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FEDERAL RESERVE BOARD

WASHINGTON X497

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

Ccteoder 15, 1927.

SUBJLCT: Topic for Governors' Conference-
Proposed Revision of Regulation D.

Dear Sir:

The Federal Reserve Board has voted to nlacc on the program for
discussion at the forthcoming Governcrs! Confercnce the nroposcd revi-
gsion of its Regulation D dealing with roserves of member banks.

In this connecticn therc arc cncloscd for your infermaticn the
following dccumcnts:

1. A copy of a momcrandum addrcssed to the Board by
its Gencral Counscl under date of August 3, 1927 (X-4515) con-
taining his final rccommendations roegarding the rcgulations.
Regulation D is discussed on pages 2 to 10, inclusive, of this
emorandur.

2. Copics of cortain lotters cddrcessed to the Board
by members c¢f the Executive Committee of the Feoderal Advisory
Council expressing their views with rcgard to the oroposed re-
vision cf Section IV of Regulation D dealing with the subject

pEN

of penaltics for deficicneics in reserves.

You will remember that, under date of April 23, 1227 (X-4830C),
the Beard sent t5 the Governor ¢of each Fcderal rescorve bank a cony cof
the first tentative draft of the roviscd rogulations and, under date
of June 21, 1927 the Board seat to the Governir of cach Federal rcscrve
bark a rcvised draft of the regulaticns in the form in which thoy had
tecn approved tentatively by the Beard ¢n that date, together with an
eltcrnative revision of Scetisn IV of Rogulation D. Upcn roeccipt of
this letter, thercfere, you will have in your posscssion not cnly the
draft of Regulation D which is now under coensideraticn but alsc ccpics
5f all the oreceding drafts. '

By direeticn 2f the Federal Reserve 3Bcard.

Walter L. Eddy,
Sceretary.

TO GOVERNCES OF ALL F. R. BANKS.

inclosures.
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Federal Reserve Bank of St. Louis
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FEDERAT. ADVISORY COUNCIL
CFFICE OF THE SICRETARY

38 Soutl Desrborn Street

Chicago, Gctober 4, 1Sc7.

-

Dear kr. rfiatt:
Mr. Weumore =g received rrom members of the
Executive Committee of the Fader~l Advisory Council

voricus comumaaicaitious of which he nas iastructed nme

te send you conies. I =i not sending anything from

-1

Mr. mie since hie Cid not adda sy thing in his commmuni-
.cation to us whirh "e did not send to you under date of
Sentember 29.
Very truly yours,
« (Signcd) Talter Lichteastsin

Secretary

Acting Governor Bdmund Platt,
Federal Reserve 3oard,
Washington, I. C.
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Sentember 28, 19Z7.

Dear Mr. Tetmore:

I have received irom la. Licntenstein as
Secretary of *he Federal Advisory Council a draft
of the proposud new regulations for figuring re-
serves; alsc a copy of his personal letter of the
24th instant to r. Zdmund Platt, acting Governor,
which quotes your telegram of the 23rd instant to
kr. Platt.

All of these vapers have been considsred by
the Vice President handling our reserve mosition, who
tells me that he can adjust our cperations to the new
regulations without much difficulty, tut that he 1is
not symmathetic with the change, as the weekly aversg:
has generally worked well, and thinke some method
might be devised for dealing with the few banks whocse
dealings with resvect to reserves are out of harmony
with the spirit of the regulations.

If, as I understand, the Federal Reserve
Board is all ready %o issue these new rcgulations, I
nersonally think it might be as well that they be
given a triel. '

Sincerely yours,

(Signed) J. S. Alexander.

Federal Reserve Bank of St. Louis
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September 20, 1827.

Dear Mr. Lichtenstein:

I am in receint of your letter of the <2th with
enclosurcs as stated -- copies ¢f recommendations made by
the Federal Eeserve Council. Also acknowledge receipt of
your telegram yesterday with reference to the proposed
change in regulation I, Section Four by the Federal Reserve
Board in conmnection vwith figuring reserve requircments. I
have sent a telegram today to wr. Platt, Acting Governor of
the Federal Heserve Board in ‘ashington, copy of which is
enclosed. I have also nhad a conference with Gov. Fancher
on the subject and I get the impression that some of the
banks in the larger cities are the chronic offenders and I
have been taking the position that the oronosed changes
arc disturting and should be handled by regulations and
penalties exacted of the chronic offenders only. I am in-
clired to thc ' belief, however, that the Federal Resarve
Board at Washington are determined and the governors are
supporting them in the orovosed change. I concur in lr.
Wetmore's telegram to Mr. Platt. ‘

Very truly yours,

(Signed) Harris Creach.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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X-49772-4
Septumber 30, 1927.

Deor kr. Lichtenstein:

Referring to your letter of Scotember <4th, in regerd to the
proposed draft of new regulations for figuring the ruserves.

In going over the situation here in St. Louis I am lead to
consider the following circumstances.

