FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

X-4813

March 22, 1927

SUBJECT: Topic for Governors' Conference.

Dear Sir:

The Federal Reserve Board has voted to
place upon the program of the next conference of
Governors for their consideration the question
whether notes held by a member bank bearing the
endorsement of officers of nonmember banks are
eligible for rediscount at Federal reserve banks.
This question was the subject of the Board's let-
ter of February 17, 1927, X-4794, A cony of this
letter together with copies of the replies there-
to are enclosed herewith for your iaformation.

Very truly yours,

Walter L. Eddy,
Secretary.

Enclosures.

- TO GOVERNORS OF ALL FEDERAL RESERVE BANKS,
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FEDERAL RESERVE BOARD L4750

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

February 17, 1927.

Dear Sir:

The Board has becn asked by one of the Federal reserve

banks to rule upon the question whether certain notes held by a
member bank bearing the endorsement of officers of nonmember banks
.are eligiblc for rediscount at Federal reserve banks. It appears
that the member bank in question solicits loans through officers
of its correspondent nommember banks. The notes are made payable
to the local bank officer and are endorsed by him to the member
bank which allows him part of the interest on the loan in payment
for his services. The name of the nommember bank does not aprear
on the notes either as payee or as endorser.

Before ruling upon the question whether notes of this
kind should be considered eligible or desirable for rediscount,
the Board wishes to be fully informed as to the extent and preva-
lence of the practice of making loans in this way. You ate accord-
ingly requested to advise the Board whether notes originating in
the manner described or under similar circumstences have ever becn
presented to your bank for rediscount and if so, whether or not
they were rediscounted. The Board would also be glad to be advised
as to the extent to which practices of this kind prevail in your
Federal Reserve District,

Very truly yours,

D. R. Crissinger
Governor.

ngﬂmfmFRAaﬁp GOVERNCRS OF ALL F. R. BANKS EXCEPT KANSAS CITY.
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COPY X-4313-a

FEDIEZRAL RIESERVE B.ANK

OF BOSTOUN

Fobruary 19, 1927.

Dear Sir:

Receipt is acinowlcdged of your circular letter of
February 17, X-4794, and in reply I would say that no instance
such as that referred to has ever come to thc atteation of this

bark and,as far as weo know, there is no practice of this kind
existing in this district.

Should any note such as described in your letter be
offered us for rediscount, we wonld, before considering the
apolication, ask counsel for his oninion as to wicther the
transaction involves any violation of maragranh (c) of Section
22 of the Federal Rescerve Act.

Very truly yours,

: (s) 7. P. G. Harding,

Governor.

Hon. D+ R. Crissinger, Governor,
Federal Reserve Board,
Washington, D. C.
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X-4813-b.

FEDERAL RESERVE BANK OF NEW YORK

February 25, 1927,

Sirs:

In reply to your letter of February 17 (X-4794), we do
not recall any case in which notes bearing the cendorsements of
officers of non-member banks have been offered us for rediscount
by member banks. We are quite certain that no such practice as

that described in your letter exists or has existed in this

district.
Very truly yours,
(Signed) L., F. SAILER

Denuty Governor,

Federal Reserve Board,

Washington, De. ] .

Federal Reserve Bank of St. Louis
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X-14813-c

FEDERAL RESERVE BANK OF PHILADELPHIA

February 19, 1927.

Dear Governor Crissinger:
In revly to your letter X-4794, I am

writing to inform you that notes negotiated in
the manner described by you have never been
presented to this bank for rediscount and we
have never found a practice of this kind in
this district.

Very truly yours,

(s) W. H. Hutt,

| Deputy Governor.

Hon. D. R. Crissinger,
Governor, Federal Reserve Board,
Washington, D. C.
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FIDERAL RESIRVE BANK OF CLIVILAN

February 23, 1927.

Mr. D. R. Crissinger, Governor,
Federal Reserve Board,
Washington, D. Ce
Dear Governor Crissinger:

Reference is made to the Board'!s letter
X-4794, dated February 17, on the subject of the
eligibility for rediscount at a Federal Reserve
Bank of notes held by member banks bearing the
endorsement of officers of non-member banks.

