingent fund to be maintained at 
amount equal to 1 $ on paid-in cap
ital

Not to exceed 2>millions of dollars,

To be used to meet any possible losses,

To be paid, upon final dissolution of 
National Reserve Association to 
United States.

Not to be included in book value of 
the stock,

Not to be paid to the shareholders,
!

2 .1/2 of additional net earnings to be 
paid into the surplus fund of Na
tional Reserve Association until it 
amounts to 20$ of paid-in capital.

1/4 to be paid to United States as 
a franchise tax

1/4 to be paid to the shareholders 
until their dividend shall amount 
to 5$ per annum on paid-in capital.

Same

Not specified in Federal Reserve Act. 

Annual cumulative dividend of 6$.

No such provision in Federal Reserve Act.

One-half of the net earnings after ex
penses and dividends paid, to be 
paid into a surplus fund until it 
?.mounts to 40$ of paid-in capital 
of said Federal Reserve Bank, 
S.7:L.46:p.8.

Remainder of net earnings to be paid to 
United States as a franchise tax, 
S.7:L.46:p,8.

No such provision in Federal Reserve 
Act, but stockholders entitled to 
6$. S,7:L.43:p,8.

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



f* o  ff.
'a :l;stJ

- 26 - ‘

Provided:

No such dividends in any one year, ex
clusive of the cumulative dividends, 
above provided for, shall at any 
time be paid in excess of 5$/

No such provision in Federal Reserve Act.

l/2 of additional earnings to be ad
ded to surplus fund and l/2 paid 
to United States as a franchise 
tax,

No such provision in Federal Reserve Act.

(a) Whenever and so long as contin
gent fund has been provided for,

(b) And whenever and so long as the
5$ dividend has been paid to 
shareholders.

Ho such provision in Federal Reserve Act.

All excess earnings to be paid to 
United States as a franchise 
tax whenever and so long as,

(a) The surplus fund amounts to 20$
of the paid-in capital

(b) And the shareholders shall have
received dividends not ex
ceeding 5$

SECTION 20.

All net earnings over expenses, 5$ cu
mulative dividends and 40$ surplus 
fund to go to United States as a 
franchise tax. S,7:L.45:p.8,

Guaranty of Commercial Paper.'A No such provision in Federal Reserve Act:

Any member of a local association

May apply to such association

For a guaranty of the commercial 
paper,

Which it desires to rediscount

At branch of National Reserve As
sociation.

In its district.

Commissions:

Except that all paper rediscounted
(save only open market transactions) 
must be indorsed by a member bank. 
S.13:L.40:p,14.

Any such bank receiving a guaranty No such provision in Federal Reserve Act.

To pay a commission to local asso
ciation.

No such provision in Federal Reserve Act.
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Expenses and losses in excess of 
commissions,

To be met by assessment of members 
of local association

In proportion to ratio which tjieir 
capital and surplus bears to ag
gregate capital and surplus

Of the members of the local associa
tion,

Assessment to be made by its Board 
of Directors,

The commission received for such 
guaranty, after payment of expenses 
and losses, to be distributed among 
the several banks of the local as
sociation in the same proportion,

Local association to have authority:

(a) To require security from any
bank offering paper for guaranty

(b) To decline to grant the appli
cation

Total amount of guaranties by a local 
association to the National Reserve 
Association not at any time to ex
ceed aggregate capital and surplus 
of the banks forming the Guaranty 
Association.

To be fixed by its Board of Directors.

SECTION 21.

Clearing House:

Any local Association may assume and 
exercise

Such of functions of a clearing house

As are not inconsistent with the pur
poses of this Act.

(a) By vote of 3/4 of its members

Federc.l Reserve Board may in its dis
cretion exercise the functions of a 
clearing house for the Federal Ro
se rve Banks, S,15:L.53:p.i9,

Or it may designate a Federal Reserve 
Bank to exercise such functions. 
S,16:L.54:p,19,
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A

(b) With approval of National Re- ; 
serve Association.

I
j

National Reserve Association may re- j 
quire any local association

To perform such services

In facilitating the domestic exchanges 
of the National Reserve Association

\

As the public interests may require

SECTION 22.

All privileges and advantages

Of National Reserve Association

To be equitably extended

To every bank, etc.

Which shall subscribe to its propor
tion of stock.

And conform to requirements of Act. 

Suspension:

National Reserve Association may sus- 
spend a bank

From privileges of membership

(a) For refusal to comply with re
quirements of Act.

(b) For failure for 30 days to main
tain its reserves

(c) Failure to make reports required
by Act.

(d) Misrepresentation in any report or
examination

Or it may require each Federal Reserve 
Bank to exercise functions of a 
clearing house for its member bank3 . 
S.16:L,l:p.20.

Federal Reserve Board shall, by rule,
(a) Fix charges to be collected by 

member banks from its patrons 
whose checks are cleared through 
the Federal Reserve Banks.

(b) The charge which may be imposed 
for the service of clearing or 
collection rendered by the Fed
eral Reserve Bank,

Directors of Federal Reserve Banks, sub
ject to provisions of law and the 
orders of Federal Reserve Board, to 
extend to each member bank such dis
counts, advancements, and accommoda
tions, as may be safely and reason
ably made with due regard for the 
claims and demands of other member 
banks. S.4:L.31:p.5.

Federal Reserve Board, for any violation 
of the provisions of this Act, may 
suspend the operations of any Fed
eral Reserve Bank, take possession 
thereof, administer same during 
period of suspension, and, when 
deemed advisable, liquidate or re
organize such bank, S.ll:L.32:p,13,

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



1. As to condition

2* As to character or extent of its 
assets or liabilities*

iiCTTON 23-

iscal Agents.

National Reserve Association to be the 
principal fiscal agent o'f the United 
States»

Federal Reserve Banks to act as Fiscal 
Agents of the United States when re
quired by Secretary of the Treasury. 
S.15:L.44:p.16•

Foreign branches of National ban’-.s to act 
if required to do so, as fiscal agents 
of United States* S»25.L.8:p.26.

Upon organization, Government to deposit 
its general funds with said associa
tion and its branches

Secretary of the Treasury may deposit in 
FedSral reserve banks the moneys held 
in the general fund of the Treasury)

Thereafter, dll receipts of Government
Exclusive of trust funds

Shall be deposited with such associa
tion and its Branches

All disbursements by the Government

Except
(a) The 5% National bank redemption 

fund
(b) Federal reserve note.redemption 

fund S.15:L.39:p.l6.

The revenues of the Government or any par 
thereof may be deposited in such banks

To be made through said Association and 
its branches.

Disbursements may be made by checks drawn 
against such deposits.S.15:L.45:p. 16.-

Nothing in Act to be construed to deny 
right of Secretary of Treasury to use 
Member banks as depositories.
S .15:L.53:p .16.

ACTION 24.
■ positors. Federal Reserve Bank Deposits.

(a) Government of U. S.

(b) Stockholding banks.

1 . May be received:
(a) From U, S. and Member banks. 

Current funds in lawful money, 
National bank notes, Federal re~ 
serve notes, choci:s or a rafts 
upon solvent timber banks payable 
upon presentation.
S*13;L.32tp.l4.
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(b) From other Federal Reserve Banks

3 n _

Solely for exchange purposes. 
Current funds in lawful money, 
national bank notes, or checks 
and drafts upon solvent member 
or other Federal Reserve Banks, 
payable upon presentation, 
S.13:L,36:p,14.

2 . Shall be received on deposit at par.
(a;) From member banks or Federal 

Reserve Banks,
Checks and drafts drawn upon 
any of its depositors.

(b) From Federal Reserve Banks. 
Checks and drafts drawn by any 
depositor in any other Federal 
Reserve Bank or member bank 
upon funds to credit of said 
depositor in said reserve hank 
or member bank, S.16:L.37:p,19.

Limitation of Domestic Transactions;

(a) To the United States Government

(b) To the subscribing banks,

Except:

1 . Purchase or sale of Government or ; 
State securities, i

Depositors:

(a) Government of United States.
S.12:L.32:p,14.

(b) Member banks. S,12:L.32:p.l4.
(c) Other Federal Reserve Banks, 

for exchange purposes only.
S.13:L,36:p,14.

Limitations of Domestic Transactions:

(a) United States Government.
Fiscal Agent. S,15:L.44:p.l6. 
Government deposits. 
S.15:L.46jp,16.
Government disbursments,
S.15:L.47:p,16,

(b) Notes, etc., indorsed by member
banks,
Discounts of notes, bills, 
etc,, indorsed by member banks., 
S.13:L,42:p.l4.

Exclusive of notes, bills, 
etc., issued or drawn for pur
pose of carrying or trading 
in stocks, bonds, or other
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T* ---------------- ------------------ I investment securities except 
bonds and notes of Government 
of United States *

2 . Securities of Foreign Governments. (c) Onen Market Powers. S.14:L.5Q:
p.15. (Nothing as to securi

3. Gold coin or bullion. ties of a foreign government)
1. Deposits for exchange purposes. 

S.13:L.36:p.l4.
2. Rediscounts for other Reserve 

Banks. S.11:L.49:p.J2.

SECTION 25.

National Reserve Association to pay 
no interest on deposits.

No such provision in Federal Reserve Act.

SECTION 26.

Rediscounts. j
National Reserve Association through 
a Branch may rediscount for and 
with the indorsement of any bank 
having a deposit with it.

Indorsement of a Member bank.
Waiver of demand, notice, and protest by 

such bank.

Notes and Bills arising out of com
mercial transactions.

Actual commercial transactions*

That is, notes and bills issued or 
drawn for agricultural, industrial, 
or commercial purposes.

Same, but in addition "or the proceeds 
of which have been or are to be used 
for such purposes".

Not including notes or bills

Issued or drawn Covering merely investments or issued or 
drawn for purpose of carrying or

For purpose of carrying trading in stocks, bonds, or other 
investment securities.

Stocks, Bonds or other investment 
securities. Except bonds and notes of Government of 

United States.
Federal Reserve Board to define Com

mercial paper. S.13:L.40:p.l4.

Maturity.

Not more than 28 days. At time of discount, not more than 90 
days, except agricultural paper, -

Must have been made at least 30 days 
prior to date of rediscount.

not more than 6 months. 
S.13:L.7:p.l5. . S.13:L.9:p,15.
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Amount rediscounted

Limited to capital of

Banks for v/hich rediscounts are 
mads

Aggregate of such notes and bills

No such limitation except as to dis
count of Acceptances - limited to 
50$ of paid-up capital stock and 
surplus of bank for which made, or 
to 100$ if authorized by Federal 
Reserve Board, S.13:L.16:p,15.

S.13:L.l:p.32.

Bearing signature or endorsement

Liabilities incurred under provisions 
of Federal Reserve Act excepted from 
Revised Statutes. See 5202.

Of any one person, company, firm or 
corporation.

Same provision.

Rediscounted for any one bank 

At no time to exceed 10$

But

Of unimpaired capital and surplus 
of said bank.

SECTION 27.

Federal Reserve Act adds: This restric 
tion not to apply to discount of 
Bills of Exchange drawn in good 
faith against actually existing 
values. S.13:L.22:p.15.

Commercial paper as above defined.

Having nore that 28 days to run

But not exceeding 4 months

May be rediscounted

Through a branch

Paper must be guaranteed

By Local Association

Of which bank asking rediscount

No such provision in Federal Reserve 
Act.

Is a member
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No such provision in Federal Reserve Act,
Rediscount of direct obligation of 

depositing ba.nk.

Conditions: j
|

1 . Opinion of Governor that the j
public interests so require.. J

i2. Concurrence of Executive Com- j
mittee of National Reserve As
sociation.

3. Definite approval of Secretary
of the Treasury,

4. Indorsement by its local institu-i
tion. |

j
, 5. Such indorsement to be fully se

cured by pledge and deposit with 
it of satisfactory securities to 
be heid by local association for 
account of National Reserve As
sociation.

6. Amount so loaned not to exceed 
3/4 -,i actual value of securi
ties so pledged.

SECTION 39.

Power of rediscount and discount:

Granted by sections 26, 27 and 28 of 
Act.

To be exercised in each case

Through branch in district in which 
bank making application is located.

SECTION 30.

Discount rates:

To be fixed from time to time 

By National Reserve Association

Established by Federal Reserve Bank, 
subject to review and determination 
of Federal Reserve Board. S.14:L,24:
p,16.

Except as to open market powers limited 
to member banks in Federal Reserve 
Distiict in which Federal Reserve Bank 
lies, S.13:L.40:p.l4.
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When so fixed to "be published

To be uniform through United States. 

SECTION 31.

Acceptances:

National banks

May accept drafts yg bills drawn upon 
them

(a) Having not more than 4 months to
run.

(b) Properly secured

(c) Arising out of commercial trans
actions as hereinbefore defined.

(d) Amount outstanding

Not to exceed l/2 the capital and 
surplus

Of the accepting bank

To be subject to the restrictions of 
United States - Revised Statutes, 
Section 5200.

SECTION 32.

Open market powers:

National Reserve Association 

Whenever its own condition 

And general financial condition

No such provision.

No such provision.

Any member bank.

Growing out of transactions involving 
importation or exportation of goods.

Not more than 6 months’ sight to run.

No such provision 

No such provision

Same, but amended by Act of March 3,
1915, so that Federal Reserve Board 
can extend limit not to exceed cap
ital stock and surplus. S.13:L.l:p,32«

No such provision in Federal Reserve Act. 
Counsel has advised that this section 
Revised Statutes does not apply to ac
ceptances under Sections 13 and 14, but 
that if drawer does not furnish funds 
to acceptor then the transaction takes 
on the nature of a loan to drawer and 
is subject to Section 5200 Revised 
Statutes.
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Warrant such investments

May purchase from a subscribing bank

Acceptances of banks

Or of acceptors of unquestioned 
financial responsibility arising 
out of commercial transactions

As hereinbefore defined.

Purchase and sell in open market, at 
home or abroad, from or to domestic 
or foreign banks, firms, corporations 
or individuals, with or without in
dorsement of a member bank,

Cable transfers and bankers acceptances 
and bills of exchange of the kinds 
and maturities by this Act made eli
gible for rediscount,S.14;L,50:p,15,

Such acceptances;

(a) Not exceeding 90 days to run Of the kinds and maturities by this 
Act made eligible for rediscount, 
S.14:L.2:p.l6,

(b) Prime bills. No such provision.

(c) Must bear indorsement of subscrib No such provision in Section 14, (Open
ing bank selling same market powers). Discounts of ac

ceptances under Section 13 must have 
indorsement of at least one member 
bank. S.13:L,16:p,15.

(d) Which indorsement must be other
than that of the acceptor. No such provision.

SECTION 33.

Open market powers.

National Reserve Association may in
vest;

(a) In United States bonds At home or abroad, bonds and notes of 
United States. S.14:L.12:p.16.

(b) In obligations having not more 
than 1 year to run

1, Of United States or its depend Bills, notes, revenue bonds and war
encies rants issued by any State, County,

2. Of any State District, Political subdivision, or
3. Of Foreign Governments. municipality,

In continental United States
Including irregation, drainage and 
reclamation districts,

With maturity from date of purchase 
; of not exceeding 6 months.
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Issued,
(a) In anticipation of collection of

taxes, or,
(b) In anticipation of receipt of

assured revenues,
In accordance with rules and regulations 

of Federal Reserve Board. 
S.14:L.13.p,16.

SECTION 34.

C? en ma rke t powe rs:

National Reserve Association to havo 
power at home or abroad

(a) To deal in gold coin or bullion Same. S.14:L.6:p.l6.

(b) To make loans thereon Same. S.14:L,7:p.l6.

(c) To contract for loans of gold
coin or bullion, giving there
for when necessary, accepted 
security, including hypotheca
tion of its holdings of United 
States bonds.

Same. Additional clause: - "Or other 
securities which Federal Re
serve Banks are authorized to 
hold." S.14:L.9:p,16,

SECTION 35.

Open market powers:

National Reserve Association to have 
power

Same, S.14;L.21:p.16*

To purchase from subscribing banks Member banks. S.l4:L,21,p.l6.

And to sell, with or without its in
dorsement,

Same. S.14:L.21:p.l6.

Checks or bills Same, except no mention of checks. 
S,14:L.21:p,16.

Arising out of commercial transac
tions,

Same. S, 14: L. 2 1 : p. 16,

As hereinbefore defined. Same. S.14:L,21*.p.l6,

Payable in such foreign countries. No such 
Act.

i limitation in Federal Reserve
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As Board of Directors may determine

These bills of exchange 
(a) Must have not exceeding 90 days 

to run
Same. S.14:L.36:p,16.

(b) Must bear signature of 2 or more 
responsible parties

Same. S,14:L.36:|J.16.

0
(c) Of -which last one to that of a 

subscribing bank.

SECTION 36.

Open market powers.

National Reserve Association to have 
power:

No such provision.

(a) To open and maintain banking ac
counts in foreign countries.

Sarnie. S.14:L,30:p,16.

(b) To establish agencies in foreign 
countries for purpose of pur
chasing, selling and collecting

Appoint correspondents and establish 
agencies, etc. S.14:L.31:p.l6.

foreign bills of exchange. Word "Foreign" not in Federal Reserve 
Act.

(c) To buy and sell Same. S.14:L.33:p,16.

With or without its indorsement Same. S.14:L.33:p.l6.

Through such correspondents or 
Agencies.

Same. S.14:L.33:p.16 .

Checks or prime foreign bills Bills of exchange. S.14:L.34:p,16.

Arising out of commercial trans
actions

(a) Having not exceeding 90 days 
to run

"Actual" commercial transactions.
S.14:L,35:p.l6.

Same. S.14:L.36:p.l6.

(b) Bearing signature of 2 or 
more responsible parties.

Same. S,14:Lt36:p,16.

Federal Reserve Banks also given power 
under rules and regulations of Federal 
Reserve Board, to purchase or sell, 
at home or abroad, from or to, do
mestic or foreign banks, firms, cor
porations or individuals: - 
Cable transfers, Bankers'acceptances

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



and bills of exchange,
Of kinds and maturities by this Act 
made eligible for rediscount,
With or without indorsement of a 
member bank. S.14:L.50:p.l5.

Furthe r p owe rs;-
To exchange Federal reserve notes for 
gold, gold coin or gold certifi
cates

To establish accounts with other 
Federal Reserve Banks for exchange 
purposes. S.14:L,28:p.l6,

SECTION 37.

Transfer of deposits:

Duty of National Reserve Association 
or any of. its branches upon re
quest

To transfer any part of deposit bal
ance of any bank

To the credit of any other Bank hav
ing an account with National Re
serve Association.

Transfer of deposit balance from 
books of one branch

Under regulations of National Re
serve Association

May be made by mail, telegraph or 
otherwise,

At rates to be fixed from time to 
time

By manager of branch

At which transaction originates.

SECTION 38.

Power to hold real estate:

National Reserve Association

No such provision in Federal Reserve Act,

Only analogy is the G-old Settlement Fund 
Regulation L, Series, 1915,

Rates for rediscounts between Federal 
Reserve Banks to be fixed by Federal 
Reserve Board. S.ll:L.49:p.l2.

Nothing in Federal Reserve Act as to this.
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May purchase, acquire, hold and 
convey real estate:

1. For immediate accommodation in
transaction of business at head 
office or any branch.

2. Mortgages in good faith as se
curity for debts previously 
contracted,

3. Conveyances in satisfaction of
debts previously contracted in 
course of its dealings.

4. Purchases at sales under judge
ments, decrees or mortgages 
held by said Association

5. Purchases to secure debts due to 
it.

Limitation:

Federal Reserve Banks given power to 
exercise by Board of Directors or 
duly authorized officers or agents, 
all pov/ers specifically granted by 
the provisions of this Act, and such 
incidental po\vers as shall be neces
sary to carry on the business of 
banking within the limitations pre
scribed by this Act. S.4:L.5:p.5,

May make loans on improved and unen
cumbered farm lands, if bank is not 
situated in a central reserve city.

Such loans limited to 5 years and to 
50$ of actual value of the property.

Also limited to 25$ of capital and sur
plus, or to l/3 of time deposits. 
S.24:L.37:p.25.

Shall not hold possession of any 
real estate.

(a) Under mortgage

(b) Or title and possession of any
real estate purchased to se
cure debts due to it

For longer period than 5 years.

SECTION 39.

Reserves:

(a) Deposit balance of any subscrib
ing bank in National Reserve 
Association

(b) Any notes held of National Re
serve Association

May count as whole or any part

No such provision.

(a) Balance in Federal Reserve Banks 
due to member banks may be 
counted as reserves to extent 
herein provided. S.l9:L,28.p.23,

Ultimately, there must be deposited 
in Federal Reserve Banks out of 
the reserves of member banks, -
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Of its required reserves.

- country banks 5/12; Reserve 
City banks, 6/15; Central Re
serve City banks,, 7/J8 ;
S.19:L,1 1 :p,2 2 . : : S.19:L.30 
p.22. : : S.19L.49:p,22.

(b) Federal Reserve notes and Federal 
reserve bank notes can not be 
held as reserve by National mem
ber banks: semble, can be so held 
by State member banks if per
mitted by State law;

National member banks must keep 
same kind of money in their ret? 
serves as National banks under 
National Bank Act.
S,20:L.28:p.33.

* The 5$ National bank redemption 
fund no longer to count as part 
of lawful reserve, S.20:L,38;p.23,

By-laws of Federal Reserve Board 
to require applying banks not 
organized under Federal law to 
comply with reserve requirements 
prescribed by Organization Com
mittee or by Federal Reserve 
Board. S.9:L.14:p,10.

1. Demand deposits. Defined: All deposits payable with
in 30 days. S.19:L.50:p,21.

National banks in different lo
calities. Reserve requirements lowered: -

To maintain same percentage of 
reserve

1. Country banks from 15$ to 12$,
2. Reserve City banks from 25$

to 15$
As now required by law. 3, Central Reserve City banks from 

25$ to 18$. S.19:L.6:p,23,
Same percentage of reserve S.19:L,25:p,22. : S.19:L.45:p.22,

Required of all other subscrib
ing banks in same locality.

Applies to all subscribing member 
banks. S.19:L,3:p,22.

2 . Time deposits: Defined: -

(a) All time deposits
(b) Moneys held in trust payable

or maturing within 30 days 
from date.

To comprise
(a) All deposits payable after 

30 days.
(b) All savings accounts and cer

tificates of deposit.
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To be subject to same reserve re
quirements

As demand deposits in same locality

If maturing more than 30 days from 
date

To be subject to same reserve re
quirements as demand deposits

For the 30 days preceding their 
maturity.

Except for this period no reserve 
required

Time deposits and trust moneys

Payable only at a stated time

Not less than 30 days from date 
of deposit

(a) Must be represented by certifi
cate or instruments in writing

(b) Must not be allowed to be with
drawn before time specified 
without 30 days notice.

SECTION 40.

Real estate loans.

National banks may loan upon im
proved and unimoumbered real 
estate.

(a) Not more than 30$ of their
Time Deposits.

(b) Not to exceed 50$ of actual
value of the property.

(c) Which property shall be sit
uated in the vicinity or in 
the territory directly tribu
tary to the bank.

Provided:

Privilege not to bo extended to 
banks acting as reoorvo agont.

Subject to not lees than 30 days 
notice before payment. S.19:L.51:p,21

Time deposits to require reserve of 5$ 
S,19:L.7:p.22. : : S.19:L.26:p,22. 
S,19:L.46:p,22.

No such requirement. But see Regula
tion E, 1915.

No such requirement. But see Regula
tion E, 1915. Not less than 30 days.

Same, except "Farm land".

25$ of its capital and surplus or l/3 
of its time deposits.

Same also: "Nor for a longer time than 
5 years,"

Situated within its Federal Reserve 
District, S.24rL.37:p.25,

Not allowed to banks in Central reserve 
cities, nor in other cities when so 
determined by Federal Reserve Board.
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For banks or trust companies. National banks may continue to re
ceive time deposits and pay interest 
on same, S.24;L,37:p,25,

SECTION 41.

Reserves.. National Reserve Association

All demand liabilities 
Including deposits and circulating 
notes.

Of National Reserve Association to 
be covered by reserve of 50$

(a) In gold (including foreign gold 
coin and gold bullion)

(b) Or in other money of United 
States which National banks 
may now hold as part Of their 
legal reserve,'

Tax on deficient reserve.:

Whenever and so long as
Reserve falls and remains below 50$

National Reserve Association to 
pay special tax upon the defi
ciency at a rate increasing in 
proportion to such deficiency as 
follows: -

For each 2-1/2$ or fraction

Federal Reserve Banks,

Against deposits: Not less than $5$
in gold or jawful money,'

Against Federal Reserve notes in ac
tual circulation. - not offset by 
gold or lawful money in hands of 
Federal Reserve Agent, - not less 
than 40^ in gold. S.l6:L,25:p.l7, 
S.16:L.27:p,17,

No such provision except reserves 
against deposits may be in gold or 
lawful money* S,16:L.26:p*17.

Metobeh bank may check against and 
withdraw its reserve deposits with 
a Federal reserve bank; subject to 
regulations and penalties of Federal 
Reserve Board, fdr purpose of meeting 
existing liabilities but shall not 
make new loans or pay dividend^ un
less and until total reserve re
quired by law is fully restored.
S.19:L,18:p,23,

Federal Reserve Board to establish 
graduated tax upon amounts by which 
reserve' requirements of Act may be 
permitted to fall below level here
inafter specified, S,ll!L.2:p,13,

When gold reserve against Federal re
serve notes falls below 40$,

Federal Reserve Board to establish a 
graduated tax cf not more than one 
per centum, upon deficiency until 
reserves fall to 32-1/2$. 
S.ll;L.6:p,13,

When gold reserve falls below 32-1/2$,
Upon each 2-l/2$ or fraction that re
serve falls below.

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



-  43

That reserve falls below 50$

Tax to be levied

At rate of 1-1/2$ per annum

32-1/2$

Not less than 1-1/2 per centum,etc. 
S.ll:L,7:p,13.

Provided:

No additional circulating notes to No such provision.
be issued Only limitation is upon new loans or

Whenever and so long as

Amount of such reserve

Falls below 33-1/3$ of its out
standing notes.

dividends when bank checks against or 
withdraws its reserve deposits.
See Supra. S.19;L,18:p.23.

SECTION 42.

Computation of demand liabilities: No such provision.

From amount of demand liabilities

There shall be deducted

Sum equal to 1/2 of amount of 
United States bonds

In estimating amounts due to other banks 
for reserve purposes, the net balance 
of amounts due to and from other banks 
shall be taken as the basis.
.'S.19:L,25:p,23.

Held by National Reserve Associa
tion.

(a) Which have been purchased from
National banks, and,

(b) Which had previously been de
posited by such National 
banks to secure their circu
lating notes.

SECTION 43.

Reports of National Reserve Associa- 
tion.

1. To Comptroller of Currency.

Federal Reserve Board to publish once 
each week a statement 
(a) Condition of each Federal reserve 

bank.

Once each week (b) Consolidated statement for all 
Federal Reserve banks,
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Showing principal items of its bal
ance sheet

Such statements to show in detail: 
1, Assets and liabilities, single 

and combined.
To be made public

2. Character of money held as 
reserve.

3. Amount, nature, and maturities 
of paper and other investments 
owned or held by Federal Reserve 
banks. S.ll:L.38:p.l2.

No provision for reports by Federal Re
serve Board, to Comptroller.

2. Full reports to the Comptroller 
of the Currency coincident with 
the five reports called for 
each year from National banks

No such provision.

Federal Reserve Board to make annual 
report to Speaker of House. 
S.10:L,24:p.12,

Also to fix salaries of all bank ex
aminers, on recommendation of Comp
troller, -and make report thereof to 
Congress, S.21:L,16:p.24,

SECTION 44.

Reports of subscribing banks: No change in National Bank Act as to ; 
five reports of condition by national

Monthly report or oftener if re
quired «

banks.

Showing principal items of their 
balance sheets

State banks and trust companies becoming 
member banks, to make reports of con
dition and payment of dividends to

To National Reserve Association Comptroller as provided in United 
States Revised Statutes, Section 5211

Under regulations to be prescribed 
by said Association .

and 5212, and to be subject to pen
alties prescribed in Section 5213 
for failure to make such report. 
S.9:L.35:p.lO:

SECTION 45.

All reports of national bank ex
aminers

No such provision.

In regard to condition of banks.
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Hereafter to be made in duplicate !
ii

One copy to be filed with National ! 
Reserve Association j

I
For confidential use of its execu- j 
tive officers and branch managers

SECTION 46,

National Reserve Association

1. May accept

(a) Copies of reports of national 
bank examiners for subscrib
ing national banks

(b) Copies of reports of State
bank examiners for subscrib
ing State banks and trust 
companies in States where 
furnishing such information 
is not contrary to law.

Provided:

Standard of such examinations

Both national and State

Meet presceibed requirements of 
National Reserve Association,

2 , May examine at any time or 
cause to be examined by its 
own representative any sub
scribing bank.

Plainly implied, however, that all 
reports of National bank examiners 
shall be open to the Federal Reserve 
and through said Board to the Fed
eral Reserve Agents and Governors.

As to examinations under Federal Re
serve Act, See Supra, notes to Sec
tion 15 of Aldrich Act.

No such provision, but clearly implied 
by provision that in addition to ex
aminations by Comptroller anjt 'Federal 
reserve bank may make special exami
nations of member banks within its 
district. S.21‘.L.21:p,24,

See also, note, Supra, to Section 15, 
Aldrich Act.

Same provision substantially,
S.21:L.2:p.24.
These words not in Federal Reserve 
Act.

No such provision, but plainly implied 
in power given to Federal Reserve 
Board to authorize examination of 
State authorities to be accepted. 
S.21:L,3:p,24.

Federal Reserve Board may examine,
at its discretion,the accounts, books, 
and affairs of each Federal Reserve 
Bank, and of each member bank, etc, 
S.ll:L.38:p,12.

See also, note to Section 15, Aldrich 
Act.

Special examinations by Federal Reserve 
banks of member banks provided for, 
S.21:L,21:p,24,
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3,. May make such payments

To national and State examiners

For such services required of 
them

As directors may consider just 
and equitable

Expense of such special examinations 
to be borne by bank examined.
S.21:L.25:p,24.

Expense of examinations by regular ex
aminers to be assessed by Comptroller 
in proportion to assets or resources, 
otc* S.21iL.16:p,24

The expense for examinations of Federal 
Reserve banks and member banks made 
by Federal Reserve Board would seem 
to fall within power granted to Board 
to levy a semi-annual assessment upon 
the Federal Reserve banks "sufficient 
to pay its estimated expanses," etc. 
S.10:L.42:p.ll.

SECTION 47.

All provisions of law repealed

Requiring national banks ...

To transfer and deliver to Treasurer 
of United States

Bonds of United States other than 
those required to secure out
standing

(a) Circulating notes

(b) Government deposits 

SECTION 48.

(a) Similar provision repealing re
quirements of Section 5159 United 
States Revised Statutes; Section 4, 
Act of June 20; Section 8, Act of 
July 12, 1882. S.17;L,3:p.20.

(b) No such provision.

■ No further issue of circulating 
notes by any national bank be
yond amount now outstanding

National banks may maintain pres
ent note issue

But whenever a bank retires

Whole or any part of its existing 
issue

Its right to reissue the notes so 
retired.

No such provision, but national bank 
notes secured by United States bonds 
purchased by Federal Reserve banks 
must be cancelled and permanately 
retired. S,18tL»42.p,2Q.

Federal Reserve bank notes, however,
.are not subject to limitation to 
capital stock of issuing Federal 
reserve bank, as are national banks. 
S.4:L.17:p,5.
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Shall thereupon cease.

SECTION 49.

Purchase of Government bonds.

National Reserve Association.

For period of one year 

From date of its organization 

To offer to purchase

At price not less than

Par and accrued interest

The 2$ Government bonds

Held by subscribing national banks

And deposited to secure their cir
culating notes.

National Reserve Association

To take over bonds so purchased

And assume redemption upon presen
tation

Of outstanding notes secured thereby

National Reserve Association

1. To issue its own notes

On terms herein provided

As the outstanding national bank 
notes.

Secured by such bonds, so held 

Shall be presented for redemption

After two years from passage of Act 
and at any time during period of 
20 years thereafter,

Any member bank desiring to retire 
whole or any part of its circulating 
notes, may file with United States 
Treasurer an application to sell for 
its account at par and accrued inter
est United States bonds securing 
-circulation to be retired. 
S.18:L,13:p,30.

Trd'aouxer to furnish to Federal Reserve 
Board a list of such applications at 
end of each quarterly period.

Federal Reserve Board may in its dis
cretion require the Federal Reserve 
banks .to purchase such bonds from 
the banks whose applications have 
been filed at least 10 days before 
end of any quarterly period at which 
the Federal Reserve Board may direct 
the purchase to be made.

Limitation:

Federal Reserve Banks not permitted 
to purchase more than 25 millions 
in any one year - including bonds 
required under Section 4 by the 
Federal Reserve banks.

Method of allotment of such bonds.
Method of purchase by Federal Reserve 
banks.

Circulating notes (Federal Reserve Bank 
notes) may be taken out equal to par 
value of the bonds purchased.

Not limited to capital stock of Federal 
Reserve bank issuing them. 
S.18;L,13:p,20.
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2, May issue further notes

From time to time

To meet business requirements

It being the policy of the United 
States,

To retire as rapidly as possible

Consistent with the public inter
ests

Bond secured circulation

And to substitute therefor

National Reserve Association notes

Of. a character and secured and 
rediscounted

In manner provided for in this 
Act.

Only similar requirement is issue of 
i Federal Reserve notes to Federal Re

serve banks. S,l6sL.2:p,17,

No limit to amount of Federal Reserve 
notes which mav be issued .if e:old
rocorvo maintained and also tho 
collateral.

When Federal Reserve banks purchase 
2$ United States bonds pledged to 
secure national bank notes, the notes 
when redeemed must be permanately 
cancelled and retired. S,18:L.41:p.20,

The Federal Reserve banks may, however, 
take out Federal Reserve bank notes 
to par value of bonds so purchased or 
bonds having circulating privilege 
but not so pledged, such notes not to 
be limited to capital stock of Federal 
Reserve bank issuing them.
S.4:L.9:p.5. : : S.18:L.46:p.20.