As far os the member banks in the City of St. Louis are con-
cerned, I believe it would be contrary to their interest to have the
wrovosed regulations requiring a semi-weekly settlement put into ef-
fect. ow the banks adjust their beslances to meet reserve require-
ments before two o'clock each day and they mny get wire instrudtions
for transfers from other citics in very lorge amounts too late to get
credit for them, cr to adjust their balances to fit the situation that
day.

Moreover, I understand the Federal Reserve Bank will not give
member benks here credit for cir mail remittances except for certain
number of days, for instance, Nev York - two days. Yet, if it turns out
that the remittance on that dey gets to Now York, rzd the momber brnk
gets credit next morning, the Federsl Hescerve Benk in St. Louis will ad-
Just this matter and givc thc member bank here credit os of the time the
money was actually reccived in New York. That leaves the member bonk
here in the position where it cannot definitely tell just vhat its bal-
ance for the dey is, and if thoy make tvo settlements in a weck there
is just twice as much chance for the momber bank here to e¢ither have ex-
cess without interest or be penalizcd when they did not intend to have
either.

If the member vanks here had a voice in the matter I am sure
they would opvose the change and at prosernt that is my view.

I am dictating this letter to my confidential secretary, lir.
Davenport, and will not wait for it to be written and will leave him to
sign it for me.

Very truly yours,

(Signed) Breckinridge Joncs.
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Seot. 27, 1927.

Decar ir. Tctmore:

I have a letter from Ir. Lichtcnstein dated the 24th,
enclosing »nronoscd draft of rcgulations covering re-
sorves of member beaks, also coony of his letter to Lr.
Platt, acting Governor, TFederal Reserve Board, beering
same date. I agree with your telegrams to Xr. Platt on
this subject.

There is no orovision of the Federal Reserve Act so
unno-ular with the member benks as the guestion of
reserves, and I think it unfortunate for the Board to
render it any more unnonuler by adonting regulations
more drastic than those now in forcc. There may be a
few member banks that are seeking to side stepr their
rcsponsibilities, and they should be dealt with indi-
vidually by the execcutive officers of the Federal Re-
serve Barks rather than subjecting all of the member
barks to unduc nenaltics.

VWiith best regards,
Yours truly,

(Signed) J. ¥. Zruton.

JFB/P

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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THE PHILATELPHIA-GIRARD NATIONAL BAWK.
Office of the X-4972-f
Chairman of the Board
September 29, 1927.

Mr. Edmund Platt, Acting Governor,
Federal Reserve Board,
Washington, D.C.

Dear JMr. Platt:-

Mr. Lichtenstein's letter of September 24th, enclosing
proposed draft of new regulations for figuring the reserves of member
banks, together with copy of Mr. Lichtenstein's letter to you of the same
date, is received. I have received today Mr, Lichtenstein's wire asking
me to send as soon as possible any suggestions or comments,

The pronosed regulations reclassify into two divisions,-the
banks in central reserve and reserve cities, and provide that member banks
in cities having a Federal Reserve Bank or a branch of a Federal Reserve Bank
~shall compute average reserves upon a semi-weekly basis instead of a weekly
basis as at present. The basis of penalty for deficient reserves in ell
classes of member banks is provided also and there are two additional pro-
visions at the end, which would scem desirable.

It has seemed to me that the present weekly basis of aver-
aging reserves by member banks in the cities having a Federal Reserve Bank
or a braach of the Fedcral Rcuerve iank has worked very satisfactorily and
I believe the change is guite undesirabtle. It is wossible that there have
been abuses in some quarters, but my feeling is that the abuses should be
controlled and that all member banks should not be penalized by having great-
er and inelastic restrictions im-osed uvon them. The decosits of a banz have
certain fluctuations and the rise and fall very generally occur on the same
days each week. A banik officer handling a reserve becomes accustomed to
these fluctuations and can aanticipate them to some extent; not always, of
course. If the reserve period is divided into semi-weekly veriods, the con-
ditions will become quite inelastic, necessitating more frequent torrowings
and payments at Federal Reserve Ranks, and thereby multiplying work For all
concerned. Deposits of a bank must necessarily fluctuate and reserve balances
must provide the payment of the derosits withidrawn., TUnder the present systonm,
a deficient reserve may be repaired by collection of maturing bills or call-

ing of demend loans. If a bank is on a weekly reserve basis there is
greater elasticity in meeting the condition and, as stated previously, a
semi-weekly reserve neriod makes for an inelastic condition,

Mr. Wetmore suggests in lieu of the proposed semi-weelzly
period a penalty when deficient reserves exceed 10%. EHis principle is sound
I think, but the percentage of deficiency is too 1%w§:in my opinion,

I should wmrofer to have the present %eéﬁf?/basis continued
and have avbuses coatrolled.

The prowosed iuncrease in the rate to be charged on deficient
reserves, the right to the Federal Reserve Board to waive the penalty
and the dlan of dealing with ihe chronic offenders, I believe, are sound.