We have not had any paper of that kind
offered to us for rediscount or as collateral.

Very truly yours,
(Signed) E. R. FANCHER ]

Governore

ERF. ZDD .
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FEDERAL RESFERVE BANK OF RICHMOND

X-4813-¢

February 21, 1927

Federal Reserve Board,
Washington, D. C.
Gentlemens

We have received and considered the
Board's letter X-4794, under date of February
17, in which the Board expressed the wish to be
informed as to the extent and prevaleance of
the practice with certain member banks of so-
liciting loans through its corresmondent non-
member banks and obtaining paper bearing the
endorsement of officers of such nonmember banks,

To our knowledge, we have no such paper,
and if such paper had come to us with the know-
ledge, we should have made most careful inquiry
into the circumstances, siuce the practice,
in our judgment, apnears one to be condemned
whether the paver may or may not be technically
eligible for rediscount at Federal Reserve Banks,

Very truly yours,

(Signed) Geo. J. Seay,

Governor.

Federal Reserve Bank of St. Louis
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X-L4813-f

FEDERAL RESERVE BANK

OF ATLANTA

Febrvar; 2%, 1927.

Mr. D. R. Crissinzer, Governor,
Federal Reserve Board,
Washington, D. C.

Dear Sir: -

Reference is made to Board IListter
X-U4794 under date of February 17th, regarding the
solicitation through officers of correspondent non-
member banXs of loans by member banks, etc.

To the best of our knowledge no notes
of this character have been offered to the parent bank
or our New Orleans Branch, and should it be ascertained
that such paper was offered to us it would be our policy
to disaporove such items.

We do not think that thc practice referred
to in your letter is prevalent in this district, however,
this is mercly an expression of ovpinion as we have no
first hand information.

Yours very truly,

(s) M. B. Wcllborn,

Governor,

Federal Reserve Bank of St. Louis
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FEDERAL REC:ZRVE BANY OF CHICAGO

X-4813-g

February 24, 1927

Federal Reserve Board,
Washington, D. C.

- Dear Sirs: Attention: Honorable D. R. Crissinger,
Governor.

In further reference to your letter X-4794, dated February 17th,
and in which letter reference is made to a case wherein a certain mem—
ber bank solicits loans through officers of its correspondent non-member
banks, involving notes made payable to the local tank officer and endors-
ed by him to the member bank, you ask for advice on two noints as follows:

l. As to whether notes originating in the manner
describea, or under similar circumstances, have
ever been presented to this bank for rediscount
and if so, whether or not they were rediscounted.

In response I am pleased to advise you that we are unable to find any
cases wherein notes of the class referred to, or of similer character,
have been offered to us for rediscount. .
2. The Board also ingquires as to the extent to which
practices of this kind prevail in this district.

We are not aware of the prevalence. of such practices, and since the re-
ceipt of your letter have carefully reviewed the examiners' renorts on
approximately twenty-five member banks whose relations with their country
corresnondents might have led to such practice, but find no evidence of
its existence.

VYery truly yours,

(Signed) J. B, McDougszl
Governor.
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FEDERAL RESERVE BAYK
OF

ST. LOUIS

Fcbruary 25, 1927.

Dear Governor Crissinger:

Replying to your letter of
the 17th, X-L4794, you are informed that no notcs
originating in the manner described or under similar
circumstances have ever becn oprescnted to this bank
for re-discount. We do not believe practices of
the kind described prevail at all in this District.

Our Mcmphis Branch hes had
one or two notes offered to it which did bcar evidence
on their face that they were either acquired from a
non-member bank or were taken indirectly thru a non-
member bank as an accowmrnodation. In each such casec,
after an iavestigation, the notes were takcn up by the
member benk re-discounting them.

Very truly yours,

(s) 0. M. Attebery,

Dewuty Goveraor.

Fcderal Resorve Board,
Washington, D. C.

