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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK1 ENDED JULY 6, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 
Admitted, t o Members h i pT 

D i s t . • T o t a l 
No. C a p i t a l S u r p l u s r e s o u r c e s Date 

7 . The Cass C i t y S t a t e Bank, 
Cass C i t y , Mich. ^40 ,000 $12 ,000 $510,444 6 -27 -26 . 

A b s o r p t i o n of N a t i o n a l Bank: 

3 . The S t e e l t o n T r u s t Company, S t e e l t o n , P a . , has abso rbed 6-30-2(3. 
t h e S t e e l t o n N a t i o n a l Bank, S t e e l t o n , P a . 

C o n s o l i d a t i o n of S t a t e Members 

6 . The Marine Bank & T r u s t Company, New O r l e a n s , L a . , and t h e 6 -24 -28 . 
Canal Bank & T r u s t Co . , New O r l e a n s , members, have c o n s o l i d a t e d 
under t h e t i t l e of Marine Bank & T r u s t Company. 

C o n s o l i d a t e d w i t h N a t i o n a l Bank 

5 . The C i t i z e n s Bank of N o r f o l k , V i r g i n i a , ( C o n s o l i d a t e d w i th 6 -30-36 . 
t h e Seaboard N a t i o n a l Bank under t h e t i t l e The Seaboard C i t i z e n s 
N a t i o n a l Bank of N o r f o l k ) . 

Change of T i t l e s 

8 . The L i b e r t y In su rance Bank, L o u i s v i l l e , Ky. ha s changed i t s 7 -2 -38 . 
t i t l e t o L i b e r t y Bank and T r u s t Company. 

8 . The I n s u r a n c e Bank o f S t . Lou i s , M i s s o u r i , has changed i t s 7 - 1 - 3 8 . 
t i t l e t o Guaran ty Bank and T r u s t Company. 

•PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

None 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JULY 13, 1928. 

CHANGES IN STATE BANK MEMBERSHIPt 

D i s t . Date 

Admit ted t o Membership! 

None. 

Volun ta ry Withdrawal : 

3 Bankers T r u s t Company, A t l a n t i c C i t y , N. J . 7 -12-28 . 
4 Farmers & C i t i z e n s Banking Company, Mi lan , Ohio . 7 -10-28 . 

C losed : 

7 Oswego S t a t e Bank, Oswego, 111. 7 - 9 - 2 8 . 

C o n s o l i d a t i o n of S t a t e Members: 

( C o r r e c t i o n ) 

The i t em a p p e a r i n g i n weekly announcement of J u l y 6, 
shou ld r e a d a s f o l l o w s : 

6 The Marine Bank & T r u s s Company, New O r l e a n s , L a . , and 7 - 3 - 2 8 . 
t h e Canal Bank & T r u s t Company, New O r l e a n s , members, have 
c o n s o l i d a t e d under t h e t i t l e of t h e Canal Bank & T r u s t Com-
pany of NeW O r l e a n s . 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

3 The Berwick N a t i o n a l Bank, Berwick, P a . 7*9-28. 
6 The F i r s t N a t i o n a l Bank, C a r t e r s v i l i e , Ga. 7 - 9 - 2 8 . 
7 F i r s t N a t i o n a l Bank, F o r t Wayne, I n d . (Supplementa l ) 7 - 9 - 2 8 . 
7 L i n c o l n N a t i o n a l Bank & Trus t Co . , F t . Wayne, I n d . ( S u p p l e m e n t a l ) 7 - 9 - 2 8 . 

10 Longmont N a t i o n a l Bank, Longmont, Colo . 7 - 9 - 2 8 , 
11 C i t y N a t i o n a l Bank, Beaumont, Texas*. 7 - 9 - 2 8 . 
12 F i r s t N a t i o n a l Bank, The D a l l e s , Oreg . 7 - 9 - 2 8 . 
12 F i r s t N a t i o n a l Bank of A r i z o n a , Phoen ix , A r i z . 7 - 9 - 2 8 . 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JULY 20, 1988. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 

None. 

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OP EXCHANGE 
UP TO 100 PER CENT OF CAPITAL M P SURPLUS: 

I n t e r s t a t e T r u s t Company, New York, N. Y. 7-17-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

American N a t i o n a l Bank, Camden, N. J . 7 -17-28 

I 
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FEDERAL RESERVE BOARD 
4 

WASHINGTON 
A D D R E S S O F F I C I A L C O R R E S P O N D E N C E T O ' . 

T H E FEDERAL, R E S E R V E B O A R D A w l u O U 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JULY 2 7 , 1926. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admit ted t o Membership: 
T o t a l 

D i s t . C a p i t a l . S u r p l u s r e s o u r c e s Da te 

3 P r o v i d e n t T r u s t C o . , 
P h i l a d e l p h i a , P a . $ 3 , 1 9 7 , 5 2 0 $ 1 2 , 2 4 4 , 9 9 6 $ 4 1 , 8 7 6 , 4 6 5 7 - 2 4 - 2 8 

* ( S u c c e s s o r t o P r o v i d e n t T r u s t Co . , a f o r m e r member) 

3 Dime B a n k - L i n c o l n T r u s t 
C o . , S c r a n t o n , P a . 1 , 3 5 0 , 0 0 0 1 , 0 0 0 , 0 0 0 1 7 , 9 9 5 , 1 7 0 7 - 1 3 - 2 8 

( S u c c e s s o r t o P e o p l e s S a v i n g s & Dime Bank & T r u s t C o . , a f o r m e r member) 

Reopened: 

7 Oswego S t a t e Barak, Oswego, I l l i n o i s . 7 - 2 4 - 2 8 

A b s o r p t i o n of N a t i o n a l Bank: 

12 The F i r s t S e c u r i t y Bank, P o c a t e l l o , I d a h o , h a s a b s o r b e d 
t h e F i r s t N a t i o n a l Bank o f P o c a t e l l o , I d a h o . 7 - 7 -28 

AUTHORIZED TO ACCEPT DRAFTS AMD BILLS OF EXCHANGE 
UP TO 100 PES CENT OF CAPITAL AND SURPLUS 

6 C i t i z e n s & S o u t h e r n N a t i o n a l Bank, Savannah , Ga. 7 - 2 7 - 2 8 
11 U n i t e d S t a t e s N a t i o n a l Bank, G a l v e s t o n , T e x a s . 7 - 2 7 - 2 8 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

3 F i r s t - M e c h a n i c s N a t i o n a l Bank, T r e n t o n , N. J . ( C o n f i r m a t o r y ) 7 - 2 7 - 2 8 
5 S e a b o a r d C i t i z e n s N a t i o n a l Bank, N o r f o l k , Va. ( C o n f i r m a t o r y ) 7 - 2 7 - 2 8 
6 F i r s t N a t i o n a l Bank, S t . P e t e r s b u r g , F l a . ( S u p p l e m e n t a l ) 7 - 2 7 - 2 8 
6 F o u r t h N a t i o n a l Bank, Columbus, Ga. 7 -27 -28 
9 Winona N a t i o n a l hnd S a v i n g s Bank, Winona, M i n n ( C o n f i r m a t o r y ) 7 - 2 7 - 2 8 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO X — 1 6 ^ 0 
THE FEDERAL RESERVE BOARD A w - L U t 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED AUGUST 3-, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . D a t e 

Admi t t ed t o Membership: 

None. 

A b s o r p t i o n of Nonmember: 

2 The F r a n k l i n Bank and T r u s t Co . , Newark, N. J . , h a s 
a b s o r b e d t h e Wash ing ton T r u s t C o . , Newark, N. J . , a nonmember, 
and changed i t s t i t l e t o F r a n k l i n - W a s h i n g t o n T r u s t Co. 7 - 2 1 - 2 8 

V o l u n t a r y W i t h d r a w a l s : 

4 B e l l e v u e S a v i n g s & T r u s t Co . , B e l l e v u e , P a . 6 - 2 7 - 2 8 
5 N i c h o l s o n Bank & T r u s t C o . , Union , S . C. 8 - 1 - 2 8 

C o n s o l i d a t e d w i t h N a t i o n a l Bank: 

11 F i r s t S t a t e Bank, White Dee r , T e x a s . ( C o n s o l i d a t e d w i t h 
and u n d e r t i t l e of F i r s t N a t i o n a l Bank of Whi te D e e r , T e x a s ) . 8 - 1 - 2 8 

AUTHORIZED TO ACCEPT DRAFTS AND BILIS OF EXCHANGE 
UP TO 100 PER CENT OF CAPITAL AND SURPLUS: 

6 Merchan t s N a t i o n a l Bank, Mobi le , A l a . 8 - 3 - 2 8 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

1 G l o u c e s t e r N a t i o n a l Bank, G l o u c e s t e r , M&ss. 8 - 3 - 2 8 
3 P r o s p e c t N a t i o n a l Bank, T r e n t o n , N. J . 7 -30 -28 
4 C i t y N a t i o n a l Bank, Day ton , Oh io . 7 - 3 0 - 2 8 
5 C l i f t o n Forge N a t i o n a l Bank, C l i f t o n F o r g e , Vet. 

( S u p p l e m e n t a l ) 7 -30-28 
10 F i r s t N a t i o n a l Bank, Chanu te , Kans . 8 - 3 - 2 8 
10 F i r s t N a t i o n a l Bank, Osmond," N e b r . 7 - 3 0 - 2 8 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED AUGUST 10, 1926. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Da t e 

Admi t t ed t o Membership: 

None. 

Change of T i t l e : 

3 The S t e e l t o n T r u s t Company, S t e e l t o n , P a . , h a s changed 
i t s t i t l e t o S t e e l t o n Bank and T r u s t Company. 

V o l u n t a r y L i q u i d a t i o n : 

7 F i r s t S t a t e Bank, D i v e r n o n , 111 . 

6 - 2 6 - 2 8 

8 - 1 -28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

2 F i r s t N a t i o n a l Bank, E l l e n v i l l e , N. Y. 8 - 9 - 2 8 
5 F i r s t N a t i o n a l Bank, Mount A i r y , N. C. 8 - 9 - 2 8 

10 F i r s t N a t i o n a l Bank, Cody, V t y o . 8 - 9 -28 
11 Groos Nat i o n a l Bank, San A n t o n i o , Texas 8 - 9 - 2 8 
12 F i r s t N a t i o n a l Bank, Hoquiam, Wash. ( C o n f i r m a t o r y ) 8 - 9 -28 

r 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO X—1530 
THE FEDERAL RESERVE BOARD 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WBEIC ENDED AUGUST 17, 1928. 

CHANGES IN STATE BANK MEMBERSHIP? 

D i s t . Da te 

Admi t t ed t o Membership: 

None. 

V o l u n t a r y W i t h d r a w a l : 

1 F i d e l i t y T r u s t Company, P o r t l a n d , IS- ine . 8 - 1 4 - 2 8 

Change of T i t l e : 

2 The M u n i c i p a l Bank o f B r o o k l y n , N. Y . , h a s changed i t s 
t i t l e t o M u n i c i p a l Bank and T r u s t Company. 8 - 1 5 - 2 8 

4 The Woodlawn T r u s t Company o f Woodlawn, P a . , i s now 
t h e Woodlawn T r u s t Company o f A l i q u i p p a , P a . , t h e name of 
t h e town h a v i n g been changed . 

V o l u n t a r y L i q u i d a t i o n ; 

11 American T r u s t and Sav ings Bank, E l P a s o , T e x a s . 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

3 De laware County N a t i o n a l Bank, C h e s t e r , P a . ( c o n f i r m a t o r y ) 8 - 1 3 - 2 8 
5 C a r o l i n a N a t i o n a l Bank, Anderson , S . C. 8 - 1 3 - 2 8 
6 Commercial N a t i o n a l Bank, L a f a y e t t e , La. 8 - 1 6 - 2 8 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED AUGUST 24, 1928 . 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 

Admi t t ed t o Membership: 

None. 

A b s o r p t i o n o f N a t i o n a l Bank: 

11 The F i r s t S t a t e Bank & T r u s t Co*, S n y d e r , Texas , a 
member, h a s a b s o r b e d t h e F i r s t N a t i o n a l Bank of S n y d e r . 8 - 1 5 - 2 8 

PERMISSION GRANTED TO EXERCISE TRUST POWERS; 

1 Second N a t i o n a l Bank, 2*6,1 d e n , Mass . 8 - 2 3 - 2 8 
1 Amoskeag N a t i o n a l Bank, M a n c h e s t e r , N. H. 

( S u p p l e m e n t a l ) 8 - 2 0 - 2 8 
1 N a t i o n a l Bank o f C h e s t e r , C h e s t e r , V t . 8 - 2 3 - 2 8 
2 N a t i o n a l Sp rake r Bank, C a n a j o h a r i e , N. Y. 8 - 2 3 - 2 8 
9 F i r s t N a t i o n a l Bank, Yankton, S . Dak. 8 - 2 4 - 2 8 

12 W h i t t i e r N a t i o n a l Bank, V / h i t t i e r , C a l i f . 8 - 2 3 - 2 8 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED AUGUST 31, 1928. 

CHANGES IN STATE BANK MEMBERSHIP; 

D i s t . Date 

Admit ted to Membership: 

None. 

Absorp t ion of NorgiCjbor I r .ks : 

2 The Bank of Uni t ed S t a t e s , New York, N. Y . , has 
absorbed t h e Cosmopoli tan Bank and t h e Bronx Borough 
Bank, bo th of New York, N. Y . , nonmembers. 8 -25 -28 

Vo lun t a ry Withdrawal : 

7 Huston Banking Company, B l a n d i n s v i l l e , 111. 8 -28-28 

' PERMISSION GRANTED TO EXERCISE TRUST POWERS : 

2 Tuxedo N a t i o n a l Bank, Tuxedo, N. Y. 8 -29-28 
3 Merchants N a t i o n a l Bank, C l i en town, P a . 

(Supplementa l ) 8 -29 -28 
7 Hyde Park N a t i o n a l Bank, Chicago, I I I . 8 -28-28 
7 F i r s t N a t i o n a l Bank, Lebanon, I n d . ( C o n f i r m a t o r y ) 8 -29 -28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED SEPTEMBER 1, 1928. 

CHANGES IN STATE BANK MEMBERSHIP I 

D l s t * Date 

Admitted t o Membership: 

None. 

Converted t o N a t i o n a l Bank: 

7 The Hyde Park S t a t e Bank, Chicago, 1 1 1 . , has c o n v e r t e d 
i n t o t h e Hyde Park N a t i o n a l Bank of Chicago. 8 -28 -28 

Abso rp t ion of Nonmemher Bank: 
( C o r r e c t i o n ) 

The i t em a p p e a r i n g i n weekly announcement of August 31 
shou ld r e a d as f o l l o w s : 

2 The Bank of Uni t ed S t a t e s , New Yprk, N. Y. , has absorbed 
t h e Coctv.opc 1 i 1 ;n r^n* New York, N. Y. , a nonmemher. 8 -25-28 

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OF EXCHANGE 
UP TO 100 PER CENT OF CAPITAL AND SURPLUS": 

10 A m e r i c a n - F i r s t N a t i o n a l Bank, Oklahoma C i t y , Okla . 9 - 5-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS; 

None. 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED SEPTEMBER 14, 1928. 

CHANGES IN STATE BANK MEMBERSHIP; 

D i s t . Date 

Admitted t o Membership: 

None. 

C l o s e d : 

7 S t r a w b e r r y P o i n t S t a t e Bank, S t r a w b e r r y P o i n t , lows . 9 -11-28 

V o l u n t a r y Wi thdrawa l s : 

10 Conqueror T r u s t Company, J o p l i n , Mo. 9 -13-28 
11 Union S t a t e Bank, E a s t Be rna rd , Texas 9 - 8-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

5 Marion N a t i o n a l Bank, Marion, Va. 9 -14-28 
6 F i r s t N a t i o n a l Bank, Columbus, Ga. 9 -12-28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED SEPTEMBER 21, 1928. 

CHANGES IN STATE BANK MEMBERSHIP; 

D i s t . Date 

None. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

1 Needham N a t i o n a l Bank f o r Sav ings and T r u s t s , Needham, Mass. 9 -18-28 
2 Dunbar N a t i o n a l Bank, New York, N. Y. 9 -18-28 
3 F i r s t N a t i o n a l Bank, B e v e r l y , N. J . 9 -17-28 
3 Merchants N a t i o n a l Bank, P o t t s v i l l e , Pa . 9 -17 -28 
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X-1530 

FEDERAL" RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED SEPTEMBER 28, 1928 

CHANGES IN STATE BANK MEMBERSHIP 

D i s t Date 

Admitted t o Membership: 

None. 

C o n s o l i d a t e d wi th N a t i o n a l Bank; 

2 The Guard ian T r u s t Company of New J e r s e y , Newark, N. J . , 
has c o n s o l i d a t e d w i t h t h e Broad & Market N a t i o n a l Bank & 
T r u s t Co. , Newark, N. J . , under t i t l e o f New J e r s e y N a t i o n a l 
Bank & T r u s t Company of Newark. 9 - 2 7 - 2 8 

Vo lun ta ry Withdrawal : 

8 C i t i z e n s Bank, G i l l e t t , Ark . 9 - 2 4 - 2 8 
9 J o l i e t S t a t e Bank, J o l i e t , Mont. 9 -27-28 

Absorbed "by Nonmember: 

8 The F i d e l i t y Bank and Trus t Co . , Memphis, Tenn . , has been 
abso rbed by Manhat tan Savings Bank & T r u s t Co. , Memphis, Tenn . , 
a nonmember. 9 -22 -28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS 

1 
2 
5 

F i r s t N a t i o n a l Bank i n Medford, Medford, Mass. 
Manasquan N a t i o n a l Bank, Mmasquan, N. J . 
C i t i z e n s N a t i o n a l Bank, A l e x a n d r i a , Va. (Supp lemen ta l ) 

9 -27-28 
9 -26-28 
9-27-28 

$ 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED OCTOBER 5, 1928 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . T o t a l 
No• C a p i t a l S u r p l u s r e s o u r c e s P a t e 

Admitted t o Membership: 

2 The Merchants Bank, 
New York, N. Y. $300,000 $100,000 #1 ,743 ,429 10- 2-26 

3 The Bank of Auburn, 
Auburn, P a . 50,000 50,000 777,670 10- 1-28 

4 Union T r u s t Co . , 
Newark, Ohio. 300,000 60,000 7 ,698 ,020 10- 1 -28 

11 Texas Bank & Trus t Co . , 
B r o w n s v i l l e , Texas . 75,000 25 ,000 1 , 3 0 7 , 5 0 1 10- 2-26 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

2 
6 
7 

P o r t Newark N a t i o n a l Bank, Newark, N. J . 
F i r s t N a t i o n a l Bank, B i l o x i , Miss . (Supplementa l ) 
K e l l o g g C i t i z e n s N a t i o n a l Bank, Green Bay, Wis. 