SECTION 50. 

Note reserves:

To be covered by legal reserves

As required by Section 41 of Act 
(i.e. 50$ reserve in gold)
Including foreign gold coin and 
gold bullion

Or, 50$ reserve in

Other money of United States

Authorized as legal reserves

Of national banks.)

Also by:

Federal Reserve notes to be secured by 
gold reserve of not less than 40$ 
against notes in actual circulation, 
S.16:L.37:p.l7.

Notes or bills Also by notes and bills accepted for 
rediscount under Section 13, 
S.16:L.17:P.17,
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Arising out of commercial transactions Also by additional security if called
for by Federal Reserve Agent.

As hereinbefore defined S.16:L.23:p.l7.

Or:

Obligations of United States No such provision.

SECTION 51,

Special tax on notes:

(a) Any notes in circulation in ex
cess of 900,millions.

Not covered by any equal amount 
of

1 . Lawful money

2. Gold bullion

3. Foreign gold coin 

Held by Association 

To pay special tax

At- rate of 1-1/2$ per annum

(b) Any notes in excess of
$1,200,000,000.

Not so covered 

To pay special tax 

At rate of 5$ per annum 

Provided;

In computing said amounts, etc.

The aggregate amount

Of any national bank notes then out
standing

Shall be included

No tax on Federal Reserve notes, but 
Federal Reserve Board may fix rate 
of interest to be charged upon them, 
S.16:L.19:p.l8,
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SECTION 52.

50 -

Circulating notes of National Re
serve Association.

Federal Reserve notes to become a first 
and paramount lion on all the assets 
of the Federal Reserve bank. 
S,16:L,25:p,18.

To constitute first lion 

Upon all its assets 

Redemption:

Same provision as to Federal Reserve 
Bank notes. S.16:L,25:p,18,

In lawful money Federal Reserve notes redeemable in gold 
or lawful money at any Federal Reserve 
bank. S.l6:L.10:p.l7.

On presentation at head office 

Or at any branch

Redeemable in gold at Treasury in Wash- 
ington, D, C« S.16:Lt9:p*17.

Parity clause: No such provision.

Duty of National Reserve Association

To maintain at all times

A parity of value

Of its circulating notes

With the standard established by 
Act of March 14, 1900, Section 1 ,

SECTION 53.

Duty of maintaining parity remains upon 
Secretary of Treasury, under Act of 
March 14, 1900, and he may issue gold 
bonds for this purpose. S,26:L.38:p,26

Circulating notes of National Re' 
serve Association.

: Federal Reserve Notes.

To be roceivod at par
Shall be obligations of the Unites 
States.

In payment of

(a) Taxes, excises and other duos to 
the United States.

Shall be rocoivable
(a) By all national and member banks 

and Federal Reserve banks.
And,

(b) Salaries and other debts and 
demands

Owing by United States

To individuals, firms, corpora
tions, or associations,

(b) For all taxes, customs, and other 
public dues. S,16sL*6:p.l7.
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Except:

1 , Government obligations specifi
cally payable in gold

tllearly implied but not specifically 
mentioned.

2 , All debts due from or by one 
bank or trust company to an- 
othe r

See (a) above.

3. All obligations due to any bank 
or trust company

SECT I OH 54. '

See (a) above.

National Reserve Association

And its branches

Shall at once, upon application

Federal Reserve notes are delivered by 
Federal Reserve Agent at Federal Re
serve bank.

Without charge for transportation 

Forward its circulating notes 

To any depositing bank 

Against its credit balance

SECTION 55.

Refundine:

The expenses necessarily incurred in 
executing the laws relating to the 
procuring of such notes, and all other 
expenses incidental to their issue and 
retirement, shall be paid by the Fed
eral Reserve banks, and the Federal 
Reserve Board shall include in its 
estimate of expenses levied against 
the Federal Reserve banks,a sufficient 
amount to cover the expenses herein 
provided. S,16:L.10:p,19.

Upon application of National Re
serve Association

The Secretary of the Treasury

Shall exchange the 2fo United States 
bonds

Bearing the circulating privilege

Federal Resdrve Act provides that after 
two years from passage of Act and at 
any time during 20 years thereafter 
member banks may file with the "■ 
Treasurer of the United States an ap
plication to sell for its account 
United States bonds securing circula
tion which they wish to retire. 
S.i8:l,13:p.20.

Purchased from subscribing bank 

For 3$ United States bonds. 

Without the circulating privilege

The Federal Reserve Board may require the 
Federal Reserve banks to purchase such 
bonds at par and accrued interost, 
S,18:L.22:p,20,
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Payable after 50 
issue,

years from date

National Reserve Association

To hold the 3% bonds so issued

During period of its corporate ex
istence .

Provided

After 5 years from date of its organ
ization

The Secretary of the Treasury

May at his option

Permit the National Reserve Asso
ciation

To sell annually

Not more than 50 millions of such 
bonds

Provided further

U. S. reserves right at any time

(a) To pay before maturity 

Any of such bonds

(b) To purchase any of them at par

For the trustees of the postal 
savings

Or otherwise.

25 millions in any one year, includ
ing bonds bought under Section 4 of 
Act. S.18:L*27:p.20.

Method of allotment prescribed. 
S.18:L.30:p.20.

Method of payment prescribed. 
S.18:L.37:p.20.

Banks to be paid by U. S. Treasurer 
balance due after deducting suffi
cient sum to redeem outstanding 
National bank notes, which notes 
shall be cancelled and permanently 
retired. S.18:L.39:p.20.

The Federal reserve banks purchasing the 
bonds may take out Federal reserve 
bank notes up to par value under 
same terms and conditions as National 
bank notes except not limited to 
amount of capital stock of the Fed
eral reserve bank issuing them. 
S.18:L.46:p.20.

Secretary of Treasury, upon application 
approved by Federal Reserve Board, 
may exchange U. S. 2% gold bonds 
bearing circulation privilege but 
against -which no circulation is 
outstanding for

(a) One year gold notes of U. S. 
without circulation privilege 
To amount not exceeding 1/2 
of the 2f» bonds tendered

And.

(b) 30 year 3% gold bonds without 
circulation privilege for the 
remainder so tendered.
S. 18:L.8:p.21.

Federal Reserve Bank obtaining such 
one year gold notes
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1, To contract to purchase from U. S,

at their maturity an amount e.qual 
to those delivered in exchange 
for such bonds, if so requested 
by Secretary of Treasury,
S *IS•b 4IS * p •21.

2, At each maturity of one year notes
so purchased to purchase from 
U.S. such an amount of one year 
notes as Secretary may tender,- 
not to exceed amount issued to 
such bank in first instance in 
exchange for said bonds. 
S.18:L.22:p.21.

3, This obligation to continue in force
for a period not to exceed 30 
years. S.18:L.28:»p.21-

Secretary authorized to issue such one 
year notes exempt from all taxes and 
duties of the U. Q*. save as provided 
in this Act; also to issue 3> gold 
bonds S.18:L.30:p.21.

Such bonds may be issued at par by 
Secretary in exchange for said one 
year gold notes upon application of 
any Federal reserve bank approved by 
Federal Reserve Board. S,18:L.46:p.21.

SECTION .56.

Special Tax

National Reserve Association 

To pay to the Government

No such provision in Federal Reserve Act.

A special franchise tax

Of l-l/2fo annually

During period of its charter

Upon an amount

Equal to the par value of

U. S. bonds transferred to it

By the subscribing banks.
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SECTION 57,

Banking corporations

For carrying on business of banking 
in foreign countries.

And to act when required

As fiscal agents of United States in 
such countries

May be formed by any number of per
sons

Not less than 5

To enter into articles of associa
tion

Which shall specify in general terms

Object for which formed

May contain any other provisions

Not inconsistent with provisions of 
this section

Which the banking corporation

May see fit to adopt

For regulation and conduct

Of its business and affairs

Which regulations

To be signed in duplicate

By the persons uniting to form the 
banking corporation

One copy to be forwarded to Comp
troller of the Currency

Federal Reserve Act provided for branches 
of National banks in foreign countries.

Limited to banks having capital and 
surplus of one million dollars or 
more, S,25:L.2;p,26.

Federal Reserve banks also authorized, 
with consent of Federal Reserve Board.

(a) To open and maintain banking ac
counts in foreign countries,

(b) To appoint correspondents and 
establish agencies in such 
countries.

For purpose of securing authority to 
establish branches in foreign coun
tries or dependencies of the United 
States

For the furtherance of the foreign 
commerce of the United States. 
S,25:L,2:p.25.

One to Secretary of State

To be filed and preserved in their 
offices
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The persons uniting to form such 
banking corporation

To make out an organization certifi
cate

Which shall specify: Application to specify:

1. The name, to be subject to ap
proval of Comptrller

Name of bank filing application, 
S,25:L.10:p,26.

2. The foreign country or depen
dencies or colonies

Or, the dependencies of the 
United States

Where its banking operations are 
to be carried on

Substancially the same. S.25:L.10;p,26,

3, Place of home office in United 
States,

4, Amount of capital stock and num
ber of shares.

Capital of bank filing application. 
S.25:L.lO:p,26.

5. Names and places of residence of 
shareholders and number of 
shares heJLd by each

6, Declaration that such certificate 
is made to enable such per
sons to avail themselves of 
the advantages of this section

Limit of capital, 2 million dol
lars .

Fully paid in before commencing 
business

Amount of capital set aside for conduc 
of its foreign business, 
S.25:L.12:p,26.

Fact of payment to be certified 
by Comptroller

No such provision

Copy of his certificate to be 
filed with Secretary of State

No such provision

Provided:

Capital may be increased

By vote of 2/3 of shareholders
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With approval of Comptroller

The capital stock of any tank

Which exceeds 2 million dollars

May be reduced to sum of 2 millions

By vote of shareholders owning 2/3 
of its capital

Such banking corporations

To be body corporate

For 20 years from date of execution 
of its organization certificate

Shall not be authorized

(a) To receive deposits in United
States

(b) To transact any domestic busi
ness

Not necessarily related

To business being done

In foreign countries

Or in dependencies of United 
States

No such provision

Powers granted:

(a) To make acceptances

(b) Buy and sell bills

No such provision. Only analogy is 
power given to Federal reserve banks 
in open market:

To purchase from member banks and to 
sell, with or without its indorse
ment, bills of exchange arising out 
of commercial transactions as here
inbefore defined. S,14:L.21:p.l6.

(c) Or other commercial paper For purpose of purchasing, selling 
and collecting bills of exchange.

Relating to foreign business To buy and sell, with or without its 
Indorsement, through such correspond 
ents or agencies.
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(d) To purchase and sell securi
ties

Bills of exchange arising out of ac
tual commercial transactions which 
have not more than 90 days to run 
and which have the signaturescof 
two or more responsible parties.
S.14:L.32:p.l6.

To buy and sell, under rules and regu
lations of Federal Reserve Board, at 
home or abroad,

Including 1
Securities of the United States (a) Bonds and notes of the United 

States,

Or of any State (b) Bonds, notes, revenue bonds, and 
warrants with maturity not ex
ceeding 6 months.

Issued in anticipation of collec
tion of taxes.

Or of receipt of assured revenues

By any State, county, district, 
political subdivision, or munici 
pality in Continental United 
States

Including irrigation, drainage 
and reclamation districts

(e) To establish, etc., a branch 
or branches

No such provision similar to (e) in 
Federal Reserve Act.

For transaction of its busi
ness

The power to national banks to estab
lish foreign branches is limited to

In foreign countries and their 
dependencies

"Foreign countries or dependencies 
of the United States", S,25:L,6:p,26.

Or the dependencies of the 
United States

At such places

Under such regulations

As its Board of Directors may 
deem expedient
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Majority of shares to be' held 
and owned

(a) By citizens of United 
States

(b) Or by corporations of 
United States or any State

Majority of Board of Directors

To be citizens of United 
States

Each director to own in own 
right

At least 100 shares of the 
banking corporation

Of which he is a director.

Insolvency:

Whenever Comptroller satisfied of 
insolvency

May appoint receiver

Who shall close up the corporation

As he would a national bank

Disposition of assets of branches

To be subject to any special pro
visions

Of laws of country under whose 
jurisdiction

Such assets are located

Annual meeting:

To be held in home office in 
United States

Wo provision in Federal Reserve Act 
as to this; it would be covered, 
however, by provisions of Act as to 
insolvent national banks. 
S.6:L.26:p.8.
S.6:L,31:p.8,
S.6:L,33:p.8.
S.6:L,36:p.8,

Books to be kept at home.office 
containing

Wational banks to conduct accounts of 
each foreign branch independently of 
the accounts of other foreign branches
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1 . Names of all stockholders

2. Directors

3. Copies of reports to Comptroller

Exhibiting in detail under ap
propriate heads.

Its resources and liabilities

Reports to Comptroller

At such times as he may require

Subject to examination by Comp
troller

Uhen deemed necessary

Through examiners appointed by 
him

Compensation of such examiners 

To be fixed by Comptroller 

Liquidation;

May go into liquidation and be 
closed

By vote of shareholders

Owning 2/3 of its stock

!7ho.,may be stockholders:

Any bank doing business in United 
States

Owning stock in National Reserve 
Association

May subscribe to stock

Aggregate of stock held by any 
one bank,

Not to exceed 10$ of capital stock 
of the subscribing bank

-  59 -

established by it, and of its home 
office and shall at end of each 
fiscal period transfer to its gen
eral ledger the,profit or loss ac
cruing at each branch as a separate 
item, S,25:L.23:p.26,

Information as to condition of such 
foreign branches to be furnished to 
Comptroller at all times on demand 
S.25:L.20:p,26,

The Federal Reserve Board may order 
special examinations of the said for
eign branches at such time or times 
as it may deem best, S.25:L.18Jp,26.
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SECTION 58.

Right reserved to alter or amend 
provisions of this Act

Said right to take effect

At end of any decennial period

The right to amend, alter, or repeal 
this Act is hereby expressly re
served. S,30:L,36:p.27,

From and after the organization

Of the National Reserve Associa
tion

SECTION 59.

All Acts or parts of Acts incon
sistent with the provisions of 
this Act are hereby repealed

If any clause, sentence, paragraph, or 
part of this Act shall for any reason 
be adjudged by any court of competent 
jurisdiction to be invalid, such 
judgment shall not affect, impair, or 
invalidate the remainder of this Act, 
but shall be confined in its operation 
to the clause, sentence, paragraph, 
or part thereof directly involved in 
the controversy in which such judg
ment shall have been rendered.
S.29:L.29:p,27.
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The Federal Reserve Board has received letters from banks desirous 
of disposing through the Treasury of the United States of United States 
2fc bonds belonging to them.

Section 18 of the Federal Reserve Act provides -
"After two years from the passage of this 

Act ....,any member bank desiring to retire the 
whole or any part of its circulating notes, may file 
with the Treasurer of the United States, an applica
tion to cell for its account, at par and accrued 
interest , United States bonds securing circulation 
to be retired.

The Treasurer shall, at the end of each quarterly 
period furnish the Federal Reserve Board with a list 
of such applications, and the Federal Reserve Board 
may, in its discretion, require the Federal Reserve 
Banks to purchase such bonds from the banks whose 
applications have been filed with the Treasurer at,, 
least ten days before the end of any quarterly per
iod at which the Federal Reserve Board may direct 
the purchase to be made."

This provision will not become effective until December 23, 1915.
The end of the first quarterly period following that date is December 
31, 1915. In order to comply with the terms of the statute, applications 
would have to be filed with the Treasurer ten days before this time, or by 
December 21, 1915. In other words, the application would have to be filed 
at a time when this particular provision of the Act is not in operation.

The Board has now determined that it will not undertake to require 
banks to purchase any bonds for the retirement of circulation prior to 
the end of the quarterly period closing March 31, 1916. It will, however, 
permit banks to begin filing applications as soon as they see fit, not- 
withstanding that assignments will hot be made until the date already 
indicated.

9/25/15
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EX OFFICIO MEMBERS

1

WILLIAM 0 MCADOO
SECRETARY OF THE TREASURY 

CHAIRMAN
JOHN SKELTON WILLIAMS

COMFTBOLLBB OF THB COBRIMCT FEDERAL RESERVE* BOARD

W P 0 HARDING GOVERNOR 
PAUL M WARBURG VICK GOVERNOR 
FREDERIC A DELANO <  ~  »
ADOLPH C HILLER t
CHARLESS HAMLIN

H PARKER wil^ 7  S ecretary 
SHERMAN P ALLEN ARST SECRETARY 

AND FISCAL AOENT

WASHINGTON ADDRESS REPLY TO

My dear Sir*

Some months ago petitions were filed with the Federal Reserve 
Board by twenty-seven banks m  Louisiana for the purpose of secur
ing the transfer of the territory in which these banks were situat- 

> ed from the Eleventh (Dallas) District to the Sixth (Atlanta) Dis
trict. It was the understanding that these banks desired to be 
attached to the branch at New Orleans which had not then been or
ganized but which was m  contemplation. Recently request has been 
made of this Board to consider and dispose of these petitions.

A
The Board request* you kindly to indicate upon the inclosed 

blank whether it would be the preference of your bank to be trans 
ferred to the District of the New Orleans branch or whether you 
prefer to remain attached to the Dallas District, Prompt return 
of the blank would be appreciated by the Board.

 ̂ Past experience has shown m  canvasses made by several Fed
eral Reserve Banks, that some member banks nave hesitated to give 
any but equivocal expressions of their views so that not unfrequent- 

* ly they have be3n clamed by both sides. In order to secure ab
solutely authentic expressions, the Board has decided upon canvassing 
the District direct and assures you that your vote in the matter will 
be treated with strict confidence.

n If you desire to give the Board the benefit of the expression
of your views in connection with the suggested transfer, the Board 
will be glad to receive it

Respectfully,

Secretary.

J
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Bx-oppicio Nunn
WILLIAM fl. McADOO

i K i n t l l  OF THB TRIAIUET 
C U IH M

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

\

FEDERAL RESERVE BOARD

w. P. a. HAR0IN8. Governor 
PAUL H. WARBURO. VICE QOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. H A M LIM ^ff)

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

AND FISCAL ASENT

WASHINGTON
October 8, 1915.

MBS REPLY TO
FEDERAL RESERVE BOARD

Sir:

The Federal Reserve Banks are empowered under Section 14

of the Federal Reserve Act, subject to rules and regulations

prescribed by the Federal Reserve Board, to

"Purchase and sell in the open market, at home or 
•abroad, either from or to domestic or foreign 
banks, firms, corporations or individuals, cable, 
transfers and bankers* acceptances and bills of ex
change of the kinds and maturities by this act made 
eligible for rediscouht, with or without the en
dorsement of a member bank."

The Board has already issued regulations covering the purchase in 

the open market of bankers* acceptances, of United States Govern

ment bonds and of municipal .arrants, but it has not yet issued 

regulations relating to "cable transfers" or to the purchase of 

"bills of exchange of the- kinds and maturities by this act made 

eligible for rediscount." The original bill for the establish- ‘ 

.rant of Federal Reserve Banks, etc., permitted the purchase in 

the open market of "notes, drafts and bills of exchange," but in 

the bill as finally enacted the words "notes and drafts" were 

stricken out in Section 14, although they are retained in Section 

13 which relates to discount operations for member banks. After 

careful study and investigation the Board has reached the con- 

elusion, in which it is sustained by opinion of Counsel,
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unat Congress beyond question drei a distinction m Sections 1 

c rQ. 14 between the several forms of comrrercial piper, and L.rat 

promissory notes, even though bearirg an additional endorse

ment, must be regarded as excluded from open ttirket purchases 

under Section 14 There remain then, a*' eligible fcr purchases 

under this Section, “cable transfers/1 and “bills of exchange” 

of t\ o kinds, - ( l )  so-called foreign bills of exchange and

(2) domestic b ills  of excnange (other than bankers1 acceptances)
9

drawn by one party oi another, as by a seller of goods upon 

the purcicser, such as have been classified oy the Board as 

“trade acceptances," either accepted or not accepted at tne time 

of purchase In view of the abnormal conditions prevailing 

m Europe, the Board feels that the banVs should e more than 

usually cautious m any foreign exchange operations entered 

into at this time ,.s to open market dealings m “domestic 

b ills/ 1 while the special rate authorized for tms class of pâ ê  

may prove in the future a helpful factor in developing its" 

freer use, tne Board has been informed xhat tne svppl/ Oi desirable 

paper is t i l l  very limited There are also otnsr objections 

that may be urged against open mar7et operations m “domestxc bills  

at tnis time. Hovever, the Feders.1 Reserve Bo_rd recognizes th. « 

the Federal reserve banks have the nrnt to engage in open market
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operations in b ills  of exchange and that the decision vyhether the 

Federal reserve banks should engage in such open market transactions 

rests, entirely v;ith them, severally, and not with the Federal Re

serve Board. Should the transactions engagediin by any bank assume ' 
. . *

very large proportions or develop >along lines which would make 

regulation appear desirable, the Federal Reserve Board, "-ill exer

cise, its right at any time to regulate such transactions, cut at 

present the Board deems it best to leave each Federal reserve bank 

free to exercise the authority granted under Section 14, without 

governing or restricting regulations, it being understood, of course 

that any Federal reserve ear:]: desiring to establish an open market 

rate for domestic b ills  of exchange by this Act made eligible for 

rediscount, w ill submit such rate to the Board for approval and 

determination, in the customary way. You are cautioned that nc b ill 

may be bought in the open market which, even if endorsed by a member 

bank, would be ineligible for rediscount undor Section 13.

The Board appends opinions of Counsel bearing upon the sub

ject of open market transactions.

Please call this letter to the attention of your Board of

Directors.
t

Respectfully,

, 3

Acting Governor.

Secretary.
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W IL L IA M  S  M cADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JO H N  S K E LTO N  W IL L IA M S
COMPTROLLER OF THE CURRENCY

Ex Officio Members
C H A R LE S  S  H A M L IN  GOVERNOR 
FR E D E R IC  A  D E LAN O  VICE GOVERNOR 
P A U L M  W AR BU R G  
W P G  H AR D IN G  
AD O LPH  C  M IL L E R

FEDERAL RESERVE BOARD H PA R K E R  W lCEfNjQECRETARY 
S H ER M AN  A L L E l l ' iU S T  SECRE1

WASHINGTON
■88 REPLY TO
FEDERAL RESERVE BOARD

October 8, 1915*

Sir:

The tiuestion l.c*s been raised whether Feaeral 
Reserve Banks may, under the provisions of Section 14 of the 
Federal Reserve Act, purchase single name paper m  the open 
market•

Section 14 provides m  part that -
"Any Federal Reserve Bank may, under rules and 

regulations prescribed by the Federal Reserve Board, pur
chase and sell m  the open market, at home or abroad, 
either from or to domestic or foreign banks, firms, cor
porations, or individuals, cable transfers, and bankers' 
acceptances and oills of exchange of the kinds and matur
ities by this Act made eligible for rediscount, with or 
/ithout the indorsement of a member bank"*

Under the provisions of this Section a Federal 
Roserve Bank may purchase bills bf exchange (that is, orders 
drawn by one person on another to pay on demand, or at a fixed 
or determinable future time, a sum certain m  money to order 
or to bearer), whether before or after acceptance, provided, 
they are of the kinds and maturities made eligible for redis
count under Section 13•

It is clear, however, that promissory notes as 
distinguished from bills of exchange are not eligible for pur
chase under Section 14 irrespective of the number of names 
thereon.

Respectfully,
C. Elliott,

Counsel.

Hon. Charles S. Hamlin, 
Governor•
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Ex officio Members

WILLIAM «  MCADOO 
*1 SICRETARY OF THE TREASURY

CHAIRMAR

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

CHARLES S HAMLIN 80VRRN0R 
FREDERIC A DELANO VICE QOVIRROR 
FAULM WARBURG 
W P S  HARDIH8 
ADOLPH C HILLER

H PARKER WILLIS SECRETARY 
SHERMAN ALLEN ASST SECRETARY

WASHINGTON PBDHRAL RESERVE BOARD

-330-

October 9, 1915.

S I R :
In the matter of open market operations provided for by 

Section 14 cf the Federal Reserve Act, as I understand the ques
tion submitted for consideration, you desire to know whether 
there 13 any duty or obligation on the part of the Federal Re
serve Board to prescribe rules and regulations governing condi
tions under w m c h  Federal reserve banks may purchase and sell 
m  the open market cable transfers, bankers* acceptances and 
bills of exchange, or whether the Board, by failure to prescribe 
such regulations, may withhold from such banks the rigrt to exer
cise these powers.

To answer this question it is necessary to determine the 
legal effect of the provision m  question. The language of the 
Act is -

" Any Federal reserve bank may, under rules and 
regulations prescribed by the Federal Reserve Board, 
purchase and sell m  the open market, at home or 
abroad, either from or to domestic or foreign banks, 
firms, corporations, or individuals, cable transfers 
and oamcers* acceptances and bills of exchange of the 
kinds and maturities by this Act made eligible for re
discount, with or without the indorsement of a member 
bank."

The legal effect of this provison seems clearly to be 
to vest m  the Federal reserve bank the right to exercise this 
power and to vest in the Federal Reserve Board only the power 
to regulate its exercise. In other words, Congress did not in
tend to vest a discretion m  the Board to determine whether Fed
eral reserve bames should purchase and sell cable transfers, 
acceptances and bills of exchange, but merely to regulate their 
purchase and sale.

While there are a great many cases dealing with the 
question of how far Congress, or any legislative body, may dele
gate to an administrative body the power to regulate, it is not 
necessary to consider these cases at length since we are dealing
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not with the question of what the regulation shall contain but 
merely with the Board's duty m  the premises. Genorally_0peat- 
m g  "while Congress can not delegate the power to make laws it 
can delegate the power to determine some fact or state of things 
upon which the statute makes or intends to make its own station 
depend *'• For collection of cases see Encyclopedia of Law and 
Procedure, Volume 8, page 830,

Congress might, therefore, have vested m  the Federal Re
serve Board, the power to determine whether Federal reserve banks 
should purchase in the open market cable transfers, acceptances 
and bills of exchange. Had it intended to do so, however, it would 
have incorporated this power in Section 11 in defining the powers of 
the Federal Reserve Board instead of m  Section 14 which deals with 
the powers of the Federal reserve banls . For example, Section 11 
authorizes the Federal Reserve Board -

"(bl To permit, or, on the affirmative vote of 
at least five members of the Reserve Board to re~ 
quire Federal reserve banks to rediscount the dis
counted paper of other Federal reserve banks at 
rates of interest to be fixed by the Federal Re
serve Board.

(c) To suspend for a period of not exceeding 
thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, 
any reserve requirement specified m  this Act.

(k) To grant by special permit to national 
banxs applying therefor, when not m  contravention 
of State or local lav, the right to act as trustee, 
executor, administrator, or registrar of stocks and 
bonds under such rules and regulations as the said 
Board nay prescribe.

Inasmuch, therefore, as the power to purchase and sell 
cable transfers, acceptances and bills of exchange in the open 
market is vested m  the Federal reserve banks subject only to 
rules and regulations of the Federal Reserve Board, it would 
seem to be the function of the Board either to prescribe the 
rules and regulations referred to, or should the Board determine
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not to make such rules and regulations at this time, to 
inform the Federal reserve banks that these powers may be 
exercised wiohin the limitations of Section 14, until fur
ther restricted by such rules and regulations as the Board 
may adopt.

Respectfully,

M. C. ELLIOTT

lion, William G. McAdoo,
Secretary of the Treasury,

Counsel
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WILLIAM C. MCADOO
SECRETARY op tmi treasury 

Cnairnan

JOHN SKELTON WILLIAMS
CONFTROLLIR OP THE CURRIKCT FEDERAL RESERVE BOARD

WASHINGTON

W. P. 0. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. HILLER f T
CHARLES S. HAMUM.

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN, AMT. SECRETARY 

AND FISCAL ASENT

HESS REFLY TO 
FEDERAL RESERVE

October 15, 1915.

S i r :

Under data of August 17 the Federal Reserve Board received 

a letter from Grovernor Strong of the Federal Reserve Bank of New York, 

inquiring whether a Federal reserve bank may undertake to perform the 

following services for its member banks:

(1) Collect notes and drafts.
(2) Collect items not covered by the present collection

system
(3) Collect items drawn on banks which are not members

of the Federal reserve system.
(4) Execute orders for securities.
(5) Answer inquiries as to credits.
(6) Purchase commercial paper.

These questions have had the careful attention of the

Board, and it ha3 been thought that the matters referred to were of

SUch large interest as id warrant a geheJral letter addressed to each

agent, I have the honor, therefore, to advise you as follows:
%

First. There is no doubt whatever that a Federal reserve 

bank may collect notes and drafts sent to it by its member banks 

for collection and credit, such collection bein^ a necessary incident 

to the power of a Federal reserve bank to receive deposits from a 

member bank.

Second. By items not covered by tho present collection

system, Mr* Strong evidently contemplates the collection of coupons,
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etc., and the legal principles discussed under the first question 

will apply equally well to the collection of such other items. It 

seems, therefore, that the second question should be answered in 

tho affirmative.

Third. The Board has already held that Federal reserve 

banks may collect items drawn on non-member banks, there being no 

different;.;? whatever between the first question and this one as far 

as the legal rights are concerned. A Federal reserve bank could not, 

of course, accept checks drawn on non-member banks for immediate 

credit, because such non-member banks do not and dan not legally 

have a deposit with tho Federal reserve bank against which such items 

could be immediately charged; but there is no legal objection to the 

Federal reserve bank collecting such items from non-member banks and 

crediting them when collected to the account of the member bank for 

which the service was performed.

Fourth. Thore does not seem to be any provision of the 

Federal Reserve Act which gives to the Federal reserve banks either 

express or implied authority to execute orders for securities for 

member banks. It is true that a Federal reserVe bank may, in an 

exceptional case whore commercial paper also has the additional 

security of stocks and bonds, have to sell such stocks or bonds to 

realize on the security in case of default. But the right to sell 

securities on such an occasion as that does not imply a power to act
0

as an agent for a member bank in the execution of general orders for
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the purchase or calc of securities.

In connection with this meiter the Board nisnes, however, 

to suggest that it would be possible for Federal resorve banks acting 

on behalf of their members to transmit suen orders to certain brokers, 

requesting such brokers to confirm their transactions direct to the 

member banks. It would not be improper for Federal reserve banks to 

give orders in their o*»n name and to execute them on a commission 

basis. Federal reserve banks should not secure any revenue from 

such orders.

Fifth, Thero is no express provision in the A.ct relating to 

the answer of inquiries as to credits, but inasmuch as the regulations 

of the Federal Reserve Beard reasonably contemplate that member banks 

maintain credit files and certify m  each application for rediscount 

of paper by a Federal reserve bank that statements as to the credit 

of the borrowers are on file, it would seem clear that eacn Federal 

reserve bank might advise its member banks m  advance as to the credit 

of various borrowers m  its district. Such advico, hor/ever, must be 

considered merely as advice and not as a guaranty on the part of the 

Federal reserve bank. It must be carefully considered, hewover, that 

the Federal reserve banks receive from their members confidential rc- 

' ports which they may net divulge and that this may lead to embarrass

ment.

Sixth. T7hile there is no express authority given m  the Act 

permitting Federal reserve ba*-,ks to act as agents for their member
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banks in the-purchase zz c-ismercial paper, nevertheless, there is no 

doubt that a Federal reserve bank mighty under the provision.” of 

Soction 14, purchase bills ci exchange of the kinds and maturities 

made eligible under Section 13, and soil such paper to ono of its 

member banks under an agreement zcado prior tc the transaction. There 

does not seem, however, to be any power vnstod in a Federal, reserve 

bank which would permit- of its buying promissory notes for its member 

banks. The only express authority given for the purchase of bills cf 

exchange in such vu manner is Section 14 which makes no mention of 

promissory ncto-3.

The Board desires to emphasize in dealing with this question 

■fihe fact that the task of advising and purchasing paper for member banks 

will involve a moral responsibility which must not be underestimated. 

Difficulties will arise: paper which has been bought with the greatest

care and in the best possible faith will turn out io be bad, or it 

might happen that the bank examiner might criticize paper bought by 

the Federal reserve bank, or which has been bought upon the strength 

of information received from a Federal reserve bank. However, it may 

be possible to find a mode of accommodating the banks, and the object 

might be achieved by the banks simply acting as intermediaries in the 

matter, turning over the information as received from others to the 

member banks, and, when purchasing paper, for\7arding the same with the 

letter of the broker through whom it has been purchased, the letter
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»♦

being addressed direct to the pure biasing member bank. Federal 

reserve banks should not ehderso paper to theirmember bankst or 

turn over paper which they had previously bought. They should 

act distinctly only as intermediaries in the uatterj without taking
t

any responsibility or appearing as contractors,

Th3 questions here raised might well be discussed at the 

conferences of G-cvemors and Federal Reserve Agents, and the Board 

will bo pierced to receive their reports and reccnmendaticn3.

Respectfully,■

Secretary,

♦
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THE PROBLEM OF REORGANIZING AND READJUSTING- THE 
CHECK CLEARANCE SYSTEM UNDER THE 

FEDERAL RESERVE ACT,

Washington, D.C.
October 16, 1915.

To the Federal Reserve Board :

Very early in its history the Federal Reserve Beard received 

applications from certain Federal Reserve Banks which desired to en

large the scope of the clearance operations in which they were per

mitted to engage?. It freely granted these applications, desiring 

to encourage initiative on the part of the several Reserve Banks, as 

well as to convince them that actual business problems were peculiarly 

their province, and, as such, to be dealt with by them as freely and 

independently as they chose. Subsequently the whole question of the 

depositing and clearing of checks with Reserve Banks was considered 

by Governors of the banks, and various proposals were placed before 

the Beard.

None of these suggestions appeared to meet the requirements 

of the situation as fully as m s  deemed necessary, and the Board furth

ermore found that the work which had been already undertaken by some 

Reserve Banks, had not in every case been 'well adjusted to that under

taken by other Reserve Banks, sc that there was confusion and uncer

tainty throughout the system. This was particularly true with refer

ence to inter-district operations.