Attention: Governor (Crissinger.
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CCPY X-4813-1i.

FEDERAL RESZRVE BANK OF MINNEFAPOLIS.
February 24, 1927.

Hon. D. R. Crissinger, Governor,
Pederal Reserve Board,
Washington, D. C.

Dear Governor Crissingeri
This will acimowledge receipt of your letter (X4794).

Since 1923 we have not rediscounted nor have there been
offered to us any notes such as described in your letter.
Previous to 1923 when we were authorized by the Board to discount
paper originating in non member banks, we had a few notes offered
to us bearing the endorsement of individuals associated with won
member banks, and did discount such notes. We, however, gave but
little consideration to such endorsements. In other words; we
looked to the maker rather than the endorser: In doing so,; we
reasoned that if a note was eligible and desirable, the fact that
an individual had endorsed or guaranteed the paper, could in no
way affect its eligibility.

Yours respectfully,
(signed) R. A. YOUNG

GOVernoTe

RAY-C
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FEDERAL RISIRVS BANK OF KAWSAS CITY

X-4813-j

March 4, 1927

Fedéral Reserve Board,
Washington, D. C.
Gentlemen:
Attention - Governor Crissinger.
Replying to your letter of February 16th, which is part of a

file started on December 31, 1926, by Mr. , then Presideat
of the National Bank of .

In order to answer intelligently the guestions you ask in your
letter of February 15th, I deferred answer until aftcr a mceting of the
Managing Directors of our branches, which was held here yesterday. In
the meantime I advised them to come prepared as to facts of thc amount
of paper now under rediscount with us that bears ecarmarks as having come
from a non-mémber banki Since conferring with them, I can say to you
that I do not believe there is any paper in this bank that can possibly
be construed as coming from a non-member bank.

For further discussion I will takc the case of Mr.
at - - |, and this is on all fours with nearly every so-called live stock
bank at live stock centers, meaning by that, banks that are located at
public stock yards. Naturally their business is with the larger live
stock operators, scattered over the ranges and feeding sections of our
District.

In the case of Mr. , instead of sending a man from
his owa bank out into Western Nebraska, to inspect loans for which ap»nHli-
cations had been made to him by live stock handlers, he selected a man in
that section of the country to represent him. He selected a man who was
president of a state non-member bank, with the distinct understanding that
these loans were no part of the bank's business. The man inspects the
cattle, values them, makes the loan, looks after the cattle during the

grazing or feeding season, and keeps Mr. 's bank informed of the
progress that is being made with the cattle during the life of this loan.
For this service Mr. allows the man he has sglected one percent

or ofttimes two percent on the amount of interest that is charged.

These loans are always too large ever to be taken into aay
small country banks. The money is furnished by Mr. 's banlk, the
notes are drawn to his representative and endorsed by the representative
with recourse, beariag, of course, in this way the guarantee of the man
who represents him. Predicocted upon what I have stated to be the facts,

I cannot but feel that this is eligible paper. I mow a great number of

Digitized for FRASER
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banlters who have been doing this throughout their whole banking carecrs;
indeed, I have done it myself -then I was in the coumercial banking busi-
ness. I think it is thu nroper way for a man who specializes in live
stoclk loans to make his loans this way, then have his inspectors go out
occasionally and check up on his representatives who are oa the ground,
and satisfy himself that his interests are being properly tcken care of,

¥ow, in the case of Mr. , 1f he had selected a man in
that ncighborhood who was not conanected with a bank, had had the paper
drarm on Mr. 's forms and taken the loan into his bank, I can-
10t help but feel that it would be eligible for rediscount. I know from
ny xmowvledge of the situation that these loans are not made primarily
for the purnose of rediscounting with the Federal Reserve Banlt, and they
are seldom offered to us until a considerable period of the note has run,
and then only when some emergency comes into the bank's business and it
needs to redis ount.