1 0 -
1 0 -
1 0 -

1 - 2 8 
1 - 2 8 
1 - 2 8 
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X-1530 

FEDERAL BESEEVE BOARD ANNOUNCEMENT 
WEEK ENDED OCTOBER 12, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 

Admitted to Membership: 

None. * 

Change of T i t l e : 

4 The C i t y D e p o s i t Bank, P i t t s b u r g h , P a . , has changed 
i t s t i t l e t o C i t y D e p o s i t Bank and T r u s t Company. 10- 1 - 2 8 

Vo lun t a ry Withdrawal ; 

6 S o u t h e r n Bank & T r u s t Co . , Miami, F l a . 10- 8 -28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

7 Commercial N a t i o n a l Bank, Wate r loo , l a . ( S u p p l e m e n t a l ) 1 0 - 9 -28 
10 F i r s t N a t i o n a l Bank, Manhat tan , Kans. 10- 9 -28 
10 P r o d u c e r s N a t i o n a l B&rik, T u l s a , Okla . 10-11-28 
12 F i r s t N a t i o n a l Bank i n C h e h a l i s , C h e h a l i s , Wash. 10-12-28 

r 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED OCTOBER. 19, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

Date 

Admit ted to Membership: 

None. 

C o n s o l i d a t i o n of S t a t e Members: 

The Lake E r i e T rus t Co. , C l e v e l a n d , 0 . , and t h e 
U n i t e d Banking & T r u s t Co . , C l e v e l a n d , 0 . , "both members, 
have c o n s o l i d a t e d unde r t h e t i t l e o f t h e U n i t e d Banking 
& T r u s t Co. 10- 1 -26 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

F i r s t N a t i o n a l Bank, Ipswich , I f c s s . 10-17-28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED OCTOBER 26, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . 
No. 

Admit ted t o Membership: 

C a p i t a l S u r p l u s 

4 Bank of Commerce & T r u s t Co . , 
C i n c i n n a t i , Ohio $976,800 $314,860 

T o t a l 
r e s o u r c e s Date 

i , 071 ,770 10-24-28 

C losed : 

P a l m e t t o Bank & Trus t Co . , F l o r e n c e , S . C. 

Vo lun t a ry Withdrawal; 

A l t a V i s t a Savings Bank, A l t a V i s t a , Iowa 

1 0 - 2 6 - 2 8 

1 0 - 2 2 - 2 8 

PERMISSION GRANTED TO EKERCISE TRUST POWERS: 

7 N a t i o n a l B r o o k v i l l e Bank, B r o o k v i l l e , I n d . ( S u p p l e m e n t a l ) 10-24-28 
7 C i t y N a t i o n a l Bank, Oshkosh, Wis. (Supp lementa l ) 10-24-28 

10 Packers N a t i o n a l Bunk of South Omaha, Omaha, Nehr . 10-24-28 
10 F i d e l i t y N a t i o n a l Bank, Oklahoma C i t y , Okla . 10-25-28 
11 C i t y N a t i o n a l Bank, Corpus C h r i s t i , Texas 10-25-28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED NOVEMBER 2 , 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

, D i s t . Date 

Admit ted to Membership: 

None. 

C o n s o l i d a t e d w i th N a t i o n a l Bank: 

3 The Oxford Bank & Trus t Co. , P h i l a d e l p h i a , P a . , has c o n -
s o l i d a t e d w i t h and under t h e c h a r t e r and t i t l e o f t h e Corn 
Exchange N a t i o n a l Bank & T r u s t Co . , P h i l a d e l p h i a , P a . 10-31-28 

Vo lun ta ry Wi thdrawal : 

8 Bank of E a r l e , E a r l e , Ark. 11- 1 -28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

2 
11 

Commercial N a t i o n a l Bank & T r u s t Co. , New York, N. Y. 
C o l l i n County N a t i o n a l Bank, MbKinney, Texas . 

1 1 - 2 - 2 8 
10-31-28 

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



s t , 

7 . 
9 
9 

2 
2 
3 
3 
3 
3 

2 

19 

X-1530 

FEDERAL RESERVE HOARD ANNOUNCEMENT 
WEEK ENDED NOVEMBER 9 , 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admit ted t o Membership: 

None. 

Date 

V o l u n t a r y Wi thdrawal : 

C i t i z e n s Savings Bank, E l d o r a , Iowa 
Merchants Bank, Winona, Minn, 
F i r s t S t a t e Bank, P h i l i p s t i u r g , Mont. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

P e o p l e s N a t i o n a l Bank, Pa tchogue , N.Y. 
Hamil ton N a t i o n a l Bank, Weekawken, N . J . 
F i r s t N a t i o n a l Bank, Bangor, P a . 
F i r s t N a t i o n a l Bank, Eas ton , P a , 
%-ers town N a t i o n a l Bank, Myerstown, P a , ( S u p p l e m e n t a l ) 
B r i d g e p o r t N a t i o n a l Bank, B r i d g e p o r t , Pa . 

11- 9 -28 
7-11-28 
7-30-28 

1 - 7-28 
1 - 7-28 
1 - 7-28 
1 - 7-28 
1 - 7-28 
1 - 7-28 

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OF EXCHANGE 
UP TO 100 PER CENT OF CAPITAL AND'SURPLUS. 

Bank of America N a t i o n a l A s s o c i a t i o n , New York, N.Y. 11- 7-28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED NOVEMBER 16, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 

None. 

PERMISSION GRANTED TO EKERCI3E TRUST POWERS: 

4 Second N a t i o n a l Bank of P a i n t s v i l i e , Ky. 11-10-28 
7 F i r s t N a t i o n a l Bank of P l a i n f i e l d , I n d . 11-12-28 
7 F i r s t N a t i o n a l Bank of Ottumwa, Iowa 11-10-28 
8 F i r s t N a t i o n a l Bank of Paduoah, Ky» 11-12-28 
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X-1530 

FEDERAL RESERVE BOABD ANNOUNCEMENT 
WEEK ENDED NOVEMBER 23, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Da te 

Admit ted t o Membership: 

None. 

V o l u n t a r y Wi thdrawals : 

7 H i n c k l e y S t a t e Bank, Hinck ley , 111. 11-19-28 
7 Mayer S t a t e Bank, South Whi t l ey , Ind . 11-17-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS; 

None. i 
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X-1530 

\ 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED NOVEMBER 30, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . P a t e 
Admitted t o Membership: 

None. 

Abso rp t i on of Nonmember ; 

2 The Bank of G lenda l e , G l e n d a l e , New York C i t y , a 
nonmem'ber, has "been absorbed "by t h e Globe Exchange Bank, 
Brooklyn , N. Y . , a member bank . 11-30-28 

Vo lun ta ry Withdrawal : 

3 G l o u c e s t e r C i t y T rus t Co. , G l o u c e s t e r C i t y , N . J . 11-28-28 

C losed : 

7 Farmers Savings Bank, Sac C i t y , Iowa 11-23-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

1 
2 

F i r s t N a t i o n a l Bank, W e s t f i e l d , Mass. 
S t r a u s N a t i o n a l Bank & T r u s t Co . , New York, N. Y. 

1 1 - 2 6 - 2 8 
1 1 - 1 6 - 2 8 
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11 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED DECEMBER 7, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

X-1530 

Admitted t o Membershipi 
Da t e 

None. 

C losed : 

S t a t e Savings Bank, U te , Iowa 12- 1 - 2 8 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Hampton Bays N a t i o n a l Bank, Hampton Bays, N• Y. 12- 4-28 
F i r s t N a t i o n a l Bank, P a t t o n , P a . (Supplementary) 1 2 - 4 -28 
F i r s t N a t i o n a l Bank, Weather ly , Pa . 12 - 4 -28 
Commercial N a t i o n a l Bank, L a f a y e t t e , La. (Supplementary) 12- 7-28 
F i r s t N a t i o n a l Bank, South P i t t s t r u r g , Tenn. 12- 4 -28 
N a t i o n a l Bank of P o n t i a c , P o n t i a c , 111. 12- 4 -28 
Commercial N a t i o n a l Bank, Rockfo rd , 111. 12- 3 -28 
Merchants N a t i o n a l Bank, D e t r o i t , Mich. 12- 3 - 2 8 
Old N a t i o n a l Bank, Beaver Dam, Wis . (Supplementary) 12- 7-28 
F i r s t N a t i o n a l Bank, Wausau, Wis. (Supplementary) 12- 3 - 2 8 
F i r s t N a t i o n a l Bank, P e t e r s b u r g , I n d . 1 2 - 7 -28 
Midway N a t i o n a l Bank, S t . P a u l , Minn. 12- 7-28 
F i r s t N a t i o n a l Bank, Norman, Ok la . 12- 7-28 
C i t i z e n s N a t i o n a l Bank, Den ison , Tex. (Conf i rma to ry ) 12- 3-28 

# 
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X-1530 

FEDERAL BSSEHVE BOARD ANNOUNCEMENT 
WEEK ENDED DECEMBER 14, 1928 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 
Admitted t o Membership: 

None. 

Merged wi th Nonmember: 

7 The S e c u r i t y T r u s t & Savings Bank, Cedar F a l l s , Iowa, a 
member, has merged wi th t h e C i t i z e n s Savings Bank, Cedar 
F a l l s , Iowa, nonmember, under t i t l e of C i t i z e n s - S e c u r i t y -
T r u s t and Sav ings Bank of Cedar F a l l s , a nonmember. 10-27-28 

Absorp t ion of Nonmember: 

7 The Iowa S t a t e Savings Bank, F a i r f i e l d , Iowa, member, 
h a s a b s o r b e d t h e Farmers S t a t e Bank, F a i r f i e l d , Iowa, a 
nonmember. 

Conver ted to N a t i o n a l Bank: 

8 The South S ide Trus t Co. , S t . Lou i s , Mb., has c o n v e r t e d 
i n t o t h e South S ide N a t i o n a l Bank of S t . L o u i s . 12- 7-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS : 

1 I n d i a n Head N a t i o n a l Bank, Nashua, N. H. (Supp lementa l ) 12-10-28 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED DECStBER 21, 1928 

CHANGES IN STATE BANK MEMBERSHIP: 

D i s t . Date 

Admitted t o Membership; 

None. 

Abso rp t i on of N a t i o n a l Bank. 

2 The Munic ipa l Bank and Trus t Co. , Brooklyn , N. Y . , 
has abso rbed t h e Seventh N a t i o n a l Bank of New York, N. Y. 12-21-28 

C o n s o l i d a t e d w i th N a t i o n a l Bank: 

7 The Second Ward Savings Bank, Milwaukee, Wis . , has 
c o n s o l i d a t e d w i t h and under c h a r t e r and t i t l e of t h e 
F i r s t - W i s c o n s i n N a t i o n a l Bank, Milwaukee, Wis. 12-15-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

9 
10 

Gogebic N a t i o n a l Bank, Ironwood, Mich. 
S t a t e N , t i o n a l Brink, Shawnee, Oklr,. 

1 2 - 2 1 - 2 8 
' 1 2 - 2 1 - 2 8 
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FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK AIDED DECEMBER 28, 1928. 

CHANGES IN STATE BANK MEMBERSHIP: 

3G 

X-1530 

D i s t . Date 

9 

12 

Admit ted t o Membership: 

None. 

Absorbed, "by Nonmember: 

S t a t e Savings Bank, Laurium, Mich. (Absorbed by 
Merchants & Miners Bank, Calumet, Mich . , nonmember). 

F i l l m o r e Commercial & Savings Bank, F i l l m o r e , Utah 
( C o n s o l i d a t e d w i t h and under t i t l e of S t a t e Bank of 
M i l l a r d County, F i l l m o r e , Utah, nonmember). 

11-27-28 

12-19-28 

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OF EXCHANGE 
UP TO 100 PER CENT OF CAPITAL ".HP SURPLUS: 

Nassau N a t i o n a l Bank, Brooklyn, N. Y. 12-27-28 

PERMISSION GRANTED TO EXERCISE TRUST POWERS; 

P e o p l e s N a t i o n a l Bank & Trus t Co. , S u l l i v a n , I nd . 
(Supp lementa l ) 12-27-28 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD X-6084 

J u l y 2 , 1928. 

CONFIDENTIAL. 

Dear S i r : 

The a t t a c h e d communicat ion f rom t h e A s s i s t a n t 
S e c r e t a r y of t h e T r e a s u r y , w i t h r e f e r e n c e to t h e s t a t u s 
of t h e T r e a s u r y ' s p rogram f o r r e d u c i n g t h e s i z e of c u r r e n c y 
n o t e s i n so f a r a s i t conce rns the Bureau of Engrav ing and 
P r i n t i n g , i s s e l f - e x p l a n a t o r y . You w i l l n o t e p a r t i c u l a r l y 
t h e r e q u e s t c o n t a i n e d i n t h e l e t t e r t h a t t h e Board p l a c e 
a p p r o p r i a t e p r i n t i n g o r d e r s f o r t h e new n o t e s . I t seems 
d e s i r a b l e t o t h e Board t h a t t h i s r e q u e s t "be compl ied w i t h , 
and you a r e , t h e r e f o r e , r e q u e s t e d t o c o n s u l t w i t h t h e p r o p e r 
o f f i c i a l s -of your "bank and w i r e the F e d e r a l R e s e r v e B o a r d , on 
o r b e f o r e J u l y 1 0 t h , t h e amount of each d e n o m i n a t i o n of n o t e s 
of y o u r bank which s h o u l d be p r i n t e d d u r i n g t h e f i s c a l y e a r , 
i n o r d e r t h a t t h e r e may be on hand h e r e a t t he c l o s e of t h e 
y e a r s u f f i c i e n t s t o c k s of t h e s m a l l e r n o t e s t o t a k e c a r e of 
y o u r r e q u i r e m e n t s ' f o r a t e n o r * t w e l v e mon ths ' p e r i o d . 

The q u e s t i o n of t h e i s s u e d a t e or d a t e s f o r t h e new 
F e d e r a l r e s e r v e n o t e has n o t y e t been d e t e r m i n e d . As s t a t e d 
i n t h e T r e a s u r y ' s l e t t e r , t h i s w i l l depend ( l ) upon t h e t ime 
which i t t a k e s t o a c c u m u l a t e i n advance s u f f i c i e n t s t o c k s of 
t h e new. n o t e s , and (2 ) t h e e x t e n t t o which i t may seem d e s i r -
a b l e t o make u s e of e x i s t i n g s t o c k s of F e d e r a l r e s e r v e n o t e s 
of t h e p r e s e n t s i z e . The Board would n o t be i n c l i n e d to l o o k 
w i t h f a v o r upon any s u g g e s t i o n ' a s t o the i s s u e d a t e f o r t h e 
new F e d e r a l r e s e r v e n o t e s which might i n v o l v e t h e d e s t r u c t i o n 
of too l a r g e an amount of t he u n i s s u e d s t o c k of n o t e s of t h e 
p r e s e n t s i z e and ha s so a d v i s e d t h e T r e a s u r y Depar tment i n i t s 
r e p l y t o t h e e n c l o s e d communica t ion . 

The T r e a s u r y h a s r e q u e s t e d t h a t t h e c o n t e n t s of t h e 
e n c l o s e d l e t t e r be t r e a t e d a s s t r i c t l y c o n f i d e n t i a l . 

Very t r u l y y o u r s , 

Edmund P i a t t , 
Vice Gove rno r . 

TO ALL FEDERAL RESERVE AGENTS. 

E n c l o s u r e . Digitized for FRASER 
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T R E A S U R Y D E P A R T M E N T 

WASHINGTON 

X-6084-a 

June 29, 1928. 

JJeax Governor P i a t t : 

R e f e r r i n g to my d i s c i s s i o n w i t h your Board Tuesday morning, 

r e l a t i v e to the s t a t u s of the T r e a s u r y ' s program f o r r e d u c i n g the 

s i z e of cu r r ency n o t e s , I wish to c o n f i r m my s t a t e m e n t s made a t the 

c o n f e r e n c e to the e f f e c t t h a t the problem immedia te ly c o n f r o n t i n g 

the Treasury i s to complete a d j u s t m e n t s a t t he Bureau of Engraving -

and P r i n t i n g which have been unde r way f o r some t ime p a s t , and p a r -

t i c u l a r l y , so f a r a s can be done, a d j u s t m e n t of t he l a b o r s i t u a t i o n 

f o r t h e coming f i s c a l y e a r , b e g i n n i n g J u l y 1 , 1928. Commencing, on 

o r abou t t h a t d a t e , the Bureau p r o p o s e s to go i n t o t h e p r o d u c t i o n of 

U n i t e d S t a t e s n o t e s of t h e s m a l l e r s i z e and a l o n g abou t October o r 

November, 1928, i t w i l l be p r e p a r e d to beg in p r o d u c i n g F e d e r a l r e s e r v e 

n o t e s of t h e r e d u c e d s i z e . 

I t i s e s s e n t i a l t h a t the work a t t he Bureau be l a i d out over 

the f i s c a l yea r p e r i o d and i n t h i s connec t ion we shou ld know a t t h e 

e a r l i e s t p r a c t i c a b l e d a t e the amount of F e d e r a l r e s e r v e n o t e p r i n t i n g s 

f o r t h e yea£ . Un les s u n f o r e s e e n c o n t i n g e n c i e s a r i s e , new n o t e s of t he 

v a r i o u s T r e a s u r y i s s u e s w i l l be p u t i n t o c i r c u l a t i o n a t a b o u t the end 

of t h e coming f i s c a l y e a r , and the work a t t he Bureau of Engraving and 

p r i n t i n g d u r i n g t h e e a r l y months of the yea r w i l l be d i r e c t e d toward 

b u i l d i n g up a d e q u a t e s t o c k s of t h e s e n o t e s . I t i s c o n f i d e n t l y 

b e l i e v e d t h a t t he r e s e r v e bank i s s u e s , or a t l e a s t some of those of 
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t h e r e s e r v e t a n k s , can be p u t i n t o c i r c u l a t i o n s h o r t l y a f t e r the c l o s e 

of t he f i s c a l y e a r , t h a t i s , a f t e r J u l y 1, 1929, and consequen t ly I 

pubmit t h a t the Bureau of Engraving and P r i n t i n g shou ld b§ d i r e c t e d to 

commence a s soon a s p r a c t i c a b l e the p r i n t i n g of the new F e d e r a l r e s e r v e 

j i o t e s , so t h a t by the c l o s e of the year t h e r e w i l l have been accumula ted 

&t t h e Bureau f o r each F e d e r a l r e s e r v e bank s u f f i c i e n t s t o c k s of each 

denomina t ion t o meet r equ i r emen t s f o r a t en or twe lve months ' p e r i o d 

f o l l o w i n g t h e d a t e or d a t e s upon which the new r e s e r v e n o t e s a r e p u t 

i n t o c i r c u l a t i o n . The Treasury would, t h e r e f o r e , a p p r e c i a t e your 

Board p l a c i n g a p p r o p r i a t e p r i n t i n g o r d e r s wi th the Bureau of Engraving 

and P r i n t i n g . 