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



In these circumstances the Beard proceeded to the prep

aration of a circular relating to the subject of clearance, designed 

both to unify existing practice, and to confine operations for the 

present to intra-district transactions, it being understood that 

for purely inter-district transactions between Reserve Banks, a 

gold settlement plan was shortly to be introduced, while inter

district clearances between member banks should be deferred. This 

proposed circular having been sent to them fer their criticism, 

was met by a counter proposal on the part of the Governors to the 

effect that they would simultaneously, or as nearly simultaneously 

as possible, establish in the several districts a clearance system 

which should be uniform in all essentials, although adapted in de

tail to the peculiar local conditions existing in the various sec

tions, The proposal was accepted by the Board, and drafts of a 

circular to be sent cut by Reserve Banks were presented to it for 

consideration. These were returned to the Governors without of

ficial endorsement by the Board, but the Board took note of the de

tails of the proposed plan, interposed no objection to it, and 

agreed to withdraw its own plan and observe the operations of that 

proposed in a friendly spirit.

Under the plan, as thus worked out by the several Reserve 

Banks, operations were undertaken at dates varying from June 1 to 

August 1. Some of the results of the system as thus inaugurated were
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ascertained through a circular letter sent cut during July,, and mere 

published in the Federal Reserve '•Bulletin11 for August, a copy of 

which is hereto attached. Since the compilation of this statement, 

there have been additions to and withdrawals from the voluntary 

clearance system. At the present moment the records of the Board 

show a record of 2536 member banks all told subscribing to the 

scheme of voluntary check clearing. Of these about 951 are in the 

Kansas City District, where the system is mandatory and 363 are in 

the St. Louis District where the system though.started on a man

datory basis is no& /oluntary so that it would appear that less th^n 

1100 banks have voluntarily accepted the previsions cf the clearance 

plan out of a total of nearly 6700 v/hich might have assented to it.

The question why less than 25$ of all eligible banks have 

voluntarily joined the clearance system established by the Governors 

of the Reserve Banks in the way already outlined, and why the increas 

of members is t-.day proceeding so slowly has naturally been a topic 

of considerable discussion and has been deemed worthy of special in

vestigation. Each Federal Reserve Agent has been requested to discus 

the subject by letter, and from the replies sent into the Board, as 

well as from •ther data, has been compiled the following review of 

the problems offered by the clearance system today:

RST:

Banks in Central Reserve and Reserve Cities are allovzed under 

the old National Banking Act tc hold a large share of the reserve

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



4 388

deposits of other banks- In order to attract these deposits 

they pay interest upon them ranging all the way from 2% to 1% 

and in addition, allow country banks making the*** deposits to 

charge them "exchange" for the collection of country items. 

Furthermore, they allow country banks immediate credit on all 

items, that is checks deposited by them against other banks, 

even.though it may require several days to make collections of 

these items, and at the same time they make a deferred charge, or 

a charge only after collection, for all items, sent in by other 

banks against the account of the correspondent bank. This means 

that banks in large cities (Central Reserve and Reserve Cities) 

are carrying a very considerable "float". In other words that a 

good deal of the so-called "reserves" is and has been really 

"float"; that is, the items are given immediate credit although 

they have not been collected.

The opposition to colloction at Far> cones frequently 

from city banks, not because city banks find the collection of 

checks a profitable business per se, but because the collection 

of checks as a service for member banks has been potent in at

tracting country bank deposits. These they are unwilling to lose, 

although they realize that before November 1917, as the law nor/ 

stands, they are almost certain to lose a large share of these 

so-called reserve deposits. The immediate enforcement of a gen
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eral clearing system,if such a thing were possible, would reduce 

at once country bank deposits in Reserve and Central Reserve 

Cities, thus practically anticipating the provisions of the Act 

which allowed three years in which to shift Reserve deposits to 

the Federal Reserve Banks.

There is also opposition from country banks because 

they will lose the benefit of a collection charge which, in some 

cases, amounts to 25$ of their revenue. As already explained, a 

country bank is allowed to count as reserves ( i, e. “ as amounts 

due from other banks " ) checks which it has remitted to its cor

respondent bank, even before the correspondent bank has given the 

country bank credit for them. Indeed, it has been very truly 

said, that an extension of this clearing system is really more of 

a reserve than transit problem.

ANSUER.

This difficulty will be overcome when the require

ments in regard to the payment of reserve deposits go into 

full force. However, the transfer of these deposits to Federal 

Reserve Banks will not be complete until November, 1917, unless 

the law is modified meanwhile, which is possible but not very 

certain. I7e must discover some solution before that time. 

One suggestion 'would be to charge member banks interest

-388-
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on ahy dificiency in reserve balances with reserve banks and 

credit them interest on excess reserve balances. Another way 

would be by more strict interpretation of reserve requirements 

as explained later.

SECOND.

It is urged that as every large bank will have to 

maintain a rather elaborate "transit",department for the collection 

of checks, until it is relieved entirely of the obligw.tj.on to 

perform that service. If the Federal Reserve Banks should 

clear checks of all member banks, National banks would still, 

it is argued, be required to maintain transit departments in 

order to handle the iteiqs of State banks which are not members 

of the Federal Reserve System. That is to say they 'would have 

to do so unless the Federal Reserve Banks could find some way 

of accepting for collection checks, drafts and notes of non

member as well as of member banks*

ANSWER.

This argument is neither very formidable nor sincere 

for the reason that the expenses of all lc.rge transit operations 

vary directly with the number of items handled. A dimunition 

of the items would therefore reduce the expense proportionately. 

Futhermore, counsel are in agreement that there is nothing in 

the law which prevents the acceptance for collection of checks,
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drafts and n«j+«s of non-member banks.

THIRD.

It is frequently urged that every bank check is by 

its terms made payable at the desk of the bank upon which it is 

drawn, hence that if a Federal Reserve bank debits the reserve 

account of one of its member banks with checks drawn against it 

before the bank against wham the checks are drawn has seen them, 

and without its previous consent, it does so at its peril.

ANSWER-

It might be said with equal force that every check 

calls for payment of cash at the counter of the payee bank and 

yet that the use of bank credits has so far developed that such 

a general demand for cash could not be met. The average bank 

receives each day in credits about as many items as are drawn 

against it, "one hand washes the other" and only balances 

trifling by comparison, must be settled in cash. While practice 

in this respect has far out run theory, there are involved some 

difficult questions of interpretation upon which the law is not 

as explicit as could be wished, hence the thought has prevailed 

in the Federal Reserve Board that arbitrary methods might lead • 

to confusion and perhaps even to litigation and delay. The 

real trouble in this case arises largely from ba.d methods which 

have been permitted to develop in banking practice. Competition
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of city banks for country bank deposits has led not only to 

payment of high rates of interest on bank deposits, but also 

to other practices such as the immediate credit on all items 

received for credit of the depositing bank and deferred debit 

on items charged against them.. This means that country banks 

have been permitted to count as reserves, balances in excess 

of their true status. In this connection it is pointed out 

that if Section 5192 of the U. S* Revised Statutes in regard 

to reserves was strictly enforced, this practice would be large

ly cured and the ,'opposition of many banks to the clearing of 

checks through the Reserve Banks would soon melt away* However 

if this were done without similar action by State authorities 

we would be placing National banks at some disadvantage.

FOURTH*

A serious obstacle to progress has arisen from the 

fact that by reason of the depressed business conditions and 

the plethora of money in many of the banks of the country* ac

centuated to a large extent by the release of reserves by opera

tion of the Federal Reserve Act, nine of the twelve Federal Re

serve Banks have had a hard time to so invest their funds as to 

earn their operating expenses to say nothing of 6/» cumulative 

dividend, and hence they have been reluctant to adopt a method 

which might greatly increase their expenses. Some large banks
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handle as high as 70,000 to -100,000 items daily and ita has 

been suggested that a Federal Reserve Bank to cover its dis

trict completely,might be required to handle even a larger 

number than this•

ANSWER.

The clearing of .items on the books of the Federal 

Reserve Bank is obviously a far simpler and less complex opera

tion than the conduct of a Transit Department by a large city 

bank* There is confusion of ideas between clearings and collec

tions. Nobody doubts that if all of the banks belonging to a 

district chose to do so, they could establish a district wide 

clearing of checks by the establishment of a voluntary country 

clearing house* The question, therefore, arises how to induce 

them to do voluntarily what the law clearly contempl*»tvs they 

shall do and what none of us doubt they could and would do if 

they 30'desired- For reasons previously explained, it is im

portant to get a voluntary acquiescence in the clearing system. 

The adoption of punitive methods is more likely to delay a con- 

sumation of results, even though it is recognized that the Board 

has very conside>asble^powers under Sections 11,16, and 19 of tJa.e. 

Act. But the Board will .pot get a voluntary acquiescence in the

plan by using drastic or pdspitive measures. The way 

to make the undertaking a success'"' is to give manifest 

advantages to the banks which use this method of
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check clearing over those which do not. One way of accomplish

ing this result would be to require all checks to bear a check 

collection stamp for some small sum - say one cent for checks 

made payable at par through the Federal Reserve Bank and two 

cents for checks not so payable. while it is possible that 

the Federal Reserve B̂ .ard could, under its broad powers, issue 

such a regulation to apply to member banks, a general la.w cf 

this kind applicable to State banks as well as national Banks 

could not be made except by Congress. Other suggestions in.*- 

tended to give some advantage to the bank joining the volun

tary cloaring plan and consenting to an immediate charge of 

checks drawn against it have been considered.

FIFTH:

A serious matter, perhaps the most serious of all occurs 

from the depletion of reserves below the legal minimum. If a 

penalty is put upon member banks because their reserve deposits 

are depleted, they will allege that the depletion of reserves 

is due to charging their accounts with checks which they have 

not seen. Even in the moderate way in which we have already 

entered upon the general clearing of checks, the depletion of 

reserves has been a very considerable item, and in a few cases 

in each district, has been sufficient to create an actual deficit. 

The law gives the Federal Reserve Beard authority to enforce a

-10-
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a penalty against member banks for not maintaining their reserve 

deposits, but there is seme question whether the exercise of this 

authority would not at once lead banks to file a vigorous protest 

against the charging of their reserve balances with checks they 

have not received.

ANSTJER.

A solution of this problem seems to lie in the enforcement 

of the Reserve requirements of the Rational Bank Act ( U.S. Rev. 

Stat, 5192) and the reserve requirements and penalties provided 

in the Federal Reserve law, but that is a drastic remedy which 

would raise a storm of protest. Another solution which would 

have a mitigating influence would be tc open local agencies in 

districts and permit funds deposited in distant agencies to be 

credited on the bocks of the parent Federal Reserve Bank, much 

as is done with the subtreasuries in conducting the operation 

of the Gold Settlement Fund between Federal Reserve Banks,

Still another way would be tc give oh© or at most two days do-* 

ferred debit and credit on all items to give an op;ortunity for 

notice and readjustment of balances. Hor/ever, probably a better 

solution is that previously suggested - that of charging member 

banks interest on any deficiency cf reserve balances and of 

crediting them interest on excess reserve balances,.
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SIXTH:

It is stated by some that the optional plan inaugurated
;/} ■

about June 1st has proved a disappointment if not a failure, but 

it is only fair to say that the optional plan has effected in. some 

Districts at least a reduction and adjustment of exchange charges, 

so that the true effect under this plan has been mere considerable 

than the actual volume of checks handled would indicate. It is 

argued with some force that if we can secure the general parring 

of checks it should not matter :vhat agency handles the transit 

items. The member banks should be interested only in seeing the 

most economical plan adopted. To some extent the banks and clear

ing houses of the country have readjusted their charges to meet 

the new situation created by the Federal reserve banks,and- in one or two 

c.uatryclearing houses have been inaugurated to simplify and cheapen 

the cost of this service.

' ABST7ER.

Doubtless much has been learned through operations of the 

"optional"plan and something has doubtless been accomplished. On 

the other hand opposition to "clearing" has been solidified and 

strengthened by hesitation on the part of the Beard* It is nor; 

time for the Beard to attack the problem vigorously or to admit 

that it sees no solution short of further legislation. Admittedly
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the solution is difficult and the opposition strong hut there seems 

to be nothing insurmountable in trie undertaking.

In Conclusion :

Tho foregoing has been prepared in an effort to review,, if not 

to solve a difficult problem. Vq are not interested in knowing the 

obstacles in the way of accomplishing check clearing except to aid 

us in determining a correct and complete solution. As already stated, 

hesitation has been taken ai a sign of weakness and has encouraged 

and solidified opposition. It is quite certain, therefore, that after 

we have thoroughly studied the situation vs 'should take held of the 

subject nlth a more certain grasp.

The bank check is wne of the most useful as veil as roost 

largely used instruments of credit. It is intended in the'Federal 

Reserve Act that its use shall be facilitated in every possible way; 

and it is no argument against the check system that some methods have 

been found of abusing it. The Ians of trade and commerce are neces

sarily based upon honesty, and progress would be very slow indeed 

upon any other theory. Our effort should be to devise a system which 

will work well under honest methods and put a severe penalty on those 

who abuse it by dishonesty cr trickery;

Methods proposed for overcoming the difficulties are of course 

tentative rather than final, and the ultimate solution must be largely 

worked out in practice by friendly operating officers not by those
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who, seeing the diificulc:e3„ feel that the problem is hopeless, but 

by those who, having energy, ingenuity and constructive ability can 

always find ways of overcoming obstacles.

Speaking generally, there can be very little doubt that if we 

had fewer districts - cay eight or nine instead of 'twelve - our prob

lem would be simplified. T.ith eight or nine districts we could have 

a subtreasury in every district and inter-district settlements through 

the Gold Clearing Fur..: would, be simplified and cheapened. Further

more, with fewer districts the cost of operating the banks would be 

lessened and the added burden of check clearing would be less severely 

felt. An important aid in the accomplishment of the task would be 

the creation of branches and sub-station3 cr local agencies for clear

ing, located at important centers from fifteen to twenty-four hours 

away from the main Reserve Bank or from each other*.with such sub

stations reporting balances by telegraph, transit time and the con

sequent "flcat" vauld bs greatly diminished.

(Signed) F. A. DELANO. " ,

-14-
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October 2S, 1915.

MEMORANDUM FOR THE BOARD:

In submitting the conference report on the Cur
rency Bill to the House of Representatives, Congressman 
Gla.ss, in explrining the purpose of the provisions relat

ing to b?„nk clearances, exchange and collection charges, 

said:

"One of the most important provisions of the 
currency bill passed by this House v/as that which 
sought to put an end to the flagrant abuse involved 
in excessive charges by b?„nks throughout the country 
for collections c.nd exchanges. The House bill 
provided that exchanges should be made at par and 
that charges for collections should not exceed the 
actual cost to the banks. This item of the bill, 
as most of you remember, was bitterly controverted
in the Democrcutic caucus, and also in the House....
However, those of us in the House who sought to 
tear down these tollgates upon the highways of
commerce prevailed.......... . In brief, as the
bill now is reported to the House the banks can 
not make exchange .and collection charges a source of 
profit; they can not any longer charge constructive 
interest; they can not exact a tax for a theoretical 
transfer of funds from point to point when no trans
fer is actually made, but only an entry on the books.
........ i.The provision, as it stands, will result in
an immense saving to the tradespeople of the United 
States. It will eliminate the amazing wastefulness 
incident to many independent collection organizations 
by substituting one compact collection system. It 
will abolish the exchange charges altogether and ap
preciably reduce charges against collections. I 
speak thus confidently only in anticipation of wise 
action by the Federal Reserve Board when appointed.
If the Board will have the wisdom and courage to 
establish immediately a comprehensive and economical 
plan <5f bank clearings, it will be difficult to com
pute the advantages that this section of the currency 
bill will secure."
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It is clear from this unequivocal statement Of 

the -Chairman of the House Committee on Banking and Cur

rency that the memhers of that Committee at least intended 

to accbmplish a definite purpose when those provisions 

were incorporated in the Act which relate to bank clear

ances, exchange and collection charges.

In order to determine to what extent this pur

pose may be accomplished by way of supervision of the oper

ations of Federal reserve and member banks, it is necessary 

to analyze the specific language used and to determine its 

legal effect when construed in accordance with the estab

lished rules of interpretation recognized by our courts. To 

do this it is necessary first to give consideration to the 

usual or ordinary acceptation of the terms (a) bank clear

ances, (b) collection and remittance charges, and (c) ex

change charges, all of which subjects are dealt with in 

the Act. These subjects are jo closely inter-related it 

is very natural that confusion of thought should result from 

their consideration and that the terms should be used more 

or less interchangeably. In order, however, that the lang

uage of the Act may be properly interpreted and the duty of 

the Federal Reserve Board may be defined, it is necessary 

to consider each of these subjects separately. This can be 

best accomplished by reviewing by way of illustration an 

ordinary commercial transaction which involves the transfer
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of funds from one part of the country to another, and by 

considering the relative rights of the parties involved at 

the various stages of such transactions.

We will assume, therefore, that John Doe of 

Wilmington, North Carolina, sells a. bill of goods to Richard 

Roe, Baltimore, Maryland. The contract between the parties 

may call for payment to be made (a) at Wilmington', North Caro

lina, (b) at Baltimore, or (c) in exchange on New York, Chicago, 

or some other city. This i3 a question, however, to be detcr,~ 

mined by the parties to the sale and should be governed by the 

terms of the contract.

EXCHANGE CHARGES

If Richard Roe has agreed to remit in New York or 

Chicago exchange he may purchase from some bank having a credit 

balance in New York or Chicago a draft on a bank in one of those 

cities and may send or deliver this draft to John Doe.

When funds are transferred by this means the transac

tion involves the purchase of exchange and the charges made by 

the selling bank for a part of its credit balance in New York 

or Chicago are generally referred to as "exchange charges" as 

distinguished from collection and remittance charges.

........ COLLECTION AND REMITTANCE CHARGES.........

On the other hand let us assume that payment is to be 

made in Baltimore. In this case Richard Roe may send to John
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Doe a check drawn on his hank in Baltimore which is payable 

at the banking house in that city. John Doo deposits 

this check in his bank at Wilmington to be placed to his 

credit immediately or else to be collected to the account 

of the depositor. In either case the Wilmington bank 

must look to the depositor for any expense involved in 

in transferring the funds from Baltimore to Wilmington 

and the charge made for this service is generally referred 

to as a "collection and remittance charge" as distinguished 

from an exchange charge.

In other words, where a bank sells exchange it 

sells funds which it has in another city standing to its 

credit, whereas, in charging for collection and remittance 

it charges for acting as the agent of the depositor in 

sending on the item in question to another city and having 

the proceeds of such item remitted to the place of deposit. 

This distinction should be borne in mind in considering 

those provisions of the'Act which relate to these subjects.

........ CLEARANCE OF CHECKS.........

To obviate the necessity of making an actual 

physical transfer of funds, accounts as between banks are 

settled or cleared through clearing house associations or 

other banks acting as intermediaries by an exchange of 

credits, such transactions being generally referred to as
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"bank clearances".

It has heretofore been immaterial to the depositor 

whether checks deposited by him are collected by an actual 

remittance of funds or by an exchange of credits, except 

in so far as the element of time is involved when the deposit 

is received for collection and deferred credit. Ordinarily, 

therefore, the rights as between the bank and the depositor 

need not be dealt with in considering'as an independent mat

ter the subject of bank clearances. From an analysis, how

ever, of those provisions of the Federal Reserve Act which 

relate to this subject it will appear that the charges to 

be paid by the depositor will depend upon the method of 

collection used by the bank receiving the deposit and this 

subject must be treated as a factor in fixing collection and. 

remittance charges.

......... BASIS OF EXCHANGE AMD COLLECTION CHARGES--- --

Hhile the power to act as an agent of a customer or de 

positor in the collection of checks and other items is not one 

of the enumerated powers of national banks in the statutes creat 

ing such banks, it is well recognized by the courts that the 

transfer of funds from place to place? is one of the important 

functions of banks and the power to collect and remit funds 

and to sell exchange is necessarily incident to the banking 

business, and is, therefore, one of the implied powers of
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tanks created under the laws of the United States.

The statutes having failed., prior to the passage 

of the Federal Reserve Act., to specifically authorize the 

exercise of this power, no limitation was placed upon 

charges to be made by banks for this service rendered to 

their customers. Accordingly, there has been no fixed 

or uniform rate established by the banks but in some 

instances the service is rendered as a matter of accom

modation or the charge is based upon actual expense in

volved, ivhile in others exorbitant and purely arbitrary 

rates have been established, and these charges have been 

treated as one of the principal sources of earnings by 

some banks.

Applying, therefore, the well settled rule of 

construction that in interpreting a statute we must con

sider "the old law, the mischief and the remedy", it is 

manifest, as pointed out in the remarks of the Chairman 

of the House Committee above quoted, that the purpose of 

Congress was to put an effective stop to arbitrary and 

exorbitant exchange charges and charges for collection 

and remittance of funds. •

LIMITATIONS PRESCRIBED BY THE FEDERAL 
.................RESERVE ACT.................

The provisions of the Federal Reserve Act which
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relate to these subjects are as follows:

"Any Federal reserve bank may receive from any 
of its member banks, and from the United States, de
posits of current funds in lawful money, national 
bank notes, Federal reserve notes, or checks and 
drafts upon solvent member banks, payable upon pre
sentation; or, solely for exchange purposes, may re
ceive from other Federal reserve banks deposits of 
current funds in lawful money, national bank notes, 
of checks and drafts upon solvent member or other 
Federal reserve banks, payable upon presentation-.

"Every Federal reserve bank shall receive on 
deposit at par from member banks or from Federal 
reserve banks checks and drafts drawn upon any of 
its depositors, and when remitted by a Federal re
serve bank, checks and drafts drawn by any de
positor in any other Federal reserve bank or mem
ber bank upon funds to the credit cf said deposi
tor in said reserve bank or member bank. Nothing 
herein contained shall be construed as prohibiting 
a member bank from charging its actual expense in
curred in collecting and remitting funds, or for 
exchange sold to its pattens. The Federal Reserve 
Board shall, by rule, fix the charges to be collected 
by the member banks from its patrons whose checks 
are cleared through the Federal reserve bank and the 
charge which may be imposed for the service of clear
ing or collection reneered by the Federal reserve 
bank.

"The Federal Reserve Board shall make and promul
gate from time to time regulations governing the 
transfer of funds and charges therefor among Federal 
reserve banks and their branches, and m y  at its dis
cretion exercise the functions of a clearing house 
for such Federal reserve banks, or may designate a 
Federal reserve bank to exercise such functions, and 
may also require each such bank to exercise the func
tions of a clearing house for its member banks".

It will be observed from this language 
First. That Federal reserve banks may receive

checks..and drafts on member banks for deposit or collection.
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Second. That such checks or drafts arc to be re

ceived at par, subject to charges fixed by the Federal Re

serve Board*

Third. That the Federal Reserve Board is to fix 

by regulation

(a) The collection and remittance charge which 
the member bank first receiving the check or draft is 

to collect from the depositor for the service of col

lecting and remitting the proceeds of the item depos

ited - provided such collection is made throggh the 

Federal reserve bank.

(b) The charge which the member bank first re

ceiving such item is to pay its Federal reserve bank 

for the service of collection.

(c) The adjustment of expense as between the 

several Federal reserve banks in the matter of 

transfer of funds incident to the collection and 

remittance of checks and'drafts*

Fourth. That when member banks collect items 

other than through Federal reserve banks, or sell ex

change on other cities, they are limited in their charges 

to the actual expense involved.

(NOTE: The subject of "actual expense" will be
discussed as.an independent subject but should it be 
construed to mean the actual expense involved in the 
transfer of funds the Board may reasonably determine

- 8 *

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



that since these provisions are intended primarily 
to protect the customer of the bank from arbitrary 
and extortionate charges, the "actual expense" must 
in no case exceed the amount that member banks would 
have to pay their Federal reserve bank for the ser
vice of collection.)

LEGAL EFFECT OF LIMITATIONS PRESCRIBED 
....... '.... BY FEDERAL RESERVE ACT..............

In order to determine the legal effect of these 

provisions when applied to the hypothetical case hereinbe

fore considered, let us assume that John Doe receives from 

Richard Roe a check drawn on a member bank in Baltimore and 

deposits this check in a member bank in Wilmington for credit 

to his account. The Wilmington bank must look to the 

depositor for any expense involved since Richard Roe has 

merely given John Doe an order on his bank in Baltimore to 

pay a stated amount when that check is presented in Balti

more. The Wilmington bank can not, therefore, require the 

drawer of the check to remit to Wilmington funds to pay 

this check. Whatever may be the equities between the 

maker and the payee of the check the bank receiving the 

deposit must look to the gopositor to pay collection charges. 

As suggested, if Richard Roe's contract called for payment 

of funds in Wilmington he might have purchased Wilmington

exchange from his Baltimore bank.
Applying, therefore, the provisions of the Federal

Reserve Act to this stage of the transaction, if the Filming-

- 9 -
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ton bank intends to use its Federal reserve bank in collect

ing the check in question,* the Federal Reserve Board may fix 

the amount that this bank may collect for the service of col
lection.

If the TTilmington bank intends to collect this 

item through one of its correspondents other than its Federal 

reserve bank, the Federal Reserve Board may make any necessary 

investigation to determine whether the Wilmington bank is 

charging more than its actual expense for this service. For 

example, under theN power vested in the Board to call for 

special reports from member banks, it might require member 

banks to report to the Board in detail charges made for 

collecting out-of-town checks and might require examiners 

to make similar reports. Should the Wilmington bank send 

tnis ioem to the Federal reserve bank of Richmond for collec

tion the Beard may, by regulation, determine the amount tc be 

paia by the Wilmington bank to the Federal reserve bank for 

the service of collection, It can not, .however, require the 

Baltimore bank to pay for.this service since the contract of 

the Baltimore bank with its depositor, Richard Roe, is to 

pa> his checks when presented at its banking house in Balti

more. The charges paid by John Doe, the depositor, to 

the Wilmington bank and by the Wilmington bank to the Federal 

Reserve Bank of Richmond, must cover the expense of transferring 

the funds from Baltimore to Richmond by way of the Federal
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Reserve Bank. Under the subject of clearances, under the 

statute, this expense will be considered.

In order that the subject of interdistrict clear

ances may be illustrated, let us assume that Richard Roe 

has purchased New York exchange and remitted this exchange 

to John Doe in T/ilmington. In. this case Richard Roe has 

paid to the Baltimore bank the value of this exchange.

That is to say, he has paid, according to the statute, what 

it actually cost the Baltimore bank to transfer a part of 

its funds to New York in order to create a credit balance 

with a New York bank. John Doe then deposits with his 

Uilmington bank a check or draft drawn by the Baltimore bank 

on a New York bank. He desires the proceeds credited to 

his account in Bilmington. If the Uilmington benk sends 

this check to the Federal reserve bank the Federal Reserve 

Board may fix the.'charge that the Uilmington bank may col

lect from John Doe; the charge that the Federal Reserve 

Bank of Richmond may collect from the TTilmington bank, and 

may, by regulation, adjust the question of expense as be

tween the Federal Reserve Banks of Richmond and New York.

For example, the Federal Reserve Bank of Richmond in this 

case would send on the item in question to the Federal Re

serve Bank of New York which would collect it from its mem

ber bank and credit the proceeds to the .account of the Fed

eral Reserve Bank of Richmond. The Federal Reserve Bank of 

New York on the other hand would send its items against
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members of the Federal Reserve Bank of Richmond for aol- 

lection and credit. If the credit balance in Nov; York to 

tha account of the Richmond bank is greater than the bal

ance standing to the credit of the New York bank with 

Richmond, it will be necessary to transfer funds from 

New York to Richmond and the Board must make rules and reg

ulations governing the transfer of such funds.

Bhen this becomes necessary it must be remembered 

that in creating this net credit balance with New York, the 

Richmond bank has theoretically at least, under the pro

visions of the Act, collected from the member bank deposit

ing the items for collection the expense of the transfer of 

these funds from New York, - while the New York bank has 

received no consideration for its services in the matter 

and must look to the Federal Reserve Bank of Richmond to 

pay to it its proportionate part of the charge for this 

service. As a consequence, it would seem to be’logical 

and in accordance with the theory of the Act to require 

the Federal reserve bank having a net credit balance with 

another Federal reserve bank to pay the actual expense of 

transfer of funds, and the regulations prescribed by the 

Board may reasonably be based upon this theory. How 

these expenses may be minimized by the use of Federal 

reserve banks and the Federal Reserve Board as clearing 

houses, will be discussed under the subject of clearance.

- 12 t
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........  C L E A R A N C E S  ........

In applying the provisions of the Act to a con

crete case, an individual transaction has been used to il

lustrate the relative rights of the several parties in

volved at the various stages of the transaction. The prin

ciples involved arc easily understood '"hen we have a single 

transaction to deal with. Difficulties arise and confusion 

result, however, from the fact that the banks necessarily 

have a large number of reciprocal transactions as the rights 

as between the banks can be adjusted only by considering the 

net result of a very large volume of transactions. By way 

of illustration, when the TJilmington bank receives on deposit 

from John Doe the hew York draft referred to, in the case 

hereinbefore considered, it may at that time be under the 

necessity of transferring to New York funds to make its 

credit balance good for other purposes. It may at that time 

owe in New York a debit balance in which case instead of in

curring any expense in transferring funds from New York to 

Wilmington for the credit of John Doe, this draft may actual

ly save the Wilmington bank the expense it would otherwise 

be under the necessity of incurring in order to pay the bal

ance due to its New York correspondent.

Just when a bank will need to transfer funds must 

depond upon the net result, therefore, of its various trans

actions -with other banks.
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Under the system in effect, prior to the passage 

of the Federal Reserve Act, the complications resulting 

from the net work of reciprocal and inter-related transac

tions among the many thousand hanks in the United States 

can hardly be overestimated, and it would be a difficult 

task to attempt to arrive at any reasonable basis for 

charges involved in the transfer of funds from place to 

place if such charges are to be founded on the actual ex

pense that each intermediary bank incurs. In one case 

the collection of an item may, as illustrated, result in 

an actual saving while in another it may result in requir

ing the bank first receiving the deposit to ultimately 

transfer funds to some point more distant than the point 

against which the item is drawn.

As explained by Congressman Glass in remarks 

above quoted from one of the fundamental purposes of the 

provisions under consideration is to "eliminate the amaz

ing wastefulness incident to many independent collection 

organizations by substituting one compact collection system". 

It is by the use of this compact collection system that the 

expense involved may ultimately be determined With reason

able certainty and may unquestionably be materially reduced.

If the Board is to accomplish what the framers of 

the Act intended, it would seem that when it has offered to 

member banks the services of the compact collection system
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provided for by the Act at a fixed expense, banks de

clining or failing to avail themselves' of tho use of 

such system should not be permitted to charge a higher 

rate for services performed through the use of some 

other system. In other words, assuming that the chargos 

to be fixed by the Board will represent the actual cost 

of the transfer of funds involved in the collection and 

romitti-nce of checks and drafts, these charges should be 

construed to constitute the actual expense that any member 

bank need incur in making such collections.

EXPENSE OF CLEARANCES UNDER THE FEDERAL 
............... . RESERVE SYSTEM.............. . .

Ehile the system provided by tho Federal Reserve 

Act will eliminate a great deal of the expense which re

sults from the use of a large number of individual collec

tion agencies, it will be more or less difficult for the 

Board to arrive at any definite conclusion as to the act

ual expense involved until a reasonably large proportion 

of the member banks utilize the services of the Federal 

reserve banks as clearing houses, and as a necessary con

sequence it will be difficult for the Board to fix the 

charges which should be collected by member banks from 

their customers and the charges which member banks should 

pay to the Federal reserve banks for the services rendered 

in making collections. This is the problem which at present
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confronts the Federal Reserve Board. It has offered to 

all member banks the privilege of clearing through the 

agency of Federal reserve banks, and has established a 

practical method for the transfer of funds at a minimum 

cost in adjustment of accounts as betiveen the several 

Federal reserve banks. It can not require member banks 

to clear through Federal reserve banks by adoption of 

any Regulation to this effect and can only accomplish 

this result when it is enabled as a result of experience 

to fix charges which may be imposed where member banks 

collect through Federal reserve banks and may then re

strict the charges which may be imposed by member banks 

collecting through other agencies. ’Then this can be done 

member banks may be induced to utilize the services of 

Federal reserve banks as clearing houses by reason of the 

relatively small collection and exchange charges that will 

be offered by the Federal reserve banks.

The difficulty in providing-for a mandatory system 

of clearances through Federal reserve banks grows out of the 

fact that the depositor or the member bank receiving the 

deposit must be called upon to defray the expense involved 

in the transfer of funds and the Board can not require 

the member bank against which the item is drawn to b@ar 

any part of this expense or to keep on deposit with the 

Federal reserve bank a credit balance against which items
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nay be charged. If this could be accomplished the expense 

cf collection will be reduced to a minimum since in such case 

a member bank receiving for credit or collection a check or 

draft from one of its customers could deposit such check or 

draft with its Federal reserve bank and could receive immediate 

credit and the Federal reserve bank could then charge the 

check or draft to the account of the member bank against 

’which it is drawn, provided, of course, that the member bank 

against 'which it is drawn is located in the same district.

If drawn against a member bank of another district the Fed

eral reserve bank receiving it on deposit could immediately 

charge up this item to the Federal reserve bank of the 

district in which the member bank against which it is drawn 

is located.

In the first instance no transfer of funds would 

be involved except the transfer of any surplus standing to 

the credit of the member bank making the deposit. In the 

second case, in addition to the transfer of surplus funds 

standing to the credit of the member bank making the deposit 

there would result from time to time the necessity for.the 

transfer of funds from one Federal reserve bank to another 

where the credit balance created as between Federal reserve 

banks proved to be in excess of the needs of the Federal 

reserve bank owning such credit.