What I am trying to get at is that becouse a note tears the
endorsement of a man who is the president of a non-member bank, this cir-
cums tance necd not necessarily meke that note ineligible. Whenevor we
find that a member bank is doing that, we rcfuse to toke the paper. Ve
had an outstanding case of this kind in a bank at .y where the
man was covering up the makers of the notes, making the notes on the

bank's forms, but when we discovered that the mokers of these
notes, or the endorsers of them were the officers of a non-member bailr,
and thot the procecds had been passed to the credit of a noun-member baaz
we at ounce refused to take the notes, and ian this special case the prac-
tice has becn broken up.

Each one of our Managing Directors told me during the coafer-
ence yesterday that they arc following at the branches exactly the sane
rule that we have laid down here at the home office and that non-member
banlkz paper is lkept out of our rediscounts.

The point I want you to rule upon is that because a note bears
the endorsement of a man vwho is the president or an officer of a non-memr
ber banlz need not necessarily make that note ineligible for rediscount,
when upon iavestigation we find that the note was made in good faith to
the holding member bank and has no relation to, or claim unon, the non-
memnber bank.

I hope I have mede myself clear in this matter, and while it
is 1o longer especially vital to us because, as I said, I believe we now
have no such paper in the bank of this District; yet, your examiners ap-
parently still raise the question of whether e are not taking non-menber
bank paper where they find a note bearing the endorsement of a president
or officer of a noa~-member b onke

I reiterate that whenever we find upon investigation that the
notes are made on practically the same line as those of Mr. 's, and
there are several - possibly one or two at every live stock center that

nake their paper this way - I hane you will realize that you are goiag to
Digitized for FRASER
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deny, first to the live stoclz interests and also to the meaber banks lo-
cated at stock yards, a great deal of the service of the Federal Reserve
System by making a ruling that such paper is ineligible. Of course, Ir.

could have chosen another man out there, but often this local
banker is the best man, and it is for that recason he is chosen, but if he
is acting in good faith and iir. is acting in good faith, whica ve
ascertained, I feel the naper should de classed as eligible.

I have the honor to remain,
Very truly yours,

(Signed) W. J. Bailey
Governor.
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FEDERAL RESIRVE EAVK OF DALLAS

X-~4813-k

February 23, 1927

Federal Reserve Board,
Washington, D. C.

Gentlemens Attention Governor D. R. Crissinger.

This will acknowledge receipt of Board's letter X-4794, dated
February 17, 1927, relative to eligibility and desirability of notes of-
fered for rediscount by member banks and which are payable to and bear the
endorsenent of officers of non-member banks though such non-member banks
do not themselves endorse them.

Replying to the Board's inouiry I am glad to say that we can~-
not recall a single instance where paper of this character has been of-
fered to this bank for rediscount and we hope that none will be offered
in the future. Inasmich as our atteation has never beea called to loans
of this sort in this district it is our opinion that it is not a common
practice here, but to the contrary if there are any they are few in num-
ber.

. Where the proceeds of the loan are used for a purpose that
would render it eligible, while it is possible that the endorsemeat of
officers of non-member banks might be merely incidental, under the cir-
cuamstances stated in the Board's letter where the endorsing qfficers of,
non~member banks have a pecuniary interest through a division of earnings
received from such loans, »nrima facie the matter of eligibility is ques-
tionable, to say the least. In addition to this, it is apparent that this
practice should readily result in the extension of unsound credit which
would be still further aggravated if the paper could be passed oa to Fed-
eral Reserve Banks for rediscount.

It is also conceiveblc that through separate agreements loans
that were in fact made at the instance of non-member banks might in this
manner be camouflaged with a view of making them techaically eligible
for rediscount at Federal Reserve Banks which would not be the case if
they bore the actual endorsement of such non-member bant

In substance, it is our opinion that loans of this character
should not be eacouraged by a rullﬂg that would malke them eligible for re-
discount by & Federal Reserve Bar

Yours very truly

(Signed) Lyan P. Talley
Governor.
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X-4813-k-1
FEDERAL RESERVE BANT OF DALIAS. '

March 18, 1927.