I wish to r e i t e r a t e my p r e v i o u s a d v i c e t h a t the i s s u e d a t e or 

d a t e s f o r reduced s i z e d F e d e r a l r e s e r v e bank cu r rency i s dependent 

(1) upon the t ime which i t t akes t o accumula te i n advance s u f f i c i e n t 

s t o c k s t h e r e o f , and (2 ) the e x t e n t to which i t may seem d e s i r a b l e to 

make u s e of now e x i s t i n g s t o c k s of F e d e r a l r e s e r v e n o t e s of the p r e s e n t 

s i z e . 

While i t may n o t be p o s s i b l e to f i x a d a t e t h a t w i l l p e r m i t of 

the e n t i r e s t o c k of t h e s e no te s b e i n g exhaus ted p r i o r to the t u r n o v e r , 

t h e T r e a s u r y w i l l g i v e c o n s i d e r a t i o n to t h i s problem i n f i x i n g t h e i s s u e 

d a t e , and a s I have p r e v i o u s l y p o i n t e d o u t , the r e d u c t i o n i n c o s t of 

t h e new n o t e s w i l l s p e e d i l y compensate the banks f o r any b a l a n c e of 

n o t e s t h a t i t may be found n e c e s s a r y to d e s t r o y . 

Very t r u l y y o u r s , 
Edmund P i a t t , E s q . , 
Vice Governor , (S) 
F e d e r a l Reserve Board- HEWBY HEERICK BOOT), 

A s s i s t a n t S e c r e t a r y . 
Digitized for FRASER 
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FEDERAL R3S2RVE BASK 
of 

Kansas C i t y 

March 2 4 t h 
1 9 2 8 . 

Honorable W a l t e r Wyat t , 
Genera l Counsel , F e d e r a l Reserve Board, 
Washington, D. C. 

My dea r Mr. Wyat t : 

I have youf t e l e g r a m r e q u e s t i n g t h a t I f u r n i s h you w i t h 
my views conce rn ing t h e p r o p o s e d u n i f o r m bank c o l l e c t i o n code . I 
have assumed, a l t h o u g h a p p a r e n t l y e r r o n e o u s l y , t h a t t he m a t t e r was 
of no p a r t i c u l a r u r g e n c y , and on accoun t of t h e c o n s i d e r a b l e t ime 
I have been a b s e n t f rom t h e o f f i c e and t h e p r e s s of work w h i l e h e r e , 
I have no t p r e v i o u s l y a t t e m p t e d t o go i n t o i t , a s I o t h e r w i s e would 
have done . Th i s I r e g r e t e x c e e d i n g l y , e s p e c i a l l y s i n c e i t a p p e a r s 
t h a t i n w a i t i n g t o h e a r f rom me you have e x p e r i e n c e d some d e l a y and 
i nconven i ence i n g e t t i n g t h e work of t h e committee u n d e r way. 

I n go ing over t he code I have no t a t t e m p t e d t o f o r m u l a t e 
s u g g e s t i o n s a s t o changes o r a d d i t i o n s , which I b e l i e v e i s i n a c c o r d -
ance w i t h t h e u n d e r s t a n d i n g h a d a t our c o n f e r e n c e , b u t have endeavored 
on ly t o f i n d p o s s i b l e weaknesses i n i t . What I s h a l l say a c c o r d i n g l y 
s h a l l be somewhat i n t h e n a t u r e of a s e r i e s of i n t e r r o g a t o r i e s con-
c e r n i n g i t . 

S e c t i o n 3 . 

I n t h e f i r s t s en t ence of t h i s s e c t i o n i t i s p r o v i d e d t h a t 
a bank of d e p o s i t s h a l l have t h e r i g h t to revoke any c r e d i t g i v e n f o r 
an i t e m d e p o s i t e d b e f o r e t h e c l o s e of bank ing h o u r s on t h e day of de-
p o s i t , i f a t t he t ime of d e p o s i t t he c r e d i t t o t h e accoun t of t h e 
drawer i s i n s u f f i c i e n t f o r the payment of t h e i t e m . I n t h e n e x t 
s e n t e n c e i t i s p r o v i d e d t h a t i f s u f f i c i e n t f u n d s a r e d e p o s i t e d or 
c r e d i t e d to t h e accoun t d u r i n g t h e same day the i t em s h a l l be deemed 
p a i d a t t h e t ime of such d e p o s i t or c r e d i t . 

Q u e r i e s : 

1 . Does no t t h e f i r s t s e n t e n c e a f f o r d a l l t h e p r o t e c t i o n t h a t 
a bank of d e p o s i t r e q u i r e s i n a c c e p t i n g i t ems f o r d e p o s i t drawn 
upon i t s e l f ? 
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2 . Does the second sen t ence c r e a t e a doubt as 
t o i t s e f f e c t a s a g a i n s t an a t t a c h m e n t or ga rn i shment 
of t he drawers accoun t l e v i e d subsequent t o the t ime 
of t h e d e p o s i t of t h e i t em and p r i o r t o t h e t ime t h e 
accoun t i s made s u f f i c i e n t , and a l s o does i t c r e a t e 
a doubt a s to t h e e f f e c t of a s top-payment o r d e r 
g i v e n d u r i n g t h e same i n t e r i m ? 

The c o n c l u d i n g p a r t of t h i s s e c t i o n i s t o t h e e f f e c t t h a t a sub-
sequent d e p o s i t o r c r e d i t may no t o p e r a t e a s payment of an i t em p r e v i o u s l y 
d e p o s i t e d i f " a t such t ime thepe i s an e x i s t i n g i n d e b t e d n e s s of such * 
drawer * the s e t - o f f of which Would r e n d e r such d e p o s i t o r c r e d i t i n s u f f i c i e n t 
to pay such i t e m . 

Q u e r i e s : 

1 . I s no t t h e " e x i s t i n g i n d e b t e d n e s s " r e f e r r e d to an i n d e b t -
edness t h e n due or one which may be t h e n s e t - o f f , and 
i f so i s t he r e c i t a l e n t i r e l y c l e a r to t h a t e f f e c t ? 

2 . What r e a s o n i s t h e r e f o r making payment c o n t i n g e n t upon 
t h e r e b e i n g no e x i s t i n g i n d e b t e d n e s s , where t h e account 
of t h e drawer i s s u b s e q u e n t l y c r e d i t e d w i t h f u n d s s u f f i -
c i e n t t o pay an i t em p r e v i o u s l y d e p o s i t e d , a s p r o v i d e d 
i n t h e l a s t s e n t e n c e of t h e s e c t i o n , and no t making p a y -
ment so c o n t i n g e n t , where t h e accoun t of t h e drawer i s 
ample when t h e i t em i s d e p o s i t e d , a s p r o v i d e d i n t h e f i r s t 
s e n t e n c e of t h e s e c t i o n ? 

S e c t i o n 6 . 

I n t h i s s e c t i o n t h e r e a r e p r e s c r i b e d " r u l e s of o r d i n a r y c a r e i n 
f o r w a r d i n g and p r e s e n t m e n t " . 

Q u e r i e s : 

1 . R a t h e r t h a n f o r m u l a t e r u l e s which a p p a r e n t l y a t t e m p t 
t o embrace a l l a c t s , t h e pe r fo rmance of which c o n s t i t u t e 
o r d i n a r y c a r e , would i t no t be p r e f e r a b l e t o p r o v i d e 
s imply t h a t c o l l e c t i n g a g e n t s s h a l l have t h e a u t h o r i t y 
t o do s p e c i f i c a l l y named t h i n g s ? For i n s t a n c e , i n sub-
d i v i s i o n ( a ) of t h i s S e c t i o n ( S e c t i o n 6) i t i s made t h e 
e x e r c i s e of o r d i n a r y c a r e t o f o r w a r d i t ems by m a i l ( l ) 
d i r e c t t o t h e drawee or payor bank, ( 2 ) t o a n o t h e r bank 
c o l l e c t i o n a g e n t . The r i g h t t o u s e o t h e r means of t r a n s -
m i t t i n g t h e i t e m s t h a n by m a i l , or t o u s e an a g e n t o t h e r 
t h a n a bank, i s no t i n c l u d e d w i t h i n t h e r u l e of o r d i n a r y 
c a r e t h a t i s s t a t e d . I f t h e r i g h t were c o n f e r r e d a s 
a u t h o r i t y t o do t h e t h i n g s named, w i t h o u t p r e s c r i b i n g 
a r u l e a s t o what c o n s t i t u t e s o r d i n a r y c a r e , t h e q u e s t i o n 
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of whether o t h e r methods of h a n d l i n g would c o n s t i t u t e 
o r d i n a r y c a r e would d o u b t l e s s no t be a f f e c t e d , "but 
where a r u l e of o r d i n a r y c a r e i n such t r a n s a c t i o n s i s 
p r e s c r i b e d , and t h e method f o l l o w e d i s no t w i t h i n the 
te rms of such r u l e , t he e f f e c t of t h e r u l e i n such a 
case i s a q u e s t i o n abou t which I b e l i e v e t h e r e may be 
some c o n s i d e r a b l e dqub^. 

^ The l a s t c l a u s e i n s u b d i v i s i o n ( a ) of S e c t i o n 6 p r o v i d e s t h a t i t 
s h a l l no t be deemed o r d i n a r y c'^re t o fo rward an i t em f o r c o l l e c t i o n t o any 
bank a s to which t h e f o r w a r d i n g t a n k h a s knowledge o r r e a s o n a b l e ground t o 
b e l i e v e t h a t i t i s n o t i n a sound f i n a n c i a l c o n d i t i o n , and i t i s e i t h e r 
i n s o l v e n t o r a p p r o a c h i n g i n s o l v e n c y . 

Query: ] 

I s t h i s no t a s u g g e s t i o n to c o n t e n t i o u s h o l d e r s of i t ems 
t o charge c o l l e c t i n g a g e n t s w i t h knowledge of t he con-
d i t i o n of s u b - a g e n t banks? The r u l e which i s s t a t e d i s 
p e r h a p s t h e law a t t h i s t ime , b u t i t seems t h a t a con-
c r e t e s t a t e m e n t of i t ; i n a s t a t u t e would r e s u l t i n many 
u n w a r r a n t e d a t t e m p t s b e i n g made t o f i x l i a b i l i t y unde r 
i t s p r o v i s i o n s . Wi tness t h e Malloy d e c i s i o n . I observe 
t h a t t h e u n i f o r m s t a t u t e which h a s been p a s s e d i n many 
of t h e s t a t e s a u t h o r i z i n g i t ems t o be s en t d i r e c t t o 
drawee o r payor banks c o n f e r s t he r i g h t t o so hand l e 
i t ems upon the c o n d i t i o n t h a t t he " f o r w a r d i n g bank s h a l l 
have u s e d due d i l i g e n c e i n o t h e r r e s p e c t s i n c o n n e c t i o n 
w i t h t h e c o l l e c t i o n of such i n s t r u m e n t " . Would n o t t h e 
same o r s i m i l a r l anguage p r e s e r v e t o the owners of i t e m s 
t h e same r i g h t t h a t they would have under t h e above p r o -
v i s i o n s , and a t t he same time no t cause u n n e c e s s a r y em-
b a r r asment and annoyance t o c o l l e c t i n g banks? 

The l a t t e r p a r t of s u b - d i v i s i o n ( b ) of S e c t i o n 6 c o n t a i n s a p r o -
v i s i o n somewhat s i m i l a r t o t h a t i n s u b d i v i s i o n ( a ) which h a s j u s t been 
r e f e r r e d t o , a n d what h a s been s a i d t h e r e a p p l i e s l i k e w i s e t o t h i s s u b -
s e c t i o n . 

I n s u b d i v i s i o n ( c ) of S e c t i o n 6 i t i s p r o v i d e d t h a t where an 
i tem i s r e c e i v e d by m a i l by t h e drawee o r payor bank i t s h a l l be deemed 
the e x e r c i s e of o r d i n a r y c a r e to c o l l e c t t h e i t em by c h a r g i n g t h e amount 
to t he accoun t of t h e drawer i n t he even t the f u n d s t o h i s c r e d i t a r e 
s u f f i c i e n t , a t t h e f i r s t r e a s o n a b l e o p p o r t u n i t y . 

Q u e r i e s : 

1 . What p u r p o s e i s s e r v e d i& p r e s c r i b i n g a r u l e of 
o r d i n a r y c a r e i n t h i s connec t ion? 
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2 . Why shou ld any d i s t i n c t i o n "be made "between i t ems 
r e c e i v e d by m a i l and t hose d e p o s i t e d "by a customer 
of t h e drawee "bank ( S e c t i o n 3) a s t o when t h e i t e m s 
a r e p a i d ? 

3 . Should t h e r e "be a t ime f i x e d w i t h i n which i t ems 
must be c h a r g e d by the drawee bank o r r e t u r n e d ? 

I t i s a l s o p r o v i d e d i n s u b d i v i s i o n ( c ) of S e c t i o n 6 t h a t i t ems 
f i r s t r e c e i v e d i n the m a i l s s h a l l be cha rged to t h e accoun t of t h e drawer 
i n p r e f e r e n c e t o i t ems l a t e r p r e s e n t e d o r r e c e i v e d . 

(Queries: 

1 . Does t h a t n o t p l a c e a n i m p r a c t i c a b l e du ty on 
t h e drawee bank i n a c t u a l o p e r a t i o n ? 

2 . Would i t p r e v e n t i t ems of s m a l l e r amounts 
b e i n g c h a r g e d t o t h e a c c o u n t of t he drawer i f no 
a d d i t i o n a l c r e d i t s were made t o h i s account and 
t h e accoun t were s u f f i c i e n t t o pay the s m a l l e r 
i t ems? 

S e c t i o n 8 . 

With r e f e r e n c e to t h e du ty t o make i n q u i r y conce rn ing a n i t em 
f o r which r e t u r n s have n o t been r e c e i v e d , w i t h i n what t ime must such i n -
q u i r y be made, and what c o n s t i t u t e s " p r o p e r i n q u i r y " ? 

S e c t i o n 9 . 

The l a s t s e n t e n c e of t h i s s e c t i o n r e f e r s t o t h e duty of a c o l l e c t -
ing agen t which h a s knowledge of t h e a p p r o a c h i n g i n s o l v e n c y of a drawee "bank, 
or r e a s o n a b l e ground t o s u s p e c t t h a t i t i s abou t t o c l o s e i t s d o o r s . The 
same i n q u i r y i s made c o n d e r n i n g t h i s p r o v i s i o n a s h a s been made c o n c e r n i n g 
s i m i l a r p r o v i s i o n s i n s u b d i v i s i o n s ( a ) and (b ) of S e c t i o n 6 . 

S e c t i o n 1 1 . 

At t he commencement of t h i s s e c t i o n i t i s p r o v i d e d t h a t i t ems 
which come w i t h i n t h e te rms of S e c t i o n 188 of t he N e g o t i a b l e I n s t r u m e n t s 
Act a r e e x c e p t e d . Should no t an e x c e p t i o n a l s o be made a s t o i t e m s which 
come w i t h i n t h e te rms of S e c t i o n 186 of t h e N e g o t i a b l e I n s t r u m e n t s Act? 

The c o n t i n u e d l i a b i l i t y of t he drawer of an i t e m i s made de-
penden t no t on ly on c o n d i t i o n t h a t " ( 1 ) o r d i n a r y c a r e h a s been e x e r c i s e d 
i n f o r w a r d i n g such i t e m to t h e drawee or payor" bu t a l s o " ( 2 ) i n case of an 
agep t p r e s e n t i n g such i t em d i r e c t l y t o t h e drawee o r payor t h e r e ha s been 
no o p p o r t u n i t y o f f e r e d such agen t to o b t a i n money or a s o l v e n t c r e d i t " . 
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Query: 

Would no t the second c o n d i t i o n o p e r a t e to r e l e a s e 
the drawer i n most a l l i n s t a n c e s where the bank p r e -
s e n t i n g t h e i t em and the drawee "bank a r e l o c a t e d i n t h e 
same p l a c e , f o r what c i r c u m s t a n c e s i n such a case o t h e r 
t h a n i n s u f f i c i e n t money on hand to pay , or l a c k of a 
s o l v e n t c r e d i t i n t h e r e q u i s i t e amount, would c o n s t i t u -
t e a f a i l u r e of " o p p o r t u n i t y " to c o l l e c t i n money o r a 
s o l v e n t c r e d i t ? 

I n t h e l a s t s e n t e n c e of t h i s s e c t i o n a p a r t i a l r e l e a s e of drawers 
of i t ems i s p r o v i d e d f o r whore t h e t a n k or "banks p r e s e n t i n g t h e i t e m s e x -
changed t h e same f o r i t e m s a g a i n s t i t s e l f o r t hemse lves and the d r a f t of t he 
drawee t a n k . 

Q u e r i e s : 

1 . I s t h i s p l a n workable where c l e a r i n g s a r e made 
t h rough a c l e a r i n g house i n which s e t t l e m e n t s a r e 
made "between a l l c l e a r i n g member "banks upon n e t 
"balances due, and w i t h o u t r e f e r e n c e t o p a r t i c u l a r i t ems 
of c r e d i t s or d e b i t s a g a i n s t i n d i v i d u a l "banks? 

2 . Would n o t a p r o p o r t i o n a t e r e l e a s e r e s u l t i n 
u n c e r t a i n ! t i e s , c o n f u s i o n , and c o n t r o v e r s i e s ? 

3 . I f workab le , would no t t he drawers of i t ems p r e -
s e n t e d "by c o l l e c t i n g a g e n t s a g a i n s t which t h e drawee 
bank h e l d i t e m s f o r c o l l e c t i o n , o b t a i n an advan tage 
over d rawers whose i t ems a r e f o rwa rded by m a i l f o r 
c o l l e c t i o n , w i t h o u t good r e a s o n f o r such advan tage? 

4 . Could no t e q u a l i t y of r i g h t s be m a i n t a i n e d a s 
be tween a l l h o l d e r s by c h a r g i n g back a l l i t e m s , and a s 
t o i t e m s r e c e i v e d f rom o t h e r banks f o r which i n p a r t 
i t e m s a g a i n s t such o t h e r banks were exchanged, r e q u i r e 
such banks t o pay t h e amount of such i t ems i n cash? 

5 . What e f f e c t does c h a r g i n g t h e i t ems t o t h e accoun t 
of t h e drawers have on e n d o r s e r s and p a r t i e s s e c o n d a r i l y 
l i a b l e ? 

6 . I f i t i s c o n t e m p l a t e d t h a t e n d o r s e r s o r p a r t i e s 
s e c o n d a r i l y l i a b l e s h a l l be r e l e a s e d , i s t h i s e n t i r e l y 
f a i r t o t h e owners of i t e m s , p a r t i c u l a r l y where such 
i t ems a r e a c c e p t e d on t h e c r e d i t of such p e r s o n s ? 
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S e c t i o n 1 2 . 

By t h i s s e c t i o n i t i s made the du ty of the r e c e i v e r o r o t h e r 
o f f i c e r i n charge of t h e a s s e t s of a f a i l e d "bank to r e t u r n to the p r e s e n t e r 
t h e r e o f a l l i t ems which a r e no t a c t u a l l y p a i d f o r . What p r o v i s i o n , i f any, 
s h o u l d t h e r e be a s t o i t ems which have been r e t u r n e d t o the drawers p r i o r 
t o t h e c l o s i n g of t h e bank? 