It is clear, therefore, that in order for the Fed

eral Reserve Board to fix the charges prescribed by the Act 

it is necessary that it should first have the benefit of
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experience in the operation of the system and that the 

charges fixed arbitrarily vuthout the benefit of such exper

ience would not result in accomplishing the objects in con

templation of the framers of these provisions of the Federal 

Reserve Act. The Board is, therefore, confronted with the 

practical proposition of 'whether or not it is now in a 

position to undertake to fix the charges prescribed by the 

Act. It may reasonably be assumed that as a result of the 

development of the new system provided by the Federal Re

serve Act, the expenses of operation may from time to time 

be modified and reduced.

It is manifest that some action on the part of 

the Board is necessary to induce a larger number of the 

member banks to avail themselves of the benefits of the 

system and since the Board has had the benefit of a limited 

experience in the matter which may be considered sufficient 

to justify the promulgation of the rules and regulations 

contemplated by the Act, it is respectfully recommended

........  RECOMMENDATIONS.........

(l) That the Board request of the several Federal 

reserve banks a statement showing the expense incurred in 

the transfer of funds resulting from the collection and 

remittance of items cleared through such Federal reserve

banks.
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(2 ) That, using this information as the basis of 

charges to be fixed, the Board prescribe in each district

(a) The charge to be collected by member banks 
from their customers for the collection and 
remittance of checks or drafts drawn on 
other member banks in the same district.

(b) The charge to be paid by member banks to 
Federal reserve banks for services rendered 
in collection of checks or drafts drawn 
against member banks in the same district.

(c) The charge to be imposed against Federal 
* reserve banks for the remittance of net
debit balances to other Federal reserve 
banks where such other Federal reserve 
banks have a credit in excess of their 
needs,

(3) That the Federal Reserve Board require by regu

lation that every member bank shall post in its banking 

house the names of all other member banks which have 

availed themselves of the services of the Federal reserve 

bank as a clearing house, such list to include the charges 

for collecting checks or drafts drawn against such member 

banks,

(4) That all member banks shall be required to post 

in their banking house a list of those member banks which 

have failed or refused to utilize the services of the Fed

eral reserve bank as a clearing house, such list to be ac

companied by a statement that checks or drafts drawn 

against any such member banks may be received for collec

tion and deferred credit only and to specify the charge to 

be made for the service of collecting such items,
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(a) If the Federal reserve bank is utilized 
for the purpose of making such collection, 
and.'

(b) The maximum that such banks may charge if 
the collections are made through any other 
agency

(5) That all member banks be required to make a 

report to the Federal Reserve Board simultaneously with 

the reports of condition made to the Comptroller of the 

Currency showing the rates charged for collection and 

remittance of checks and drafts and the rates charged for 

exchange sold on banks in other cities.

The purpose of these recommendations is to 

bring to the kno\vledge of the customers of the several 

member banks that checks and- drafts may be collected 

with less expense to such customers if the services of 

the Federal reserve banks are utilized, and to restrict 

member banks to the actual expense involved where such 

collections are made through other agencies.

Respectfully submitted,

M.C. ELLIOTT,

Counsel.
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October 6 , 1915.

The Federal Reserve Board, 
Washington, D. C.

Sirs;

The question has been raised whether Federal reserve 
banks may establish local agencies as well as branches, and 
if so, to what extent the operations of such banks may be 
carried on through such agencies•

Section 3 of the’ Federal Reserve Act provides that 
"each Federal reserve bank shall establish branch banks 
within the Federal reserve district in which it is located',' 
and it is provided in paragraph (e) of Section 14 that each 
Federal reserve bank shall have power "to establish agencies 
in such (foreign) case wheresoever it may deem best for the 
purpose of purchasing, selling , and collecting bills of 
exchange, etc."

There is no provision,however,in the Federal Reserve 
Act wxpressly authorizing a Federal reserve bank to estab
lish domestic agencies, and the question, therefore, re
solves itself to a determination of the fact whether a 
Federal reserve bank has the implied power to exercise 
certain of its functions through agents in places other 
than at the offices of the bank itself. The power given 
in Section*3, quoted a.bove, to establish branches is not of 
itself authority to establish agencies, there being a clear 
distinction between a branch and an agency.

In an opinion prepared by the Attorney General of the 
United States for the Secretary of the Treasury on May 11, 
1911, it was stated in reference to a number of cases on 
this subject that:

"These cases clearly indicate that the courts 
recognize a vital distinction between a mere agen
cy for the transaction of a particular business 
and a branch bank wherein is'carried on a general 
banking business -

"That such a distinction does exist in fact 
is tbvious • An agency requires no' division of 
the capital stock, and the details of the business 
are few and are easily supervised by the officers
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of the bank, while a branch bank requires, in 
effect, a division of the capital, the working 
fqrce is organized, and the business conducted 
as if it were a separate organization, and it com
petes in all branches of the banking business with 
other banks in that locality the same as if it 
were an independent institution. "

It is true that this distinction was pointed out by 
the Attorney General for the purpose of indicating that, 
though a particular bank might have the right to establish 
an agency, it could not because of that fact alone claim 
authority for establishing a branch, and in the case under 
consideration there is no question about the authority of 
a Federal reserve bank to establish a branch within its 
district, because such right is specifically authorized 
by Congress.

The purpose in quoting from the opinion of the Attorney 
General as above is to illustrate the fact that the courts 
and text writers all recognize a clear distinction between 
a branch and an agency, and that, therefore, an express 
right to establish a branch does not of itself necessarily 
include the right to form an agency*

But it seems clear that even though there is no ex
press authority in the Federal Reserve Act which could be 
construed as authorizing a Federal reserve bank to form a 
domestic agency, nevertheless, the decisions of the various 
courts, including the Supreme Court of the United States, 
and the opinions of text writers and jurists all agree that 
a bank may lawfully establish an agency for the purpose of 
conducting certain particular transactions incident to the 
general business authorized in its charter*

t

The leading case on the question of the right of a 
bank to carry on a particular class of business through am 
agency is the Bank of Augusta vs. Earle, 13,Pet. 519.
The Bank of Augusta was incorporated by the State of Georgia 
with a general power to deal in bills of exchange- The 
principal office of the bank was located at Augusta, but 
an agency for the purpose of buying and selling bills of 
exchange was operated at Mobile, Alabama. The question 
for consideration for the court w^s whether a transaction 
completed at the agency was a legitimate transaction of 
the bank.

-  2 -  399
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In its opinion the court said:

"The charter of the Bank of Augusta author
izes it, in general terms, to deal in bills of 
exchange; and consequently, gives it the power to 
purchase foreign bills as well as inland; in other 
words, to purchase bills payable in another State. 
The power thus given, clothed the corporated with 
the right to make contracts out of the State, in 
so far as Georgia could confer it. For whenever 
it purchased a foreign bill, and forwarded it to
an.agent to present for acceptance, if it was hon
ored by the drawee, the contract of acceptance was 
necessarily made in another State; and the general 
power to purchase bills, without any restriction as 
to place, by its fair and natural import authorized 
the bank to make such' purchases, wherever it was 
found most convenient and profitable to the in
stitution; and also to employ suitable agents for 
that purpose. The purchase of the bill in question 
was, therefore, the exercise of one of the powers 
v/hich the bank possessed under its charter; and 
was sanctioned by the law of Georgia creating the 
corporation, so far as that State could authorize 
a corporation to exercise its powers beyond the 
limits of its own jurisdiction."

In the case of City Bank of Columbus vs. Beach,
Fed. Case No. 2736, an^action was brought involving the 
validity of the discount of two bills of exchange made 
at an agency in Cleveland, Ohio, of the City Bank of 
Columbus, Ohio. The City Bank was a State corporation 
chartered under the laws of Ohio with power to buy,sell, 
and discount bills of exchange, and the agency was estab
lished in Cleveland for the particular purpose of deal
ing in bills of exchange.

The Circuit Judge said in reference to the legality 
of the Cleveland agency that:

"The acts under which the bank became a cor
poration, conferred upon it the power to deal in 
exchange, without restriction, and hence the pur
chase of bills at the city of Cleveland, for the 
purpose of remitting the proceeds of paper be
longing to the bank collected at that place, or
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even the dealing gererally in exchange at that 
place by an agent, with the funds thus collected 
and remitted, was not in contravention of the 
charter of the bank, or of any law of the State 
of Ohio. I think this case falls within the 
principle of the case of Bank of Augusta vs.
Earle, 13 Pet. (38 U* S.) 519, and of Tombigbee 
R. Co* v. Kneeland,4 How, (45 U. S.) 16.”

The Court also said:

"The question, then, is resolved into the 
simple inquiry whether a State bank, having 
paver by its charter to deal in bills of exchange, 
without any express restriction as to,place, can 
lawfully establish an agency, for the purpose of 
* keying and selling bills of exchange, in a part 
of the State other th^n that of its location.;"

which was answered in the affirmative.

The Attorney General of the United States, in refer
ring to these same caises, stated in his opinion that:

"These authorities are conclusive of the 
proposition that a bank may maintain an agency, 
the power of v/hich is restricted to dealing in 
bills of exchange, or possibly to some other 
particular class of business incident to the bank
ing business- In Bank of Augusta v. E^rle it was 
held that, though the Legislature of the State of 
Georgia did not undertake to authorize the corpora
tion to do a banking business outside that State, 
yet the bank could transact a particular business 
in the State of Alabama through an agency."

Morawets said, in Volume 1 of his work on Corporations, 
Section 387, that:

"Banking corporations have implied authority 
to create agencies for special purposes, such as 
the redemption and purchase of bills of exchange 
and other securities, v/herever this may be ad
vantageous in carrying on their business; but 
they have no right to establish branch banks in 
the absence of express authority conferred by 
charter."
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It seems evident, therefore, from these decisions of 
the courts, the various text writers, and from the opinion 
of the Attorney General which goes into this -whole subject 
at great length, that there is no legal objection to a 
banking corporation establishing agencies for special or 
particular purposes; though it is equally clear that they 
can not establish branch banks unless that right is expressly 
conferred on the parent bank by the charter creating it.

The opinion of the Attorney General was filed for 
the specific purpose of determining whether a national 
bank could, under the National Bank Act, establish branch 
banks, and, though his opinion on that particular point 
was in the negative, nevertheless, it was plainly con
ceded by him and the cases quoted in his opinion that 
the right to establish agencies to operate at places out
side of the principal banking house was necessarily im
plied in the authority to conduct a general banking bus
iness .

It is the opinion of this office that there is no legal 
objection to the establishment by Federal Reserve Banks of 
local agencies for the purpose of exercising certain special 
or particular powers authorized such banks' by law.

Respectfully,

M. C. ELLIOTT,

Counsel.

10/28/15.
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FEDERAL RESERVE BANK 
OF HEW YORK.

October 27th, 1915.

My d ear Governor Hamlin :

Your favor of the 25th Inst* is received and 1 am 

glad to enclose with this a comparison of the loan, reserve and 

deposit figures of the Clearing House banks and trust companies 

of this city, exhibiting the changes that have taken place between 

November 13, 1914 and October 43rd last. As a matter of some 

interest in this connection, I enclose a further statement made 

acme time ago, showing the ratios of gold and bullion reserve 

held by all the banks and by the United States Government against 

all deposit and note liabilities, incluaing those of the United 

States Government. These figures are rather'rough and could be 

refined to a greater degree of accuracy, but probably would not 

materially alter the results.

Referring to the first statement, you will observe 

that in New York City the expansion of bank deposits has amounted 

to about 6Of. in a little over 11 months and the increase of loans 

about 40$} in that period the reserves increasing likewise, 60$. 

The normal rate of increase of banking resources in New York City
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is from &% to 10% per annum, so that the expansion in these two 

accounts has in 11 months equalled what, under normal conditions, 

w«uld occur in 5 or 6 years*

Various suggestions have been made for checking this 

expansion, of which only the following seem worthy of considera

tion :

1st. To arrange with the Clearing Houses in various 

cities to voluntarily increase their reserve requirements beyond 

those now required by the statute.

2nd. For the Comptroller by ruling to do away with the 

present practice of the ccuntiy, banks to count checks in the mail 

on their way to Reserve Agents, as part of their legal reserves.

3rd. To ask Congress to amend the Federal Reserve Act 

so as to put the reserve■provisions fully into operation at once 

instead of gradually over a period of two years.

4th. For the Treasury to withdraw from its National 

bank depositaries, all surplus balances unnecessary for the conduct 

of its business and deposit same in the Federal Reserve Banks.

So far as 1 have observed, many of the Clearing House 

banks of this city view this matter with some concern, and are 

exhibiting caution so far as possible in extending credit.
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Were this net so, the present surplus reserves of nearly $200,000,000 

would not exist.

The time has certainly arrived when a brake should be ap

plied, and if there is any method by which we can cooperate in deal

ing with the local situation here, you may count on our doing so to 

the extent of our ability*.

Very truly yours, 

(Signed ) BENJ. STRONG., Jr., 

Governor*

Hon. C. S. Hamlin,
Governor, Federal Reserve Board, 

Washington, D» C*

Jr/vClf-5

10/30/15
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MEW YORK CLEARING HOUSE BAMKS.

AVERAG-ES FOR WEEK ENDING- 

NOVEMBER 14. '1914-. and OCTOBER 23. 1915.

(In millions)

Loans> Gold With Deposits
$ ResDis. Silver Deposi Net Net Excess

No vembe r 14, 1914. oc Inv. Legals tories Demand Time Reserve Held

Nat. oc Sta/te Banks $1509.4 379. 1465.8 12.5 25.9
Trust Companies 623.8 63.8 57.8 459.5 6.7 26.5

$2133.2 442.8 57.8 1925.3 19.2 26.

October 23, 1915*

F.R.Bank Members) 1858.9 360.6 153.8 2027.4 19.4 153.5 25.4
State Banks ) 282. 68.2 9.2 3ll. .2' 18.8 22.9
Trust Companies 865.3 90.4 37. 740.8 119.6 18.3 14.8

$3006.2 513.2 205. 3079.2 139.2 190.6 22«3

INCREASES.

F.R.Bank Members) $631.5 43.8 168. 892.2 159.8
State Banks )

11.6Trust Companies 241.5 26.6 20.8 400.9

CO■D-00-69- 70.4 147.2 1293.1 171.4

41$ 17$ *255$ 67$ *893$

♦Caused by Federal Reserve Act.

UR 
<-0
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hj / York,, SoptaUibcr Jl, Z * 1 j,

Ar estimate of tne ratic® oS ^cid and bullion rtoervtj 
to all deposit and note liabilities of the ba^ks 

and Government of the United States 
On June 23, 1915-

DEPOSITS

1 12 Federal Reserve Banks .. - •• v 311,349,000 00

2. 7605 Nationxl Banks . . . .  . - • 8,059,630,796-00

3. 19444Other Banks........ * - • • .11,991,350,990 00

BILLS PAYABLE AND BANK NOTES

4. Federal Reserve Notes... .

5 National Banks....... ,

6. Other Banks...............

. .. . 82,691,000-00

820,823,521.00 

. . 152,052,310.00

r. U. S. NOTE ISSUE .. .. . . .......  3 46,6 81,016.00
8 TREASURY NOTES 1890 . .... .... 2.245̂ 710.00

$21,766,824,343.00

9. U. S. SILVER CERTIFICATES OUTSTANDING-............. 493.459.COO. 00

Total Liab liltles #22,260,283,343 -00

GOLD.

10.
Feaeral Reserve Agents........ .. * *.*

#255,187 ,CC0.C0 
68,996,000. CO

11. National Banks; . . . .. i. . ... 491,438,440.00
12. Other Banks . . ...................... 369,387,388.00
13. U. S. Reserve Fund.................. 152,977,037 00
19. U. S. Treast ( as assets ).......  . ...

Five per oê ij Redemption . - . ..
206,526,508.00

14 19.390.345.00 
$1,563,902,718.00
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Brouent F "-'di U.56o,90x

SILVER OGIM 4T BULLION V/LUE

lb Federal Reserve Banks ?4 00
16 National Banks .. ........ 16,809,815 00
17 Other Barks. . . . 15,327,925-00
18. U. S. Trust Fund - Silver Dollars 246,729,500,00
20 U S. Treasury ( as assets) 17.153.700.00 

$,’1,859,923,682-00

$1,563,902,718 Gold to $21,766-324,343 = 7.16%
$1,859,923,682 Bullion to^22,260,283 343 = 8.36%

1. Deposits m  Federal Reserve Banks July 25, 1915, 

taken from

Report of Federal Reserve Board No. 283 

Net deposits . . *311,349,000.00

2. Net deposits m  National Banka, June 23, 1915,

taken from

"Abstract of Reports of Condition of National Banks 

No 95- Comptroller of the Currency."

Since November 16, 1914, "net deposits subject to reserve
e

requirements" have been reported as "net amount on which reserve 

is computed." The latter amount includes only a part of "time 

deposits." The balances, 15/18 of Central Reserve Cities,

10/l5 of Reserve Cities and 7/l2 of Country Banks, have therefore 

to be added. Page 4, Colunjp 10.
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3 Gen oral Reserve "Net Amount"......  $2,094, 792,06 J.e06
15/l8 of 38,050,491*0Cvtime deposits.... .• 31,708,749.21

53 Reserve Cities "Net Amount" ....... 2,060,319,541.08
10/l5 of 203,815,873*^4 time deposits--- ... 135,877,2^9*23

7549 Country Banks "Net Amount"  ..... 3,123,188,652 ..70
7/l2 of 1,043,562,035.17 time deposits....  608.744.520^2

Total National Bank net
deposits...$8,059,630,795*80

3. Net deposits in other banks*

Extract from letter dated September 11, 1015, signed by
1

W. J. bowler, Deputy Comptroller of the Currency s " ___

in compiling returns from other classes of banks ( not na

tional) - will not be completed fcr some time." "______

probably December."

Therefore the figures of June 30, 1914, are taken as

a base to which is added the same proportion of increase for

the year as is shown by national banks, which is 7 531 viz:
1000%  *

Nataonal Banic net deposits June 30, 1914.............$ 7,495,149-220.17

" " " " June 23, 1915,............ 8,059.630.7.')5.80

7^531? Increase $ 564,481,575-63

Prom Report of the C o m p t r o l l e r t h e  Currency, 1914,

Vol 11, page 747, summary of reporting banks, other 

than national, June 30, 1914.

1

j
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‘-£■240 bii-Kd 4 l-06/o = 19444 banks

Due to National Banks....................... $ 73,922,330.46-

Due tc State, etc. ,3anks....................  445,250,405-99

Dividends unpaid......... '..................  11,473,678*84

Individual deposits........ ...... ........ 12,249,040,449.29

Postal Savings Deposits.... ;..............  16.404,525*65

Gro3S Deposits....... $12,796,Q91.r390*23

Less

■ Due from National Bank.....$1,022,899,654*36

Due from State Banks, etc.. 458,622,615*49

Checks and Cash Items.....  163.114.107*30
j 1.644.636.377*15

Net Deposits...... -.......$11,151,455,013*08

7.531$ : ................ 839.895.977.00
$11,991,350,990.00

4*. Bills Payable and National Bank Notes

Federal Reserve Notes issued to Banks,

June 25, .............................. $ -82,961,000.00

from Federal Reserve Board Statement for 

Press Kb*283 bi

5* Notes, etc* National Banks, Jun6 23,1215

Circulation!*.*.i i.i;;;..... . 7^2,703,856*50
Notes & bills diseeuhti^ $30,918,987131
Bills Payable *.*.»*..* , 58.20Q>677i00 ____ 98.119.664*31

~  f  820,823,520.81
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6. Bill'-; Payable urd
Notes and Bills redisc punted
(other than national banks ) 
increased by the same percentage ad national banks* .

National Bank increase :
‘June 30,1014.....§91,211,928.47
June 23,1315....  98.119.664.31

7.572%,. increase 6,507,735.84

Report of the Comptroller of the Currency 1914 i Vol.ll, 
page 747, jfune 30,. 1914.

Notes and Bills rediscounted ..$24,693,003.26
, Bills Payable, etc.,...............

$141,349,338.31
Aid 7,, 572% ( growth of nationals ) $ 10.702.971.90

$152,052,310.21

7.. U. S. Notes ( from Circulation Statement
'Treasury Depti Form 1028 ) $346,681,016.00

8. Treasury Notes 1890 (from Circulation State
ment Treasury Department-Forml028,) 2,245,710*00

9. U. S, Silver Certificates July 1,1915,
from Circulation Statement: 

Treasury Department Form 1028 493,459,000.00

10. Federal Reserve.Banks Gold -
' from statement .for press No*283b 

June 27* 1915
Federal Reserve Agents

$255 1̂8 ;̂000.00 
68,996,000.00
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111 Coles. in National Banks June 23, 1915 -

Report No. 9'5

Coin......... £>121,172,645 *52.

Certificates.. 276,045,225.00- 

Certificates
to oraei.. 63,115,000.00 

*C. H, Ctfs.* 31.104.570.00

'■ §491,438,440* 00

* 42?.-. of §74,058,500 C.H. Ctfs. estimated to represent

gold ( N. Y, Q. H.. proportion (6l to l4i) given me by

Ur* Gilpin Septemoer 17, 1.915 ).

12v Comptroller of the Currency No. 89

Cold C o i n .................... ,.£149,295,329.20

Certificates.'...................  321,728,740.00

Certificates . to order.........  5-1,875,000.00

42? C.H, Ctfs.................. .41.9(34.880.00
Natl* Bank Gold 1914.......  567*883,949.00

Natl.Banks & Fed.Kes.
Banks 1915. -................  746.625.440.00

31,5? Increase $178,741,491.00

TAhile the gold in Feaeral Reserve Banks and National Banks on

June 23, 1915, is greater than, that held by National Banks June

30,1914, by nearly 31.5?9 it i3 not considered that

the increase has been so large in other banks. 7? is

used as the rate of growth.

■■ 1 j* . -4C3"
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^old in othe** banks June 30,1914, from Report of Comptroller 

of the Currency 1914* Vol. 11, pp. 729 to 732:

State Banks %

Mutual Savings 

Stock Savings 

Private Banks 

Loan & Trust Cos.

Gold Coin 
48,307,136.96

4,754,953.83

16,446*707.16

961,856.17

Gold Ctfs. Not Classed 
54,355,540. 47,745,900.68

4,874,890. 6,716,575.41

4,976,700. 9,228,333.71

1,133,750. 2,534,£29.85

Total Cash. 
261,919,122.8f

23*987,453.11

43,812,040.12

7,294,550-18

18,611.429.45 132,701,200 37.520.793.49 279.642.380.49
89,082,083.57 198,042,080 103,745,833.14 616,655,547.01

Total. . . . 616,655,547.01 
Not Classed .103.745.883.14 
Classified. ..512,909,663.87

Gold Coin 
" Ctfs . 
Gold. .

89,082,083257
198.042.080.00
287,124,}.63-57 r 56$ of Classified

Add 56$ of not
classified 58.097,694.56

345,221,858.13 estimated gold 2914 
Add 7$ increase 24.165,530.07

3f'\3«*,33? 20 estimated gold 1915

13. U. S. Gold Reserve Fund July 1, 1915, from

Statement of Public Debt June 30,1915:

Gold C o m

Gold Bullion

.$ 102,977,036.63

50.000.000.00 
§ 152,977,036.63
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Redemption Fund- National Bank Not63
( Gold CLoin,Silver Dollars or U.S. Notes)
From statement of Public Debx,June 30,1915 s> 19,390*345*50

Silver coin at bullion value (50£ on the dollar)
Federal Reserve Banks :
From Board's Press Statement No*283,June 26,]915 
Legal Silver, etc., total I $47,848,000-

As proportions are not given, and as the N.Y.Bankir

holds $37,618,996 of the total of which 2d-25 is coin,

the ratio of N.Y.'s silver c o m  to the toxal, *000001,

is taken to estimate proportion of silver m  ',>7,848,000,

or $47.85

@ 50$g : 23*33

Silver in National Banks, June 23, 1315,

Comptroller of Currency Report No 95

Dollars. $12,427,405-00

Frac tloral 21.102.6654 00
33,619,630.00
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Silver Coin_______ Silver Ctfs._____ Total Silver^
State Barks 13,554,879.21 . 30,658,452.Ob

Mutual Savingc 133,349.90 1,405,874.00 ■

Stock Savings 1^990,878.69 3,247,080.00

Private Banks 508,561.94 475,473.00

Loan & Trust Cos. 6*462.658.24 26.275.556.00 _ ____________
28, j550,327.98 62,0$2,435.00* 90,712,762.98

1%.......  2.005,522.96

30,655,850.94 ® 500 = 15,327,925.

18. U. S. Currency Trust Fund

Silver Dollars..... ................. $493,459,000.00

@ 5 0 0 ................... •.............. 246,729,500.00

19. Gold coin and silver at bullion value
in Treasury of U. S. as assets

Gold c6in............................206.526.508.00

20. Silver dollars $7,9l0]351 @ 500 3,955,175.50

Subsidiary Silver $26,397,048 @ 50$, 13,198.524.00
$17,153,699.50

Xl/l/15
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EXTRACT FROM SPEECH 
Relating to the Clearing of Checks 

-by-
Honorable Carter Glass 

of Virginia
On the Subject of the Conference Report on the

Federal Reserve Act
Delivered in the House of Representatives 

December 22, 1913.

ooOoo

"No Charge for Exchange.11

"One of the moot important provisions of the currency bill 
passed by this House was that which sought to put an end to the 
flagrant abuse involved in excessive charges by banks throughout 
the country for collections .and exchanges. The House bill pro
vided that exchanges should be made at par and that charges for 
collections should not exceed the actual cost to the banks. This 
item of the bill, as most of you remember, was bitterly controverted 
in the Democratic caucus* and also in the House. Naturally thous
ands of banks deriving largo profits from the practice Of charging 
constructive interest-upon checks in transit and very arbitrary . 
charges for collections and for exchanges exhibited great distaste 
to this provision of tho bill. They vigorously protested to members 
against the inclusion of this prohibition, and thus the effort to 
remove this tax burden upon the business of the country was con
tested with the utmbst pertinacity* Howavor, those of us in the :
House who sought to tear down these toll gates upon tho highways of 
commerce prevailed. The fight was renewed in tho Senate, and that, 
body so modified tho House provision as to leavo it sololy within 
the discretion of the Federal Reserve Board- to diminish or abolish 
the evil complained of, as it might please. The House conferees 
declined to yield on this point. They insisted upon such a modifi
cation of tho Senate, amendment as will exact exchanges at par and 
restrict charges for collections to the actual cost of such trans
actions to the bankSj In brief, as the bill is now.reported to the 
House, the banks can not make exchange and collection charges a 
source of profit; ^hey can not any longer charge constructive interest; 
they can not exact a tax for a theoretical transfer of funds from 
point to point whep no transfer is actually made, but only an entry

t4

J
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on the hooks. TJioy can no longer harass tho commerce of the 
country nor penalize the business men of the Nation by an 
unjust tax. While the House conferees did not succeod ip en^ . 
tirely restoring tho provision as it left this Chamber, they 
vastly improved the amendment .made by the Senate* Tho pro
vision-, as it standst will result,in an ii^uense-saving to the 
tradespeople of the United States. It; will eliminate the
amazing wastefulness incident to many independent collection 
organizations by substituting one Gompa.ct collection system.
It will abolish the exchange charges altogether and apprecia
b l y  reduce charges against collections. I speak thus confi
dents, WMjl) in anticipation of wise action by the .Federal Re
serve Board when appointed. If the Board will have the wisdom 
and courage to establish immediately a comprehensive an economi
cal plan of bank clearings, it wiil be difficult to compute . 
the advantages that this section oi the currency bill will 
secure. While some banks will have their profits diminished, 
it will be profits to which they are not fairly entitled and 
for the loss of which they will be more than compensated... by 
the better and speedier facilities afforded for the transaction 
of business. n

11/3/15
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REVISED REPORT •4
FEDERAL nFf'"PV~ SOaRD 

I'i'oHINGTOD

Tii the Federal Reserve Boara.
November £7  ̂1915-

There are; now pending for consideration by the Board the 

following appeals from decisions of the Reserve Bank Organization 

Committee, regarding the determination of Federal Reserve Cities 

and District lines :

First :
The appeal of Baltimore that it be selected in pref

erence to Richmond as the Feaeral Reserve City of the 
Fifth District ;

Second:
The appeal of Pittsbrgh that it be selected in pref

erence to Cleveland as the Federal Reserve City of the 
Fourth District ;

Third :
. The appeal of a group of banks in certain counties 
of Wisconsin that they be takerp out of the Hinneapolis 
District and added to the Chicago District ;

Fourth:
The appeal of certain banks in the western half of 

Connecticut that they be taken out of the Boston Dis
trict and added to the hew York Distract; ( The Board 
has not fixed the time for hearing this appeal ).

Fifth:
The appeal of certain banks of Louisiana that they 

be included in the Atlanta District and operate through 
the New Orleans Branch, in preference to being included 
in the Dallas District» ( This appeal has not been heard 
by the Foard, but the facts of the case are being in
vestigated ) .

Your Committee recommends that these five cases be dealt wit 

in a comprehensive way by considering the broader question of read

justment of Districts.
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We may assume that among the important objects which 

Congress desired to achieve in enacting the Federal Reserve Act 

were:

1 . The creation of independent banking centers - 
indeterminate in number and regional rather than local 
in character - in each of which would be concentrated 
a substantial portion of the banking reserves of its 
District which could be effectively utilized as the 
basis of an elastic system of credit and note issue 
and which would create and sustain a ready market for 
commercial paper and bankers’ acceptances.

2 . The steadying of interest rates by more nearly 
equalizing the supply of credit facilities in different 
parts of the same district or between districts, more 
particularly by making available for active use where 
needed, funds which might otherwise or elsewhere be 
unemployed.

3. The establishment of an economical and efficient 
system of clearings and collection of checks and of 
transferring funds within or between districts.

Decentralization of credit facilities through the 

agency of the great and strong regional centers, subject to 

centralized supervision, is the plan of organization which dif

ferentiates the Federal Reserve System from any other comparable 

banking system, and the success of our new American departure 

in the field of management of a system of reserve banking will 

be conditioned upon the wisdom and discrimination with which 

this plan of administration is applied. Abundant evidence is 

to.be found, both in the debates of Congress and in the Reserve 

Act itself, that the framers of the Federal Reserve Act were
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fully alive to this tact;,but it is necessary to recognize and empha

size that however much importance the framers of the Act attached to 

the choice of suitable divisions in the effective administration of the 

system, the Act, nevertheless plainly regarded this as a question which 

could not be settled in advance and a question that could not even be 

definitively settled by the Reserve Bank Organization Committee on the 

basis of such investigation as could be had before the actual inaugura

tion of the new banking system. The Act, therefore, did not undertake 

to fix the boundaries of districts nor even the exact number* Congress 

was satisfied to prescribe an upper and a lower limit within which the 

precise number of districts should be determined in accordance with 

changing conditions and after the necessary experience might be at hand- 

The ultimate judgment on this important question was to be that of the 

Federal Reserve Board, and Congress.did nothing to impede the free exer

cise of the Board's judgment on this question other than laying down 

the requirements that the districts should not be more than twelve in 

number nor less than eight, and by prescribing that due regard should 

be given to the "convenience and customary course of business."

Observation of the actual working of the Feaeral Reserve 

banking system and of the factors that make for strength and for weak

ness, has satisfied your Committee that there is a limit in the pres

ent circumstances of the country, beyond which decentralization ray 

defeat its purpose without making for independence- Experience has
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satisfied, us that the fundamental purpose of decentralization as well 

as the other important objects of the reserve system, will never be 

attained in the degree..which your Committee believes- possible without 

at least a partial consolidation of certain now contiguous districts* 

Tire Reserve Bank Organization Committee to whose judgment in the first 

instance the question of fixing the number and boundaries of the Fed

eral Reserve districts was referred, did not have and could not have 

had the data, which alone could be derived from experience, necessary 

for a final disposition of the problem. Its conclusions were neces

sarily more or less conjectural in character and, therefore, not to 

be regarded, under any reasonable construction of the authority and 

responsibilities of the Federal Reserve Board in the matter, as final. 

It may be assumed that the Act, in referring the problem of districting 

along v/ith other preliminary questions to the Organization C&mmitte© 

for initiative action, did so with full appreciation of the difficul

ties! and the importance of the problem and in order not to delay the 

organization of the Federal Reserve Banks by postponing considera

tion of the question until after the appointment of the Federal Re

serve Board; * and this method of handling the problem was doubtless 

also adopted by Congre-sssin fulllappreciation by it of the fact that

(*) See speech of Hon. Carter Glass, December 22. 1913, on 
the conference cor.mittee report on the Federal Reserve Act.
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in its; first stagessthe whole reserve banking organization would be so 

flexible in character that such readjustments in the fundamentals of 

the regional structure as might commend themselves as necessary or 

expedient to the judgment of the Federal Reserve Board, could be made 

without injury to or impairment of the normal development of the sys

tem*

In organizing the new banking system it was obviously neces

sary to begin at some point, even though it was to be expected that 

some of the action taken would have to be revised* The task of the 

Organization Committee was of necessity one beset with many and 

varied difficulties and uncertainties. No one can appreciate this bet

ter than your Committee which, in reviewing the problem of district

ing, has had the advantage of much definite knowledge derived from 

experience which was; lacking to the Organization Committee. It there

fore implies no criticism of the work and findings of the Organization 

Committee if your present Committee, with the benefit of a year’s 

observation of the workings of the Federal Reserve System has reached 

the conclusion that the regional structure outlined by the Organization 

Committee can be simplified in some of its features with a gain in 

efficiency and economy of operation. It is, indeed, a tribute to 

the insight exercised by the Organization Committee in laying out the 

boundaries of the reserve districts;, that the readjustments considered

u
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-6 -4 1 3 .

necessary by your Committee should be found to involve so little 

change in the fundamental lines of the Organization Committee1s map* 

Opinions, it may welllbe expected, willllong differ as to the best 

alignment of districts under the Federal Reserve System* However 

muck experience may do to help the solution of the problem, experi

ence alone may not fdr a very long time, perhaps never, be expected 

to settle it. Thnfu will always be a considerable margin of doubt 

on points of detail which will have to be resolved by the unaided 

judgment of the Board. It is true that all!the data which may in 

time be expected to become available, are not yet at hand for a 

finalland definitive solution of the problem if experience alone 

is to settle it, but your Committee is of the opinion that there 

has already been eufficiatai experience to make it possible to 

undertake the work of readjustment with intelligence and substan

tial confidence in the permanency of the results. Any risks of 

possible necessary readjustments of a minor character in the future 

are to be regarded as slight and negligible compared with the in

jury possibly to be done through holding back the development 

of the Federal Reserve System and keeping the business and banking 

communities of the seferal districts in a state of suspense as to 

what willibe the final disposition of the districting question, to 

say nothing of the considerable dislocation and disturbances in 

established arrangements which every additional day of delay will entail*
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Speaking p ra c t ic a l ly ,  there fo re , on the question of read just

ment of districts, your Committee is firmly of the opinion that so 

far as any large and comprehensive handling of the problem is con- 

cernedq it is a question of now or never '• The time has come when 

the Federal Reserve Board must either accept the responsibility of 

sanctioning the existing arrangement of districts or else of making 

in the near future such revision as in the exercise of its best judg

ment, it now believes to be necessary.