Federal Reserve Board,
Washington, D. Ci

Gentlemen: Attention Vice Governor Edmund Platt.

I have your letter of March 14, in reply to mine
of February 23, and it is apparent that we are discussing
two separate propositions, one being a legitimate loan for
an eligible purpose and the other a subterfuge to evade
legal loan limitations and to use the rediscount facility
in a manner not coatemplated by law.

I fully agree with you that in a number of in-
stances the resources of banks are not sufficient to finance
their larger customers. It is also a fact, as you state, that
frequently banks in the larger towns and cities make loans
direct to customers of smaller banks and this is particularly
true where the smaller banks have already loaned such customers
up to their legal limit. Under such circumstances where it is
a legitimate transaction and the proceeds are used for an eli-
gible purpose, the notes being offered for rediscount by a
member bank, apparently there can be no sound reason for dis-
criminating against them merely because they bear the endorse-
ment of an officer of a non-member bank. In other words, the
matter of eligibility and accentability should always be govern-
ed by the factsin the particular case,

On the other hand, it is conceivable that a non-
member bank might enter into an arrangement with its corres-
pondent member bank to make loans for its account with a
separate agreement to provide for them at maturity, thus
violating the spirit, if not the letter, of the law with
reference to its legal loan limit and, furthermore, enjoying
indirectly the use of the rediscount facility of the Federal
Reserve Bank. If the loans are in fact made at the instance of
the member bank, instead of the non-member bank, apparently
there is no good reason for making them payable to an indi-
vidual who is an officer of the non-member bank and, in our

http://fraser.stlouisfed.org/
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Jjudgment, the fact that they are made payable to him, instead
of to the member bank which is supposed to have made the loan,
should place the Federal Reserve Bank u»on inquiry as to the
legitimacy of the transaction.

It is our further thought that it is not a sound
practice for a member bank to solicit loans and, as I stated
in my previous letter, where the officer of a non-member bank
has a pecuniary interest through a division of discount or
otherwise there would be an incentive through the use of the
rediscount facility tojhghufaltiire ansound credit.

I hope that this will give you a clearer understand-
ing of the idea that I intended, to express in my previous letter
and it 18 still my opinion that nothingz would be gained through
a ruling of the Board on this subject as the matter of eligibility
and credit acceptability would have to be determined by the actual
facts in each case.

Yours very truly,

(Signed) LYNN P, TAILZY.

Governore.

http://fraser.stlouisfed.org/
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FEDIRAL RESTRVE DBAVK

oOF SAY FRAYCISCO

February 25, 1927.

Fecderal Reserve Board,
Washiagton, D. C.

Decar Sirs:

In reply to your letter of February 17th (X-4794), you
are informed that it is not a genoral practice in this district
for the officers of banks to make commercial loans for corres-
vondent banks and to receive commission for their services. We
cannot recall any instaace in which a notc was offercd to us for
discount, drawn payable to officers of a non-member bank. Had
such paper becn sulmitted, however, and had we dctected the fact
that the endorscrs werc officers of non-member banks, we would
have inquired into the purposec of making thc loan in such form,
to determine, first, whether the member bank was apnlying for
funds of the Foderal Reserve Bank with thc obvject of cxtending
its business beyond ordinary channels, and, secondly, whether the
member bank apolying for the discount was acting as agent of a
non-member bank.

As you may realize, it is quite a custom for city banks
to grant rclicf to country corresmondents by purchasing customers!
notes without recourse, or by making direct loans, varticularly in
the casc of cxcess lincs, to customers of country corresvondents.
The form which these loans take varies quite considerably. Some
city banlks requirc, wherever mossible, that the loan shall be made
on its own form of opromissory note. In other instances, they
rcquire that the loans shall be made on the form of the corresmon-
dent bank, drawn to the order of the borrower or to the order of
the country benl, or, in rare instances, to the order of officers
of such country bank. Whether or not such notes would be endorsed
without recourse would depend upon arrangements agreed upon.

Yours very truly,
(s) Jno. U. Calkins,

Goveraor,
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