S e c t i o n 1 3 . 

S u b d i v i s i o n ( a ) of t h i s s e c t i o n p r o v i d e s t h a t upon the c l o s i n g 
of a bank p r e f e r e n c e s h a l l no t be g iven f o r a c L r a f t \ i s s u e d f o r an i t e m 
11 drawn upon, p a y a b l e by, o r a t " such bank . 

Query; I s no t t h i s p r o v i s i o n too broad? Would 
i t n o t w r o n g f u l l y deny a p r e f e r e n c e i n i n s t a n c e s 
where an a c t u a l f u n d came i n t o p o s s e s s i o n of t h e 
bank f o r payment of an item? For i n s t a n c e , i f 
t h e maker of a no te payab l e a t a bank p a i d t h e 
amount t h e r e o f t o t he bank i n cash immedia te ly 
p r i o r t o i t s c l o s i n g , would no t t he owner of t he 
no t e be r i g h t f u l l y e n t i t l e d t o r e c o v e r t he f u n d s a s 
a p r e f e r e n c e . The p r o v i s i o n , a s d r a f t e d , however , 
would appea r t o deny him t h i s r i g h t . 

I n s u b d i v i s i o n (b ) of p a r a g r a p h 13 a p r e f e r e n c e i s p r o v i d e d f o r 
a s t o i t ems which a bank h a s c o l l e c t e d f rom a n o t h e r bank . The manner i n 
which t h e c o l l e c t i o n h a s been e f f e c t e d f rom the o t h e r bank i s no t s t a t e d . 

Query: Should not t he r i g h t t o p r e f e r e n c e be dependent 
upon t h e e x i s t e n c e of t r u s t f u n d s , whether o r no t t h e 
same have become ming led w i t h a s s e t s of t he bank and 
some method of r e l i e f be p r o v i d e d f o r t h e owners of 
i t e m s c o l l e c t e d by an i n s o l v e n t bank, o t h e r than a t t h e 
expense of t h e d e p o s i t o r s and c r e d i t o r s of t h e f a i l e d bank? 

I f i n d t h a t I have been more p r o l i x t h a n I h a d e x p e c t e d , bu t I 
t r u s t t h e r e may be something i n what I have s a i d t h a t may be of v a l u e . 

Very c o r d i a l l y y o u r s , 

(S) H. G. Leedy. 

HG-L-L 

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



Copy X-6085-a 

HSREICK, SMITH, D01TALD & FARLEY 

F i r s t n a t i o n a l B u i l d i n g 
1 F e d e r a l S t r e e t 

Boston March 22 , 1928. 

Mr. Wa l t e r Wyat t , Genera l Counsel 
F e d e r a l Rese rve Bank 
Washington, D. C. 

Dear Mr. Wyat t : 

At t he l a s t c o n f e r e n c e of counse l of t he F e d e r a l r e s e r v e banks 

t h e r e was s u b m i t t e d i n d r a f t form Mr. B a t o n ' s p roposed "Uniform Bank Col-

l e c t i o n Code." As t h e r e was no o p p o r t u n i t y to d i s c u s s t h i s i n d e t a i l 

a t t h e c o n f e r e n c e , t he m a t t e r was r e f e r r e d t o a sub-commit tee and a l l 

counse l of t h e r e s e r v e banks were i n v i t e d to send i n t h e i r comments. 

When we r e t u r n e d f rom Washington, Mr. C a r r i c k took unde r con-

s i d e r a t i o n t h e e x p e r i e n c e of t h e F e d e r a l Rese rve Bank of Bos ton i n t h e 

m a t t e r of c o l l e c t i o n s . He a l s o o b t a i n e d f rom Mr. Agnew a copy of h i s 

l e t t e r t o Mr. P a t o n d a t e d December 23 l a s t , i n which Mr. Agnew a n a l y z e d t h e 

code . Mr. C a r r i c k and I have j u s t h a d an o p p o r t u n i t y t o go over t h i s m a t t e r 

and h e r e a r e my comments f o r what t h e y a r e w o r t h . 

We have never h a d a s i n g l e case i n c o u r t growing ou t of t h e c o l -

l e c t i o n of checks or o t h e r i t e m s . Mr. C a r r i c k t e l l s me t h a t t h e r e h a s 

never been any c o l l e c t i o n case i n v o l v i n g any l o s s t o t h e Rese rve Bank of 

Boston excep t i n c o n n e c t i o n w i t h one smal l i t em where we m i s r o u t e d a check 

and p a i d up the l o s s a s soon a s our n e g l i g e n c e became a p p a r e n t . 
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Thus, a t l e a s t so f a r as our p r a c t i c a l e x p e r i e n c e i s conce rned , 

t h e r e i s n o t h i n g i n e x i s t i n g c o n d i t i o n s t o i n d i c a t e t h e n e c e s s i t y of fornt-

u l a t i n g any code . P e r h a p s your committee w i l l t ake under advisement a s to 

whether a new code i s n e c e s s a r y . I t h i n k i t might "be "borne i n mind t h a t 

a l l new l e g i s l a t i o n , however c a r e f u l l y p r e p a r e d , t u r n s ou t a lmos t i n e v i t a b l y 

to he d e f e c t i v e o r ambiguous i n some r e s p e c t . 

Hot/ a s t o t h e code i t s e l f , I w o n ' t even p r e t e n d t o a n a l y z e the 

p r o v i s i o n s i n any comprehensive manner . I w i l l mere ly c a l l your a t t e n t i o n 

to t h e f o l l o w i n g p o i n t s . 

I n t h e f i r s t p l a c e i n tlie course of my p r i v a t e p r a c t i c e I have had 

q u i t e a b i t t o do w i t h b ranch banking . Mr. P a t o n d e f i n e s a "b ranch" a s a 

"bank" . Under h i s d e f i n i t i o n i s a bank w i t h a b ranch t h e e q u i v a l e n t of two 

banks? I s a check drawn g e n e r a l l y on a bank p a y a b l e a t a b r anch , and con-

v e r s e l y i s a check made p a y a b l e a t a b ranch payab l e a t t h e main o f f i c e of a 

bank? I d o n ' t t h i n k t h e p roposed code i s c l e a r on t h e p o i n t . 

Again t h e q u e s t i o n of s e t o f f where a bank h o l d s an unmatured no te 

of a d e p o s i t o r and t h e d e p o s i t o r becomes i n s o l v e n t i s i m p o r t a n t , p a r t i c u l a r l y 

where t h e bank d e s i r e s t o e x e r c i s e i t s r i g h t s p r i o r t o a c t u a l r e c e i v e r s h i p 

o r b a n k r u p t c y . I d o n ' t know t h a t t h i s i s a p r o p e r s u b j e c t f o r t h e code, bu t 

i t might be s u g g e s t e d t o Mr. P a t o n a s a q u e s t i o n t o be c o n s i d e r e d . 

I n M a s s a c h u s e t t s we have a d e c i s i o n ( C a s t a l i n e v s . N a t i o n a l C i t y 

Bank of Che l s ea . 249 Mass. 192.) h o l d i n g t h a t where two checks a r e p r e s e n t e d 
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a t t h e same t ime and t h e bank i s a b l e t o pay one b a t no t b o t h , t h e Bank 

owes a d u t y t o pay one . The p roposed code i s no t c l e a r a s t o t h e du ty of 

the bank where a number of checks a r e p r e s e n t e d a t t h e same t i m e . 
\ 

So f a r a s Mr. Agnew's s u g g e s t i o n s a r e concerned , i t seems t o me 

t h a t most of h i s p o i n t s a r e w e l l t a k e n . I am p a r t i c u l a r l y impres sed by h i s 

comments r e l a t i v e t o " s o l v e n t c r e d i t s " and r e l a t i v e t o r e s p o n s i b i l i t y where 

t h e r e i s knowledge o r r e a s o n a b l e grounds t o b e l i e v e t h a t a bank i s i n s o l v e n t 

or a p p r o a c h i n g i n s o l v e n c y . . 

I t r u s t t h a t t h e above few p o i n t s may be of some h e l p t o you . 

Very t r u l y y o u r s , 

(S igned) A. H. Weed. 

a b h l i t 
CC->Mr. C a r r i c k . 
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SQUIRE, SANDERS & HEMPSEY 

C o u n s e l l o r s a t Law 

The Union Trus t Bu i ld ing* 

C leve l and 

Wa l t e r Wyat t , Genera l Counse l , 
F e d e r a l Rese rve Board, 

Washington, D. C. 

Dear S i r : 

We r e g r e t t h a t i t was no t p o s s i b l e t o m a i l t h i s l e t t e r t o you l a s t 

n i g h t i n t ime t o r e a c h you i n Washington today , and a c c o r d i n g l y we w i r e d you 

t h i s morn ing a d v i s i n g t h a t our comments on t h e Uniform Bank C o l l e c t i o n Code 

wouJLd n o t r e a c h you u n t i l tomorrow. 

The f o l l o w i n g s u g g e s t i o n s have o c c u r r e d t o u s i n r e v i e w i n g the 

d r a f t of t h e p r o p o s e d Code p r e p a r e d by Mr. P a t o n : 

S e c t i o n 1 , D e f i n i t i o n s . 

S u b d i v i s i o n ( a ) . The conc lud ing s e n t e n c e shou ld , we t h i n k , "be 

changed t o r e a d : "A b r a n c h of any such i n s t i t u t i o n s h a l l be deemed a bank 

f o r t h e p u r p o s e of t h i s a c t . " 

S u b d i v i s i o n ( b ) . We do no t b e l i e v e t h e r e i s a n e c e s s i t y to d e f i n e 

the t e r m " S o l v e n t c r e d i t " i n t h e Code f o r t h e r e a s o n t h a t we l a t e r e x p r e s s 

t h e o p i n i o n t h a t t h e p o r t i o n s t h e r e o f i n which t h e t e rm "So lven t c r e d i t " i s 

u s e d s h o u l d be e l i m i n a t e d f rom t h e p roposed Code. 

S e c t i o n 2 . Bank of d e p o s i t i s agen t f o r c o l l e c t i o n . Omit i n l i n e 

3 tlie words "payee o r o t h e r " f o r t h e r e a s o n t h a t t hey a r e s u p e r f l u o u s . 

S e c t i o n 3 . I t em on same bank . This S e c t i o n s h o u l d , we t h i n k , be 

r e v i s e d to r e a d a s f o l l o w s : 

X-6085-b 
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"Where a bank r e c e i v e s on d e p o s i t f o r c r e d i t t o t h e 
d e p o s i t o r , an i t em drawn upon i t or payab l e "by o r a t such 
t a n k , such i t em s h a l l "be dsemed p a i d a t t h e t ime of i t s r e -
c e i p t i f a t such t ime t h e r e a r e f u n d s t o the c r e d i t of t h e 
drawer or maker t h e r e o f s u f f i c i e n t f o r i t s payment a f t e r 
d e d u c t i o n t h e r e f r o m of any amount a s t o which such "bank h a s 
a r i g h t of s e t - o f f , I f a t t h e t ime of r e c e i p t of any such 
i t e m , such f u n d s a r e i n s u f f i c i e n t t o pay same and s u b s e q u e n t -
l y d u r i n g t h e same day s u f f i c i e n t f u n d s a r e d e p o s i t e d o r 
c r e d i t e d t o t h e accoun t of t h e drawer , such i t em s h a l l "be 
deemed p a i d a t t he t ime of such d e p o s i t or c r e d i t u n l e s s 
a t such t ime such "bank h a s a r i g h t of s e t o f f which would 
r e n d e r such d e p o s i t or c r e d i t i n s u f f i c i e n t t o p a y such i t e m . " 

. The p r i n c i p a l change s u g g e s t e d i n t h e r e v i s i o n of S e c t i o n 3 i s t o 

c l a r i f y t h e p r o v i s i o n t h a t payment s h a l l "be deemed t o "be made on ly i n t h e event 

a t t h e t ime t h e i t em i s r e c e i v e d , f u n d s a r e a v a i l a b l e f o r payment e x c l u s i v e of 

such amount a s may be s u b j e c t to t h e r i g h t of s e t - o f f by t h e d e p o s i t o r bank . 

In t h e o r i g i n a l d r a f t s p e c i f i c r e f e r e n c e i s made t o t h e r i g h t of s e t - o f f i n 

the c o n c l u d i n g p o r t i o n of t h e p a r a g r a p h , b u t no r e s e r v a t i o n of t h i s r i g h t i s 

made t o t h e bank i n the i n i t i a l p o r t i o n of t h e s e c t i o n . Obvious ly , t h e f u n d s 

a v a i l a b l e f o r payment s h o u l d be s u b j e c t t o d i m i n u t i o n by t h e d e p o s i t o r b a n k ' s 

r i g h t of s e t - o f f upon t h e r e c e i p t of t he i t em, and i t seems to u s t h a t t h i s 

r e s e r v a t i o n s h o u l d be c l e a r l y made i n t h e l anguage of t h e s e c t i o n # 

S e c t i o n 5 . Duty and r e s p o n s i b i l i t y of bank c o l l e c t i o n a g e n t s . 

I t seems t o u s t h a t t h i s c a p t i o n shou ld r e a d : "Duty and r e s p o n s i b i l i t y 

of bank c o l l e c t i n g a g e n t s . " The t e x t of t h i s s e c t i o n s h o u l d , i t seems to u s , 

be changed to r e a d : 

I t s h a l l be t h e duty of t h e i n i t i a l o r any subsequen t 
bank c o l l e c t i n g agen t to e x e r c i s e o r d i n a r y c a r e i n t h e c o l l e c -
t i o n of an i t em and when such du ty i s p e r f o r m e d , such agen t 
bank s h a l l n o t be r e s p o n s i b l e i f , f o r any c a u s e , t h e i n s t r u m e n t 
i s n o t c o l l e c t e d . An i n i t i a l or subsequent bank c o l l e c t i n g 
a g e n t s h a l l be l i a b l e f o r t h e n e g l e c t , m i sconduc t , m i s t a k e s , 
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o r d e f a u l t s of any o t h e r agen t bank . The drawee o r p a y e r 
s h a l l he deemed a c o l l e c t i n g agen t of t h e owner o r h o l d e r 
f o r t h e p u r p o s e of c o l l e c t i n g an i t em from i t s e l f , o t h e r t h a n 
a d e p o s i t e d i t e m " . 

"Bank c o l l e c t i n g agen t " ha s been s u b s t i t u t e d f o r 
"Agent c o l l e c t i o n bank" and f o r "Agent c o l l e c t i n g bank" , 

S e c t i o n s 6, 7 and 8 . I t does no t seem t o u s t h a t t he p r o v i s i o n of a 

u n i f o r m bank c o l l e c t i o n code can s a f e l y .go f a r t h e r t h a n t h e p r o v i s i o n s of 

S e c t i o n 5 i n a t t e m p t i n g to f i x the duty of c o l l e c t i n g a g e n t s . We b e l i e v e , 

t h e r e f o r e , t h a t t h e p r o v i s i o n s of S e c t i o n s 6, 7, and 8 s h o u l d be o m i t t e d . 

The a t t e m p t i n s u b d i v i s i o n ( a ) of S e c t i o n 6 t o p r o v i d e what does 

no t c o n s t i t u t e o r d i n a r y c a r e i n f o r w a r d i n g an i t em f o r c o l l e c t i o n t o any 

bank, i s dange rous . I t i s b e l i e v e d t h a t c o n d i t i o n s unde r which i t e m s may be 

p r o p e r l y f o r w a r d e d a r e n o t s u s c e p t i b l e of d e f i n i t i o n and t h a t i f t h e l a i t -

guage of t h i s s u b d i v i s i o n were e n a c t e d a s law, t he r e s u l t would be t o e n -

courage c l a i m s a g a i n s t banks on the ground t h a t t h e knowledge e x i s t e d o r 

s h o u l d have e x i s t e d t h a t t h e bank to which t h e i t em was fo rwarded , was no t 

i n a sound, f i n a n c i a l c o n d i t i o n . 

I n t h e F e d e r a l Reserve System i t i s f r e q u e n t l y t r u e , we u n d e r s t a n d , 

t h a t banks a r e u s e d a s c o l l e c t i n g a g e n t s which a r e no t r e g a r d e d by t h e 

o f f i c e r s of t h e F e d e r a l Rese rve Bank of t h e d i s t r i c t a s b e i n g i n a sound, 

f i n a n c i a l c o n d i t i o n . I n t h e l a s t a n a l y s i s , t he q u e s t i o n of whe the r a bank 

i s a p r o p e r c o l l e c t i n g agen t i s dependent upon so many f a c t s i n each p a r -

t i c u l a r c a s e t h a t we do n o t t h i n k an a t t e m p t s h o u l d be made by s t a t u t e t o 

p r e s c r i b e t h e c o n d i t i o n s which make a bank a p r o p e r c o l l e c t i n g a g e n t . 
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S u b - d i v i s i o n ( b ) of S e c t i o n 6 does no t seem t o u s to add a n y t h i n g 

to t h e common law l i a b i l i t y of a c o l l e c t i n g a g e n t . 

S u b d i v i s i o n ( c ) l a c k s t h e r e s e r v a t i o n of t h e r i g h t t o p r o t e c t t he 

drawee or payor "bank on i t s c l a ims a g a i n s t t he drawer of t h e check r e c i t e d 

i n S e c t i o n 3 of t h e d r a f t . I t seems t o u s t h a t t h i s s u b - d i v i s i o n s h o u l d a t 

l e a q t be r e v i s e d t o c o n t a i n t h e same r e s e r v a t i o n of r i g h t t o t h e drawee o r 

payor bank c o n t a i n e d i n S e c t i o n 3 , and p r e f e r a b l y i t s h o u l d be o m i t t e d en-

t i r e l y . 

S e c t i o n 7 seems t o u s who l ly s u p e r f l u o u s a n d u n n e c e s s a r y because 

the r u l e p r e s c r i b e d i s , we b e l i e v e , t h e r u l e by which the c o l l e c t i n g bank 

would be bound r e g a r d l e s s of s t a t u t e . 

S e c t i o n 8 seems t o u s t o be s u p e r f l u o u s and u n n e c e s s a r y because 

i t p r e s c r i b e s a r u l e of d i l i g e n c e which, wo b e l i e v e , i s imposed by common 

law, 

S e c t i o n 9 seems t o u s t o be an i l l a d v i s e d a t t e m p t to p r e s c r i b e 

by s t a t u t e t h e r i g h t t o a c c e p t payment i n a form o t h e r t h a n money which i s 

b e s t c o v e r e d by agreement be tween t h e d e p o s i t o r and t h e d e p o s i t o r y bank . 

We do n o t t h i n k i t a d v i s a b l e t h a t t he s t a t u t e s h o u l d a t t e m p t to d e f i n e what 

c o n s t i t u t e s o r d i n a r y c a r e f o r t h e r e a s o n s s t a t e d s u p r a . We b e l i e v e t h i s 

s e c t i o n s h o u l d be o m i t t e d e n t i r e l y . 