The problem is preeminently one for the exercise of general 

judgment as to what willlmake for the most effective organization 

of the Federal Reserve Banking system and your Committee does not, 

therefore, think it necessary to develop at length or in detail 

the reasons which have weighed with its individual members, each of 

whom has reached his conclusions in his own way. Attention may, 

however, be called to some of the considerations in favor of a re

duction in the number of districts.- Some of thesp which recom

mend themselves on the ground of business efficiency are bo ob

vious as not to require extended reference. They are the increased 

economy of operation that would result from diminished-, overhead 

expenses;1, diminishedc costs of issue and redemption of notes, etc.

Eut however important these and similar considerations of a strictly 

business nature, there are in the opinion of your coi-Xiittee, adminis-
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ministrative advantagesoi a large and compelling character that 

would result from a well* conceived readjustment of the districts»

(1) The Federal Reserve system is still in the developmental 

stage; the test of its capacity is still to come. The primary re

sponsibility for making it a success rests with the Federal Reserve 

Board. In the opinion of your committee, experience already shows 

the embarrassment which the Board may expect in dealing with and 

through units that are weak. Effective decentralization of banking 

facilities, we believe, depends not merely upon the number of Federal 

Reserve Banks but upon the vigor v/ith which they function. To achieve
•t

the purposes of the Act the component units of the Federal Reserve 

system must be strong enough in themselves to be effective, large 

enough/to command respect, and active enough to exert a continuous 

and decisive influence in the banking affairs of its district* This 

means that in the less we1 1]developed and settled parts of the country 

a well]constructed district must embrace a territory sufficiently 

wide in extent and diversified in its interests to give balance to 

its banking situation, and not too'much tied up to a single crop cr 

line of industry, and that everyydistrict should be free from any 

suggestion of sectionalism.

(2) A reduction in the districts will help the working 
out of the check clearing and collection problem by seeming a sub-

treasury in every district as well as by reducing the overhead ex

pense and hence, overcoming one of the obstacles to the undertaking.
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(3) Last and perhaps most important we must not let the fact trmt 

the reserve banking system has gone through the first year of its op' 

eration without any untoward event in its life, mislead or deceive 

us as to the future. We should, as a Board, be unworthy of our 

responsibilities if we did not realize that severer tests than any 

to v/hich the system ha3 yet been expsed might be expected. Sooner 

or later this test will come and when it cones it will cone with 

a suddenness and abruptness for which we must now prepare. Econ

omists and financiers are not agreed as to precisely what the sit

uation will bo when the war is over. That the world will be con

fronted with a gigantic problem in industrial, commercial and fi

nancial reconstruction as a result of the disorganization of credit, 

commerce and industry wrought by the war and the destruction of 

life and property is, however, agreed * No one can pretend at this 

time to calculate with accuracy the extent of the shock to which 

< our banking and credit system will. be subjected, but it is cer

tain to be of extraordinary severity and extent. Readjustments 

in the world of commerce and finance such as the world has not seen 

since the close of the Napleonic wars will have to ye worked cut 

and we, as a nation, must be ready to meet alike the necessities 

and the opportunities of the new and changed situation, and for 

this purpose our chief reliance must be the perfected Federal . v
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Reserve System. This means, in the judgment of your Committee that 

all the several reserve banks must be made capable and strong, - 

able and accustomed to act with promptness, with vigor,, with in

telligence, and when necessary, in concert with one another, and 

in subordination to broadly conceived policies national in their 

scope and purpose.

* Of the twelve Federal Reserve Banks one-half may be said 

to be strong and the other half weak. The remedy for this situation, 

in the opinion of your committee, is such a readjustment of the 

districts as will leave us with perhaps eight or nine districts, 

all of adequate extent and banking power and each able to support 

a strong and active regional center. Your committee has reached 

this conclusion only after much reflection and not without con

sideration of the obstacles, legal, political, and administrative, 

which will be encountered in 'working out a program along the lines 

indicated.. It is our belief that the members of the Federal Re

serve Board will not be deterred from fidelity to their higher 

and more difficult responsibilities by any adventitious considera

tions, or by local and personal sympathies. It ought therefore, 

in our opinion, to be possible for the Board to act in substan

tial if not complete accord on this question if we Keep steadily 

in mind the best development of the Federal Reserve System and

- V' l
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set our loyalty to the system above and beyond any other. Both 

the Federal Reserve Board and the Federal Reserve Banks are still 

on trial before the bar of public opinion and advantage will be 

taken of every real or imagined difference of opinion in the Board 

by its critics and the enemies of the Federal Reserve System. We 

should not hesitate, however, because of this difficulty;.prompt

ness and unanimity of action is the way to meet it.

What Congress had in mind when it made the provision 

that the Federal Reserve Boara might add to the number or reclassify 

the cities heretofore classified as Reserve and Central Reserve 

Cities is evident and it seems reasonable to draw the conclusion, 

in view of the differences in reserve requirements, that cities 

of sufficient importance a3 banking centers to be named Federal 

Reserve Centers should also be classed as Central Reserve Cities 

and their reserve requirements raised to 18f°; whereas, cities 

■which , from their geographical position and rank in the banking 

/orld, might be classed as branches of Federal Reserve Banks, 

should be classed as Reserve Cities.

To acceept this reasoning and adopt this grouping of 

the cities would not only strengthen the Reserve Banks by increasing 

their reserve deposits, but would also effectively inhibit cities 

without adequate banking statuscfrom seeking the benefits of
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recognition as Feder al Reserve Cities, without being willing to 
accept the burdens and responsibilities which should be a.neces

sary concomitant of the privilege. Your Committee believes that 

such a rule should be adopted by the Board and that it would go 

far toward.facilitating any readjustment of the districts.

Your committee, having presented the case for redistrict

ing in its general aspects, before making further report and sub

mitting a definite program asks instructions on the following :

(a) Shall the committee prepare and submit a plan of

changes in district boundaries involving the consolidating of adr

joining districts and reduction in the number of districts ?
or

(b) Shall the committee proceed to recommend answers 

to each of the five cases now on appeal befohe the Board without 
touching the larger issues involved in a comprehensive handling 
of the redistricting problem ?

Respectfully submitted,

( F. A. DELANO( -  --------

( F. M. VfARBURG
Committee(

| W- P- G. HARDING

Appendices attached .

II/13/I5

r*'
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Appendix 1.

Name of City.

Aggregate 
Capital & 
Surplus of 
Member banks 
Sept.2, 1915

3 Per Cent 
o f Cap ital 
and Surplus 
of Member 
Banks, Sept.

2, 1915.

Per Cent 
of Share 
of Capi
tal of 
F. R.Bank 
paid-in 
by member 
banks in 
Cities 
Named.

Per Cent 
of Share 
of total 
paid-in 
capital 
of all 
F. R. 
Banks.

1. Boston, Mass. $57,071,000 $1,712,130 33.2 3.1
Worcester, 2,750,000 82,500 1.5 .1
Lowell, 1,600,000 48,000 .9 .1
Springf ield, 3,200,000 96,000 1.9 .2
Fall River, 3,025,000 90,750 1.8 .2
Haverhill, 1,930,000 57,900 1.1 .1
Holyoke, 1,800,000 54,000 1.0 .1

New Haven, Conn. 6,820,000 204,600 4.0 .3
Hartford, 5,950,000 178,500 3.5 .3

Concord, N. H. 1,150,000 34,500 .7 .1
Portsmouth, 540,000 16,200 .3 .0
Manchester, 1,300,000 39,000 .8 .1
Keone, 1,100,000 33,000 .6 .1

Providence, R. I. 8,850,000 265,500 5.1 .5

Portland, Maine 3,125,000 93,750 1.8 .2

Total, Above
Cities 100,211,000 3,006,330 58.2 5.5

TOTAL for DISTRICT 172,409,385 5,172,282 100.0 9.4
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APPENDIX 2 -4.13-

• Aggregate 3 Per Cent Per Cent Per Cent
cap. & Of cap. & of share of Share
surplus of surplus of of cap. of total
Member banks,member banks of F.R. paid-in
Sept. 2, Sept. 2, Bank paid- cap. of
1 9  15. 19 15. in by mem all F.R.

ber banks banks *
in cities

Name of City named.

2.New YorkCity 243,425,000 7,302,750 66,4 13.3
Buffalo 12,100.000 363,000 3.3 .7
Rochester 4,275,000 128,250 1.2 .2
Syracuse 4,235,000 127,050 1.2 .2
Albany 4,300,000 129,000 1.2 .3

Jersey City,N.J. 2,200,000 66,000 •6 .1
Hoboken 1,060,000 31,800 .3 .1
Newark 10,644,000 319,320 2.9 .6

Total,Above Cities 282,239,000 8,467,170 77.1 15.5

TOTAL for DISTRICT 364,526,860 10,935,806 100*0 20.0

3.Philadelphia, Pa. 61,480,000 1,844,400 35.0 3-4
Scranton 6,200,000 186,000 3.5 .3
Reading 4,750,000 142,500 2.7 .3
Wilkes Barre 3,750,000 112,500 2.2 .2
Allentown 2,725,000 81,750 1.6 .1
Lancaster 2,332,000 69,960 1.3 .1
Chester 1,985,000 59,550 1.1 .1
York 1,953,000 58,590 1.1 .1
Johnstown 1,800,000 54,000 1.0 .1

Y/i lmingt on ,Del 1.203.175 36.095 .7 .1
Total,Above Cities 88,178,175 2,645,345 50.2 4.8

TOTAL FOR DISTRICT 175,398,550 5,261,956 100.0 9.6

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



-41 3-

APPENDIX 3 .

Aggregate 3 Per Cent Per Cent Per Cent
capital & of cap* & of share of Share
surplus of surplus of of cap.of of total
member banks member banks F.R.Bank paid-in
Sept. 2, Sept. 2, paid-in by cap.of all
1 9 1 5 -  1 9 1 5 . member banks 

in cities
F.R.banks.

NAI1E OF CITY named *

4.Cleveland,0. 014,400,000 0432,000 7-3 .8
Cincinnati 20,550,000 616,500 10.4 1.1

Pittsburgh,Pa. 46,460,000 1,393,800 23.4 2.6
Washington," 2,209,000 66,270 1.1 .1
Erie 2,050,000 61,500 * 1.0 .1

Total, Above Cities 85,669,000 2,570,070 43.2 - 477 ~

TOTAL for DI5'~ . 198,020,09# 5,940,603 100.0 10.9
TRICT .

* * * * * ' . * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *  *
5»Richmond,Va. 9,885,800 296,574 8*8 ♦6

Baltimore,lid. 19,005,710 570,171 16.9 1.0
Washington, D.C. 12,669,250 380,077 11.3 .7

Tota 1, A* ove Cities 41,5i60,76b 1,346*822 37.0 2.3

TOTAL for DIS- 111,645,470 3,349,364 100.0 6-1
TRICT

***** * ********* *********** **************** ************* ********* * ******** 9: * *
6.Atlanta,Ga. 8,600,000 258,000 10.7 .5

Birmingham, Ala. 3,300,000 99,000 4.1 .2
New Orleans,La. 6,730,000 201,900 8.3 .3

Total,Above Cities 18,630,000 558,900 23.1 r.o

TOTAL for DI3- 80,408,747 2,412,262 100.0 4.4
TRICT

*4, ** ********** ************************** ** -r ***************** *• * * * **•,. ** .. * >;• •„ *
7.Chicago,111! 74,975,000 2,249,250 34.0 4.1

Indianapolis, Ird. 9,730,000 291,900 4.4 .5
Milwaukee,Wis. 9,800,000 294,000 4.4 C
Detroit,Mich. 10,250,000 307.500 

Total, Above pieties 1)34,755,000 3,142,650
4.6

~ ' W X
>6

“5.7

TOTAL for DIS- 221,263,906 6,637,917 100.0 12-1
TRICT
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APPENDIX 4 .

Name of City.

Aggregate 
Cap. & 
Surplus of 
member banks 
Sept. 2, 
1915.

387640^000
7,700.000

3 Per Cent 
of Cap. & 
surplus of 
,member 
banks Sept. 
2, 1915-

'171597206
231.000

Per Cent 
of share 
of cap. 
of F.R. 
Bank paid- 
in by mem
ber banks 
in cities 
named.

Per Cent 
of share 
of total 
paid-in 
cap. of 
all F.R. 
banks.

8. St.Louis, Mo.
Louisville,Ky.

^41.4
8.2

2.1
.4

Total, Above Cities 46,340,000 1,390,200 49.6 2.5

TOTAL FOR DISTRICT 92,670,447 2,780,113 100.0 5.1

9 .Minneapolis ,LIinn:; 16,960,000 508,800 20.0 .9
St. Paul 10,100,000 303,000 12.2 .6
Duluth 3j95Q_,000 118.500 4.7 .2

Total,Above Cities 31,010,000 930,300 ...*3*6.9 i.T~

TOTAL FOR DISTRICT 84,704,850 2,541,145 100.0 4.6

1C. Kansas City,Mo. 13,556,000 406,680 13.5 .7
Omaha, Nebr. 6,233,000 247,050 8.2 .5 "  ■
Denver,Colo- 7̂ 288̂ ,000 218,640 7.2 .4

Total,Above Cities 29,079/000*'“ 87*2,370 ‘7 ~28.9 1 .6“  “

TOTAL FOR DISTRICT 101,089,245 3,032,677 100.0 5.6

11. Dallas,Tex. 7,271,500 218,145 7.9 .4
Ft .Worth 4,300,000 129,000 4.7 .2
Houston 7,250,000 217,500 7.9 .4
Galveston 800,000 24,000 .9
San Antonio 3,840,000 115,000 4.1 .2

Total,Above Cities 23,£61,500 703,845 25.5 1.2

TOTAL FOR DISTRICT 91,991,961 2,759,759 100.0 5.0
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Appendix 5,
A 3

Aggregate 
Capital & 
Surplus of 
Member banks 
Sept.2, 1915.

Name of City.

1

3 Per Cent 
of Capital 
and Surplus 
of Member 
Banks, Sept.
2, 1915,

Per Cent 
of Share 
of Capi
tal of 
F.R. Bank 
paid-in 
by member 
banks in 
Cities 
named.

Per Cent 
of Share 
of total 
paid-in 
capital 
of all 
F. R. 
Banks.

12. San Francisco,Cal.45,185,000 1,355,550 34.5 2.5
Seattle, Wash, 5,390,000 161,700 4.1 .3
Portland, Ore. 7,900,000 237,000 6.0 .5
Los Angeles,Cal. 9,775,000 293,250 7.5 .5
Salt Lake City,

Utah 3,280,000 98,400 2.5 .2

Total, Above
Cities 71,530,000 2,145,900 54.6 4.0

TOTAL for DISTRICT 131,435,490 3,943,065 100.0 7,2

TOTAL for MEMBER )
Banks in Specified 922,663,435 27,679,902
Cities )

TOTAL for MEMBER )
Banks in all ( 814,999,450 24,549,983
Reserve Cities ) 3

TOTAL for COUNTRY 
Banks

)
(1010,565,557 30,216,967

50.5

44.8

55.2

TOTAL for ALL )
MEMBER BANKS )l,825,565,007 54,766,950 100.0 100.0
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Apendix 6.

LIST OF CITIES SKOWIHC- PERCENTAGE OF CAPITAL 
WHICH THEIR MEMBER BANKS BEAR TO THE ENTIRE CAPITAL OF 

TEE FEDERAL RESERVE SYSTEM

(Cities are listed in ac 
of their capital in the

cordance
Federal

with percentage 
Reserve System)

(Rank)
1.

(Percentage) 
New York 13.3

(Rank)
19.

(Peres
Milwaukee

sntage)
.5

2, Chicago 4.1 20. Los Angeles .5

3. Philadelphia 3.4 21. Indianapolis .5

4. Boston 3.1 22. Providence .5

5. Pittsburgh 2.6 23. Atlanta .5

6, San Francisco 2*5 24. Omaha .5

7, St, Louis 
(Minna* St. Paul 
combined) 1,5

2.1 25.% Portland, Ore. ,5

8. Cincinnati 1,1 26. Louisville 14

9. Baltimore 1.0 27. Denver .4

10. Minneapolis .9 28. Dallas ,4

11,' Cleveland .8 29. Houston .4

12. Kansas City .7 30. New Haven ,3

13. Washington, D, C, .7 31. New Orleans .3

14. Buffalo .7 32. Scranton .3

15. Newark .6 33. Hartford .3

16. Detroit ,6 34. Seattle , 3

17. St. Paul .6 35. Reading, Pa. * o

18. Richmond .6 36. Albany, N. Y. ♦
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No vember 17, 1915.

STATEMENT FOR THE PRESS:
The Advisory Council at its meeting held in Washing

ton November 15 suggested several amendments to the Federal 

-Reserve Act, the chief among which are given below. These 
amendments have not received consideration or action of any 
kind by the Federal Reserve Board.

1. That the work of the Office of the Comptroller of the 
Currency be absorbed and administrated by the Federal Reserve 

Board.
2. That Section 24 of the Federal Reserve Act relating 

to loans on faim lands be amended to read as follows t
,T Any national banking association not situated 

in a central reserve city may make loans secured by 
improved and unencumbered farm lands situated within 
its Federal reserve district, or in an adjoining 
district provided the land on which the loan is 
made is within one hundred miles from the office 
of the bank making the loan. "

3. A reduction of 2/3 of the present paid in capital 
of the Federal Reserve Banks leaving the subscribed capital 
and double liability as now constituted.

4. That the Federal Anti-trust Act be- amended so 
that the second paragraph of Section 8 will read as fol
lows
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” No bank, banking association or trust company, 
organised or operating under the laws of the United 
States in any city or incorporated 'toun or village 
of more than two hundred thousand inhabitants, as 
shown by the last preceding decennial census of the 
United States , shall have as a director or other 
officer or employee any person who may be connected 
in either of these official capacities with more 
than one other bank, banking association or trust 
company located in the same place: Provided, that
nothing in this section shall apply to mutual sav
ings banks not having a capital stock represented 
by shares: Provided, further, fhat a director
or other officer or employee of such bank, bankirg 
association, or trust company may besides being 
an officer or director in one other bank be a director 
or other officer or employee of not more than one 
additional bank or trust company organized under the 
laws of the United States or any State where the 
entire capital stock of one is owned by stockholders 
in the other: And provided further> that nothing
contained irl this section shall forbid a director 
of Class A of a Federal reserve ban!:, as defined 
in the Federal Reserve Act) frdm being an officer 
or director or both an officer and director in 
one member bank- u

5. That the Anti-trust Act be so amended as to permit 
h->int stock ownership by national banks or banks organized 
to do business in foreign countries through branches established 
therein.

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



-421~»3«*

6* Chat the National Bank Act be amended to permit 
the establishment by National banks having an unimpaired 
capital of not less than $1,000,000 of branches, provided 
that no branches are placed outside of the limits of the 
City where the bank itself is located.

Upon the request of the Board for the views of 

the Council as to whether Federal Reserve Banks can do 

anything with their member banks to discourage or put 
a stop to the present high rates of interest on demand 

deposits, the Council held that the rate of ..interest 
paid to the public on deposits is regulated by the ac
cumulation or lack of it, of wealth in the communities 
in which the banks do business.

The Council also passed the following resolution ; "
" That this Council is unalterably 

opposed to any provision whereby farm loan 
bonds described in the Hollis Bill may be
come security fpr loans from Federal re
serve banks and to their being made a 
basis for acceptances by member banks*"
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Released for use Friday a, m. November 19, 1915.

STATEMENT FOR THE PRESS.

More than $100,000,000 is now held by the Federal Reserve Board in 
its Gold Settlement Fund, made up of balances to the credit of the twelve 
Federal Reserve banks and the Federal Reserve agents. In the weekly 
clearing made by the Board today the balance in the fund was shown to be 
$102,620,000, made up of deposits held to the credit of the Federal Reserve 
banks for the purpose of clearing balances between them existing at the 
close of business each Wednesday. Each bank telegraphs to the Federal 
Reserve Board a statement of the amounts due to other banks and the clear
ing takes place on each Thursday morning.

Clearing operations were begun on May 19, 1915, and the Fund is, there
fore, now six months old. The first actual clearing was cn May 26, each 
Federal Reserve bank at that time being required to deposit $1,000,000 in 
the Fund and an amount in addition equal to its indebtedness to other 
Federal Reserve banks.

Authority for clearings between Federal Reserve banks is found in 
Section 16 of the Federal Reserve Act, under which the Board is authorized 
in its discretion to exercise the functions of a clearing house for the 
Federal Reserve banks. A regulation covering the matter was issued by 
the Board on May 8th. Deposits by the Reserve banks in this Fund are 
counted as legal reserve. On September 8, 1915 the Board authorized 
accounts to be opened with the twelve Federal Reserve agents. The fund 
is now divided as follows:

Balances to the credit of Federal Reserve banks, $69,240,000.
Balances to the credit of Federal Reserve agents, 33,380,000.

These amounts are now held by the Board in gold order certificates <> 
in denominations of $10,000. Deposits in the fund are, through the 
courtesy of the Treasury Department, made by Federal Reserve banks through 
the Subtreasuries. When a deposit is made at a subtreasuhy advice is 
wired to the Treasurer of the United States at Washington who then causes 
gold certificates to be issued to the Federal Reserve Board. When pay
ments are made from the Fund the operation is of course reversed. Trans
fers are, however, for the most part on the books of the Gold Settlement 
Fund by credits and debits between the twelve banks or between banks and 
the Federal Reserve agents.

The Gold Settlement Fund is administered for the Board by officers 
connected with its organization who do the work in addition to their other 
duties. Its cost of administration during the first six months of its 
existence has been slightly in excess of $1,000. During this period bal
ances of $719,688,000 have been settled.

November 18, 1915.
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



430

The Federal Reserve Board will approve a system of intra

district and inter-district clearing and collection of checks
C

which shall be based upon the following named principles, the 

details to be worked out by the Governors and Transit Managers 

of the various Federal Reserve Banks:

First:

The system shall be upon a voluntary basis for 
all member banks, but every effort shall be made to 
offer such reasonable and proper inducements as can 
be offered under the law to persuade banks to join 
the system of clearing. In this connection, it may 
be pointed out that all clearing operations in this 
country have been developed heretofore on the volun
tary principle and inasmuch as the Federal Reserve 
System can not handle, except on a voluntary basis,* 
items drawn against non*biemb£r banks, it is desirable 
that nothing be done to tear down whatever has already 
been established.. No bank joining the System need 
bind itself to send its checks for collection or 
clearing to the federal Reserve Bank, but in joining i 
the System, it agrees to remit for all items sent in 
by other members.

Second:

In otder to give banks an opportunity to know 
the amount of items which have been drawn against 
them, and in most Cases to actually- see the specific 
checks, the Board is willing to approve a system of 
two days' deferred debit and deferred credit. If, 
however, the Reserve Bank of any district, prefers 
immediate debit and credit, the Board will approve it, 
Hewever, the Board will not approve a deferred 
debit extended beyond two days in any district.

For checks of another district, a deferred time 
for debit and credit equal to the, one way time be
tween the Federal Reserve Cities of the two districts 
involved will be allowed;
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Third:

The Board will approve a scale of penalty charges 
to apply on deficiency of reserves where reserves of 
member banks are depleted below the legal limit and 
beyond the two day debit and credit limit.

Fourth:
In order to facilitate clearing operations and 

reduce ''float" the Board will approve arrangements with 
clearing houses in reserve cities or with banks or in
dividuals to act as agencies in the collection of items;

Fifth.:
The Board will approve accepting for collection, from 

member banks and with their indorsement, the checks of non- 
member banks or bankers with the same stipulation above 
made in respect to deferred time;

Sixth:
If it will facilitate the getting in of reserves 

and thereby the handling of this problem, the Board is 
ready to act as provided in paragraph "e" of Section 11 
of the Federal Beserve Act, in the reclassifying of 
reserve and central reserve cities and in tho naming of 
additional reserve or central reserve cities;

Seventh:
The Board is ready to approve a scale of charges 

which member banks may be authorized to charge their 
customers for the collection of checks and the remitting 
of funds, such charges to be based on actual cost;

Eighth:
, Every member bank entering this voluntary clearance 

system Shall be permitted to print upon its checks, in the 
form of a distinctive design, mark, or seal, a legend reading:
his check is payable at par through the ____ Federal

Beserve Bank."

November 23, 1915.
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Memorandum showing how Federal Reserve Banks or 

The Federal Reserve Board may influence interest rates in

The United States

436

They can lower rates They can raise rates

(a) By lowering their:- rediscount 

rate to member banks;

(a) By raising their rediscount 
!*■.
rate to member banks;

(b) By lowering their open market 

rates;

(b) By raising their open market 

rates;

(c) By lowering their reserve rer.h 

quirements;
• (c) By raising reserve requirements, 

which the Federal Reserve 
Board can do indirectly

(d) By issuing Federal Reserve
Bank Note currency against 
United States Bonds;

(d) By purchasing Government Bonds 

with circulation privilege 

but withholding the issuance 

of Federal Reserve Bank Notes 

against them;

(e) By actively buying bills, 

notes, acceptances, etc.

(e) By selling bills, notes, 

acceptances, etc.

(f) By not paying interest oh

excess deposits and letting 

money out pretty freely.

(f) By paying interest on excess

deposits (i.e., above legal mi 

minimum) and hoarding the 

money.
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437s.

DRAFT OF 1'iEMORAiJDUM

.shir-gton,
December 2, 19.15.

SUGGESTED PY THE COMMITTEE ON CLEARING.
; -j ‘ ’ .
The Federal vReserve Board will approve a system of intra- 

di .-strict and inter-district clearing and collection of checks
which. shall be based upon the following named principles, the 
details to be worked out by the Governors and Transit Managers
of the various Federal Reserve Banks:
First:

The’ system shall be upon, a voluntary basis'for 
ail /:jL-n.ber banks.-

Tn this connsction, it r.ay 
be pointed o*ut that ail clearing operations in this 
country have been developed heretofore on the volun
tary principle and - inasmuch as; .the Federal Reservg 
System can hot handle, except on a voluntary basis, . 
items drawn against non-member banks; it is desirable 
that nothing be done to tear down whatever has already 
been established. No bank joining the System need 
bind itself to send items for collection or clearing 
by( the Federal Reserve Bank, but in joining the 
system, it agrees to remit at par for all items drawn 
against it sent in by other members.

Second:
their reserve deposits

In order to give banks .an opportunity to know the 
amount of items which have been drawn against them, and 
in most cases to actually see the specific checks,and 
protect̂ 1 . by mail or wire; the Board is willing
to approve a system of two days* deferred debit and 'i 
credit. If, however, the Reserve Bank of any district 
prefers immediate debit and credit, the Board will ap
prove such a plan. But the Board will not.approve a 
deferred debit extended beyond two days in any dis-*- 
trict.
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-  2 *

For chocks of another district> a deferred time 
for debit and credit equal .to the one wav time be
tween the Federal Reserve Cities of the two districts 
involved added to the two days* limit of the district 
v/ill be authorized;

Third.
If it v/ill facilitate the accomplishment of results 

the Board will approve a scale of penalty charges to apply 
on deficiency of reserves where reserves of member banks 
are depleted below the legal limit.

Fourth:
In order to facilitate clearing operations in 

cities and towns more than one day av/ay from the re
serve bank, and thereby reduce "float", the Board will 
approve arrangements with clearing houses

or with banks or individuals to act as agencies 
in the collection of items;

Fifth:
only .

The Board v/ill approve accepting for collection,/ from 
member banks and with their indorsement, the checks of non
member banks or bankers

Sixth:
If it will facilitate the getting in of reserves and 

thereby the handling of this problem, the Board is ready 
to act as provided in paragraph "e" of Section 11 of the 
Federal. Reserve Act, in the reclassifying of reserve and 
central reserve cities and in the naming of additional 
reserve or central reserve citiesj

Seventh:
stands ready where desired 1 The Board/ to approve a scale of charges

which member banks may be authorized to charge their 
customers for t:ie collection of checks and the remitting 
of funds, such charges not to exceed actual, cost;..'_^

Eighth:
Every member bank entering this voluntary clearance 

system shall be permitted to print upon its checks, in the 
form of a distinctive'design, mark, or seal, a legend read
ing: i"collectible at par through the--- -
Federal Reserve Bail:".
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Circular Ho.__
Series of 1915.

F E D E R A L  R E S E R V E  B O A R D .

November___ , 1915,

GENERAL OPEN MARKET OPERATIONS.

The Federal Reserve Act in Section 14, under the head "Open Mar

ket Operations," provides that:

"Any Federal reserve bank may, under the rules and regulations 
prescribed by the Federal Reserve Board, purchase and sell in the 
open market, at home or abroad, either from or to domestic or for
eign banks, firms,corporations, or individuals, cable transfers, 
and bankers* acceptances and bills of exchange of the kinds and 
maturities by this Act made eligible for rediscount, with or with* 
out the endorsement of a member bank."

The Act also provides that every Federal reserve bank shall have 

power;

"To deal in gold coin and bullion at home or abroad * * * ."

"To buy and sell, at home or abroad, bonds and notes of the 
United States, and bills, notes, revenue bonds^ and warrants with 
a maturity from date of purchase of not exceeding six months, 
issued in anticipation of the collection of taxes, or in antici
pation of the receipt of assured revenue by any State, county, 
district, political subdivision, or municipality * * * * . "

"To purchase from member banks and to sell, with or without 
its indorsement, bills of exchange arising out of commercial 
transactions, as hereinbefore defined."

Further in the same section permission is given to each Federal 

reserve bank:

"* * * to buy and sell * * * through (its) correspondents 
or agencies, bills of exchange arising out of actual commercial 
transactions which have not more than 90 days to run, and which 
bear the signature of two or more responsible parties."
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Several of these classes of transactions have already been 

provided for in the circulars and regulations heretofore issued 

by the Federal Reserve Board as follows:

In Circular No. 7, Series of 1915, regulations have been a.;- 

established for the general purchase of warrants;

In letters to the various Federal reserve banks the conditions 

have been indicated under which bonds and notes of the Unites States 

may be dealt in;

In letters to Federal reserve banks conditions under which 

Federal reserve notes may be exchanged for gold, gold coin or gold 

certificates, have been stated, and operations of this nature are 

in progress;

In circulars revised from time to time and culminating in 

Circular No. 18, Series of 1915, conditions have been established 

Tor the purchase of bankers' acceptances growing out of foreign 

trade operations;

In Circular No. 19, provision has been made for the purchase 

of acceptances of State banks and bankers growing out of domestic 

operations of specified classes.

THERE REMAIN STILL TO BE DEALT WITH THE PURCHASE AND SALE OF 

"CABLE TRANSFERS AMD BILLS OF EXCHANGE OF THE KINDS AND MATURITIES 

SX THIS ACT MADE ELIGIBLE FOR REDISCOUNT".

The present circular and regulation is intended to cover 

these two items, and the Board ’wishes particularly to call 

attention to the purpose of the open market section of

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



-439

the Federal Reserve Act. This purpose is twofold - to enable the Fed

eral Reserve Banks to exert a greater influence upon prevailing rates 

of.interest by the use of their purchasing power whenever conditions 

sst.ii. to make it desirable that they should exert such influence; and 

when, owing to the lack of applications for rediscounts, they are unable 

to influence rates'through the latter means. In audition to this the open 

market power may afford to Federal Reserve Banks the opportunity of pur

chasing in the open market enough paper to enable them to provide reason

ably for their expenses and dividends. The Board is of the opinion 

that the reserve banks should, when occasion demands, stand ready to 

engage in open market transactions, as buyers or sellers to the extent 

that is necessary to attain these or any other desirable object.

The Federal Reserve Board does not wish to be understood 

as encouraging expansion of credits when in some Districts at least 

there should be contraction, but rather that the Federal Reserve Banks 

taking cognizance of the conditions in their respective districts will 

avail themselves of the privilegsa granted by the Act as explained in 

our letter of October 8 just as they have other open market pawbrs al

ready defined if c.nd when it seems wise to do so.

CHARLES S. HAI'LIN,

Governor.

H. PARKER WILLIS,

Secretary.

_3-

12/1/15
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F E D E R A L  R E S E R V E  B O A R D . Series of

Washington, November___, 1915.

GENERAL OPEN ' 'ARKE'T OPERATIONS •

_i.

Definitioh.

Open market operations us defined under the Federal Reserve Act, 

are all those operations permitted by the Act which do not require the 

endorsement of a member bank upon the paper growing out of them, which 

are not presented or brought to the attention of the Federal Reserve 

Board by a member bank, or which involve dealings 'with persons or in

stitutions not members of the system.

I I.

Operations Already Authorized.

In the accompanying circular description has been given of,and 

inference made to, preceding circulars and letters issued by the Board 

providing for open market transactions in bankers' acceptances, bonds 

and notes of the United States, warrants, and the exchange of Federal 

reserve notes for gold, gold certificates, etc. The present regula

tion has no reference to any of these dealings, but the circulars and 

regulations relating thereto are continued in force as heretofore.

- 0
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Operations Provided for in this Regulation.