Very truly vours,
(Sizgned) L. L. Rue.

Digitized for FRAGEG. t0 Mr.F. 0. Wetmore, Continental & Commercial Hational Bank, Chicago,
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Cleveland, Ohio.
Septexber 20th, 1927.

Edaund Flatt, Acting Sovernor,
Federal Reserve Board,
Wasaington, D.C.

Have bveen giviag some thought to pronosed regulation D Section
Four with refereiicz to change in figuring reserve requirements. Stop.
Proposed change will have an unstable effect on money, requiring banks
to call loans oftener, require banks in large centers to do additional
work and adjust their balonces oftener than those in smaller eitizs. Ston
Believe chronic offenders can be handled by regulation exacting venalties
that do not disturb the methods of the entire membership on cccount of
actions,of a small minority.

Harris Creech.

Digitized for FRASER
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THE CLEVELAND TRUST CO.
Cleveland, Ohio.

HARRIS CREECH

Digitized for FRASER

President. September 30th, 1927.

Dear ¥r. Platt:;-
As stated in the enclosed copy of telegram,

I have been giving a little thought to the pronosed change in
figuring reserves and unless there is a large number of banks
that are chronic offenders, it seems to me that regulation by
the Federal Reserve Board would be preferable in exacting
penalties of the chronic offenders than to change the method
of figuring reserves for the entire system. The changes which
are proposed make it more difficult for those banks that endeavor
to live up to the rules of the Faderal Reserve Board, and I would
not favor the changes unless in your opinion, you feel it is ab-
solutely necessary to maintain required reserves.

Very truly yours,

(Signed) Harris Crecch
Edmund Platt, Acting Governor,

Federal Reserve Board,
Washington, D.C.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Walter Lichtonstcein X-4072-1
Executive Sccrctary. 3

THE FIRST NATIONAL BANK

OF CHICAGO
Scotcmber 24, 1927,

Dear Mr., Platt:

In kr. Wetmorc's acscnce, I beg to confirm the following wire
sent to you by lr. Wetmore before leaving the office last night,

"Referring proposed regulation D section four in my opinion
any shortening of present period will lead to sharp expansions
and contractions of loanable and reserve funds as any two peri-
ods into which week might be divided are’quite unlikely to run
uniformly Stop As this is anparently a regulatory measure cov-
ering practices which are the exception and not the rule addition-
al penalties could be imposed upon offenders in some other way
Stop Suggest leaving periods for figuring rescrves as they now
exist but issue regulation to the effect that any member bank
snort on any day over ten per cent of its balance in Federal
Reserve Bank for that day be assessed a penalty for that par-
ticular excess shortage the amount of penalty to be fixed by
the Board in its discretion Stop This would not interfere with
' the weekly averaging of the reserves which should econtinue as
before to be intact for the period with now existing penalties
for deficiencies Stop I submit this for your consideration.”

My understanding is that Mr. Wetmore feels that any shortening
of the present period for figuring reserves will make it more difficult
for the banks Vo estimate how much they will require of funds at the end
of any given period. In order, therefore, to be on the safe side banks
will be compelled at times unnecessarily to call in their loans. This
will lead to more violent fluctuations than at present. lr. Wetmore,
of course, realizea that as always some banks have abused their privilege
by having large shortages at the end of every day except at the close of
the period., Nevertheless, it does not seem fair to penalize unnecessarily
large numbers of banks which have tried their best to live up to the latter
and spirit of the regulations of the Federal Reszrve Board. It is with
this situation in mind that Mr. Wetmore has made the suggestion contained
in his wire. .

As I have indicated, Mr. Wetmore is mot in the office today and,
thercfore, this explanation of his vicws is to be regarded as an entirely
unofficial expression from me.

Sincerely yours,
(Signed) Walier Lichtenstein
Mr. Edmund Platt, Acting Governcr,

Federal Reserve Board,
Washington, D.C.

Digitized for FRASER
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Chicazo, Illinois Sept. 23, 1927.

Edmund Platt,
Acting Governor, Federal Zeserve Z2oard,
Washington, D.C.

Referring nrojosed regulation D section four in my opinion any shortening
of vresent period will lead to sharp expansions and contractions of loanable
and reserve funds as auy two periods into which wzek mizht be divided are
quite unlikely to run uniformly Stop As tais is apparently a regulatory
measure covering practices which are the exception and not the rule
additional wnenalties could be immoscd upon offerders in some other way
Stop Suggest lecaving periods for figuring reserves as they now oxist
but issue reg.lation to the offiuct that any mcmber bank short on any day
over ten porcent of its balaice in Federal Rescrve Bank for that day be
asscssad a penelty for that particular cxcess shortage the amount of
penalty to be fixcd by the Board in its discretion Stop Tnis would not
interferc with the weckly averaging of the roscrves which should continuc
as before to be intact for the period with now existing penalties for
deficiencies 3top I submit this for your consideration.

F. 0., Wetmore
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