S e c t i o n 1 0 . C o l l e c t i o n of -paper t a k e n i n payment . Th i s s e c t i o n 

seems to u s t o be s u p e r f l u o u s and u n n e c e s s a r y . The o b l i g a t i o n of u s i n g 

o r d i n a r y c a r e o b v i o u s l y a p p l i e s a s t o a c t s done w i t h r e g a r d t o any p u r -

p o r t e d payment r e c e i v e d f o r i t ems which a bank i s a t t e m p t i n g t o c o l l e c t * 

Inasmuch a s we f e e l t h a t the p r o v i s i o n s of S e c t i o n s 6, 7, and 8 

shou ld be e l i m i n a t e d , we do no t b e l i e v e t h e r e i s any p u r p o s e i n i n c l u d i n g 

S e c t i o n 10 which r e l a t e s back to t h e s e c t i o n s ment ioned above c o v e r i n g the 
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S e c t i o n 1 1 . Cont inued l i a b i l i t y of d rawer . The f i r s t p o r t i o n 

of t h i s s e c t i o n end ing w i t h t h e words " t h e r e h a s been no o p p o r t u n i t y o f f e r - ' 

ed such a g e n t t o o b t a i n payment i n money or a s o l v e n t c r e d i t " seems t o u s 

t o be unsound . I t i s our t h e o r y t h a t i f an i t e m h a s been r e c e i v e d p a y a b l e 

by o r a t a bank and i f t h e account of t h e drawer t h e r e o f h a s b e e n c h a r g e d 

t h e r e w i t h p r i o r t o t h e c l o s i n g of t h e drawee or payor bank, t h i s a c t on 

t h e b a n k ' s p a r t s h o u l d c o n s t i t u t e an a p p r o p r i a t i o n of i t s a s s e t s t o t h e 

payment of t h e i t e m and t h e c l a im shou ld be g i v e n p r e f e r e n c e i n acco rdance 

w i t h t h e s u g g e s t i o n s h e r e i n a f t e r made w i t h r e g a r d to S e c t i o n 13 . The 

d r a w e r ' s l i a b i l i t y i n such event shou ld only be i n case t h e c l a im so g iven 

p r i o r i t y f a i l s t o ' l i q u i d a t e the d r a w e r ' s i n d e b t e d n e s s t o t h e owner of t h e 

i t em, and t h e n only t o t h e e x t e n t of such d e f i c i t . 

We t h i n k t h e c o n c l u d i n g p o r t i o n of S e c t i o n 11 commencing "Where 

the d r a f t of a drawee o r payor bank, e t c . " s h o u l d be o m i t t e d . I t seems 

t o u s t h a t i f a member of a C l e a r i n g House A s s o c i a t i o n g i v e s i t s d r a f t i n 

p u r p o r t e d payment of a d e b i t b a l a n c e a g a i n s t i t , any l o s s r e s u l t i n g f rom 

t h e u n c o l l e c t i b i l i t y of t h i s d r a f t shou ld not f a l l upon t h e drawers or 

makers of t h e i t e m s r e c e i v e d by t h e drawee bank a t c l e a r i n g . 

S e c t i o n 1 2 . Duty of r e c e i v e r . We t h i n k t h a t t h i s s e c t i o n shou ld 

be changed t o r e a d a s f o l l o w s : 

" I t s h a l l be t h e du ty of t h e r e c e i v e r or o t h e r o f f i c i a l 
i n cha rge of t h e a s s e t s of an i n s o l v e n t bank, to r e t u r n 
t o t h e p r e s e n t e r t h e r e o f a l l i t ems drawn upon or p a y a b l e by or 
a t such i n s o l v e n t bank which have no t been c h a r g e d to t h e r e s -
p e c t i v e a c c o u n t s of t he drawers o r makers t h e r e o f w i t h such 
i n s o l v e n t bank p r i o r to t h e c l o s i n g t h e r e o f . " 
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Our view i s t h a t t he c h a r g i n g of a check or d r a f t t o the account of 

t he drawer t h e r e o f on t h e books of a "bank c o n s t i t u t e s an a p p r o p r i a t i o n of the 

"bank*a a s s e t s t o t h e payment of such an i t em and t h a t i f t h i s h a s "been done 

p r i o r t o t he c l o s i n g of t h e i n s o l v e n t hank, t he c la im shou ld "be g i v e n p r i o r i t y 

over t h e c l a i m s of g e n e r a l c r e d i t o r s of t h e "bank# 

S e c t i o n 13 . P r e f e r e n c e i n cade of i n s o l v e n c y . We b e l i e v e t h a t 

s u b d i v i s i o n ( a ) of t h i s s e c t i o n s h o u l d "be changed t o r e a d ; " I n c a s e of an i tem 

drawn upon or p a y a b l e by or a t a bank, f b r which t h e d r a f t of t h e drawee or 

payor ha s been g i v e n b u t not p a i d because of i t s i n s o l v e n c y , t h e owner of such 

d r a f t s h a l l be e n t i t l e d t o p r e f e r e n c e i n payment from t h e a s s e t s of t he f a i l e d 

bank i n p r e f e r e n c e t o a l l g e n e r a l c r o d i t o r s t h e r e o f . " 

S e c t i o n 14 , L i e n of c o l l e c t i n g bank . The f i r s t s e n t e n c e i n t h i s 

s e c t i o n s h o u l d , i n our o p i n i o n , be r e v i s e d t o r e a d a s f o l l o w s : 

"A d e p o s i t o r y bank s h a l l have a l i e n on a l l i t ems 
d e p o s i t e d w i t h i t f o r a l l i n d e b t e d n e s s of t h e d e p o s i t o r t h e r e -
o f , e x c e p t i n case where i t a p p e a r s f rom t h e i t em t h a t t h e 
d e p o s i t o r i s n o t t he owner ." 

The c o n c l u d i n g p o r t i o n of t h i s s e c t i o n commencing "A subsequen t 

c o l l e c t i n g bank" shou ld , i n our o p i n i o n , be e l i m i n a t e d . The ca se s where a 

subsequent c o l l e c t i n g bank can have a l i e n even under the p r o v i s i o n s of t h i s 

p o r t i o n of S e c t i o n 14, a r e so u n u s u a l a s not to m e r i t p r o v i s i o n t h e r e f o r 

i n a s t a t u t e , because s u b s t a n t i a l l y a l l i t e m s which a r e r e c e i v e d f o r c o l -

l e c t i o n b e a r r e s t r i c t i v e endor semen t s . 

We r e g r e t t h a t owing to t h e f a c t t h a t t he w r i t e r h a s been away 

from Cleve l and most of t h e t ime s i n c e the c o n f e r e n c e of c o u n s e l i t h a s 

no t been p o s s i b l e t o p r e p a r e t h e s e comments upon t h e U n i f o r m Bank C o l l e c t i o n 
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Codo more p r o m p t l y . 

For your convenience , we a r c e n c l o s i n g two e x t r a c o p i e s of t h i s 

l e t t e r . 

Yours ve ry t r u l y , 

SN:E& 
- e n c -

(S igned) S q u i r e , Sanders & Deiapsey 
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UELMD & USLAMD 
401 Hew York L i f e B u i l d i n g 

Minneapol i s 

March 21, 1928. 

Wa l t e r Wyat t , E s q . , 
Counsel F e d e r a l Rese rve Board, 
Washington, D. C. 

Dear Mr. W y a t t : -

We have you r w i r e c o n c e r n i n g our comments on the Uniform Bank Col -

l e c t i o n Code of which we have a t e n t a t i v e d r a f t p r e p a r e d "by Mr. Thomas Pa ton , 

Genera l Counsel of t h e American Banke r s ' A s s o c i a t i o n . Th i s d r a f t undoub ted ly 

r e p r e s e n t s an a b l e a t t e m p t t o cod i fy , t he law w i t h r e s p e c t t o bank c o l l e c t i o n s . 

We w i l l g i v e our . c r i t i c i s m s d e a l i n g w i t h t h e v a r i o u s s e c t i o n s of t h e d r a f t i n 

t h e i r o r d e r . 

S e c t i o n 1 ( b ) - Query a s t o t h e u se of t he word " s o l v e n t " b e f o r e 

the word "bank" i n t h i s s u b d i v i s i o n . I f t h e c r e d i t i s r e q u e s t e d o r a c c e p t e d 

by t h e c o l l e c t i n g bank i t would seem t h a t such a c r e d i t ought to be c o n s i d e r e d 

f i n a l payment whe the r t h e bank g i v i n g t h e c r e d i t were i n f a c t s o l v e n t o r n o t . 

I n f a c t we q u e s t i o n t h e u s e of t h e te rm " s o l v e n t c r e d i t " t h roughou t t h e e n t i r e 

d r a f t . " A u t h o r i z e d c r e d i t " would seem b e t t e r . 

S e c t i o n 2 - Qie ry a s t o t h e u s e of t h e word " n e g o t i a b l e " i n t h e 

f i r s t l i n e . This p r e v e n t s t h e code f rom b e i n g a p p l i c a b l e t o many i n s t r u m e n t s 

which s h o u l d p r o b a b l y be i n c l u d e d . As we a l l know a l a r g e number of i tems 

a r e h a n d l e d by banks a s c a s h i t e m s which f o r some r e a s o n o r o t h e r would no t 

be n e g o t i a b l e w i t h i n t h e meaning of t h e N e g o t i a b l e I n s t r u m e n t s Law. 

S e c t i o n 3 - I n Minneso ta t h e words " o r p a y a b l e by o r a t such bank 
t h e 

of d e p o s i t " i n t h e second l i n e o f / s e c t i o n would have t o be o m i t t e d . This i s 
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"because our N e g o t i a b l e I n s t r u m e n t s Law p r o v i d e s t h a t t h e f a c t t h a t an i n s t r u -

ment i s made p a y a b l e a t a "bank " s h a l l n o t he" e q u i v a l e n t t o an o r d e r to t he 

hank t o pay t h e i n s t r u m e n t . S e c . 7130 Minn. G> S . 1923. I t seems t o u s t h a t 

t h i s s e c t i o n imposes too s eve re a "burden on t h e hank of d e p o s i t . I f A d e -

p o s i t s t h e check of B f o r $100.00 on the same hank, t h e c r e d i t g i v e n i s i r -

r e v o c a b l e i f B a t t h a t p r e c i s e moment of t ime h a s a $100 .00 b a l a n c e . As a 

m a t t e r of a c t u a l bank ing p r a c t i c e t h e check w i l l no t be cha rged t o B ' s account 

u n t i l l a t e r i n t h e day . In t h e meantime B may have drawn ou t h i s $100.00 

b a l a n c e . I t seems t o u s t h a t S e c t i o n 3 shou ld be r e v i s e d so a s t o r e s e r v e 

t o the bank of d e p o s i t t h e r i g h t t o cha rge back such checks " i f no t found 

good a t t h e c l o s e of b u s i n e s s on t h e d a t e c r e d i t e d " * 

S e c t i o n 4 - I n r e s p e c t t o t h i s s e c t i o n and a l s o s e c t i o n 11 we 

q u e s t i o n t h e a d v i s a b i l i t y of e n a c t i n g l e g i s l a t i o n which i n e f f e c t r e p e a l s 

o r m o d i f i e s any p a r t of t h e Uniform N e g o t i a b l e I n s t r u m e n t s Law. To u s i t 

would a p p e a r more s t a t e s m a n l i k e t o a t t e m p t t o amend t h e Uniform N e g o t i a b l e 

I n s t r u m e n t s Law. 

We q u e s t i o n the u s e of t h e words " i n b l a n k or i n f u l l " i n t h e 9 t h 

and 1 3 t h l i n e s of t h i s s e c t i o n . The words "by u n r e s t r i c t i v e endorsement" 

shou ld be s u b s t i t u t e d . 

S e c t i o n 5 - I t i s no t e x p r e s s l y s t a t e d t h a t any i n t e r m e d i a t e bank 

i n t h e c h a i n of c o l l e c t i o n i s t h e a g e n t of t h e owner of t h e i t e m . Th i s 

shou ld be made e x p r e s s so a s t o s e t t l e t he q u e s t i o n whe the r t h e owner of 

t h e p a p e r can m a i n t a i n a s u i t a g a i n s t t h e i n t e r m e d i a t e c o l l e c t i n g bank . 

We "Suggest t h a t t h e words "o r h o l d e r " i n t h e n e x t t o the l a s t l i n e 

of t h i s s e c t i o n be t a k e n o u t . 
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S e c t i o n 6 - Wo sugges t t h a t the p r o v i s o a t t he end of p a r a g r a p h 

( a ) be s t r u c k ou t and t h a t t h e r e "be s u b s t i t u t e d i n l i e u t h e r e o f a p r o v i s o 

t o t h e e f f e c t t h a t i t s h a l l n o t "be deemed o r d i n a r y c a r e t o f o r w a r d an i t e m 

f o r c o l l e c t i o n t o any hank a s t o which t h e f o r w a r d i n g hank h a s knowledge t h a t 

i t i s u n a b l e or i s f a i l i n g to meet i t s o b l i g a t i o n s a s t h e y m a t u r e , o r i s 

u n a b l e o r i s f a i l i n g to h a n d l e p r o p e r l y i t ems s e n t t o i t f o r c o l l e c t i o n . 

The p r o v i s o i n i t s p r e s e n t form seems o b j e c t i o n a b l e to u s a s encou rag ing 

l i t i g a t i o n . The words " r e a s o n a b l e ground to b e l i e v e " e n a b l e t h e p l a i n t i f f 

i n many c a s e s t o make t h e c o l l e c t i n g b a n k ' s n e g l i g e n c e a q u e s t i o n f o r t h e 

j u r y w i t h t h e u s u a l r e s u l t . Under t h e p r o p o s e d l e g i s l a t i o n d i r e c t f o r w a r d -

i n g would become t h e normal p r o c e d u r e and t h e banks ought no t to be h e l d 

l i a b l e f o r f o l l o w i n g t h a t p r o c e d u r e excep t i n c a se s where t h e y have d e f i n i t e 

knowledge t h a t t h e drawee bank i s i n bad shape o r where t h e y have s p e c i f i c 

i n s t r u c t i o n s no t to f o r w a r d d i r e c t . 

P a r a g r a p h ( c ) of S e c t i o n 6 seems o b j e c t i o n a b l e a s imposing too 

s e v e r e a b u r d e n on t h e drawee bank . As a p r a c t i c a l m a t t e r we have doubt a s 

t o whe the r i t would be p o s s i b l e f o r t h e drawee bank t o charge i t ems r e c e i v e d 

i n t h e m a i l s t o t h e d rawer 1 s accoun t i n p r e f e r e n c e t o i t e m s l a t e r p r e s e n t e d 

o r r e c e i v e d # 

S e c t i o n 8 - I t seems t o u s t h a t t h i s s e c t i o n imposes t o o s e v e r e 
• 

a s t a n d a r d of c a r e upon t h e f o r w a r d i n g bank . I n t h e case of t h e F e d e r a l 

Reserve Bank of Minneapo l i s r e m i t t a n c e s a r e d e l a y e d i n so many c a s e s thg.t i t 

would be a lmos t i m p o s s i b l e t o t r a c e immedia te ly a l l l e t t e r s a s t o which r e -

m i t t a n c e s a r e no t r e c e i v e d " i n due c o u r s e of m a i l " . To f o l l o w t h i s p r o c e d u r e 

would a l s o r e s u l t i n a g r e a t d e a l of c o n f u s i o n . About the b e s t t he F e d e r a l 
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Reserve Bank c o u l d do would be t o sendx out t r a c e r s a t t h e end of t he second 

day a f t e r t h e e x p i r a t i o n of the p e r i o d when r e t u r n s shou ld have been r e c e i v e d # 

We t h i n k S e c t i o n 8 s h o u l d "be made more modera te as f a r a s t h e c o l l e c t i n g hank 

i s c o n c e r n e d . 

S e c t i o n 9 ~ Query whether t h e c o l l e c t i n g "bank s h o u l d be p e r m i t t e d 

t o a c c e p t i n payment a d r a f t drawn on a p o i n t d i s t a n t f rom t h e l o c a t i o n of t h e 

c o l l e c t i n g "bank. I t seems t o u s t h a t such a p e r m i s s i o n may encourage c a r e -

l e s s b a n k i n g . 

S e c t i o n 12 - Th i s s e c t i o n shou ld no t r e q u i r e t h e r e t u r n of t h e i t ems 

t o t h e p r e s e n t i n g bank u n l e s s t h e d r a f t g i v e n t o t h e p r e s e n t i n g bank i s r e -

t u r n e d . 

S e c t i o n 13 - We b e l i e v e t h i s s e c t i o n s h o u l d be o m i t t e d a l t o g e t h e r . 

The q u e s t i o n of p r e f e r r e d c l a ims i s so i n t r i c a t e t h a t we b e l i e v e S e c t i o n 13 

would add t o t h e c o n f u s i o n r a t h e r t h a n s i m p l i f y m a t t e r s . 

S e c t i o n 14 - The l a s t c l a u s e r e a d i n g "bu t such l i e n may be a c q u i r e d 

upon any such i t e m or i t s p r o c e e d s f o r a n i n d e b t e d n e s s of t he r e a l owner 

t h e r e o f " ought t o be o m i t t e d . On p r i n c i p l e a c o l l e c t i n g bank s h o u l d n o t have 

a l i e n upon i t e m s coming i n t o i t s p o s s e s s i o n w i t h o u t t h e consen t of i t s d e b t o r . 

I n Minneso ta t h e r e i s n o t t h e same n e c e s s i t y f o r t h e a d o p t i o n of a 

u n i f o r m bank code a s t h e r e may be i n o t h e r s t a t e s . . Chap te r 138, S e s s i o n Laws 

1927, wh i l e i m p e r f e c t i n many r e s p e c t s , a t l e a s t h a s t h e m e r i t of b e i n g s h o r t 

and r e a d i l y u n d e r s t a n d a b l e . We a r e i n c l i n e d t o b e l i e v e t h a t i f a u n i f o r m 

s t a t u t e i s t o be a g r e e d upon* such s t a t u t e shou ld be a s imple s t a t e m e n t of t h e 

M a s s a c h u s e t t s r u l e p l u s a p r o v i s i o n f o r s end ing i t ems d i r e c t and r e c e i v i n g 
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d r a f t s i n payment• The o t h e r m a t t e r s a t tempted, t o be cove red "by the p r o p o s e d 

code we would "be w i l l i n g t o l e a v e t o j u d i c i a l d e c i s i o n . 

Yours ve ry t r u l y , 

(S) A.Ueland . 

(S) S i g u r d Ue land . 
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FEDERAL BBSERVB BAM 

of A t l a n t a . 

March 20, 1928. 

Mr. Wa l t e r Wyat t , Genera l Counsel , 
F e d e r a l Rese rve Board , 
Washington, D. C. 