This regulation deals with operations in cable transfers. and 

foreign and domestic bills of exchange. The statutory requirements 

pertaining thereto have already been set forth in the accompanying 

circular.

I I I .

I V.

Character of Bills Eligible.

The Federal Reserve Board has determined that to be elig

ible for purchase unaer Section 14 by Federal Reserve Banks, at 

the rates to be established for open market operations :

(a). Bills must comply v/ith the provisions of Regulation 

"B", Series of 1915, relating to "notes, drafts and bills of 

exchange," in so far as applicable thereto, a bill of exchange 

being hereby defined as an unconditional order in writing, 

addressed by one person to another, signed by the person giv

ing it, requiring the person to whom it is addressed to pay 

on demand, or at a fixed or determinable future time, a 

certain sum in money to, or to the order of, a specified 

person or to bearer.
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(b) Bills may have been made by domestic or foreign 

firms, corporations, or individuals.

(c) Bills need not be endorsed by any member bank.

(d) Bills need not be accepted by the drawee prior to 

purchase.

v.
T.ethod of Ascertaining Eligibility*

In ascertaining the eligibility of p^per under 

this regulation, Federal reserve banks shall comply with the 

provisions of Section.Ill, Regulation B, Series of 1915, except 

that the certification of eligibility to be furnished by a member 

bank, under the terms of that Section, nay be supplied 'by a non

member bank, or by any other individual, firm or corporation able 

to afford such information in a trustworthy manner, provided 

that the name of such individual, firm or corporation shall be 

submitted to and approved by the Federal Reserve Board.

Statements of the financial condition of the maker 

the oaper may be waived where bills offered for sale comply with 

the following requirementsi
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(1) If the bill bears the signature of the purchaser and 

seller of the goods, and presents prima facie evidence that it 

was issued for goods actually purchase* or sold; or

(2) If the bill be specifically secured by approved warehouse 

receipts, bills of lading, or other documents covering readily 

marketable goods-

V I,
Credit Files.

The Federal Reserve Banks should establish credit files con

taining information on the following points :

U) The nature of the business or occupation of the maker 

of the paper purchased by the Federal Reserve Banks :

(2) If an individual, information as to his indebtedness and his 

financial responsibility;

(3) If a firm or corporation, a balance sheet shov/ing quick 

assets, slow assets, permanent or fixed assets, current liabilities 

and accounts, short-term loans, long-term loans, capital and surplus;

(4) All contingent liabilities, such as indorsements, guar

anties, etc.

(5) Particulars respecting any mortgage debt and whether there 

is any lien on current assets*

(6) Such ot her information as may be necessary to aetermine 

whether the borrov/er is entitled to creait in the form of short-term loans*
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(a) Cable transfers are defined as immediate transfers of 

funds made on behalf of applying individuals, firms, or corporations 

in such manner as to place at the disposal of the applicant a speci

fied sum of foreign currency in a designated foreign country, in ex

change for payment made to the Federal Reserve Bank in United States 

standard money,.'

(b) Federal Reserve Banks are authorized to make such 

transfers up to a limit to be named on application by the Federal 

Reserve Board, for each Federal Reserve Bank.

(c) Every Federal Reserve Bank undertaking dealings in 

cable transfers shall inform the Federal Reserve Board by tele

graph at the close of each day’s business, the amount so trans

ferred, the rate at which the purchase or sale of same has been 

made, and any other facts essential to the operation.

(d) The Federal Reserve Board reserves the right to alter 

the rate at which such transactions are entered into, by telegraph, 

and without notice.

CHARLES S. HA! '-LIN 
Governor.

V I I .

H. PARKER WILLIS 
Secretary.

-U/39/15
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Re gulat ion____
Series of 1915,

F E D E R A L  R E S E R V E  B O A R D .
Washington, December . 1915.

GENERAL OPEN MARKET OPERATIONS.

I.

Definition

Open market operations as defined under the Federal Roserve Act,

~ © all those operations permitted by the Act r/hich do not require the 

endorsement of z. comber lame, or which mvolv© dealings v/ith persons or 

institutions not members of the system.

II.

Operations Provided for in th»s Regulatloh.

As explained in the accompanying circular a number of forms of 

open market operations have already been covered in previous regula

tions .

This regulation deals */ith operations m  cable transfers, and 

foreign and domestic bills of exchange The statutory requirements 

pertaining thereto have already been set forth xn the accompanying

circular
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CABLE TRANSFERS AND FOREIGN BILLS OF EXCHANGE.

In order to carry on open market transactions in dealing 

in cable transfers and foreign bills of exchange - that is, 

payments to be made in, or bills payable in, foreign countries, 

it willibe neces.sary for Federal Reserve Banks to open accounts 

with correspondents or establish agencies in the leading finan

cial centers of those foreign countries where there is established 

a reliable standard of exchange; As the law prescribes that 

these connections are to be established only v/ith the consent 

of the Federal Reserve Board, Federal Reserve Banks will com

municate with the Federal Reserve Board whenever they are ready 

to enter into these foreign fields.

The Federal Reserve Board realizes that in dealing in 

foreign exchange, the Federal Reserve Banks must necessarily 

have to have a free hand in determining the rates at which 

they wish to sell or purchase. The Federal Reserve Board how

ever, desires to establish the general rule that in purchasing 

long bills in foreign countries, such bills shall bear at least 

three signatures - thc.t is , the acceptor, the drawer, and that
i

of the firm from which the bill of exchange is bought, pre

ferentially th&t of * banker. It is not necessary, however, 

that the bill shall have been actually accepted at the time

-439b

I I I .
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of purchase. Of course, Feserve Banks will have tp exercise the 

greatest caution in dealing in this paper, and it Is expected that 

their Boards of Directors?will fix a limit up to which the accept

ances cf one single firm r.\v; be taken.

. . iv.

DOi^STIC f.TliLS OF EXCEWGE.

The Federal Reserve Board has detercdAea '.that in order 

to be eligible for purchase under- Section 14 by the Federal Re

serve Banks, at the rates to be established for. open market opera

tions :

(a) A bill of . exchange is defined as an uncohditional. 

order in writing, addressed by one person to another, signed by the 

person giving it, requiring the person to whom it is addressed to 

pay on demand, or at a fixed or determinable future tijae, a cer

tain sum in money to, or to the order of, a specified person or to 

bearer.

(b) A Domestic bill must be payable in dollars in the 

United States.

(c-) It rust be a bill, the proceeds of which have been 

used', or are to be used, in producing,, purchasing, carrying, or 

marketing goods in one or more steps of production, manufacture, 

and distribution;.
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(d) No bill*is eligible, the proceeds of which have been used, 

or are to be used for a permanent or fixed investment oi any kind, 

for example, land, buildings, machinery, etc., nor for any invest- 

ipent of a merely speculative character.

(e) Domestic bill3 may have been drawn by a domestic or foreign 

firm, corporation, or individual upon a firm corporation, or indi

vidual in the United States.

(f) Domestic bill3 need not be endorsed by any member bank.

{&) Domestic bills must be accepted by the drawee prior to the

purchase by the Federal Reserve bank unless they are accompanied 

and secured by approved warehouse receipts, bills of lading or 

other document' covering readily marketable goods,

V,
*

Domestic Bills *• Conditions of Purchase.

(a) Before purchasing domestic bills of exchange, Federal Reserve 

• banks must s3cure statements concerning the condition and standing

•of the dra.;er of the paper, and, if possible, also of the acceptor 

of the bill, sufficient to satisfy the bank as to the ligitimate 

nature and quality of the paper to l:c purchased.

(b) No Federal Reserve bank will be permitted to purchase an 

aggrogate amount of bills of any ono drawer, or issued upon any 

one maker in excess of a percentage of its capital, to be

. fixed from time to time by the Federal Reserve Board,except when

t 4 *
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secured by approved warehouse receipts, bills of lading or other

documents covering readily marketable goods. The aggregate 

amount drawn on any one acceptor, purchased by Federal Reserve 

Banks shall net exceed a reasonable percentage of the net worth 

of the parties whose names appear upon the paper.

V I .

* C  X ■ 1 J  V  W ‘ _'cju1rw~i \a. n‘i?~-.y J 1 t 0 t ‘' " ' iv.- .

RATES AT WHICH THESE OPEN IIARKET TRANSACTIONS 
SHALL' BE TAKEN*

Federal Reserve Banks desiring to enter into these open 

market relations shall communicate to the Board the rate they de

sire to establish, for review and determination by the Federal Re

serve Board.

CHARLES S;.̂  M&iLlN 
G&VerriOri

PARKER WILLIS., 
Secretary.

12/l/l5
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Re gulation____
Series of 1915.

F E D E R A L  R E S E R V E  B O A R D *
Washington, December ____t 1915*

«
&ENERAL OPEN MARKET OPERATIONS,

I.

Definition.

Open market operations as defined under the Federal Reserve Act, 

are all those operations permitted by the Act which do not require the 

endorsement of &> member bank, or which involve dealings with persons or 

institutions not members of the system.

II.

Operations Provided for in this Regulation.

As explained in the accompanying circular a number of forms of 

open market operations have already been covered in previous regula

tions.

This regulation deals with operations in cable transfers, and 

foreign and domestic bills of exchange. The statutory requirements

pertaining thereto have already been set forth in the accompanying

circular
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III*

Cable transfers and foreign bills of exchange.

In order to carry on open market transactions in dealing 

in cable transfers and foreign bills of exchange ^ that is, 

payments to be made in, or bills payable in, foreign countries, 

it willxbe necessary for Federal Reserve Banks to open accounts 

with correspondents or establish agencies in the leading finan

cial centers of those foreign countries where there is established 

a reliable standard of exchange. As the law prescribes that 

these connections are to be established only with the consent 

of the Federal Reserve Board, Federal Reserve Banks will com

municate with the Federal Reserve Board whenever they are ready 

to enter into these foreign fields.

The Federal Reserve Board realizes that in dealing in 

foreign exchange, the Federal Reserve Banks must necessarily 

have to have a free hand in determining the rates at which 

they wish to sell or purchase. The Federal Reserve Board how

ever, desires to establish the general rule that in purchasing 

long bills in foreign countries, such bills shall bear at least 

three signatures - that is , the acceptor, the drawer, and that 

of the firm from which the bill of exchange is bought, pre

ferentially that of a banker. It is not necessary, however, 

that the bill • shall have been actually accepted at the time

* * 2 -
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of purchase. Of course, Reserve Banks will have to exercise the 

greatest caution in dealing in this paper, and it is expected that 

their Boards of Dire'etorsswill fix a limit up to which the accept

ances cf one single firm may be taken*

IV.

DOIRESTTC BILLS OF FXCHWGF.

The Federal Reserve Board has determined ‘.that in order 
to be eligible for purchase under Section 14 by the Federal Re

serve Banks, at the rates to be established for open market opera

tions :

(a) A bill of exchange is defined as an unconditional 

order in writing, addressed by one person to another, signed by the 

person giving it, requiring the person to whom it is addressed to 

pay on demand, or at a fixed or determinable future time, a cer

tain sun in money to, or to the order of, a specified person or to 

bearer.

(b) A Domestic bill must be payable in dollars in the 

United States.

(c) It must be a bill, the proceeds of which have been 
used', or are to be used, in producing, purchasing, carrying, or 

marketing goods in one or more steps of production, manufacture, 

and distribution;

-  3 -
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(d.) No bill is eligible, the proceeds of which have been used> 

or ai*e to oe used for a permanent ot fixed investment of any kind, 

for example, land* buildings, machinery, etc»* nor for any invest

ment of a merely speculative Character.

(e) Domestic bills may have been drawn by a domestic or foreigh. 

firm, corporation, or individual upon a firm corporation, or indi

vidual in the United States.

(f) Domestic bills need not be endorsed by any member bank.

(g) Domestic bills must be accepted by the drawee prior to the 

purchase by the Federal Reserve bank unless they are accompanied 

and secured by approved warehouse receipts, bills of lading or 

other document covering readily marketable goods,

V.

Domestic Bills - Conditions of Purchase.

(a) Before purchasing domestic bills of exchange, Federal Reserve 

banks must secure statements concerning the condition and standing 

of the drawer of the paper, and, if possible, also of the acceptor 

of the bill, sufficient to satisfy the bank as to the ligitimate 

nature and quality of the paper to be purchased.

(b) No Federal Reserve bank will be permitted to purchase an 

aggregate amount of bills of any one drawer, or issued upon any 

one maker in excess of a percentage of its capital, to be 

fixed from time to time by the Federal Reserve Board,except when

-  4 -
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secured by approved warehouse receiptsi bills of lading or other 

documents covering readily marketable goods* The aggregate 

amount drawn 6n any one acceptor, purchased by Federal Reserve 

Banks shall not excbed a reasonable percentage 6^ the nfct worth 

of the parties whose names appear upon the paper.

RATES AT WHICH THESE OPEN MARKET TRANSACTIONS 
SHALL' BE TAKEN.

Federal Reserve Banks desiring to enter into these open 

market relations shall communicate to the Board the rate they de

sire to establish, for review and determination by the Federal Re

serve Board.

CHARLES Si. HAMLIN 
Governor.

H^ PARKER WILLIS. 
Secretary-

12/l/l5
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November 22, 1915.

My dear Governor: -

On March 1st, 1915, this office filed with the 

Board an opinion dealing generally with the subject of 

the right of the Federal Reserve Board to review the de

termination of the Organization Committee, to adjust 

from time to time the Federal reserve districts created 

by that 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 

at 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
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in part as f ollows:

"As soon as practicable, the Secretary of the 
Treasury, the Secretary of Agriculture and the Comp
troller of the Currency, acting as 'The Reserve Bank 
Organization Committee', shall designate not less 
than eight nor more than twelve cities to he known 
as Federal reserve cities, and shall divide the coh- 
tinental United States, excluding Alaska, into dis
tricts, each district to contain only one of such 
Federal reserve cities. The determination of said 
organization committee shall not be subject to review 
except by the Federal 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 distticts 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 act".

It will be observed that the organization com

mittee is empowered -

(a) To designate not less than eight nor more than 
twelve cities to be known as Federal reserve 
cities.

(b) To divide the continental United States . . . .  
into districts, each district 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 committee in determining the 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.each of the cities designated 
of a Federal reserve bank, which shall include in its 
title the name of the city in which it is situated, as 
'Federal Reserve Bank of Chicago'".
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The Federal Reserve Board is  authorized -

(a) To review the determination of the organization
committee, .

(b) To readjust the districts created, and

(c) To create from time to time new districts, not 
to exceed twelve in all.

Whatever 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 shefcll not be subject to review except by 
the Federal Reserve Board . . . .  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".

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 hbuve quoted without

reference to any other part of the Act and attempt merely

to give the usual or ordinary meaning to the words used it

becomes immediately abvious that at least two different

interpretations are possible and it is, therefore, not free

from ambiguity. It is accordingly necessary to consider

both possible interpretations in order to determine which

one is consistent with other parts of the Act and is in

accord with the intent of Congress.
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On the one hand it nay he argued that the power 

vested in the Board to "readjust the districts created" 

gives the Board the power not merely to change the lines 

of each and every district (preserving, however, the entity 

of each individual district) but that it may in its discre- 

tion 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 fils with the Comptroller may 

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

way that it deems necessary or advisable.

In this view it may be contended that the lang

uage which follows, namely, "and new districts 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 districts may be created but merely that dis

tricts with new lines and new territorial extent may be 

created without reference to the entity of those districts 

created by the organization committee.

-  4 -
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Construing this general language to mean that the 

Board has an expressed power to alter at will the entire 

plan of districts created by the organization committee, 

it may then be argued that this expressed power carries with 

it such incidental powers as may be necessary to carry out 

the intent of Congress in the matter. That is to say, if 

it becomes necessary as an incident of any readjustment 

made 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

adjust 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. l) attention is called 

to an alternative interpretation which is equally possible 

when the language in question is considered without refer

ence to other parts of the Act.

-  5 -
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Under this second interpretation it may be ar

gued that the power to readjust the districts created 

vests in the Board the power only to readjust or to change 

the lines of each district created by the organization 

committee. That the power to create new districts not to 

exceed twelve in all was intended to give the Board the 

right to increase the number 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 question under 

consideration - whether the Federal Reserve Board may re

duce the number of districts - may be answered in the neg

ative .

It 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 

"readjustment" 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 des

ignate not less than eight nor more than twelve Federal 

reserve cities. Let us assume that the power in the Board 

to create now districts is equivalent to an expressed 

■power to designate Federal reserve cities.

In support of this assumption the Act provides 

that ’'the districts thus created may he 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 he served. It is, therefore, clearly neces

sary in order to create a district to designate a city 

and to define the limits of the district.

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 

hy 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 hy the Board does

440
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not conflict with the power of the committee to designate 

cities in districts which it has created.

Oh the other hand, if we construe this power 

to mean that the Federal Reserve Board may create new dis

tricts out of two dr 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 committee.

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 minimum.

The organization committee is required to create 

in the manner above shown not less than eight nor more 

than tv/elve Federal reserve districts.

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 

interpreted as giving the Board the right to reduce and to 

eliminate there would seem to be no limitation on the Board's 

power to reduce and it might create a humber less than eight.

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 banks.
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0n the other hand* the fact that a Maximum is -placed 

on the new districts to be created:, by the Board but no miiiizmm 

is expressed in the provision which deale with this power of 

the Board, indicates very strongly that Congress intended the 

number 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 power to increase the number to the maximum* This 

view appears to be sustained by the history of this legislation 

which v/ill be dealt with later*

Considering the second implied power under the interpre

tation No* 1, we are here confronted with a conflict with an 

expressed power which is even more clear*

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

an entirely new map of the districts and may reduce the number, 

we must assume that it has, as an incidental power, the right 

to liquidate one or more Federal reserve banks* Upon referring 

to Section 4, however, we find that v/hen the necessary formali

ties have been complied with and a certificate of organization 

has been filed each bank becomes a corporation with certain 

specified powers, including the power -

11 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 lav/*"
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To adopt interpretation No. 1, therefore, we must 

assume that the implied power in the Board to liquidate 

these banks as an incident of readjustment is sufficient 

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»r Law 67f 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 t?/o 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 vesting 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 these provisions, the second interpreta

tion should be adopted*.
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While this rule is so uniform it needs little 

citation of authority to sustain it, the language of the 

court used in a fev/ cases in which this question arose 

is called to the Board’s attention,

In the case of l.-ontclair v* Ramsdell, 107 U«S»

152, the court said :

" It is the duty of the court to 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 Supreme 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 case of United States v* Baltimore

& 0 S W R Co*, 159 Fed* Rep*, 37, the court says -

,T The maxims and rules adopted for the purpose 
of interpreting the meaning of a statute require 
that we attend to all its provisions, and, if pos
sible, attribute to the language in v/hich each is 
expressed a meaning which will permit other pro
visions to have their due effect

In the case of Bate Refrigerating; Co »v .SujLzberger

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, because 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 under 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 construction is inconsistent -with 

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

Hatthews. 109 Fed. Rep. 615,

" It:.is the cardinal', rule of interpretation 
that a statute should be construed not only so 
that every part of it should stand, but so as to 
give force, meaning, and effect to every part of it*"

In United States v« Jackson. 143 Fda. Rep. 785, the

court said -

" Another canon of construction is that every 
part of a statute must be viewed in connection with 
the whole, so as to make alllthe parts harmonious, 
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 effect might be cited but in 

view of the uniformity of decisions on this subject this is 

considered unnecessary.
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Inasmuch, therefore, 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 

the context and with other parts of the Act.

From an examination of the hearings held by the 

House and Senate Committees while the bill was pending 

it will be found that the question of the number of dis

tricts to be established 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 maximum and a minimum and to vest the power in 

a committee to be known as the Organization Ccnmittee, to 

establish not less than eight 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 may be read
justed and new districts may from time to time 
be created by the Federal Reserve Board here
inafter established, acting, upon a joint appli
cation made by not less than ten member banks 
desiring to be organized into a new district. "

-1 3 -
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Later in the same Section the bill provided that -

" Federal reserve district, shall be 
abolished nor the location of a Federal reserve 
bank changed, except upon the application of 
three-fourths of the member banks* ,f

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 might 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 billlreached the Senate it modified 

the power vested in the Board to alter the lines of a 

given district by striking out the provision that such 

alterations should be made only upon the application of 

ten member banks* The effect of this amendment in the 

Senate was clearly to vest inet&o. Board the pov/er to alter 

the lines of a given district on its own motion.

The power, however, to abolish districts and 

to change the location of Federal reserve banks upon the 

application of three-fourths of the member banks was 

eliminated in toto by the Senate and this elimination 

was agreed to in conference.

I£ any inference may be drawn from the. history 

of these amendments, therefore, it seems clear that the

▼I4r
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conferees agreed that no district should be abolished, 

even upon the application of three-fourths of the uem- 

ber banks.

Interpretation No. 2, therefore, seeras to be 

consistent with the intent of Congress as indicated by 

the history of the till and since a modification of the 

individual districts does not involve the elimination of 

a district nor of a Federal reserve city, and does not 

necessitate the liquidation of a Federal reserve 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 such cases.

In considering the question submitted, I am Con

scious of the great public importance of the Board's de

cision in this matter and realize that the question is 

one upon which counsel may, and in fact do, differ. I 

have endeavored, therefore, to call the Board's atten

tion to the two possible view-points and to explain at 

some length the reasons for conclusions reached.

Briefly summarized, 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 implied or incidental powers which are 

repugnant to other expressed provisions of the Act.

- 15-
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That, on the other hdnd, the provisions in (Question 

are susceptible of arlother 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 construction in such 

cases the Board is without power to reduce the number 

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 violation of law*

Respectfully,

It. C. ELLIOTT 

Counsel.

Hon. Charles S- Hamlin, 
G o v e r n o r .

ll/29/l5
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FEDERAL RESERVE BOARD 

WASHINGTON.

December 2, IS15.

To the
Federal Reserve Board.

Your Committee 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 Organization Committee.

Your Committee 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 November 13, 1915, but also of the motives 
which prompted it. Therefore, before making any further recommendations, 

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

its action and on which it based its recommendations, with the hojp'e 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 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 Organization Committee, to readjust the Federal 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 be 

roted, however, that, in this ojpinion, the question of reduction was re

ferred to very briefly, and Mr. Elliott later advised the Board that the 

'-onsideration of this particular question was merely incidental to the- 

main questions discussed in that opinion and that, should the question 

of reduction be specifically considered \?y 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 faeforo it 

in the hearing of th® appeal of certain Oklahoma banks requesting a trans*. 

fer from the Dallas to the Kansas City District, to ask for his views con

cerning the intent of Congress and the meaning of the Federal Reserve Act 

relating to the powers of the Board on this whole subject. The request 

for Senator Owen's views-was not accidental, but intentionally contem

plated to instruct and guide the Board in disposing of pending appeals- 

His answer was that Congress meant to "give to the Board the powei: 

of the Government itself in dealing with this system"

_ 2 -  446
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and that he thought the power of the Board "would extend even to the 

power of reducing the ddctricts".

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

Owen was merely his own personal opinion and that it was made at a tine 

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 subsequently published in the June 1, 1915, Bulletin 

a resolution, which was passed unanimously on Kay 4, 1915, when both 

Governor Hamlin and Ur* Williams were presentj providing, among other- 

things, as follows:.

"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 
hew clearing system which is about to go into offect, 
and of the extent to which State banks take uamburship 
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 i> 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 tho Federal Reserve System." (Thu italics are ours)

Your Committee is positive that no objection Was raised at

that time by any member of the Board or by any Member of Congress,

indicating dissent from the proposition that the Board had the right to
reduce

-  3 -
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the number of districts. Indeed, such an argument was never raised in 

the briefs of counsel on the various appeals heard by the Board.

On October 19, 1915, the following vote was passed, "to refer 

the question of redistricting to a special Committee consisting of Mr. 

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

soon thereafter roquested to prepare opinions as to the legal right of 

the Board to reduce the number of districts. Mr. Cotton filed his formal 

opinion on November 22, 1S15, stating unqualifiedly that the Federal hu- 

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 members 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 alternative plans, but finally concluded that it would b. 

preferable to ask the Board first to pass upon the Question of policy and 

the principle involved.. Your committee had, however, reached a conviction 

that the country would be better 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 'so 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 underlying principles of the 

Federal Reserve Act, but also in the machinery provided for developing 

■ ■oh 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 

originally created was larger than is conducive, in the opinion of your 

committee, to ithe most efficient operation of the system and to the 

greatest 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 final determina

tion of such an important question.

The 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 emphasize 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 Beard to make such a reduction.

Your committee is ready to submit an abstract of the arguments

- 5 -
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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 

fools that, if the adjustment is not made at this time, it is more than 

likely to be made at some future time, but with far greater difficulty 

and disturbance.

formation of twelve districts; a large majority favoring 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-

seemod to your committee to exist now, offer a constant target for critics. 

For these reasons, not to mention the many practical advantages incident 

to carrying out, prior to January 1, 1916, any changes that might have 

been decided upon by the Board, your committee was sincerely anxious to 

secure 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 prompted by any inten-

In reviewing the evidence before the Organization Committee it 

was noted that, of the eighty-four witnesses, only nine redottmenled the

diate QO$ablishmec .anaystem enjoying its maximum degree of usefulness 

and service. The-̂  try would not permit any subsequent interference 

with a machinery once perfected, whereas, weaknesses, such as those which
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tion on the part of your committee to force the Board to take any un-

considored 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 opposed by the committee was, as explained by

the committee, solely because it desired to have the report discussed 
without delay

on its merits/and at that time lay before the Board all the facts and 

figures it had collected. Such a course was in consonance with our usual 

practice ± ' -

w 3. C 3 *

The committee had postponed filing its report on account ‘of 

Secretary McAdoo’s absence in the west, and later 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 see fit to 

make. The Secretary, however, was unable, because of his own illness, 

and later by illness in his family,, to <? is cuss the matter with Mr. Hard

ing, and the .committee then filed its report on Saturday, November 13, 

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

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

gaged on his report to Congress until the 15th, which the committee as

sumed would leave him free after that date. However, consideration of 

the report was postponed until Monday, November S3, 1915, because cf the 

inability of the Secretary of the Treasury to be present until that date.

At the meeting cf November 22d, the opinion of the Attorney Gen

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

-  7 -
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States Senators. While the committee does not wish to take up at this 

time the question of the propriety of Governor Hamlin's action in ask

ing i'he President to secure this opinion without an authorizing vote 

of the Board, it thinks it proper to point out that, although this 

opinion, which practically tabled the subject, was presented, there had 

been at no time a discussion of the committee's original report of Novem

ber 13th, or of the revised.report of November 17th. The committee, 

therefore, never had the opportunity which it desired to present fully 

and frankly its arguments and the data in its possession.

Your committee believes that it would have been fairer to The 

President, to the Attorney General, and to the Federal Reserve System, 

if the case had been submitted to the Attorney General with a full pre

sentation of arguments on both sides of the question. If the Attorney 

General, for example, had understood that no closing of banking offices 

was contemplated but that in every city whore a Reserve Bank was aban

doned 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 face of business throughout vast 

sections of the country,11 etc.

If your committee was right in its conclusions as to the advis

ability of a smaller number of districts, the permanency which the Attor

ney General and every one of us desires for the future of the system 

would have been best secured by prompt and courageous action now.

- 3 -
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Your Committee, however, fully appreciates the authority of 

the Attorney General’s opinion and, submitting to the conclusions 

reached therein recommends that tho Board abandon, at least for the 

present any plan of redistricting which involves the consolidation of 

any districts and that tho Board now address itself to the specific ap

peals ponding and to such readjustments as r.ay bo permissible and prac

ticable under tho Attorney General's opinion.

There arc now pending before tho Board for disposal five 

applications, vizi

First: The application of certain member banks located

in Western Connecticut requesting that the terri

tory in which they are located bo transferred fron 

the First to the Second Federal Reserve District.

The Committee respectfully recommends that a date 

bo fixad for the hearing of oral arguments before 

the Board relative xo this appeal;

Second: The application of certain member banks located

in Wisconsin requesting that the territory in which 

thoy arc located bo transferred from the Ninth to 

tho Seventh Federal Reserve District. The Committee 

bospcctfully recommends that the Board sohd a letter 

ballot to all member banks of the Rinneapolis Dis

trict involved in this appeal, requesting that 

thoy reply promptly to the Federal Reserve

- 9 -
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Board, stating whether they wish to he trans

ferred to the Seventh or to remain in the Ninth 

District,, and stating also whether they feel 

that thoir 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 the Eleventh 

to the Sixth District. The committee 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 the facts how in the possession of 

the Board without any further hearing, but if Dalsr 

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 those

cities be designated as Federal Reserve 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 Fed

eral Reserve Act, designate other Federal Reserve Cities in place of

- 1 0 -
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those seldOftcd by tho Organization Committee?", held that the Board 

has no legal power to change the designation of a Federal Reserve City 

unless such change is necessary in order to accommodate the convenience 

and customary course of business in a readjusted district. Hr. Elliott, 

in disposing of this point, stated:

"If, therefore, the Board concludes that the districts 
arc not apportioned according to tho purpose and in
tent of tho Act and determines that it is necessary 
to readjust such district,- it would seem clear that 
it possesses an implied power to change tho desig
nation of the Federal reserve cities. If, however, 
tho districts are not readjusted, it scorns very doubt
ful whether this power can bo implied, and to change 
tho designation of cities without readjusting the 
districts wotjJLd necessitate resolving this doubt in 
favor of the exercise of this power against the ap
parent intone of Congress. "

On the strength of this opinion of its Counsel, the Board 

might wellhbe justified in undertaking such changes in the designa

tion of Federal Reserve Cities as nay be necessarily incident to 

the readjustment of the districts in which they arc located. On 

the other hand, in view of th-. great importance of the subject, and 

because of the doubt expressed by Hr. Elliott, '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 sua-its for consideration of 

the Board the suggestion that the Governor be in-

-  1 1  -
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structed to address a letter to The President, aeicing him kindly to 

request the Attorney General to give his opinion on the following 

questions;

(l) Can the Federal Reserve Board legally change the present lo

cation of any Federal Reserve Bank?

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

(b) In the case whore there has been such a readjusiment of
district linos 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 coranittee 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 those questions should be deferred until the Board 

is advised finally and definitely, not merely of its power to 

el'tsJbgs f&jvdosignation of a city, but also, first, whether the power 

to make such a change is dependent upon further readjustments in the 

district lines, and, second, whether, if it is dependent upon such 

readjustments, the $4,GOD,000 capital limit must be preserved in 

making sudh changes in the district lines.

- 1 2 -

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



446

Your committee also fools that if this ratter is put up to 

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

tinct features in the present adjustatist of districts which dc not com - 

mend themselves to the best judgment of the committee, and do not in 

its opinion comply strictly 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 tho power to
%

abolish districts and banks is withheld?” Your committee's response 

to this is that the ruling of the Attorney General, as a practical 

matter, nullifies the Board’s power to readjust the districts inas

much as such readjustment of necessity must bo 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 af smaller size than 4s conducive, in the opinion of your 

committ03, to the beet interests of the system.

Respectfully submitted:

F. A. DELANO

Committee ' P. WARBURG

-13 -

W. ?. C-. HARD INC-
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Memorandum by M r . Warburg 
Submitted to the Board at 
its meeting on December 3

443
£

Washington, December 3, 1915.
To the

FEDERAL RESERVE BOARD 
Washington.

Sirs:
I take the liberty of submitting the following statement 

and mamoranda with the object in view of doing my share in 
establishing a basis of harmonious understanding and cooperation 
in the Board, without which the best results cannot be achieved.

Like all of us, 1 regret very sincerely that the impression 
has been created by the press and otherwise as if there were 
personal differences in the Board. Personally, T cherish the 
conviction that differences are not of a personal nature but 
that we are dealing with honest differences of opinion and that 
the best way of removing whatever may separate members of the 
Board is to go to the root of these differences and to make a 
determined effort to agree on the essential points on which there 
is divergence of opinion, or, if we cannot agree, to frankly 
disagree upon the same and state the matter, if necessary, in 
the form <5f majority and minority reports so that it may be un
derstood that, inhere differences exist, they are not of a per
sonal nature but are based upon matters of principle. My own 
hope is that we may be able to agree cn all of these things be
cause, after all, that is what will best further the objects ar.d 
aims of the Federal Reserve Board to which we all are devoting 
whatever is best, in us.

If I may be permitted to analyze the situation, I would
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say that there are differences of opinion in the following iour 
c’atters:

(1) The problem of the general functions and the policy 
to be pursued by Federal Reserve Banks.

X take the liberty of submitting herewith a memorandum 
which I have prepared covering this problem. I have no doubt 
that we can reach a common ground of understanding on this 
question.

(2) The question of Government Deposits,
From the very beginning of the operation of the Federal 

Reserve Banks there have been two different schools of thought 
in this respect. I take the liberty of submitting a memorandum 
which, if adopted, would, I believe, relieve the situation. It 
would, at the same time, protect both the Secretary of the 
Treasury and the powers of supervision and control of the Fed- 
p~al Reserve Board.

(3) The examination and reports of member banks and 
rulings of the Comptroller.

This question, more than anything else, has produced irri
tation from time to time with member banks, Federal Reserve 
Banks and in the Board. I believe that we are very close to 
a point now where the problem could be disposed of to mutual 
satisfaction. Both in the case of Government deposits and the 
case of the Comptroller’s reports the law creates a difficult 
situation by preserving a dual control. The problem is, can 
the difficulties that no doubt exist be removed by administra
tive methods, or shall it be necessary to cure the situation
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amendments of the law so that, with respect to reports and e x *  

aminations, there will be created a unity of action? As above 
stated, I strongly believe that it will be possible now to 
definitely agree upon some satisfactory plan or to state public
ly the limited and legitimate degree to which $e do not agree. 
This will cure the constant attempt of the press to magnify and 
to sensationalize the situation.

(4) The question of redistricting, and, involved in 
that, the question of individual powers of mem
bers of the Board.

I believe that, in the very near future, the committee can 
bring in a report concerning redistricting which probably will 
dispose of any plan of dealing with this larger question but 
will clearly establish the position of members of the Board as 
to the desirability of a redistricting process at such time as 
it should be practicable in case Congress should give the Board 
the power to do so.