Dear Mr. Wya t t : 

C r i t i c i s m of t h e Uniform Bank C o l l e c t i o n Code, a s t e n t a t i v e l y d r a f t e d 
by Mr. Thomas B. P a t o n , Genera l Counsel t o t h e American B a n k e r s ' A s s o c i a t i o n , 
h a s been d e l a y e d by r e a s o n of absences f rom A t l a n t a and c o u r t engagements of 
t h e w r i t e r . 

We have nay r ev iewed the p r o p o s e d d r a f t and submit h e r e i n c e r t a i n com-
ments c o n c e r n i n g the same. 

,We might remark a t t h e o u t s e t t h a t we r a t h e r doubt bo th the f e a s i -
b i l i t y and a d v i s a b i l i t y of s e c u r i n g the enactment of a n y t h i n g which might 
p r o p e r l y be te rmed a Uniform C o l l e c t i o n Code. We b e l i e v e t h a t i t would be ve ry 
h e l p f u l were the s e v e r a l S t a t e s to e n a c t l e g i s l a t i o n d e s i g n e d t o accompl i sh 
c e r t a i n s p e c i f i c t h i n g s , namely: ( a ) t h e r i g h t to send checks d i r e c t t o drawee 
o r payo r banks ; ( b ) t he r i g h t to a c c q p t bank d r a f t s i n l i e u of cash ; ( c ) ex -
empt ion f rom l i a b i l i t y on account of t he d e f a u l t o r o m i s s i o n s of s u b a g e n t s ; 
and | d ) t h e c l a r i f i c a t i o n of t he law on t h e s u b j e c t of p r e f e r e n c e s i n i n s o l v e n t 
bank l i q u i d a t i o n . We b e l i e v e , however, t h a t i t would be b e t t e r t o l i m i t t h e 
a c t i v i t i e s of t h e A s s o c i a t i o n to/Accomplishment of t h e s e p a r t i c u l a r ends r a t h e r 
t h a n t o a t t e m p t t o have e n a c t e d a somewhat a m b i t i o u s code which runs c o u n t e r 
t o t h e common law i n a number of r e s p e c t s , and which e x p e r i e n c e migh t demon-
s t r a t e t o be d e f e c t i v e i f n o t dangerous . 

We p o i n t ou t s e v e r a l p r o v i s i o n s of t h e p r o p o s e d Act which migh t r e a c t 
u n f a v o r a b l y upon banks , f o r whose p r o t e c t i o n the same were f r a m e d . 

F o r example, S e c t i o n 2 of t he p r o p o s e d Act p r o v i d e s t h a t i n a l l 
c a se s where t h e r e i s no e x p r e s s agreement t o t h e c o n t r a r y a bank, r e c e i v i n g a 
check on i n i t i a l d e p o s i t i s t o be r e g a r d e d mere ly a s t h e a g e n t of t h e d e p o s i t o r . 
Undoubtedly a bank s h o u l d , a s most banks do, e n t e r i n t o an agreement w i t h i t s 
own d e p o s i t o r s of s u b s t a n t i a l l y the same l e g a l t e n o r a s S e c t i o n 2 ; bu t we 
doubt t he wisdom of a s t a t u t e which would, by law, e s t a b l i s h a c o n t r a c t u a l 
s t a t u s of t he k i n d , s i n c e such s t a t u t e might a f f e c t t h e r i g h t s of t h i r d p e r -
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sons , whereas t h e l a t t e r would no t he charged w i t h n o t i c e of t h e p r i v a t e 
a r rangement e x i s t i n g "between such bank and i t s d e p o s i t o r s . One of t h e comr-
p l i c a t i o n s which might r e s u l t f rom an enactment of S e c t i o n 2 i s r e c o g n i z e d i n 
S e c t i o n 4 , i n which l a s t ment ioned S e c t i o n i t was t hough t n e c e s s a r y t o p r o v i d e , 
i n o r d e r t o p r o t e c t t h i r d p e r s o n s , f o r a p r e sumpt ion of ownership i n t h e "bank 
of d e p o s i t of i t e m s t o he c o l l e c t e d , a l t h o u g h the p r o v i s i o n s of S e c t i o n 2 a r e 
d i r e c t l y c o n t r a r y t o t h e p r e sumpt ion s e t up i n S e c t i o n 4# 

Th i s p a r t i c u l a r q u e s t i o n i s of impor tance t o t h e F e d e r a l Rese rve 
Banks s i n c e R e g u l a t i o n J e s t a b l i s h e s , w i t h r e s p e c t t o t h e c o l l e c t i o n of checks , 
an agency r e l a t i o n on ly a s between t h e Reserve Banks a n d t h e banks f rom which 
t h e I t ems a r e r e c e i v e d . We r e c o g n i z e t h e f a c t t h a t R e g u l a t i o n J would doub t -
l e s s c r e a t e and p r e s e r v e a c o n t r a c t u a l s t a t u s which would n o t be a f f e c t e d by 
t h e enac tmen t s of a S t a t e ; bu t i t seems to u s t h a t i t would be b e t t e r , f rom 
t h e s t a n d p o i n t of t h e F e d e r a l Rese rve C o l l e c t i o n System, were S e c t i o n 2 omi t -
t e d f rom t h e p r o p o s e d Ac t , l e a v i n g the r e l a t i o n s h i p between a bank and i t s 
d e p o s i t o r s t o be governed by t h e law a s i t now e x i s t s o r by p r i v a t e c o n t r a c t • 

The d e c i s i o n s of t he c o u r t s have p r e t t y w e l l e s t a b l i s h e d t h e r e -
l a t i o n be tween a bank and i t s d e p o s i t o r s and , w h i l e t h e r e i s a c o n f l i c t i n 
t h e d i f f e r e n t j u r i s d i c t i o n s , we b e l i e v e t h a t a s t a t u t o r y d e c l a r a t i o n o r de -
f i n i t i o n of t h i s r e l a t i o n s h i p might l e a d t o consequences no t f u l l y a n t i c i p a t e d . 
The q u e s t i o n of an a g e n t ' s a u t h o r i t y i s a lways f r a u g h t w i t h danger t o one 
d e a l i n g w i t h a n a g e n t . At t h e p r e s e n t t ime banke r s q u i t e g e n e r a l l y t r e a t 
i tems f o r w a r d e d t o them by o t h e r banks a s b e i n g s u b j e c t t o t h e c o n t r o l , d i s -
p o s i t i o n and d i r e c t i o n of t h e f o r w a r d i n g bank and n e i t h e r l o o k f o r a d v i c e t p , 
nor s eek t h e d i r e c t i o n o f , t h e a c t u a l owner of t h e i t em who would, under t h e 
s t a t u t e , be t h e p r i n c i p a l a c t i n g th rough an a g e n t , whose a u t h o r i t y t h e Act 
does n o t p u r p o r t t o d e f i n e . This i s t r u e whether such i t e m s a r e e n d o r s e d 
i n f u l l , i n b l a n k o r " f o r d e p o s i t . " I t would be u n f o r t u n a t e , i t seems t o 
u s , f o r a s t a t u t e t o p u t t h e w o r l d on n o t i c e t h a t anyone t a k i n g an i t e m f o r 
c o l l e c t i o n o r payment f rom a f o r w a r d i n g bank i s d e a l i n g on ly w i t h an a g e n t of 
u n c e r t a i n a u t h o r i t y , and t h e r e s u l t i n g s i t u a t i o n would be a g g r a v a t e d by Sec -
t i o n 4 of t h e A c t , which u n d e r t a k e s to d i s t i n g u i s h t h e s e v e r a l k i n d s of e n -
do r semen t s . Under t h e t e rms of the l a s t men t ioned S e c t i o n , t h e r e i s no 
"presumpt ion" of ownership i n t h e f o r w a r d i n g bank excep t i n c a s e s where t h e r e 
i s ap. endorsement " i n b l a n k o r i n f u l l . " Assuming t h e r i g h t of t h e r e c i p i e n t 
of a; check so f o r w a r d e d t o r e l y upon t h e p r e s u m p t i o n of ownersh ip , d e s p i t e 
t h e i n c o n s i s t e n t p r o v i s i o n s of S e c t i o n 2 , t h e r e would s t i l l be no c e r t a i n t y 
of p r o t e c t i o n i n t a k i n g i n s t r u c t i o n s , a t l e a s t of any u n u s u a l k i n d , froqi a 
bank t h a t h a d o r i g i n a l l y t a k e n t h e i t em endor sed mere ly " f o r d e p o s i t . " I n 
the o r d i n a r y case of r o u t i n e c o l l e c t i o n s t h e agen t m i g h t , i n any e v e n t , be 
presumed t o have s u f f i c i e n t a u t h o r i t y t o i n s t r u c t w i t h r e g a r d to t h e c o l l e c t i o n , 
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"but t h e r e would, u n d o u b t e d l y , develop c a s e s of an u n u s u a l n a t u r e i n which 
s p e c i f i c i n s t r u c t i o n s would have t o be a sked of someone. I n such u n u s u a l 
c a s e s t h e f o r w a r d i n g "bank a s "an agen t f o r c o l l e c t i o n and no t owner of t h e 
i tem" migh t p e r h a p s no t he a u t h o r i z e d to g ive such s p e c i a l i n s t r u c t i o n s , 
because t h e same might l i e o u t s i d e of t h e scope of t h e agency . The q u e s t i o n 
would be v e r y d o u b t f u l i n t h e case of an i n s t r u m e n t o r i g i n a l l y e n d o r s e d mere ly 
" f o r d e p o s i t " . 

S e c t i o n 3 and S u b s e c t i o n ( c ) of S e c t i o n 6, a s now f ramed, would, 
we b e l i e v e , e n t a i l c o m p l i c a t i o n s a s w e l l a s dangers i n p a y i n g c h e c k s . No 
p r o v i s i o n i s made i n e i t h e r S e c t i o n t o cover t h e s i t u a t i o n - w h i c h would a r i s e 
where s e v e r a l checks of t h e same maker a r e r e c e i v e d on d e p o s i t or th rough 
the m a i l s d u r i n g t h e same banking day and t h e m a k e r ' s a c c o u n t i s i n s u f f i c i e n t 
a t t h e c l o s e of t h e bank ing day to pay a l l of such c h e c k s . I t would be p r a c -
t i c a l l y i m p o s s i b l e f o r a bank t o f i x and de te rmine t h e e x a c t t imes when s e p -
a r a t e checks a r e r e c e i v e d on d e p o s i t f o r c r e d i t to d i f f e r e n t payees o r o t h e r 
d e p o s i t o r s ; however , S e c t i o n 3 p r o v i d e s , i n e f f e c t , t h a t i n t h e even t an 
a c c o u n t , i n s u f f i c i e n t a t t h e t ime d e p o s i t s a r e made, i s r e p l e n i s h e d d u r i n g 
t h e same day, i t e m s r e c e i v e d on d e p o s i t " s h a l l be deemed p a i d a t t h e tiiqe of 
such d e p o s i t o r c r e d i t . " Suppose, f o r example, A d e p o s i t e d a check of B f o r 
c r e d i t a t 9 : 0 0 i n t h e morn ing . At t h a t t ime t h e accoun t of B was i n s u f f i c i e n t 
t o pay the same. At 11 :00 i n the morning C d e p o s i t e d a check of B . Be fo re 
t h e c l o s e of b u s i n e s s B d e p o s i t e d f u n d s s u f f i c i e n t t o j u s t i f y the payment of 
e i t h e r , b u t n o t b o t h c h e c k s . Under the p r o v i s i o n s of S e c t i o n 3 i t would 
d o u b t l e s s be t h e du ty of t h e drawee bank t o a l l ow t o s t a n d t h e c r e d i t which 
h a d been g i v e n t o A and t o revoke t h e c r e d i t which h a d been g i v e n to C. This 
might be t h e r u l e even i n t h e absence of a s t a t u t e b u t , g e n e r a l l y speak ing , 
i t i s no t f e a s i b l e t o take: i n t o accoun t f r a c t i o n s of a day, and t h e mandatory 
r e q u i r e m e n t s of t h e s t a t u t e would o n l y i n c r e a s e t h e d i f f i c u l t i e s u n d e r which 
banks now l a b o r . S u b s e c t i o n ( c ) of S e c t i o n 6 would make i t encumbent on a l l 
banks t o t a k e s t r i c t a ccoun t of t h e a c t u a l t ime of r e c e i p t th rough t h e m a i l s 
of e v e r y i t e m , and , w h i l e t h i s c o u l d be done, t he chances of l o s s , due to t h e 
f a i l u r e on t h e p a r t of a c l e r k t o n o t e t h e a c t u a l t ime of t he r e c e i p t of a 
l e t t e r , would be l a r g e l y i n c r e a s e d . I n t h e even t a number of i t e m s , drawn 
by t h e same maker , were r e c e i v e d th rough t h e m a i l s d u r i n g t h e same day a l i s t 
might have to be mad© up showing the; e x a c t o r d e r of r e c e i p t and, i n t he even t 
of a d e p o s i t b e f o r e t h e c l o s e of b u s i n e s s , t he i t ems would have - t o be cha rged 
t o the accoun t of t h e maker i n t he o r d e r of r e c e i p t . I n many c a s e s t h e r e 
might a r i s e d i s p u t e s a s t o t h e t ime of a c t u a l r e c e i p t and the bu rden would 
be upon t h e bank t o e x p l a i n d e l a y s i n m a i l s and the l i k e . We r e c o g n i z e , a s 
above s t a t e d , t h a t t he same q u e s t i o n s now p e r p l e x b a n k e r s and add t o the j oys 
of do ing b u s i n e s s : i t seems, however , t h a t no good would be accompl i shed by 
s t a t u t o r y p r o v i s i o n s which , i n t e rms , impose d u t i e s and r e s p o n s i b i l i t i e s a s t o 

p r i o r i t i e s and p r e f e r e n c e s i n the payment of I t ems which cannot a l l be 
s a t i s f i e d . 

S e c t i o n 3 p l a c e s i n t h e sane c a t e g o r y i t ens drawn u p o n , p a y a b l e by 
o r p a y a b l e a t a bank . Obvious ly , t he S e c t i o n , a s drawn, would no t be a p p r o p r i a t e 
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f o r e n a c t n e n t i n t h o s e S t a t e s where S e c t i o n 87 of t h e n e g o t i a b l e I n s t r u m e n t s 
Act h a s no t been e n a c t e d , o r i s of a t e n o r d i f f e r e n t f r o n t h a t of t h e "Uni fo ro" 
A c t . I n Georg ia , f o r example, t h e s e c t i o n r e a d s "Where t h e i n s t r u m e n t i s cade 
p a y a b l e a t a bank, i t i s no t e q u i v a l e n t t o an o r d e r t o t h e bank" , e t c . 

I f t h e Code i s t o be e n a c t e d f o r t he l e g i t i m a t e p r o t e c t i o n of banks , 
t h e r e would seem t o be no pu rpose i n i n s e r t i n g i n S e c t i o n 6 t h e p r o v i s i o n t h a t 
i t s h a l l n o t be o r d i n a r y c a r e t o f o r w a r d an i t em f o r c o l l e c t i o n t o any bank a s 
t o which t h e f o r w a r d i n g bank h a s knowledge or r e a s o n a b l e grounds t o b e l i e v e 
t h a t i t i s n o t i n a sound f i n a n c i a l c o n d i t i o n , e t c . Th is p r o v i s i o n i s , doub t -
l e s s , m e r e l y d e c l a r a t o r y of t h e common law, b u t t o s t a t e and r e s t a t e a l i a -
b i l i t y which would e x i s t i n d e p e n d e n t l y of the s t a t u t e would seem t o be ou t of 
p l a g e i n a Code which i s d e s i g n e d t o p r o t e c t the bank ing b u s i n e s s . This i s 
p a r t i c u l a r l y t r u e inasmuch a s t h e e f f e c t of the same migh t p r o b a b l y be to 
i n v i t e s u i t s , even i n c a s e s where t h e f o r w a r d i n g bank was do ing i t s b e s t unde r 
a l l t h e c i r c u m s t a n c e s , a s , f o r example, where t h e r e was bu t one bank i n the 
town. 

We do no t l i k e S u b s e c t i o n (b ) of S e c t i o n 6 f o r t h e f u r t h e r r e a s o n 
t h a t i t u n d e r t a k e s t o make p r o v i s i o n , i n t he event of s u s p e c t e d i n s o l v e n c y , 
f o r t h e o b t a i n i n g of payment i n money o r a " s o l v e n t c r e d i t . " A f t e r a check 
has been f o r w a r d e d to a bank t h e r e i s u s u a l l y l i t t l e t h a t t h e f o r w a r d i n g 
bank can do t o s e c u r e payment i f t h e payee bank i s , i n f a c t , i n s o l v e n t or 
a p p r o a c h i n g i n s o l v e n c y . I f t h e r e was no knowledge of bad c o n d i t i o n s when 
t h e check was fo rwa rded , t h e f o r w a r d i n g bank ought no t t o be s u b j e c t e d to the 
burden of t a k i n g e x t r a o r d i n a r y s t e p s t o s e c u r e i t s payment . I t i s , f u r t h e r -
more, d i f f i c u l t t o s e e how a bank i n e x t r e m i s would be i n a p o s i t i o n t o f u r -
n i s h t o i t s c o r r e s p o n d e n t a " s o l v e n t c r e d i t " a s d e f i n e d i n t h e Act , much l e s s 
a c t u a l c a s h . 

S e c t i o n 6 by i m p l i c a t i o n and S e c t i o n 9 by e x p r e s s l anguage make 
n e g l i g e n t t h e a c c e p t a n c e of a bank d r a f t f rom a bank i n bad c i r c u m s t a n c e s 
u n l e s s t h e f o r w a r d i n g bank h a s t a k e n any and a l l s t e p s which a p r u d e n t owner 
of t he i t em would t a k e t o o b t a i n payment i n money o r a s o l v e n t c r e d i t . We 
do no t t h i n k t h a t t h e f o r w a r d i n g bank ought t o be bu rdened w i t h such r e q u i r e -
ments of d i l i g e n c e f o r r e a s o n s which a r e above s t a t e d . 

S e c t i o n 13 embodies an e x c e l l e n t i d e a and c o n t a i n s p r o v i s i o n s which 
we would l i k e v e r y much t o see e n a c t e d g e n e r a l l y i n t o l a w . 

I t i s l i k e l y t h a t t he F e d e r a l Reserve Banks, a s such, s h o u l d no t 
oppose t h e enac tment of t h e s u g g e s t e d Code even though, o b v i o u s l y , any bad 
e f f e c t s which migh t f o l l o w t h e same would be f e l t t h e more k e e n l y by t h e 
Reserve Banks b e c a u s e of t h e i r w i d e s p r e a d c o l l e c t i o n f u n c t i o n s and t h e t r e -
mendous volume of t h e same. I t may be t h a t our views a s t o t h e p r o p o s e d Code 
a r e somewhat c o l o r e d by t h e f a c t t h a t t h e Reserve Banks a r e u s u a l l y g r a t u i t o u s 
a g e n t s f o r c o l l e c t i o n , do ing b u s i n e s s a t a heavy expense and c o n s t a n t l y b e i n g 
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c a l l e d t o accoun t f g r a l l e g e d n e g l i g e n c e where -none i n f a c t e x i s t s . I t may "be 
t r u e t h a t some Qf c r i t i c i s m s h e r e i n s e t ou t a r e n o t w e l l - f o u n d e d . I t i s 
our o p i n i o n , howevep, t h a t t h e Code, a t l e a s t i n i t s p r e s e n t form, s h o u l d no t 
"be e n a c t e d , and , a s above s t a t e d , we a r e i n c l i n e d to doubt t h e a d v i s a b i l i t y 
of t he e f f o r t which i s "being made t o s ecu re t h i s l e g i s l a t i o n . 

The i m p o r t a n t p o i n t s f o r l e g i s l a t i o n summarized a t the "beginning of 
t h i s l e t t e r cou ld , we t h i n k , "be covered ve ry much p o r e s imply and w i t h o u t 
t h e danger , a c t u a l o r p o t e n t i a l , which we b e l i e v e would be i n h e r e n t i n t he en -
ac tment of J>ir, B a t o n ' s "Code". 

Very t r u l y , y o u r s , 

RANDOLPH & PARKER. 

By R o b t . S . P a r k e r . 
Genera l Counse l . 

RSP/w. 
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Chicago March 17, 1928. 

Mr. Wa l t e r Wyat t , Genera l Counsel , 
F e d e r a l Rese rve Board , 
Washington, D. C. 

Dear S i r : Ee : Uniform Bank C o l l e c t i o n Code. 

I must a p o l o g i z e t o you f o r my seeming n e g l e c t i n f a i l i n g t o w r i t e 
you a t an e a r l i e r d a t e my view on the p r o p o s e d Uniform C o l l e c t i o n Code which 
was on t h e program a s Topic 11 a t t h e c o n f e r e n c e of counse l of F e d e r a l Reserve 
Banks a t Washington, on F e b r u a r y 9 t h , - 1 1 t h , 1928. 

The f a c t s a r e , t h a t u n t i l today I have "been u n a b l e to g i v e the 
m a t t e r any a t t e n t i o n "by r e a s o n of absence f rom t h e o f f i c e of s e v e r a l of my 
a s s o c i a t e s ; a n d even now I have been a b l e to g i v e the m a t t e r bu t a v e r y c a s u a l 
s t u d y % 

I n S e c . 2 , occur t h e words " U n t i l i t h a s r e c e i v e d the p r o c e e d s " ; 
and i t seems t o me t h a t t h e l anguage t h e r e c o n t a i n e d needs t o be c l a r i f i e d . 
Which bank i s " i t " i n t h e l anguage quoted? 

I n S e c . 4 , o c c u r s t he l anguage , "An endorsement ' pay any bank or 
b a n k e r ' s h a l l be deemed a r e s t r i c t i v e endorsement" . Th i s r u n s c o u n t e r t o t h e 
h o l d i n g s of many of t h e c o u r t s and I doubt t he p r o p r i e t y of a t t e m p t i n g t o 
c o d i f y t h e law i n t h a t r e s p e c t . I t h i n k t h e g e n e r a l r u l e i s t h a t such endorse-
ment i s n o t r e s t r i c t i v e . 

I n paragraphs (a) and (b ) of S e c . 6, t h e r e seems t o be an a t t e m p t 
t o d e f i n e what i s " o r d i n a r y c a r e " by s a y i n g what i s no t o r d i n a r y c a r e . These 
p a r a g r a p h s , i f a d o p t e d , would throw a v e r y heavy bu rden on F e d e r a l Rese rve 
Banks, and I doubt t h e p r o p r i e t y of such l anguage b e i n g i n s e r t e d i n t h e p r o -
posed Code. 

I n S e c . 8 t h e r e i s l anguage t h a t r e q u i r e s an a g e n t f o r c o l l e c t i o n 
t o make immediate i n q u i r y i f he does not r e c e i v e a d v i c e i n "due cou r se of 
m a i l " . The l anguage i s no t c l e a r and i t seems l i k e l y t h a t a s t r i c t c o n s t r u c t -
i o n t h e r e o f might p l a c e too much r e s p o n s i b i l i t y on t h e c o l l e c t i n g bank, i n 
t h e m a t t e r of due c a r e ; and a s i n t h e o t h e r s e c t i o n s above r e f e r r e d t o , i t 
s i n g l e s ou t a p a r t i c u l a r t h i n g which s h a l l no t be due c a r e . 

I n S e c . 12 , t h e r e i s an a t t e m p t to p l a c e a du ty on a r e c e i v e r which 
h e p r o b a b l y c o u l d no t c a r r y o u t . 
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I doubt t he soundness of t he r u l e s u g g e s t e d i n p a r a g r a p h ( a ) of Sec , 
13 and I would no t l i k e t o see such r u l e a d o p t e d . 

I am very ' s u r e t h a t my comments h e r e can "be of l i t t l e h e l p i n con-
s i d e r i n g t h i s m a t t e r , "out I send them a l o n g f o r what t h e y a r e w o r t h . 

With k i n d r e g a r d s , 

Yours v e r y t r u l y , 

(S) CHAS..L. POWELL, 
Counse l . 

CLP 

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



Copy X-6085-f 
Law O f f i c e Of 

LOCKE, LOCKE, STROUD & RAEDOLPH, 
American Exchange B u i l d i n g 

DALLAS, TEXAS. 

March 16 th 1928. 

F e d e r a l Rese rve Board, 
A t t e n t i o n : Mr. W a l t e r Wyat t , 

Genera l Counsel , 
Washington, D. C. 

Gentlemen: 

We e n c l o s e h e r e w i t h c r i t i c i s m of the f i r s t t e n t a t i v e 
d r a f t of Uni form Bank C o l l e c t i o n Code p r e p a r e d "by Thomas B. P a t on, 
J r . , Genera l Counsel of t h e American Bankers A s s o c i a t i o n . 

Yours ve ry t r u l y , 

(S) Locke, Locke, S t r o u d & Randolph . 

EBS-s 
e n o l : 
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CRITICISM 
of 

F i r s t T e n t a t i v e D r a f t of 
Uniform Bank C o l l e c t i o n Code 
p r e p a r e d "by Thomas B. P a t on, 
J r . , General Counsel of t h e 
American Bankers A s s o c i a t i o n . 

S e c t i o n 1 . D e f i n i t i o n s . 

( a ) Bank. This d e f i n i t i o n i s b r o a d enough, of c o u r s e , t o i n -
c lude F e d e r a l Rese rve Banks . 

( b ) S o l v e n t C r e d i t . The d e f i n i t i o n of " s o l v e n t c r e d i t " s e t out 
i n t h i s s u b - p a r a g r a p h i s , i n our o p i n i o n , i n a d e q u a t e and would g i v e r i s e t o 
much l i t i g a t i o n and u n c e r t a i n t y . This i s an impor tan t m a t t e r i n view of t he 
f a c t t h a t " s o l v e n t c r e d i t " i s u s e d th roughou t t h e p r o p o s e d code . The g r e a t -
e s t u n c e r t a i n t y of t he d e f i n i t i o n comes about because of (1 ) t he u s e of t he 
words " s o l v e n t bank" and (2 ) t h e u s e of t h e words " r e q u e s t e d o r a c c e p t e d " . 
The q u e s t i o n of whe the r o r n o t a bank was a t any t ime s o l v e n t i s a lways a 
q u e s t i o n of f a c t and i t would f o l l o w t h a t where a bank h a d f a i l e d t h e exac t 
t ime of i t s i n s o l v e n c y would be d i f f i c u l t t o a s c e r t a i n , i f n o t who l ly im-
p o s s i b l e , e x c e p t by a j u r y ' s g u e s s , and t h e r e f o r e unde r t he d e f i n i t i o n u s e d 
t h e r e would a lways e x i s t a q u e s t i o n of f a c t a s t o whe ther o r no t t h e r e was 
a s o l v e n t c r e d i t . 

The words 11 r e q u e s t e d and accep t ed" g i v e r i s e t o doubt , p a r t i c u l a r l y 
t h e word " a c c e p t e d " . As t o whether o r no t a c r e d i t h a d been r e q u e s t e d o r 
a c c e p t e d would be a q u e s t i o n of f a c t a r i s i n g i n eve ry c a s e and a lways d i f f i c u l t 
of d e t e r m i n a t i o n . 

S e c t i o n 2 . Bank of d e p o s i t i s a g e n t f o r c o l l e c t i o n . 

This s e c t i o n c r e a t e s t h e r e l a t i o n s h i p of p r i n c i p a l and a g e n t upon 
the d e p o s i t of e v e r y check , i n t h e absence of an e x p r e s s e d agreement to t h e 
c o n t r a r y . $he e f f e c t of t h e s e c t i o n may, i n g i v e n c a s e s , be t o change the r e -
l a t i o n , be tween t h e p a r t i e s a s ev idenced by w r i t t e n i n s t r u m e n t . The s e c t i o n i s 
e v i d e n t l y d e s i g n e d t o mee t t h e d e c i s i o n of the Supreme Court of t h e U n i t e d 
S t a t e s i n t h e c a s e of C i t y of Douglas v» The F e d e r a l Rese rve Bank of D a l l a s . 
I n our opin ion* i t i s b a t t e r t o l e t t he s t a t u s of t h e p a r t i e s be e s t a b l i s h e d 
by t h e f a c t s a s made r a t h e r t h a n t o a t t e m p t t o f i x t h e r e s p o n s i b i l i t y by 
s t a t u t o r y p r o v i s i o n s . T h i s s e c t i o n a p p a r e n t l y i s i n c o n s i s t e n t w i t h s e c t i o n 
4 . 

Sec t ioA 3 . Items- on same bank . 

I t i s b e l i e v e d t h a t t h i s s e c t i o n w i l l g i v e r i s e t o much c o n f u s i o n 
and l i t i g a t i o n . In t h e f i r s t p l a c e , i t i s tobe n o t e d t h a t , by t h e p r o v i s i o n s 
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of t h i s s e c t i o n , where a "bank r e c e i v e s a check drawn on i t f o r d e p o s i t or 
c r e d i t , t he check i s deemed t o "be p a i d a t the t ime of i t s r e c e i p t u n l e s s a t 
such t ime t h e f u n d s of t h e drawer or maker t h e r e o f a r e i n s u f f i c i e n t . I f 
banks h a n d l e d on ly one check p e r day of any g i v e n d e p o s i t o r , t h i s p r o v i s i o n 
migh t , t h e o r e t i c a l l y , work a l l r i g h t , h u t d u r i n g a day*s b u s i n e s s any hank 
w i l l r e c e i v e numbers of checks i s s u e d by t he same drawer# There i s no p r o -
v i s i o n made by any bank i n t h i s d i s t r i c t * t h a t we know o f , t o r e c o r d the t ime 
of t he r e c e i p t of t h e i r s e v e r a l d e p o s i t s * Acco rd ing ly , i t would be i m p o s s i b l e 
to de t e rmine whe ther or n o t & g i v e n drawer , t h e t o t a l of whose checks would 
overdraw h i s account* h a d a b a l a n c e w i t h the drawee barik a t t he t ime of i t s 
r e c e i p t of h i s check* l i k e w i s e , t he l a s t p o r t i o n of t h e s e c t i o n i s s u b j e c t 
t o a s i m i l a r c r i t i c i s m * because t h e r e i s no r e c o r d made of t h e t ime of r e -
c e i p t of c h e c k s t For t h e s e two r e a s o n s , i t appea r s t o u s t h a t t he a r t i c l e 
would g i v e r i s e f r e q u e n t l y t o c o n f u s i o n , r e s u l t i n g i n l i t i g a t i o n and expense 
t o eveity bank* F u r t h e r m o r e , checks a r e commonly r e c e i v e d on d e p o s i t w i t h o u t 
c a r e f u l s c r u t i n y , and f r e q u e n t l y t he bank r e c e i v i n g same d e s i r e s t o r e t u r n 
the check w i t h o u t p a y i n g i t , because of i r r e g u l a r i t i e s . Under t h e p r o v i s i o n s 
of t h i s a r t i c l e , t h e bank would p r o b a b l y have no r i g h t t o r e t u r n s a i d checks , 
where t h e drawer h a d a d e p o s i t . We a r e of o p i n i o n , a l s o , t h a t t h e l a s t 
p h r a s e , d e a l i n g w i t h s e t - o f f , would g ive r i s e to much con fus ion* 

S e c t i o n 4 . Lega l e f f e c t of indorsements# 

The d e f i n i t i o n of t h e e f f e c t of an endorsement " f o r d e p o s i t " i s 
s u b j e c t t o t h e same c r i t i c i s m s made of s e c t i o n 2 . The d e f i n i t i o n of the 
l e g a l e f f e c t of t he endorsements " f o r c o l l e c t i o n and r e m i t t a n c e " and " f o r 
c o l l e c t i o n and c r e d i t " appea r to be mere ly a r e s t a t e m e n t of the d e f i n i t i o n s 
which have u n i v e r s a l l y been acco rded t h e s e endorsements by t h e c o u r t s of t he 
c o u n t r y . The d e f i n i t i o n of t he l e g a l e f f e c t of endorsements " i n b l ank" or 
" i n f u l l " , i s s u b j e c t t o t he same c r i t i c i s m s a s s e c t i o n 2 , and a l s o f u r n i s h e s 
the b a s i s of a h i a t u s be tween ownership and p r e sumpt ion of ownersh ip , which 
g i v e s r i s e t o u n c e r t a i n t y of the r i g h t s of v a r i o u s p a r t i e s . The d e f i n i t i o n 
of the l e g a l e f f e c t of an endorsement by t h e bank of d e p o s i t or subsequen t 
h o l d e r " i n b l a n k " o r " i n f u l l " a p p e a r s to be i n c o n f l i c t w i t h the p r o v i s i o n s 
of s e c t i o n 2 , i n t h a t t h e d e f i n i t i o n c r e a t e s a p r e s u m p t i o n t h a t , where a bank 
of d e p o s i t e n d o r s e s an i t e m " i n b lank" or " i n f u l l " , i t i s the owner of t he 
i tem, whe rea s , unde r s e c t i o n 2 , i t would be on ly an a g e n t t o c o l l e c t . The 
d e f i n i t i o n of t he l e g a l e f f e c t of the endorsements "pay any bank o r banker" 
i s mere ly t h e d e f i n i t i o n commonly acco rded t h i s p h r a s e . The d e f i n i t i o n of t h e 
l e g a l e f f e c t of t h e endorsement " p r i o r endorsements gua ran t eed" would a t l e a s t 
g ive some i n t e r p r e t a t i o n of t he meaning of t h i s endorsement , and, i n our 
o p i n i o n , would g i v e t h e c o r r e c t i n t e r p r e t a t i o n . The s e c t i o n i s no t c l e a r 
a s to how t h e p r e s u m p t i o n c o u l d be overcome» 

S e c t i o n 5 . Duty and r e s p o n s i b i l i t y of bank c o l l e c t i o n a g e n t s . 

The e f f e c t of t h i s s e c t i o n i s mere ly t o r e n d e r t h e M a s s a c h u s e t t s 
r u l e a p p l i c a b l e . 

S e c t i o n 6 . .Ru l e s of o r d i n a r y .pare i n f o r w a r d i n g &nd p r e s e n t m e n t . 

Jfcfe m a t t e r s s e t out i n s u b s e c t i o n ( a ) , excep t t h e p r o v i s o c o n t a i n e d 
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i n t he l a s t c l a u s e of t he s u b s e c t i o n , a r e , i n our o p i n i o n , p r o p e r . However, 
the p r o v i s o l e a v e s a v e r y dangerous u n c e r t a i n t y , and , w h i l e i t may e x p r e s s t h e 
law a s i t now e x i s t s , i n our o p i n i o n i t s i n c o r p o r a t i o n i n t o a s t a t u t o r y law 
would be most u n w i s e . We a r e p a r t i c u l a r l y a d v e r s e to t h e words " o r r e a s o n a b l e 
ground to "be l i eve" . Under t h i s p h r a s e o l o g y , a v e r y dangerous q u e s t i o n might be 
r a i s e d i n c o n n e c t i o n w i t h eve ry bank f a i l u r e . 

We have no c r i t i c i s m to make of s u b s e c t i o n ( b ) , excep t t h a t t h e 
p r o v i s o i n t h e l a s t s e n t e n c e i s , i n our o p i n i o n , s u b j e c t t o t h e same c r i t i c i s m s 
a s t h e p r o v i s o i n s u b s e c t i o n ( a ) . 

The p r o v i s i o n s of s u b s e c t i o n ( c ) a r e s u b j e c t t o t h e same c r i t i c i s m s 
a s s e c t i o n 3 . 

Th is s e c t i o n a p p a r e n t l y approves a c i r c u i t o u s r o u t i n g a n d migh t , 
t h e r e f o r e , be n e e d a s a b a s i s to u p h o l d a c t u a l n e g l i g e n c e i n r o u t i n g checks i n 
a c i r c u i t o u s manner . 

S e c t i o n 7 . R u l e s of - o r d i n a r y c a r e upon d i s h o n o r . 

We s e e no p a r t i c u l a r o b j e c t i o n t o t h i s s e c t i o n . We do not u n d e r s t a n d 
however why t h e e x c e p t i o n i n case of e x p r e s s i n s t r u c t i o n s o r c u s t o m . I f l i a -
b i l i t y f i x e d i n a c c o r d a n c e w i t h N e g o t i a b l e I n s t r u m e n t s Act t h e r e would be no 
damages. 

S e c t i o n 8 . Duty of I n q u i r y . 

The du ty imposed by t h i s s e c t i o n i s more s t r i n g s n t t h a n t h e custom 
of F e d e r a l Rese rve Banks . As we u n d e r s t a n d i t , Federa l . Rese rve Banks do no t 
t r a c e i n eve ry i n s t a n c e on t h e day r e m i t t a n c e i s due» While t h e du ty h e r e s e t 
f o r t h and made compulsory c o v e r s m a t t e r s which a r e o r d i n a r i l y done, we see no 
r e a s o n to make t h e du ty manda to ry . I f i n c o r p o r a t e d i n t o s t a t u t o r y law, t h i s 
s e c t i o n might g i v e r i s e , t h rough c o u r t c o n s t r u c t i o n , t o a l i a b i l i t y which , a t 
p r e s e n t , does ntit e x i s t . 

S e c t i o n 9 . Medium of payment . 

We see no o b j e c t i o n t o t h i s s e c t i o n , o t h e r t h a n ( e ) . Our o b j e c t i o n 
t o t h i s p o r t i o n of t h e s e c t i o n i s b a s e d on our p r e v i o u s c r i t i c i s m of t he de-
f i n i t i o n of " s o l v e n t c r e d i t " . The l a s t sentence- of t h i s s e c t i o n i s , we t h i n k , 
very l o o s e l y drawn and would g i v e r i s e t o many q u e s t i o n s of l i a b i l i t y which 
do no t now e x i s t . We r e f e r p r a t i c u l a r l y to t h e words " o r r e a s o n a b l e ground 
t o s o e p e c t t h a t such drawee o r payor i s about to c l o s e i t s doors" and t h e 
words " w i t h o u t f i r s t t a k i n g any and a l l s t e p s which a p r u d e n t owner t h e r e o f 
would t a k e " , e t c . 