It will be of great advantage for the harmonious work of 
the Board if3 at the same time, a clear understanding could be 
reached as to xrhat are the individual powers of members of the 
Board and how far are resolutions passed by the Board binding 
upon all of them. I stropgly believe that if we patiently dis
cuss these quest lone upon their merits and entirely disregard 
the personal element we shall finally reach a very satisfactory 
and clear understanding about all of these points.

I am somewhat taking the attitude of a surgeon who rather 
goes to the root of an evil than deal with the surface disturb
ance by means of palliatives and court plaster. The process mev

( 3 )
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be a little liit more bothersome while it lasts but X am sincerely 
convinced that it will bring more lasting and more satisfactory 
results. It is, to my mind, inevitable that this operation 
should be gone through because I can hardly see how we can write 
a satisfactory report or deal with the question of amendments 
unless and until we have reached a clear understanding about 
these pending problems.

Respectfully,
(Signed) .... Paul M, Warburg.
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Memorandum on Question No I

The policy to be pursued by Federal Reserve Banks must be 
guided exclusively by the public interest

Federal Reserve Banks must neither fail to carry out trans
actions and exercise functions - which otherwise would redound to 
the benefit of the country - for tne mere reason that they entail 
heavy expense or loss, nor must they, on the other hand, conclude 
transactions and exercise functions on account of the earnings 
to be derived, m  case these transactions or functions would run 
counter to the public interest, or would lessen the ultimate abil
ity of the Federal Reserve Banks to render the largest service 
for the general benefit of the country.

In carrying out their policy they must neither compete for 
the sake of competition nor not compete for the sake of avoiding 
competition In carrying out functions with which they are 
charged by the law they must compete or not compete as the public 
interest requires

If we agree on this premise, we must then ask ourselves, in 
whe-t way do Federal Peeerve Banks serve the public interest?

The function of Federal Reserve Banks is to provide a safe 
system of banking (free from our heretofore periodical collapses) 
and more stable and equal interest rates than we have nad m  tne 
past

Broadly speaking, the problem of banking may be summed up 
m  the following quotation

"If banks were to keep, m  cash, all the money deposited 
with them, business would come to a standstill and a cri
sis would ensue If banks were to lend indiscriminately 
to those who apply for loans all the money on deposit 
with them, a geneial panic and collapse would follow s 

short period of overstimulation Between these two ex-
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tremes lies the middle course, the finding of which is the
problem, and its practise the art of banking."

To find and preserve this middle course is the particular 
function of the Federal Reserve Bank System.

The present maximum lending power of the entire Federal Re
serve System is about $600,000,COO. The total loans and invest
ments by national banks amount at present to about f8,000,000,000; 
those of the State banks to $?,500,000,000. It is abvious that 
it cannot possibly be the object of the Federal Reserve System, 
by competition, to substitute a lending power of ..$600,000,00C for 
that of all the banks of the country, amounting to f15,500,000,-
000. The aim of the system must rather be to keep this gigantic 
structure of loans and investments, which is largely carried by 
bank deposits, from over expanding so that, as the natural and 
inevitable result, it may not be forced to over contract, and, 
conversely, to avoid over contraction with all its hardships and 
the inevitably resulting over expansion.

Effectively to deal with the fluctuations of so gigahtic a 
structure is a vast undertaking for which the resources of the 
Federal Reserve System are none too large at this time. If the 
task is to be accomplished successfully, it cannot be done by op
erations which are continuous and of equal force at all rimes, bur 
only by carrying out a very definite policy of not only employing 
funds vigorously -at certain times but, with equal vigor, not to 
employ funds at others. That during periodsocf actual employment 
the Federal Reserve Banks will make large earnings and that durin? 
periods where a restricted activity of Federal Reserve Banks is

(3A)
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rendered necessary by general conditions, their -earnings should oe 
smaller, are incidents'which have no bearing upon ..the measure ex 
their usefulness; Federal Reserve Banks, when accumulating funds,
are exercising as useful a function as when they ate employing the

. . . *
same. If safety and stabilization of rates form the soundest 
foundation for general prosperity, everything that the Federal Re
serve Banks dp in avoiding excessive rats3, both tec high and too 
low, redounds to the benefit of the nation, and the niefe fact of 
the general confidence in this stability and the knowledge that 
fuA&s are in reserve and available brings about the freest use of 
credit facilities at liberal rates’ all over the country. If the 
potential or actual employment of §600,000,000 can have this ef
fect upcn loans and' investments of ?15,500,000,000 (of.which
{13,50C,GOO,CCC are loans and discounts) the usefulness of the

*
Federal Reserve Sysrom has been proven. That does not mean that 
7Tl*en cnce vs shall' have passed through a period 6f active money 
we shall ever have to contemplate conditions where the entire 
funds ci the Federal Reserve Banks will lie idle. A certain pro
portion will always reinain in active service^ and there will be 
no doubt abfcut taelr ability to earn their running expenses or 
•chat, wh::n bftce they cc.cupy their proper field, of operations - and 
averaging their operations over a reasonable period - they will 
earn their dividends, but time must be given them for this.

If Federal Reserve Banks should find permanent difficulty 
in earning their dividends, remedy must not be sought by improper
ly using, their funds but rather by carefully investigating whe
ther cr net organic defects exist which might be overcome. We 
must net forge-t, on she one hand, that the capitalization of the
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bank and the prescribed rates cf dividends are arbitrarily fixed 
and that experience only can demonstrate whether or not these 
are properly chosen Personally, I ar inclined to think that 
they are about right, provided, however, that the Federal Reserve 
Banks are given the same powers as enjbyed by the European cen
tal banks with respect to the note issue the weakness of the 
system, as at present devised, is that, unlike the European cen
tral banks, they cannot derive their chief profit from the note 
circulation In Europe, the Banque de France, the Eank of Eng
land, the Reichsbank and the other central banks have substanti
ally a monopoly on the note issue, and balances with these cen
tral banks and their notes are considered as cash by the banks of 
the country (The Bank of the Netherlands has a capital of
20.000. 000 florins and a note circulation of 300,000,000 to
400.000. 000 florins )

Our difficulty is a threefold one first, we nave a note 
issuing power superimposed upon an inelastic currency issued to 
the limit of What the country can absorb, sfecond, 6ur notes are 
not counted as reserves, the consequence of which is that, at 
times, like the present, when additional currency for actual cir
culation is not required, we do not pay for our investments by 
^he issue of Federal Reserve notes but by a loss of gold, and, 
t*iird, that our inability to issue notes against gold, or gold 
and comi ercial.paper, prevents us from broadening and strengthen 
m g  our banking power At present we are tied down to the maxi
mum of the deposits of the member banks Gold deposited for re
demption purposes with Federal Reserve Agents is a most desirable

( 4 ) A
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aid powerful protection m  case of gold withdrawals It does not
i

add, however, any additional hanking power It replaces "but does 
r.ui add The vicious effect of these conditions 1 3 that we can
not deal boldly with the problem of Government bonds and the cir
culation secured by them If v/e could increase our own free stock 
of gold, that question could be solved and, with that, the prob
lem of our earnings

I make free to submit a memorandum suggesting how it can be 
done, and apologize for the rough form of all statements, which 
have been dictated hurriedly without regard to fom

P. M.
13-3-1b
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It is proposed to amend Section 16, clause (2) to read 

as follows :

"Any Federal Reserve Bank may make application to the local 

Federal Reserve Agent for such amount of the Federal Reserve notes 

hereinbefore provided as it may require. Such application should 

be accompanied by a tender to the local Federal Reserve Agent of 

collateral in amount equal tc the sum of the Federal Reserve notes 

thus applied for and issued pursuant to such application. The 

collateral security thus^ offered shall be_ gold or gold certif icatss 

and notes and bills accepted for rediscount under the provisions of 

Section^. 1JL or purchased under the provisions of Section 14 of this 

Act_._^Whenever the gold deposited as collateral with the Federal 

f s h a l l  be less than 40^ of the aggregate amount of the 

aggregate collateral deposited! the Fed_e_ral Reserve Board shall estab

lish a graduated tax." etc. r etc..

The force of this amendment would be that Federal Reserve nbtes 

could be exchanged for gold and that the gold so accumulated would 

become the free asset of the Federal Reser\e Banks. A3 the lav/ 

stands today the gold that accumulates against i3suo ̂ of Federal Re

serve notes accumulates in the redemption fund deposited with the 

Federal Reserve Agent amd Cua3es to be the property of the Federal 

Reserve Banks. It can not serve as a basis for additional loan3 , 

but it renders only a service - though a most important one- in 

being available in case of gold withdrawals. The consequence is that 

at present the Federal Reserve Banks are limited in their growth to 

the amount of obligatory balances i d  member banks with Federal Re

serve Banks, While the optional balance may be deposited, it is not

t?!?.fv? to count on that
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If the lav/ should be amended as here suggested, every note :

holder in the country would bocome an additional depositor of the 

Federal Reserve Banks and he woyld become a permanent depositor, 

because it is safe to say that the amount of gold certificates 

carried in the pockets of the people at this time would be per

manently carried in Federal Reserve notes* It is safe to expect 

that the Federal Reserve Banks would be strengthened by several 

hundred million dollars of gold in this manner. If three hundred 

millions v/ere added this would mean an additional loaning power 

of 450 million dollars.

The far-reaching effeev of this process would be that the 

Federal Reserve Banks thus strengthened could afford to deal on 

a broad basis with the question of government bonds and Federal 

Reserve notes. At present Federal Reserve Banks are disinclined- 

and correctly so- to adopt a policy of purchasing hundreds of mil

lions of government bonds and issue against them Federal Reserve 

bank-noies as long as.the gold supply which they command is not 

larger thari it is now. While it is true that they need only to 

maintain a reserve of 5% against these Federal Reserve bank-notes, 

it is equally true that these notes may be presented at any time 

for payment in gold and that, from a point of view of the Federal 

Reserve Banks, a 5% gold reserve would be insufficient. If notes

could be exchanged freely for gold the additional loaning power#
which would accrue to the Federal Reserve Banks by the accumula

tion of additional gold, could be used to provide the necessary 

gold reserve against a large amount of Federal Reserve Bank-notes*

A very interesting suggestion has been made to the Board 

( by Mr. Perrin? to the effect that any National Bank the charter
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of v?hich would expire, should receive a renewal charter only upon 

the condition that its power to issue notes against gcvernr.ent 

bonds should cease; but that the Federal Reserve Banks should pur

chase the government bonds of these banks at par at the expiration 

of the banks charter. In this manner all the government bonds of 

w o p U  fall into the hands cf‘the Federal Reserve Banks within 

twenty years. A portion of these bonds would doubtless be disposed 

of in the market a3 government 3% bends and the Federal Reserve 

Beard and the Federal Reserve Banks would have tc decide what por

tion they wished tc carry as one-year notes and v/hat portion as 2% 
government bends against which notes could be issued.

If this plan were carried cut the unelastic government 

secured currency would be made elastic by the Federal Reserve Banks 

because it would be in their power to issue these notes at times 

when there would be legitimate requirement for increased circula

tion and to withdrawn them from circulation at other times. Further

more, the question ofe arningu of Federal Reserve Banks would be 

solved, because the larger the note issue of the banks, the larger 

would become their revenue. This revenue would be derived from 

the government bonds and the mere government bonds would be dis*> 

posbd of to the public, the more important would become the com

mercial business of the Federal Reserve Banks, because if we take 

it that a certain amount cf currency is required and a large por

tion of this currency can only be issued against the collateral 

of commercial paper, this commercial paper must go in the Federal 

Reserve Banks. Of course, if Federal Reserve notes should be made 

available ftr reserve Zuosay cf member banks ( not of Federal Reserve 

Banks, ns sc many people appear to chink when the question ws.8
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much mere effect. There is no doubt but that Federal Reserve Banks

will not find their ultimate and proper place until Federal Reserve

notes receive reserve qualities. At present we have the anomalous

condition that the gold that comes into this country, which should

accumulate in Federal Reserve Banks, accumulates in member banks,

while the gold holdings of the Federal Reserve Banks hardly have

grov/n except where the amount of the additional r eserVe payments

had to be made under the lav/. Ve furthermore have the anomalous

condition that at this time when there is no demand for additional
%

circulation, any investment the Federal Reserve Bankd'make is being 

paid^ not by Federal Reserve notes, but by a loss of gold.

While it is most gratifying to see that the bankers who 

so violently opposed as unsound ahy thought of counting Federal 

Reserve notes as reserve, are now of their own accord coming 

around to the opposite view; it still may be that Congress would 

not yet Ve prepared for such a step* Ii might in ihat case be 

more advisable to proceed slowly and to ask at this time only 

for the amendment as above outlined.

My own suggestion would be to increase the gold covered from 

40$ to 60$ and begin to tax at 60$, though beginning only with a 
very low tax and increasing only very gradually,increasing more 

rapidly when the geld cover falls below 40$. The effect, however, 

would be that Congress and the country-would see that it is ex

pected normally to have a gold cover in excess of 60$ rather than 
in excess of 40$ and while we woulde xpect to issue more Federal 

Reserve notes in thi3 case, we would; on the other hand, expect 

to issue them normally cn a higher basis of gold protection. This

discussed in past years ! ) , this process would talcs place with sc
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effort may ultimately be helpful in persuading Congress to permit 

these notes to be counted as reserves. As it is nov; there is no 

room for an elastic note issue for our elasticity has been tied to 

a frayed rubber band which is already stretched to the limit j^he 

Federal Reserve Banks have no power of contracting under the pres

ent structure. As above stated, nothing will help Federal Reserve 

Banks more in finding their proper position and in securing suf

ficient earnings without feeing forced to use their reserve money, 

in a v/ay which at times v/ould be unsafe and improper, than an,effec

tive. and sound note issuing power. ,

t-lf.W.
11-2-15
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liEKORANGUM ON QUESTION NO. 2.

■ ■ It is suggested “that tho Treasury develop gradually its: 

accounts with the several Federal Resorve Banks* Aftor a 

reasonable period of actual operation the nature and the volume 

of Treasury business at each point can thon bo ascertained as can 

a? oo the expense of the Federal Roseirvo Banks* involved in the 

operation of accounts. It may thon bo.possible for the 

Secretary of the Treasury to determine the amounts which ho 

proposes to carry as fixed free balances with tho several banks 

in order to sustain these accounts.

As a matter of convenience he may arrange to have a weekly 

or bi-weekly settlement with the Federal Reserve Banks, by 

which any amounts in excess of tho agreed balance be paid into 

the gold clearing fund for the credit cf the Treasury and con

versely, deficiencies- below the agreed balance would be made 

good through the gold clearing fund..

There would then -.remain the free funds in the Treasury, 

which will vary from time to time according to the receipts 

and-disbursements of the Unitod States Government.

Broadly speaking, tho wr&tor doubts the wisdom of per

mitting those additional funds to be deposited with the 

Federal Reserve Banks without the control and., supervision of' 

the Federal Reserve Board.

While the own resources of 'Federal Reserve Banks and the 

bulk of their deposits may be considered as "fixtures", upon 

which it might bo safe to base a definite policy in granting 

loans or issuing currency, the funds of the Government; ac-
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cording to tho wishos of Congress, may be of gigantic size 

and may be reduced to zero.

Thesc Government deposits must therefore be: treated from 

'a different point of view from that of the deposits of member 

banks* At tiroes, when the Government is apt to withdraw these 

funds, the Foddral Reserve Banks should not employ them at all 

and keep the funds practically intact (that is the same as 

carrying a 100% reserve against thorn), at times, particularly 

when the general banks are crowdflci .*wid*tnc Treasury balances 

^rc large, or when for other roasons it may appoah advisable, 

it may be proper policy for Federal Reserve Banks to use 

freely the Government deposit and maintain a reserve 

against theso deposits of only 35% as agdinst their other 

deposits • With tho staggering si2c of oiir deposit structure 

-(of 18 billion}} and the limited powejr of expansion of Federal 

Reserve Banks (at present 600 milliohs figured on a 40% basis 

And on the last statement of the Federal Reserve Banks) it will 

bo Y*isc to keep an ahehor to windward Expedience has shown'

that, tho end has always been reached or is quickly reached 

whon a catastrophe occurs, and that it is of the very greatest 

value to have some largo gold funds in actual reserve. For 

there is never enough gold in such circumstances and tho value 

of tho froc treasure in the Julius Tower has been fully vindi

cated. It would greatly add to the strength of our system 

if wo could kcop tho free treasury funds as a secondary re

serve to bo drawn upon after the rediscounting power, between
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districts has boon bro.ught into full play to the highest 

degree compatible with safety and conservatism and at tho same 

time with the best interest of the country.

■ But there must be a certain latitude in applying this 

rule and this% elasticity would be assur.-d if it worj left to 

the discretion of the Federal Reserve 3o«a.rd from time to time ' 

to fix the rosorvos to bo kept by the Federal Reserve Banks 

against Government deposits other than the fixed balances a- 

greed upon. Tho Treasury could then, through tho gold clear

ing fund, automatically deposit in the Federal Reserve System
■

its free funds, which would be allotted to the several banks 

upon a certain key (basi.d upon capitalization or capital and 

dcposits)ai:U be subject to special reserve requirements. InI
this runner the Federal Reserve Board could undertako tho res

ponsibility of supervising £he employment of these funds so 

that tho Secretary of xno Treasury may be certain of his abil

ity of v/ithdrawing these funds when required without creating 

a disturbance* The power and duty of the Board oi directing
/

rediscount operations:.!? involved in this matteri These 

transactions may be nocessary in ordi-r to- withdraw, government 

funds from some districts and for the safety and efficiency of 

the system it is necessary that the Board exercise a control 

over these funds in the Federal Reserve Banks -

Legally there can not b3 any objection to a stipulation by 

the Secretary when making Government doposits to the offoct 

that tho doposits shall be subject to such reserves as the 

Board from time to time shall determine. The Board, v/hen

"■y*5Ti. ■ ' ■ 8 5 i ■ ■. v«w ' rTgwuva~Mv^i*<-'-'• ■'

448.

j
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studying this question some iionths ago, was advised by counsel 

that ovin 'without such stipulation by the Secretary it could,

suggestions tlwb tho Board nj.gjrt so. fit to 1 ako to tho 

Federal Rosorvo Banks m  this respect.

Fron -very fomt of view, however, it would appear uore 

desirable that the stipulation, as above suggested, bo made 

by the Secretary of the Treasury.

Memorandum by Counsel is attacncd.

by its power to tax th- note issuo, secure compliance with
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FEDERAL RESERVE BOARD 
WASHINGTON

-  X -  d. -

October 15,, 1915,

SUBJECT: Interest Charges on 
Federal Reserve Notes.

My dear Mr. Warburg:

The question whether the Federal Reserve Board may impose different 

rates of interest on the Federal reserve notes issued by the various Fed 

eral reserve banks involves a construction of that portion of Section 16 

of’the Federal Reserve Act which reads as follows:

"The Board shall have the right, acting through the Federal 
reserve agent, to grant in whole or in part or to reject entirely 
the application of any Federal reserve bank for Federal reserve 
notes; but to the extent that such application may be granted 
the Federal Reserve Board shall, through its local Federal Re
serve agent, supply Federal reserve notes to the bank so applying, 
and such bank shall be charged with the amount of such notes and 
shall pay such rate of interest on said amount as may be estab
lished by the Federal Reserve Bbahd, and the amount of such Fed
eral reserve notes so issued to any such bank shall, upon delivery, 
together with such notes of such Federal reserve bank as may be 
issued under section eighteen of this Act upon security of United 
States two perccentum Government bonds, become a first amd para
mount lien on all the assets of such bank."

It will be observed that this paragraph provides in effect that 

any individual Federal reserve bank which has been granted an applica

tion for notes whether in whole or in part, "shall pay such rate of in

terest on said amount as may be established by the Federal Reserve Board 

This provision clearly indicates that the Board may charge such 

rate of interest as it deems advisable on any particular or individual 

issue of notes, and there is no intention on the part of Congress,either 

express or implied, which demands that tho Board fix a universal flat 

rate of interest on all Federal reserve notes^ In other words, each 

separate issu^j of notes, whether to the same or a different Federal 

re . ;rve bank, may be subject to a different rate of interest.
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A contrary result would defeat the obvious intent of Congress to 

enable the Federal Reserve Board to control, as far as possible, the 

conditions governing the demand for credit And to enable the Board to 

adapt not only rediscount rates but also the volume of Federal reserve 

notes to the varying heeds of different sections of the country. There 

would not seem to be a more effective way of checking an undesirable in

flation o£ credits than to enfeble the Board to impose different rates of 

interest on the various issues of Federal reserve notes. The paragraph 

quoted above clearly authorizes the Board to control not only the issue 

of-notes to a particular bank but also to fix or determine the pressure 

to be put upon any particular bank to retire such notes when issued.

The fact that the authority to fix such rate of interest is in 

precisely the same sentence as that empowering the Board to regulate the 

amount of notes issued to any individual bank, indicates that Congress 

had in view a method of controling the circulation of Federal reserve 

notes in each individual district.

The wording of this Section is broad enough not only to permit of 

different interest rates in the different districts but also clearly au

thorizes the Board to charge e&ch Federal Reserve bank such rate of in

terest as it desires on each separate issue of notes made to that bank.

The Act says that the Board may grant the application of any Federal 

reserve bank for Federal reserve notes, either in whole or in part, but 

to the extent that such application is granted, "such bank shall be charged 

with the amount of such notes and shall pay such rate of interest on said

- 2 - d.-

amount as may be established by the Federal Reserve Board". In other
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words, Congress specifies, in discussing the application of any Federal 

reserve bank for notes, that the Board nay grant so much of that par

ticular application as it sees fit and shall charge such bank with the 

amount of notes issued and may establish such rate of interest as it 

sees fit !,on said amount".

It seems clear, therefore, that the Board may, at the time of granting 

a'c yapplication for Federal reserve notes, fix such rate of interest as it 

sees fit to be p^id on the notes issuefd in compliance with that particular 

application, and this rate is in no way dependent upon any previous rate

charged to that Federal reserve bank or to any other Federal reserve bank.
*

It is not to be supposed, however, that, should the Board at the 

time of granting an application fail to fix any interest rate whatever, 

it is precluded from imposing any interest charge in the future, because 

the Act provides merely that the bank "shall pay such rate of interest x 

x x x x x as may be established by the Federal Reserve Board," and it 

may be established either at the time of issue oh at ahy time subsequent 

thereto that the Board desires.

There may be considerable practical difficulty if the Board fixes 

different rates of interest on different issues of notes made to the *

same Federal reserve bank, because of the question of determining when 

notes of the different issues are redeemed, but such a difficulty can 

in no way limit or restrict the legal rights of the Board in this con

nection. Anc it may be very easy to devise a method whereby, under 

mutual agreement, any notes retired by a Federal reserve bank will be 

assumed to be those on which the highest rate of interest is charged.

Respectfully,

(Sgd) G-. L. Harrison,

Hon. Paul M. Warburg,
Federal Reserve Board.

-  3 -  d. -

■ 4̂ /
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October* 12, 1915.

r :

In an opinion published on page £22 of the 
August issue of the Federal Reserve Bulletin this of
fice discussed the following question which had been 
submitted to it for consideration:

"If a director of a national bank having 
deposits, capital, surplus and undivided profits 
aggregating more than $5, CGC;, CCO is elected at 
the annual meeting in January, 1916, may ho, 
without violating Section 8.of the Act referred 
to, continue to serve until January, 1917, and 
at the same time serve as a director of another 
national bank?".

It had been suggested that directors under such 
circumstances, elected in January, 1916, could serve until 
January, 1917, by reason of that provision of the Act, 
generally known as the Clayton Act, which reads as follows:

n* * * when a director, officer, or employee 
has been elected or selected in accordance with the 
provisions of this act it shall bo lawful for him 
to continue as such for one year thereafter under 
said election or employment,"

In the opinion referred to, however, after re
vie-,ving the general provisions of the Act in question, the 
conclusion was reached that a person who is a director or 
other officer of a bank having aggregate resources of mor*e 
than $5,000,000 will be ineligible to serve as a director 
on the board of another national bank or of a State hank 
or trust company which is a member of the Federal reserve 
system after October 15, 1916, although elected at a meet^ 
ing held in January, 1915;

From letters subsequently submitted to this office 
for consideration it appears that this opinion has been in-■ 
terpreted to mean that no bank can elect a director at the 
meeting to be held in Januray, 1916, if, after October 15, 
1916, such director, will become ineligible, and this specific 
question has been submitted to this office for consideration.

Section 5145, Revised Statutes, provides in part 
that directors of national banks shall be elected -

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



- 2 -
449.

ii* * * a-t meetings to be held on such day 
in January of each year as is specified therefor 
in the articles of association. The directors 
shall hold office for One year and until their 
successors are elected and have qualified."

Section 5146, Revised Statutes, pr<avidese in 
part that -

"Any director who ceases to be the owner of 
the required number of shares of the stock or who 
becomes in any other manner disqualified, shall 
thereby vacate his place."

Section 5148, Revised Statutes, provides that

"Any vacancy in the board shall be filled by 
appointment by the remaining directors, and any 
director so appointed shall hold his place until 
the next election."

In view of these provisions it seems clear that 
directors who will be ineligible to serve after October 15, 
1916, may be elected at the annual meetings to be held in 
January, 1916; that they will become disqualified to serve 
on October 15, 1916, and that their offices will thereupon 
become vacant ar.d their successors iar,y be appointed by the 
remaining directors, who shall serve until the next election.

In the case of State banks or trust companies which 
ar6 members of the Federal Reserve system, but which are not 
subject to the provisions cf the Revised Statutes above quoted, 
c’uccesscrs tc directors beocming disqualified on October 15, 
1916, should be elected in accordance with' the charters and 
by-laws of such associations and in conformity with any State 
laws which provide for filling Vacancies on boards of directors 
of such State banks or ttust companies*

Respectfully,

To Hon. Charles S. Hamlin,
Governor, Federal Reserve Board.

M. C. ELLIOTT,
Counsel.
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Ex-Officio members

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W. P. 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC, a 4>§I®NO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

AND FISCAL AGENT

W A SH IN G T O N ADDRESS REPLY TO
FEDERAL RESERVE BOARD

Dear Sir:

You have been designated to take the examination 

to he conducted by the Civil Service Commission for the 

Federal Reserve Board at

on Tuesday., December 21, 1915, to establish a list of 

eligibles for appointment to the position of assistant ex

aminer.

You. will be permitted, if you so desire, to 

.answer additional questions, success in which will also 

make you eligible for appointment as statistical clefk.

There is enclosed an examination form and a 

card of admission to the examination. Please fill out 

the examination form and present it with the card at 

the place indicated on December 21, 1915,

Respectfully,

Secretary.

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



ex-officio member*

WILLIAM 0. McADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W. P. G. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER '
CHARLES S. HAMLIN  ̂ '

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN, ASST. SECRETARY

x 5&*> Fisc a l  A « ent

WASHINGTON ADDRESS REPLY TO
FEDERAL RESERVE BOARD

Dear

Your letter relative to obtaining a loan through
*

the Federal Reserve system, has just been received- *

In reply I cm sending you a copy of the Federal 

Reserve Act, Section 24 of ivhich relates to loans on farm 

lands, and copies of the regulations of the Board covering 

loans on farm lands, six months' agriculture! paper, and 

commodity paper.

Under the last named regulation, any member bank 

in your Federal Reserve district, which includes all national 

banks and some State banks and trust companies, may make you 

a loan on a staple commodity, secured by warehouse receipts 

and covered by insurance, at a rate of 6% and send the note 

to the Federal Reserve bank of its district to be rediscounted 

at a rate of 3 or 3 In this way, you will see, they are 

able to make you a loan at 6% and still make a substantial 

profit on the transaction, reloaning die money vhich they 

receive from the Federal Reserve bank.

Respectfully,

Secretary.
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EX-OFFICIO MEMBERS 

WILLIAM « ,  McADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

W. P. 6. HARDING. GOVERNOR 
PAUL M. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD H. PARKER WILLIS, SECRETARY 

SHERMAN P. ALLEN. ASST. SECRETARY 
^ n^ fiscal Agent

W A SH IN G TO N A D D R E S S  R E P L Y  TO

FEDERAL RESERVE BOARD

December 17, 1915.

Dear Sir:

There is enclosed for your information and attention 

copy of a resolution adopted by the Federal Reserve Board at 

a meeting held on December 17th, levying an assessment of one- 

tenth of one per cent against Federal Reserve banks to defray 

the estimated general expenses of the Federal Reserve Board 

from January 1 to June 30, 1916. This assessment does not in

clude the cost of engraving and printing Federal Reserve notes.

There is also enclosed a statement showing the expendi

tures and commitments of the Board from July 1, 1915, the date 

when the last assessment was made payable, and figures showing the 

basis upon which the second assessment is levied.

I have the honor to request that you bring this matter 

i:o the ec.rly attention of the Board of Directors of your bank, and 

forward the assessment to the Federal Reserve Board, one-half to 

be payable January 1st and one-half on March 1, 1916 ac indicated 

in the resolution.

Very respectfully,

Gove rno r,
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Ex-Officio Members

WILLIAM B. MeADOO
SECRETARY OF THE TREASURY 

CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD

W. P. G. HARDING. GOVERNOR 
PAUL M. WARBURG, VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

AND FISCAL AGENT

W A SH IN G T O N ADDRESS REPLY TO

FEDERAL RESERVE BOARD

469.

My dear Sir:
Some menths ago petitions were filed with the Federal 

Reserve Board by fifty-three banks in V/isconsin for the pur
pose of securing the transfer of the territory in which ihese 
banks v/ere situated from the nirtth (Minneapolis) district to 
the seventh (Chicago) district. Recently request has been made 
of this Board to consider and dispose of these petitions.

4

The Board requests you kindly to indicate upon the in
closed blank whether it would be the preference of your bank 
to be transferred to the Chicago district or whether you pre
fer to remain attached to the Minneapolis district. Prompt 
return of the blank would be appreciated by the Board.

Past experience has shown in cnvasses made by several 
Federal Reserve Banks, that some member banks have hesitated to 
give any but equivocal expressions of their views sc that not un- 
frequently they have been claimed by both sides. In order to secure 
absolutely authentic expressions, the Beard has decided upon canvass
ing the district direct and assures you that your vote in the matter 
will be considered in strict confidence!

If you desire to give the Board the benefit of the expression' 
of your views in connection with the suggested transfer, the Board 
v/ill be glad to receive it.

Respectfully,

Secretary.
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Counsel to the Federal Reserve Board when questioned about 

the decision of the Illinois Supreme Court denying to national tanks 

u  Illinois the right to act as trustee, executor, administrator and 

registrar of stocks and bonds said : This is one of several suits

pending in different State courts in -which the question of the con

stitutionality of Section ll(k) of the Federal Reserve Act is in

volved. The Federal Reserve Board has asked leave to file briefs and 

to be heard by counsel in only one of these cases. It will not be 

argued until the latter part of January or in February.

There are two fundamental questions involved; first, 

whether Congress has authority under the constitution of the United 

States to vest national banks with corporate powers to act in these 

capacities, and second, whether the exercise of such powers will con

travene the laws of the State in which any particular national bank 

is located.

The permits granted by the Board to national banks to act 

as trustee, executor, administrator a.nd registrar of ctocks and bonds 

expressly authorize the exercise of- these powers only when not in con

travention of the laws of the State in which such banks are located 

but the question of the constitutionality of the Act which'Is pre

sented to the courts will be argued by Counsel for the Boar*d. Some 

of these cases will be appealed to the Supreme Court of the United 

States and its decision on the constitutional question will be bind

ing on all State courts.

statement for the press.

12/28/15.
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December 30, 1915.

Dear Sir :

In regard to your letter of December 21st, in

cluding a copy of a letter of the National Implement and 

Vehicle Association of the United States, dated Chicago, 

December 13th, I beg to reply as follows :

The question which your Mr- McCullough puts is 

a very close one. The law permits the rediscount of six 

months’ paper that has been "drawn or issued for agricul- 

tural purposes, or the proceeds of which have been used 

or are to be used for agricultural purposes. "

There can hot be any doubt that a bill drawn by 

a dealer on a farmer in payment for agricultural implements 

purchased by the farmer is a bill that has been "drawn or 

issued for agricultural purposes dnd the proceeds of which 

have been used or are to be Used for agricultural purposes.

The question then arises *■ does such paper comply 

in addition to this rfeqUirement, with those prescribed by 

the Federal Reserve Board by Regulation B, of which II(a) 

prescribes that " no bill is 'eligible', the proceeds of 

which have been used or are to be used for permanent or 

fixed investments jf any kind, such as land, buildings,
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machinery (including therein additions,, alterations, or other 

permanent improvements, except such as are properly to be 

regarded as costs of operation)."

It is a very close question whether agricultural im

plements are to be considered as permanent improvements or as 

part of the cost of operation. However, it must be considered 

that machinery of this kind is not of a permanent character.

It wears out rapidly and in most cases has to be replaced within 

a comparatively short time, so that it may be assumed that a cer

tain amount of money would be spent annually and regularly for 

the purchase and replacement of machinery of this kind. As the 

Board by its regulations does not desire unnecessarily to re

strict, but rather to encourage, the facilities to be given, as 

far as that may be done consistently with prudence, it would 

appear that the wider interpretation in this case should be 

given, and a ruling by the Board would appear entirely appro

priate which would permit notes and bills of exchange drawn 

by implement dealers on a farmer against a sale to him of 

agricultural implements, to be considered as drawn or issued 

for agricultural purposes.

This would answer in the affirmative Mr. McCullough's 

question (l):

"Are the notes of farmers or consumers given for 
the purphase price of farm tools, agricultural machinery 
or other farm operating equipment discountable under 
the section thirteen (13) of the Federal Reserve Act - 
Providing for notes, bills, or drafts, drawn or issued 
for 'Agricultural purposes'?"
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Question (2) readg as follows :

"Will the fact that suih notes, drafts or bills 
are presented by the dealer with his endorsement for 
rediscount, change their classification from the rat
ing given them if presented by the maker ( the fahmer) 
if so why ? "

It is to be assumed that the clause permitting the re

discount of agricultural six months' paper was enacted by Con

gress for the purpose of giving special facilities to falrmers.

If the note were purchased from a dealer, it would appear that 

the facility is not given to the farmer but to the dealer. How

ever, there is no doubt that the language of the law plainly would 

permit the rediscount of such paper and inasmuch as, indirectly, 

the farmer would profit by the rediscount to the dealer- in

asmuch as otherwise the farmer would have to borrow and probably 

borrow at a higher rate for a single name note than the money 

could be secured upon the double name bill of exchange drawn by 

the dealer- it is to he expected that the advantage of the lower 

discount rate and of the cheaper credit will indirectly result to 

the oenefit of the farmers.

It would appear, therefore.thatnffom every point of 

view, question (2̂1 should be answered in the affirmative.

Question (3) reads :

"What provisions or marks of identification, if any 
must be placed upon notes.drafts or bills to have them 
properly classified as 'issued for agricultural purposes' 
and render them discountable if their maturity does not 
exceed six months."

The nature of the bill, the name of the acceptor, and 

the name of the drawer, would probably indicate that a farmer
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was the purchaser and an inclement dealer the seller of the 

goods. However, the purchasing member bank will have to satis

fy itself in some satisfactory way that the bill is substan

tially of an agricultural character. A simple memorandum 

attached to the bill, stating that the bill was drawn in pay

ment of agricultural implements, signed either by the acceptor 

or the drawer would probably be considered sufficient evidence
4

by the member bank and the Federal Reserve Bank.

Question (4) reads :

"What is the limit, in amount, that a Federal Re
serve Bank may rediscount of notes, drafts or bills 
where taken for 'Agricultural purposes' as provided 
in Section thirteen (13) ? "

The law prescribes that in the aggregate the total 

amount of agricultural paper purchased by a Federal Reserve 

Bank should not exceed a percentage of its capital stock, 

the percentage to be fixea from time to time for each Federal 

Reserve Sank by the Federal Reserve Board. The percentage 

fixed by the Board differs in the various districts. When

ever a district has applied, the maximum limit has been 

granted, which has been considered to be 99^ ox the capital 
stock.

I beg to remain,

Respectfully,

(Signed) H. PARKER WILLIS,

-475-

Mr. Jaires B.KcBougal,
Governor, Federal Reserve 3: 

Chicago, Illinois.

Secretary.
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Memorandum of Topics 
Suggested for Consideration by the 

Federal Advisory Council, 
on

Jamaary 18th, 1916

First:
The Federal Reserve Board's discount policy. In considering 

this subject we would like to have the Council address itself par

ticularly to the phase of the subject as to how the discount policy 

can be handled to bring about a contraction of loans by the banks of 

the country. A great deal has been said on the subject of the Fed

eral Reserve Board's duty in bringing about contraction of credit at 

this time., and so discourage inflation, but no concrete suggestion 

has been offered as to how this should or could be effected.

Second:
Section 11 of the Federal Reserve Act gives the Board power,

"To add to the number of cities classified as reserve 
and central reserve cities", etc.

Under this authority, the Federal Reserve Board could name the city 

in which each Federal Reserve Bank is located as a central reserve 

city. The immediate effect would be increase the reserves of those 

cities frob fifteen to eighteen per cent, and at the same titae cause 

a transfer of reserves in those ciiies to the Federal Reserve BankSj 

both of which objects are desirable, and more easily accomplished at 

a period of easy money and excess reserves. The Federal Reserve 

Board would be very glad to have a recommendation from the Council
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on this subject*

Third:
Can tho Federal Advisory Council offer any suggestion in the 

direction of facilitating the provisions of tho Act in respect to 

carrying out clearing operations? The Federal Reserve Board has 

felt that the subject of clearing was intimately connected with 

the question of reserves and that it was probably best not to 

press the matter or insist on \ny mandatory rule until the reserves 

should have been paid in* It is evident,- however, that before the 

year of 1916 is over tho proportion of reserves withdrawn from other 

depositaries and paid into the Reserve Banks will be so considerable 

that the demands on the Reserve Banks to take care of the collection, 

not only of checks, but of many other items, will be insisted 

upon by member banks.

Fourth:
At the last meeting of the Advisory Council, the Council recom

mended a reduction in the proportion of capital stock which should be 

paid in by member banks to the Federal Reserve Banks, baling its 

conclusions largely u£on the argUment that Federal Reserve Banks 

ought not to be compelled to compete with member banks in periods 

of inflation* It is obvious tha.t the necessity of earning dividends 

upon the capital of Federal Reserve Banks held by member banks may be 

regarded from opposite points of view. On the one hand, it may be 

said that if tho Federal Reserve Bank is compelled to earn six per
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cent on a considerable capital, it will be compelled to invest not 

only all its capital, but a good share of its reserve deposits, in 

rediscounts or in investments bought in the open market, and so 

compete with its member banks at a time when it might be wiser to 

stay out of the market. On the other hand, it may be urged that 

the greater dividend the bank has to earn, the more willing it 

will be to have interest rates stiffly maintained. This latter 

reasoning is in the mind of those who suggest that the Federal Re

serve Bank should have no capital, hence no dividend requirements, 

so that they can offer money to their member banks at very low 

rates of interest, or actively compete with member banks in the 

open market^ Without developing this argument in extenso, it may 

be seen that the effect of reducing capital stock might easily be 

to make competition with member banks more keen, rather than less 

keen. It appears fairly obvious to the Board that there is prob

ably a golden mean between the extremes of public opinion on this 

question, and we should be very glad to have the opinion of tho 

Advisory Council, based on calculations, of the proportion of 

capital and reserves which should be invested, in normal times, 

xo earn expenses and dividend requirements, and the proportion 

which should be held {^invested, or in such liquid form as to be 

readily convertible into cash or credit.

Fifth:
At the September meeting, of the Council, it recommended to 

the Federal Reserve Board that Federal Reserve Banks should not

- 3 «
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establish joint agencies in foreign lands, but that this field 

should be kept open for member banks. Since that time the 

Federal Reserve Board has canvassed the subject through the 

Federal Reserve Agent of each District with a view to ascertain

ing whether the larger banks in the various Districts would be 

willing to join in the ownership of branches in foreign countries. 

The replies to these inquiries are not as encouraging as has • 

been hoped they would be for it appears that while for a number 

of good reasons it soems unwise that the Federal Reserve Banks 

should undertake this business, there is a great deal of hesita

tion on the part of most member banks to undertake it themselves.

A few banks appear to show a spirit of enterprise in 

the matter and the Board believes that under any circumstances 

the door ought to be opened as wide as possible and that Congress 

should bo urged to do all it can to offer to member banks, singly 

or combined, the opportunity of entering these foreign fields.

In this connection some questions have occurred to the 

Board in considering this matter upon which it will be glad to 

have the views of the Advisory Council. These questions are:

(a) Should the proposed amendment provide that others than 

member banks be permitted to be stockholders in these banks which 

are to operate under Federal charters in foreign countries? If 

so, should there be a provision that a majority of the stock be 

held by member banks?
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(b) Would it not be advisable to provide that there should 

not be a double liability with respect to the stock holdings

in such banks, but only a liability up . to the authorized capital?

(c) What, if any, should be the reserve requirements of 

these foreign banks? If they are to receive deposits in foreign 

countries it would subject them to great hazard of fluctuation of 

exchange if against these foreign deposits they are required to 

keep reserves in the United States.
*

(d) Should these foreign banks be required to be members 

of the Federal Reserve System?

(e) Should these foreign banks be permitted to invest a 

definite percentage of their capital and surplus in holdings of 

foreign banks operating under local charters?

(f) What restrictions should be placed upon these foreign 

banks for their Operations in the United States? For instance - 

they might be permitted to accept deposits only where these de

posits are incidental to transactions in foreign countries. On 

the other hand, it would appear that they should be permitted to 

receive deposits on demand or on time from other banks, particularly 

from those for which they will act as correspondents or agents in 

foreign countries.

(g) Should these foreign banks be permitted to accent and 

should their "bankers' acceptances" be eligible for rediscount

with the Federal Reserve Banks?
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The Federal Reserve Board would be glad to have the 

Advisory Council consider the whole subject and make any 

suggestions as to these and any other questions involved.

1/4/16.
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July 27, 1915.

My dear Governor:

A number of letters have been received by 

the Board and referred to this office for consideration 

which involve an interpretation of Section 8 of the 

Act approved October 15, 1914, and generally referred 

to as the Clayton Act.

While the provisions of section 8 do not, 

under the terms of the Act, become operative until two 

years from the date of its passage - that is to say, 

until October 15, 1916 - it appears to be necessary 

for the banks to obtain rulings on certain questions 

in order to arrange for the personnel of their boards 

of directors after this time.

The two questions which are the subject of 

most of the letters referred to are as follows:

(1) If a director of a national bank having 
deposits, capital, surplus, and undivided 
profits aggregating more than $5,000,000 
is elected at the annual meeting in Jan
uary, 1916, may he, without violating 
section 8 of the Act referred to, con
tinue to serve until January, 1917, and 
at the same time serve as a director of 
another national bank?
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(2) Can a director of a State tank or trust
company, having deposits, capital, surplus, 
and undivided profits aggregating more than 
$5,000,000 serve after October 15, 1916, as 
a director of another State bank or trust 
company which is a member of a Federal re
serve bank?

Both of these questions involve a considerâ -.

tion of that part of section 8 of the Act referred to

which reads as follows:

That from and after two years from the date 
of the approval of this Act no person shall at 
the same time be a director or other officer or 
employee of more than one bank, banking associa
tion or trust company, organized or operating 
under the laws of the United States, either of 
which has deposits, capital, surplus, and undi
vided profits aggregating more than $5,000,000; 
and no private banker or person who is a director 
in any bank or trust company, organized and oper
ating under the laws of a State, having deposits, 
capital, surplus, and undivided profits aggregat
ing more than $5,000,000 shall be eligible to be 
a director in any bank or banking association 
organised or operating under the laws of the 
United States. The eligibility of a director, 
officer or employee under the foregoing provisions 
shall be determined by the average amount of de
posits, capital, surplus, and undivided profits 
as shown in the official statements of such bank, 
banking association, or trust company filed as 
provided by law during the fiscal year next pre
ceding the date set for the annual election of 
directors, and vfhen a director, officer, or em
ployee has been elected or selected in accordance 
with the provisions of this Act it shall be lawful 
for him to continue as such for one year thereafter 
under said election or employment.

This Act became a law on October 15, 1914. As

above shown, it provides in terms that after two years
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from that date (that is to say, October 15, 1916)

"no person shall at the same time he a director 

* * * of more than one bank * * * organized or 

operating under the laws of the United States, 

either of which has deposits, capital, surplus, 

and undivided profits aggregating more than 

$5,000,000." This language is free from ambiguity 

and makes it entirely clear that after October 15, 

1916, a person who is a director of a bank with 

aggregate resources of more than $5,000,000, organized 

or operating under the laws of the United States or 

under the laws of any State, shall be ineligible to 

serve as a director of any other bank organized under 

the laws of the United States.

In determining whether a bank has aggregate 

resources of more than $5,000,000, the Act provides 

that the aggregate amount of deposits, capital, sur

plus, and undivided profits of such bank, as shown in 

the official statement filed during the fiscal year 

next preceding the.date set for the annual election 

of officers, shall be taken as a basis, and then pro

vides that -

When a director has been elected in ac
cordance with the provisions of this Act it 
shall be lawful for him to continue as such 
for one year thereafter under said election 
or employment,.

-  3 -
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The obvious purpose of this provision is to 

permit a director to serve out his term if the bank has 

aggregate resources of less than $5,000,000 at the time 

of his election but subsequently the resources are in

creased to an amount in excess of $5,000,000.

It has been suggested that by reason of this 

provision directors elected in January, 1916, may con

tinue to serve until January, 1917, although they would 

be ineligible if elected after October 15, 1916. It 

will be observed, however that the language quoted is 

a part of the same sentence which fixes the time for 

calculating the aggregate resources of the bank in 

order to determine the eligibility of such director, 

and following the ordinary rules of interpretation 

of statutes it is necessary to consider the context 

in order to determine when a director has been elected 

in accordance with the provisions of the Act.

Considering this sentence as a whole it seems 

clear that if a bank has. aggregate resources of more than 

$5,000,000 on January 1, 1916, the stockholders are charged 

with notice that after October 15, 1916, a director of 

such bank will be ineligible to serve on the board of 

any other bank organized or operating under the laws

of the United States
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While Congress manifestly intended to give 

banks two years from the date of the passage of the Act 

to adjust the personnel of their boards of directors in 

order to conform to the requirements of the Act referred 

to, it is equally manifest that it did not intend to 

allow more than two years for this purpose and the first 

question should, in the opinion of this office, be an

swered in the negative.

The determination of the second question dew 

pends upon the construction to be placed upon the lan

guage "organized or operating under the laws of the 

United States."

As above shown, a person who is a director of 

a national bank, State bank, or trust company having 

aggregate resources of more than $5,000,000 is ineligible 

to serve on the board of directors of another bank or

ganized or operating under the laws of the Unites States.

State banks and trust companies are organized 

under the laws of the State in which they are incorpor** 

ated and exercise those corporate powers which are 

granted them by the laws of the State, or which are 

incidental to the- powers thus granted. In a certain 

sense, therefore, they may be said to be both organized 

and operating under the laws of the State. On the other

5 t

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



— O - 477

hand, when such hanks become members of the Federal re

serve system they subject themselves to certain Federal 

laws. For example, they must maintain reserve required 

by the Federal Reserve Act; they are subject to examina

tion and supervision by Federal authorities, and must 

conform to certain laws relating to investment of their 

funds. Accordingly, they may be said to be operating 

under both State and Federal lav/.

Congress has specified certain requirements to 

which State banks and trust companies must conform as a 

condition of.membership in the Federal reserve system.

It is, therefore, necessary to determine whether it was 

the intention of Congress> by section 8 of the Clayton 

Act, to provide as a further condition of membership in 

the Federal reserve system, that the directorates of 

such banks shall not include any person who is a di

rector of another bank having aggregate resources of 

mo re than $5,OCG,000.

From an examination of the original bill in

troduced by Mr. Clayton on April 14, 1914, it appears 

that the section abdve quoted originally reafl. as follows

That from and after two years from the date 
of the approval of this Act no person shall at 
the same time be a director * * * of more than 
one bank * * * organized and operating under the
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laws of the United States, either of which 
has deposits, capital, surplus and undivided 
profits aggregating $2,500,000.

In the amended bill of May 5, 1914, the lan

guage "organized and operating under the.laws of the 

United States" was changed to read "organized or oper

ating under the laws of the United States" and this lan

guage was retained by the Senate, by the confrees and in 

the Act as it became a law. The use of the word "or" 

in place of the word "and" is, therefore, significant, 

and in order to give it a reasonable meaning it is neces

sary to conclude that Congress intended this provision to 

apply to State banks and trust companies which, though 

organized under State law, operate under the lavra of the 

United States when they become members of the Federal 

reserve system, as well as to national banks which are 

organized and operate.under the laws of the United States.

In the opinion of this office, therefore, a 

person who is a director or other officer of a bank having 

aggregate resources of more than $5,000,000 will be in

eligible to serve on the board of directors of a State 

bank or trust company which is a member of the Federal 

reserve system after October 15, 1916.

Both questions should, accordingly, be answered 

in the negative.

Respectfully,

M. C. ELLIOTT.

Honorable C. S. Hamlin,
Governor, Federal Reserve Board.

Counsel.
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STATEMENT FOR THE PRESS.

January 5, 1916.

There have been sent to the Federal Reserve Board from 

Federal reserve banks and various member banks of the system 

copies of an anonymous circular which is being sent out from 

Philadelphia to member banks of the Federal reserve system, 

headed "FAILURE TO COMPLY WITH .REGULATIONS’1.

The circular qiiotes the last paragraph of Section 9 

of the Act which permits the Federal Reserve Board to require 

the surrender of stock and return cash-paid subscriptions with 

interest.

The Federal Reserve Board has not sent out this cir

cular and has no knowledge of its source. It appears to be the 

intent of those issuing it to create prejudice against the Federal 

Reserve Act and the Federal Reserve Board.
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MEMORANDUM FOR_ THE_ BOARD.

SETTLEMENT OF CLEARING HOUSE BALANCES. .

T/ith one exception Federal Reserve Banks have the privilege 

of presenting items for payment through the local clearing house. 

In each city daily clearings are made and the rules call for a 

daily settlement cf debit balances. In seme Federal Reserve 

cities however, as a matter of practice, daily settlements are not 

insisted upon but are a matter cf arrangement between the'debtor 

and creditor tanks* A Federal Reserve Dank should not be a party 

tc deferred settlements. If a member tank requires a temporary 

advance a cleans is provided through the rediscount privilege.

It is respectfully recommended that the Federal Reserve 

Ranks be advised that* in the opinion cf the Federal Reserve 7 care, 

debit balances arising out of transactions with clearing heuse 

members should be settled daily, either in cash, by credit on the 

books of the Federal Reserve Dank or in exchange acceptable to the 

creditor bank. Balances due to the Reserve Dank should be settled 

daily, either in cash, by debit on the books of the Federal Re

serve Dank or in acceptable exchange on other cities. Certifi

cates of indebtedness issued by the manager of a clearing house 

or cashiers' checks which are given in exchange thereof, should 

be presented for payment and settled for on the day cf issue.

Respectfully submitted,

J. A. "RODERICK

Jan. 4, 1916.

l/s/lo
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January 6, 1916.

S i r :

Your letter of January third was submitted to the Board, and 

I am directed to say to you that the Board is in accord with the views 

expressed therein.

As you stated, the real point is that the list of all sal

aries should be submitted to the Board once a year for its approval, 

and the month of January would seem to be the natural time for such 

approval as that is the usual month when changes in salaries are made. .

The Board does not wish to convey the idea that it desires 

that all clerks should have definite terms of.office. These ap

pointments may be for an indefinite term provided thay are terminable 

at the pleasure of the Board of Directors of the Bank. While the 

general custom is that clerks are appointed by the officers of t/.e 

bank, the officers, senior and junior, as a rule, are appointed or 

elected by the Board of Directors of the Bank, generally to serve for' 

the ensuing year. It would appear, therefore, that this general 

practice ought to be observed also by the Federal Reserve banks and 

senior and junior officers ought.to be.appointed from year to year 

and their salaries, as all others, should be subject to annual ap- 

pro.val by the Federal Reserve Board.

Very truly yours,

H. PARKER WILLIS,

Mr. Pierre Jay,
Federal Reserve Agent, 

New York.

Secretary.
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Ex-omen members
WILLIAM • .  HCADOO

S K IR A II OF THI TBIA1UBT

W. P. a . HARDING, 80VIH0N 
PAUL M. WARBUR8, VICE 0OVI 
PRIDERIC A. DELANO 
ADOLPH C. HILLER

JOHN SKELTON WILLIAMS
CONRBOLLU OF THI CUBBINCY FEDERAL RESERVE BOARD H . PA R K E R  W IL L IS ,  SICBBTABY 

S H ER M AN  P .  A L L E N , ASST. SECBBTABY
AND FISCAL A O IN T

WASHINGTON ADDRI88 REPLY TO
FEDERAL RESERVE HOARD

January 8, 1916

S i r

On December 29 the Federal Reserve Board passrd a reso

lution relating to the composition of the Federal Advisory 

Council,, and directed that it be transmitted to each Federal Re

"Whereas, Section 12 of the Federal Reserve Act 
provides for the establishment.of a Federal Advisory 
Council with power to confer with the Federal Reserve 
Board on general business conditions, to make repre
sentations concerning matters within tho jurisdic
tion of said Board, and to make recommendations re
garding discount rates, rediscount business* note 
issues, reserve conditions in the various districts, 
the purchase and sale of gold or securities by re
serve banks, open market operations by said banks, 
and the general aff-.irs of the reserve banking system; 
and

"’The re ns, The Federal Reserve Board has deter
mined, after careful consideration, that the purposes 
for which said Souncil has beer, established and the 
interests of the Federal Reserve System require that 
the members of said Council should not be officially 
connected v/ith the Federal Reserve Banks, and, there
fore, in a position to give to the Federal Reserve 
Board the benefit Of their disinterested and unbiased 
advice i :

"BE IT RESOLVED, That it is the sense of the Fed
eral Reserve Board that Governors, or other officers 
of Federal Reserve Banks should not serve as members 
of the Advisory Council, but as the election of direc
tors ha- already taken place this rule shall not ap

serve bank. The resolution referred to is as follows
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ply as to directors until January 1, 1917-

"RESOLVED FURTHER,, That a copy of this resolu
tion be sent to each Federal Reserve Bank."

Will you kindly bring this resolution to the attention

of your board of directors in the usual course?

Respectfully,

Secretary.
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Kx omos UiHin
WILLIAM •  McADOO

SICUIABT OP THE TREASURY 
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CIIRRRNCT FEDERAL RESERVE BOARD

WASHINGTON

W P G  HARDINS GOVERNOR 
PAUL M WARBURG VICEGOVRRHOR 
FREDERIC A DELANO 
ADOLPH C MILLER 
CHARLES 8 HAMLIN

H PARKER WILLIS SECRETARY 
SHERMAN P ALLEN ASET SECRETARY 

AMD FISCAL AOENT

AODRSSS RBPLV TO
FEDERAL RBGBRVM BOARD

05,6

January 14, 1916

Dear Sir*

Complying with various suggestions made by Federal 

Reserve banks, the Federal Reserve Board has today authorized 

payments,to be made at the request of member banks by Federal 

Reserve banks, from the Gold Settlement Fund to tbo Treasurer 

of the United States for the credit of the five per cent re

demption fund accounts maintained by rember banks against 

National bank note circulation, provided that such transfers 

shall be in sums of $10,000 or a multiple thereof

It is suggested that notice of this facility be 

communicated to your member banks.

Respectfully,

Secretary

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



BX-OPPIdO M lMBIRB

WILLIAM « .  MeADOO
SECBETABT OP T H I T tEASURT

OUUIIU I

W. P. a. HARDIHS. SOVEBBOB 
PAUL M. WARBUR8. VlCRGOVUMOB 
FREDERIC A DELANO 
ADOLPH C. MILLER 
CHARLES S. HAMLIN

JOHN SKELTON WILLIAMS
COMPTROLLER OP T H I CUBRIECY FEDERAL RESERVE BOARD H PARKER WILLIS. SECRETARY 

SHERMAN p4 9 & N . ASRT SECBETARY 
ABB FISCAL ASENT

WASHINGTON AODMSfl REPLY TO
FEDERAL RESERVE BOARD

January 15, 1916.

S i r :

Tho opinion of the Board has been asked whether it 
might not be proper to reduce tho amount of the surety bonds 
carried by Federal Reserve Agents and Deputy Federal Reserve 
Agents.

As the amount of cash actually in the possession of 
the Federal Reserve Agents is being reduced there may be some 
justification for reducing the bonds carried by t.iem to, say 
ono hundred fifty thousand dollars, but to a greater extent 
in tho case of Deputy Federal Reserve Agents the position has 
been classed as a directorship without actual custody of funds, 
even in tho absence of tho Federal Reserve Agont. There has 
been created the position of assistant to the Federal Reserve 
Agent, an employee deputized by tho Fedoral Reserve Agent to 
act with and in his absence for him. This officer should be 
bonded for a substantial sum; whereas, the bond of the Deputy 
Federal Reserve Agent might be reduced very considerably.

The Federal Reserve Board recognizes that the cost 
of surety bonds is a part of the expense of tho Reserve Banks, 
and wishes to relieve tho Banks of this oxpensc so far as it 
properly can and still safeguard their interests. It will, 
therefore, take up tho case of each Fedoral Reserve Agent 
and Deputy upon its gorits, acting upon such recommendations 
as the Fedoral Reserve Agents and t'.e Deputies of the Banks 
may make.

As a further precaution, tho enclosed rules drafted 
by Mr. Broderick, Chief of tho Division of Audit and Examination, 
are suggested -*.3 laying down a principle which should be adhered 
to.

Yours truly,

Governor.

Secretary.
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MEMORANDUM.

FEDERAL RESERVE AGENT.-

Control of funds and Federal Reserve Notes.

Funds and Federal Reserve notes in the custody of the Federal Re
serve Agent, should be'kept in safes or compartments having two com
bination lock3 with different combinations.

One combination to be held by the Federal Reserve Agent, the Deputy 
T Federal Reserve Agent and the Assistant to the Federal Reserve

Agent.

The second combination to be held by an officer or the auditor of 
the Federal Reserve Bank.

If funds and notes are kept in 'a safe or compartment having, two
key-ilocks, one key should be held by the Federal Reserve Agent 
or4ris representative and the second by an officer or the 
auditor of the Federal Reserve Bank. If funds or notes are 
kept ih a safe or compartment having but one combination or 
one key lock, (which system is not, however, considered de
sirable), such combination or key should bo held by the Federal 
Reserve Agent or his representative. The system of control 
should provide that such sates should be opened only in the 
presence of an officer or the auditor of the Reserve Bank.

A detailed record should be kept of all entrances to safes or 
compartments in which funds or reserve notes are kept, by whom made, 
the purpose, and funds or reserve notes deposited or withdrawn.

If the bond of a Federal Reserve Agent or Deputy Federal. Reserve 
Agent is reduced it would be well to have the auditor maintain a con
tinuous audit or make a monthly or bi-monthly audit of the accounts 
of the Federal Reserve Agent and forward a copy of the reports to the 
Federal Reserve Board.

J. A. BRODERICK,

Division of Audit & Examination 
Federal Reserve Board.

. >
January 6, 1916.
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Washington, D. C., 
January 18, 1916 •

SUGGESTED PROCEDURE INVOLVING THE DISPOSITION OF 
UNFIT FEDERAL RESERVE NOTES TO ~ACCOHPAWY 

CONFIDENTIAL LETTER TO FEDEPAL 
RESERVE AGCNWC.

I,

Each Foder;a Reserve Agent shall transmit to the Treasurer 

of the United States ?*n amount in gold equal to a ! least five per cent 

of all outstanding Federal reserve notes covered by a deposit v;ith him 

of gold or ln.7rf.ul money.

II.

The Treasurer of the United States shall open an account 

T7ith each Fedoral Reservo Agent in addition to the redemption account 

already opened Tdth each Federal reserve hank*

III.

Whenever Federal reserve notes are redeemed out o' the 

account of the Fedoral Reserve Agent* such notes shall he held for the 

account of such Agent.

Whenever Federal reserve notes are redeemed out of the 

five per cent redemption fund of the hank, suen notes shall he held 

for the account of such hank.

IV.

Each Federal reserve hank shall give to th^ Treasurer 

of the United States a pov/er of attorney authorizing him to transfor 

to the account of the Federal Reserve Agent all unfit Federal reserve 

notes of such hank non or at. any time hold hy the Treasurer for the 

account of such hank from r;hatever source received.
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v.

Each Federal Reserve Agent shall give to the Treasurer 

of the United States a pc-or of attorney authorising him to trans 

fer for such Agent and in his name to the Comptroller of the 

Currency all unfit Federal reserve notes now or at any time held 

by the Treasurer for account of such Agent from whatever source 

received*

VI.

The Treasurer of the United States, by virtue of 

authority given him in the power of attorney mentioned in V, 

will deliver to tho Comptroller oi the Currency> .in the name 

of the Federal Reserve Agent and for his credit., all unfit Fed-* 

eral reserve notes row or at any time held by such Treasurer*

VII.

The Comptroller of the Currency* on receipt of such 

unfit Federal reserve notes, will arrange for their destruction, 

said will credit the account of the Federal Reserve Agent with 

the amount of notes thus destroyed

VIII.

In reducing its liability on any of its outstanding 

Feder?.l reserve notes a Federal reserve bank may transfer to 

the account of its Federr.l Reserve Agent held with the Treas

urer of the United States so much of its five per cent redemp

tion fund as is not required to be kept against the balance 

of its outstanding notes not covered by gold or lawful money.

The balanco of the 100$ of gold or lawful noney to be de

posited for the reduction of its liability shall be deposited
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by the bank direct vrith its Federal Reserve Agent or to the 

credit of such Agent's account v.'ith the Federal Reserve Board*

IX.

Federal reserve banks holding their ovm unfit Federal 

reserve notes may transr.it then to the Treasurer for redemption 

cut and punched in the manner prescribed for unfit United States 

currency»

X.

All unfit Fodcral reserve notes received by Federal 

Reserve Agents shall be’ forwarded to the Comptroller of the Cur

rency for destruction in the .:;aniier provided by Result ion 0* 

Series of 1915*

■9 I
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Ex-o ffic io  member*

WILLIAM « .  HcADOO
SECRETARY OF THE TREASURY 

C U IH U
JOHN SKELTON WILLIANS

COMPTROLLER OF THE C lIM IN C T FEDERAL RESERVE BOARD

S34
W. P. 0. HARDINO. OovaiNOR 
PAUL H. WARBURG. VICE GOVERNOR 
FREDERIC A. DELANO 
ADOLPH C. HILLER 
CHARLES S. HAHLIN

H. PARKER WILLIS. SECRETARY 
SHERMAN P. ALLEN. ASST. SECRETARY 

AND FISCAL AOEST

WASHINGTON adds... reply to
. .FEDERAL RESERVE HOARD

January 17, 1916* 
Mr*

Chairman, Board of Directors,
Federal Reserve Bank of

S I R :

Under the provisions of the Federal Reserve Act 
Federal Reserve notes say he issued against 100$ of com
mercial paper., ~ith the reserve in the bank of ^0$ in 
gold. Subsequently the bank may reduce its liability 
on the issued notes by depositing 100$ of gold; or lawful 
money, -;;ith the Federal Reserve Agent, at the same time 
releasing the UG$ gold reserve-which the bank has held 
against the notes as well as getting back the paper it 
has put up as collateral* The operation of this fea
ture of the lav/ might conceivably result in the anoma
lous situation of Federal Reserve notes being secured 
by 100$ of, let us say, silver certificates, vhich the 
Federal Reserve Board does not believe v;as ever contem
plated under the Act. Therefore, the Federal Reserve 
Board has determined that a reasonable construction of the 
Act demands that at least U0$ of gold must be held either 
by the bank, or, in the alternative, by the Federal Reserve 
Agent, against all outstanding Federal Reserve notes* If 
the Bank, wishes, therefore, to reduce its liability for 
outstanding notes by depositing gold or lawful money with 
the Federal Reserve Agent, at le?.st U0$ of' such deposit 
must be in gold. You are accordingly instructed to re
quire that hereafter a minimum of not less than U0$ of 
such deposits be made in gold or gold certificates.

It is, of course, understood that in the first 
year's operations of the Federal Reserve Banks practically 
all deposits vith the Reserve Agents have been in gold 
alone. The Board is anxious to have that practice con
tinued and nothing in the above letter of instructions 
is intended to alter that practice, but simply to fix a 
precise minimum in future.

Yours respectfully,

Governor*

Secretary.
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Kcrjorandua of Topics
Suggested for Cons ido rat ion at Meeting of Governors of 

Federal Reserve Banks hold in Washington, J:.nuary 19, 1916.

First:
Section 11 of the Fodor:.l Reserve Act gives Board power,

"To add to the numfcor of cities classified as reserve 
and central reserve 'cities'5, etc:

Under this authority, the Federal Reserve Board could name the city 

in which each Federal Reserve Bank is located as a central reserve 

city. The imnediate effect would ■; . t. increase the reserves of those 

cities from fifteen to eighteen per cent, and at the sams time cause 

a transfer of reserves in those cities to the Federal Reserve Banks, 

both of which objects are desirable, and more easily accomplished at 

a period of easy money and excess reserves. The Federal Reserve 

Board would be very glad to have a recommendation from the Governors 

cn this subject.

Second:
At the September meeting of the Advisory Council, it recommended 

to the Federal Reserve Board that Federal Reserve Banks should not 

establish joint agencies in foreign lands, but that this field should 

be kept Open for member bunko. Since that time the Federal Reserve 

Board has canvassed the subject through the Federal Reserve Agent of 

each District with a view to ascertaining whether the larger banks in 

the various Districts would be willing to join in the ownership «f 

branches in foreign countries. The replies to these inquiries axe 

not as encouraging as has been hoped they would be for it appa&rs
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that while for a number of good reasons it seems unwise that the 

Federal Reserve Banks should undertake thi3 business, there is 

a great deal of hesitation on the part of most member banks to 

undertake it themselves.

A few banks appear to show a spirit of enterprise in 

the natter and ths Board b-.lieves that under any circumstances 

the door ought to be opened as wide as possible and that Congress 

should be urged to dc all it can to offer to member banks, singly 

or combined, the opportunity of entering these foreign fields.

In.this connection some questions have occurred to the 

Board in considering this matter upon which it will be glad to 

have tlie views of the Governors. These questions are:

• (a) Should the proposed amendment provide that others than 

member banks be permitted to be stockholders in these banks which 

are to operate under Federal charters in foreign countries? If 

so, should there be a provision that a majority of the stock be 

held by member banks?

(b) Would it not be advisable to provide that there should 

not be a double liability with respect to the stock holdings in 

such banks, but only a liability up tc the authorized capital?

(g) What, if any, should be the reseirve requirements of 
these foreign banks? if they are to receive deposits in foreign 
countries it would subject them to great hazard of fluctuation of 
exchange' if against these foreign deposits they are required to
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keep reserves iri the .United States.

(d) Should these fora■ banks be required oO be members 

of the Federal Reserve System?

(e) Should these foreign banks be permitted to invest a 

definite percentage of their capital and surplus in holdings of 

foreign banks operating undr-jr local charters?

(f) What restrictions should be placed upon these foreign 

banks for their operations in the United States? For instance - 

they might be permitted tc accept deposits only where these de

posits are incidental to transactions in foreign countries. On 

the other hand, it would appear that tney should be permitted to 

receive deposits on demand or cn time from other banks, particularly 

from those for which they will act as correspondents or agents in 

foreign countries.

(g) Should these foreign banks be permitted to accent and 

should their "bankers’ acceptances" be eligible for rediscount 

with the Federal Reserve Banks?

1/19/16.
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