S e c t i o n 1 0 . C o l l e c t i o n of p a p e r tafcoa i n payment . 
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"This s e c t i o n i s s u b j e c t t o the same c r i t i c i s m s a s s e c t i o n 9 . 

S e c t i o n 1L, "Continued l i a b i l i t y of d rawer . 

We see no o b j e c t i o n t o t h i s s e c t i o n . 

S e c t i o n 12* JDuty of r e c e i v e r . 

We have no o b j e c t i o n to t h i s s e c t i o n . 

Sec t io® 1 3 . P r e f e r e n c e s i n case of i n s o l v e n c y . 

We see no o c c a s i o n f o r c o l l e c t i o n code t o dea l w i t h t h e q u e s t i o n of 
p r e f e r e n c e s . We t h e r e f o r e f e e l t h a t s e c t i o n 13 i s e n t i r e l y i n a p p r o p r i a t e . 

S e c t i o n 1 4 . Xilen of c o l l e c t i n g bank . 

We s e e no o c c a s i o n f o r a c o l l e c t i o n code t o dea l w i t h t h e q u e s t i o n 
of a l i e n which a bank migh t havo , b u t , on t h e p t h e r hand , we t h i n k t h a t t h i s 
q u e s t i o n s h o u l d be d e c i d e d by t h e e s t a b l i s h e d law of t h e r e s p e c t i v e s t a t e s of 
the P s i o n . Tor t h e s e r e a s o n s , we f e e l t h a t t he p r o v i s i o n s of s e c t i o n 14 have 
no p l a c e i n a c o l l e c t i o n code . 

Summarizing the p r o p o s e d code: We see no o c c a s i o n , i f t h e code i s 
e n a c t e d , f o r i t t o go f u r t h e r t h a n t o cover t he u n c r i t i c i z e d p o r t i o n s of 
s e c t i o n s 6, 9, 10 and 1 1 . 

(S) Locke, Locke, S t r o u d & Randolph . 
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EED3RAL RES2RV3 LAM 
of 

ST. LOUIS 

Februa ry 29, 1928. 

Mr. Wa l t e r Wyat t , Genera l Counsel , 
F e d e r a l Rese rve Board , 
Washington, D. C. 

Dear Mr. Wya t t : 

Examining t h e p r o p o s e d UNIFORM BAKK COLLECTION COKE p r e p a r e d "by 
Mr. P a t o n f rom t h e s t a n d - p o i n t of i t s e f f e c t on F e d e r a l Reserve Banks a s 
C o l l e c t i o n Agen t s , I can f i n d no o b j e c t i o n u n t i l S e c t i o n 6, c a p t i o n -
RULES OF ORDINARY CAKE Iff FORWARDING- AND PRESENTMENT i s c o n s i d e r e d . I 
b e l i e v e t h a t p a r t of p a r a g r a p h ( a ) s e c t i o n 6 •- h e r e i n b e l o w quo ted - u n -
duly b roadens t h e F e d e r a l Reserve Banks ' l i a b i l i t y i n i t s C l e a r i n g House 
o p e r a t i o n s : 

" P r o v i d e d i t s h a l l n o t be deemed o r d i n a r y c a r e t o 
f o r w a r d a n i t e m f o r . c o l l e c t i o n t o any bank a s t o 
which t h e f o r w a r d i n g bank h a s knowledge or rmasnnablm 
ground t o b e l i e v e t h a t i t i s n o t i n a sound f i n a n c i a l 
c o n d i t i o n and i s e i t h e r i n s o l v e n t or a p p r o a c h i n g 
i n s o l v e n c y . " 

Under t h e word ing quo ted , t h e l i a b i l i t y i s e x t e n d e d to cove r 
c a se s where we have r e a s o n a b l e ground t o b & l i e r e t h e bank no t to be i n a 
sound f i n a n c i a l c o n d i t i o n o r where i t i s a p p r o a c h i n g i n s o l v e n c y . 

When a bank i s i n s o l v e n t i n f a c t , and , when i t i s not i n a sound 
f i n a n c i a l c o n d i t i o n o r a p p r o a c h i n g i n s o l v e n c y - a r e e n t i r e l y two d i f f e r e n t 
t h i n g s . We know by e x p e r i e n c e t h a t a bank may n o t be i n a sound f i n a n c i a l 
c o n d i t i o n and t h e r e may even be r e a s o n a b l e ground t o b e l i e v e i t i s b o r d e r -
i n g on an i n s o l v e n t c o n d i t i o n and y e t i t may be a b l e t o w e a t h e r t h e s torm 
and g e t back on a sound f i n a n c i a l b a s i s . I t a p p e a r s t o me t h a t a F e d e r a l 
Reserve Bank ought n o t t o be p l a c e d i n a p o s i t i o n where i t w i l l a t i t s 
p e r i l and b e f o r e i t h a n d l e s an i t em on a s o l v e n t bank have t o dec ide whe ther 
t h e r e i s a r e a s o n a b l e ground t o b e l i e v e t h a t t h e bank i s a p p r o a c h i n g i n -
s o l v e n c y . 

Under ou r 'Time Schedule* a day i s f i x e d on which the bank e x -
p e c t s t o r e c e i v e r e m i t t a n c e on a cash l e t t e r t h e r e t o f o r e s e n t o u t . I t h a s 
happened i n t h i s d i s t r i c t ( and I suppose i n o t h e r s ) t h a t t h e F e d e r a l Re-
s e r v e Bank may h a v e / S e 5 ^ s h l e t t e r t o a bank a f t e r t he s c h e d u l e d a t e on 
which i t shou ld have r e c e i v e d r e m i t t a n c e f o r a fo rmer cash l e t t e r , and , 
upon i n v e s t i g a t i o n , i t was found t h a t t h e r e m i t t a n c e d r a f t s had been m a i l e d 
i n due t ime , b u t , because of something t h a t happened be tween the m a i l i n g 
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d a t e and t h e r e c e i p t d a t e t h e r e m i t t a n c e had n o t been r e c e i v e d on s c h e d u l e 
t i m e . 

Or , i t m i g h t happen t h a t a r e m i t t a n c e d r a f t c o v e r i n g a p r e v i o u s 
c a s h l e t t e r had b e e n r e c e i v e d , p r e s e n t e d , and , p r o t e s t e d - f o r want of 
f u n d s - u n d e r c i r c u m s t a n c e s where the r e m i t t i n g bank had s u f f i c i e n t f u n d s 
i n i t s v a u l t s and w i t h o t h e r s o l v e n t c o r r e s p o n d e n t s ( s u b j e c t t o check) t o 
p a y a l l i t e m s p r e s e n t e d ( i n c l u d i n g t h e p r o t e s t e d r e m i t t a n c e d r a f t , ) a n d , 
upon ' N o t i c e 1 o f t h e p r o t e s t i n g of t he p r i o r d r a f t - f o r want of f u n d s -
t h e r e m i t t i n g bank would f o r t h w i t h f u r n i s h a d r a f t on a c o r r e s p o n d e n t where 
i t had s u f f i c i e n t f u n d s , and t h e l a t t e r d r a f t c o l l e c t e d , NEVERTHELESS, i f 
a l o s s o c c u r r e d by r e a s o n of t h e s e n d i n g of t h e s u b s e q u e n t c a s h l e t t e r a f t e r 
t h e d i s h o n o r of t h e f i r s t d r a f t - t h e Court might h o l d t h e fo rmer u n p a i d 
r e m i t t a n c e d r a f t was s u f f i c i e n t e v i d e n c e t o c o n s t i t u t e a r e a s o n a b l e g round 
f o r b e l i e f t h a t t h e r e m i t t i n g bank was a p p r o a c h i n g i n s o l v e n c y , though i t 
was i n f a c t s o l v e n t a t t h e t ime t h e r e m i t t a n c e d r a f t was d i s h o n o r e d . 

F e d e r a l R e s e r v e Banks , u n d e r t h e f o r e g o i n g c i r c u m s t a n c e s , would, 
i n o r d e r t o s a f e - g u a r d a n d t h o r o u g h l y p r o t e c t t h e m s e l v e s , h a v e t o h a n d l e 
t h e s u b s e q u e n t c a s h l e t t e r s e i t h e r by s e n d i n g them by a m e s s e n g e r t o make 
c o l l e c t i o n o v e r t h e c o u n t e r ; o r , by s e n d i n g t h e n t o a n o t h e r bank t o make 
c o l l e c t i o n ; o r , r e f u s e t o h a n d l e t h e i t e m s b e c a u s e of t h e u n r e m i t t e d f o r and 
o u t s t a n d i n g c a s h l e t t e r s . E i t h e r one of t h e s e t h r e e c o u r s e s m i g h t i n f a c t 
f o r c e a s o l v e n t , b u t weak bank , i n t o a n i n s o l v e n t c o n d i t i o n . T/HER3AS, i f 
t h e p r e s e n t method of h a n d l i n g c o l l e c t i o n s wore c o n t i n u e d , a n d t h e r e -
m i t t i n g bank a l l o w e d t o c o r r e c t i t s m i s t a k e and f u r n i s h a c o l l e c t a b l e r e -
m i t t a n c e d r a f t - i t would be a b l e t o w e a t h e r t h e s t o r m , and , e v e n t u a l l y 
g e t b a c k on a sound f i n a n c i a l b a s i s ; c o n s e q u e n t l y , t h e p r o v i s i o n s q u o t e d , 
I b e l i e v e , would seem t o be u n n e c e s s a r i l y h a r d b o t h on t h e r e m i t t i n g bank 
and t h e F e d e r a l R e s e r v e Banks , and s t e p s s h o u l d be t a k e n t o have t h i s 
s e c t i o n so m o d i f i e d a s t o l e s s e n t h e l i a b i l i t y of a F e d e r a l R e s e r v e Bank -
i f i t h a p p e n s t o g u e s s wrong on t h e s o l v e n c y of a c o l l e c t i n g bank - " f o r , i t 
i s p o s s i b l e t h a t i f t h e F e d e r a l R e s e r v e Bank were t o g u e s s wrong and 
a b r u p t l y a d o p t a new method of making c o l l e c t i o n s of t h e i t e m s c o n t a i n e d 
i n t h e s u b s e q u e n t c a s h l e t t e r s , t h e change might c a u s e a r u n on a n d t h e 
c l o s i n g of a r e a l l y s o l v e n t b a n k . 

SECTION IX - MEDIUM OF PAYMENT 

Under t h e f o l l o w i n g c l&use : 

" I n any c a s e , howeve r , where a bank c o l l e c t i o n a g e n t 
h a s knowledge of t h e a p p r o a c h i n g i n s o l v e n c y of t h e drawee 
o r p a y o r of a n i t e m o r r e a s o n a b l e g round t o s u s p e c t 
t h a t s u c h drawee o r p a y o r i s a b o u t t o c l o s e i t s d o o r s , 
i t s h a l l n o t be t h e e x e r c i s e of o r d i n a r y c a r e t o a c c e p t 
i n payment t h e check or d r a f t of such drawee or p a y o r 
W i t h o u t f i r s t t a k i n g any and a l l s t e p s which a p r u d e n t 
owner of t h e i t e m would t a k e t o o b t a i n payment i n money 
o r a s o l v e n t c r e d i t u n d e r l i k e c i r c u m s t a n c e s , " 
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b e f o r e the Federal . R e s e r v e Bank c o u l d t a k e the r e m i t t a n c e d r a f t of a drawee 
or p a y o r t a n k , i t would a t i t s p e r i l have t o de te rmine whe the r i n f a c t t h e 
payee hank was a p p r o a c h i n g i n s o l v e n c y o r about to c l o s e i t s doors , and , t h e 
same q u e s t i o n s c o v e r e d by t h e o b j e c t i o n s o f f e r e d t o P a r a g r a p h ( a ) S e c t i o n 
6, h e r e i n a b o v e quo ted , shou ld be c o n s i d e r e d . 

Upon my r e t u r n to S t . Louis some pend ing c a s e s and m a t t e r s a c c u -
m u l a t e d d u r i n g my absence p r e v e n t e d e a r l i e r a t t e n d a n c e t o t h i s s u b j e c t . 

Very t r u l y y o u r s , 

(S igned) J a s 0 . McCorikey. 
Counse l . 
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P h i l a d e l p h i a December 23, 1927* 

Mr. A l b e r t C. Agnew, Counse l , 
F e d e r a l R e s e r v e Bank, 
San F r a n c i s c o , C a l . 

Dear Mr. Agnew: 

I am v e r y g l a d i n d e e d t o have your l e t t e r of December 23, which 
g i v e s me t h e o p p o r t u n i t y t o see f o r t h e f i r s t t ime Judge B a t o n ' s Uniform 
Bank C o l l e c t i o n Code, and which I am r e t u r n i n g h e r e w i t h . I t a l k e d w i t h 
Mr. P a t o n on t h i s s u b j e c t j u s t a week o r so ago w h i l e I was i n New York, bu t 
we were b o t h too busy to go i n t o any d e t a i l , nor d i d he men t ion the f a c t 
t h a t h e h a d a c t u a l l y p r e p a r e d a code . 

I have r e a d the p a r a g r a p h s over , and a l s o your c r i t i c i s m s , which 
i n my judgment a r e b o t h sound and p e r t i n e n t . I t was my p l e a s u r e and good 
f o r t u n e to work w i t h Judge P a t o n i n the Hew York o f f i c e s of t he American 
Bankers A s s o c i a t i o n f o r a p e r i o d of f o u r y e a r s , f rom 1911 to 1915, d u r i n g 
which t ime we f r e q u e n t l y d i s c u s s e d t h i s s u b j e c t , a s w e l l a s o t h e r s , h e from 
the l e g a l p o i n t of view, and I f rom t h e p r a c t i c a l s t a n d p o i n t . Need le s s to 
say , we d i f f e r e d on many p o i n t s , and my g e n e r a l c r i t i c i s m of Judge P a t o n ' s 
Code i s t h a t h i s v iews , a s f o r m e r l y , r e f l e c t l e g a l e x p e r i e n c e , whereas y o u r s , 
on t h e o t h e r hand , show b o t h l e g a l and p r a c t i c a l knowledge . 

I have one or two s u g g e s t i o n s which I would l i k e t o b r i n g t o your 
a t t e n t i o n i n a d d i t i o n t o t h e c o n s t r u c t i v e c r i t i c i s m s you have made. F i r s t -
i n r e f e r e n c e to S e c t i o n 4 - "Legal E f f e c t of Endorsement s" . My o p i n i o n i s 
t h a t we s h o u l d c u t a c r o s s c o n s i d e r a b l e t e r r i t o r y h e r e , and r e c o g n i z e t h e 
bank endorsement stamp on t h e c l a s s of i t em we a r e d i s c u s s i n g a s b e i n g more 
t han s imply a n endorsement i n t h e sense t h a t i t i s cove red by t h e N e g o t i a b l e 
I n s t r u m e n t s A c t . I t i s p r i m a r i l y a r e c o r d , and the v e r y p r e s e n c e of t h e i t em 
endor sed i n t h e channe l i n which we f i n d i t i s p r ima f a c i e e v i d e n c e of i t s 
s t a t u s . I t h e r e f o r e s e e l i t t l e p o i n t i n Judge P a t O n ' s f i n e d i s t i n c t i o n b e -
tween i t ems e n d o r s e d "For D e p o s i t " , "For C o l l e c t i o n and Remi t t ance" and 
"For C o l l e c t i o n and C r e d i t " . I b e l i e v e q u e s t i o n s a r i s i n g i n c o n n e c t i o n 
w i t h i t ems a r e q u e s t i o n s of f a c t , and no t q u e s t i o n s of endorsemen t . Nor do 
I see any p u r p o s e i n drawing a d i s t i n c t i o n between such i t e m s which t h e 
bank i s c o l l e c t i n g f o r a d e p o s i t o r and s i m i l a r i t ems which t h e bank i t s e l f 
may own. Always remembering, a s I p o i n t e d out i n Houston, t h a t we a r e 
d e a l i n g w i t h i n s o l v e n t o r f a i l e d banks , I cannot see t h a t i t makes any par*-
t i c u l a r d i f f e r e n c e t o anybody, e s p e c i a l l y to the f a i l e d bank or t h e R e c e i v e r 
t h e r e o f , or banks a l o n g t h e l i n e , whe ther t h e bank of i n i t i a l d e p o s i t i s 
the agen t c o l l e c t i n g f o r a d e p o s i t o r , or whether such bank of i n i t i a l de -
p o s i t a c t u a l l y owns t h e i t ems which i t h a s a c c e p t e d i n payment of a debt 
due i t . 
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Again t a k i n g a s h o r t c u t , I would "be ve ry much i n f a v o r of l e g a l l y 
p r o v i d i n g f o r a n endorsement stamp which would do t h r e e t h i n g s : 

1 . Make i t i m p o s s i b l e f o r a check so e n d o r s e d t o he n e g o t i a t e d "be-
tween i n d i v i d u a l s o r "between an i n d i v i d u a l ( n o t a h a n k e r ) and a 
hank . I n o t h e r words , the e f f e c t would he somewhat s i m i l a r to t h e 
E n g l i s h c r o s s i n g of c h e c k s . 

2 . The hank stamp s h o u l d c a r r y t h e same w a r r a n t i e s and g u a r -
a n t e e s a s a r e now c a r r i e d "by the endorsement on a n e g o t i a b l e 
i n s t r u m e n t . 

3 . The stamp s h o u l d he ( a s i t u s u a l l y i s ) s imply a r e c o r d of 
t h e hank h a n d l i n g such i t em, t h i s f o r economy of space and c o s t 
of s t amps . 

S e c t i o n 6 . "Bules of o r d i n a r y c a r e i n f o r w a r d i n g and p r e s e n t m e n t " . 
I h e l i e v e i t shou ld be l e g a l l y p rovded t h a t i t s h a l l n o t be deemed o r d i n a r y 
ca re t o f o r w a r d an i t em f o r c o l l e c t i o n by a c i r c u i t o u s r o u t e . This would 
r e q u i r e some d e f i n i n g , b u t I t h i n k you g e t my t h o u g h t . For example, a bank 
i n San F r a n c i s c o would be deemed c a r e l e s s or n e g l i g e n t s h o u l d i t send a check 
payab l e i n Ar i zona t o Spokane, Washington, f o r c o l l e c t i o n , whether by a c c i d e n t 
o r d e s i g n . 

Tour argument a s to s o l v e n t c r e d i t s i s e n t i r e l y sound, and i s i n 
l i n e , you may r e c a l l , w i t h the p r i n c i p l e s which I t r i e d t o l a y down i n the 
p a p e r I p r e s e n t e d a t Hous ton . I n my judgment , a s o l v e n t c r e d i t s h o u l d be 
d e f i j i e d a s c r e d i t by a bank t h a t c o n t i n u e s to a c c e p t d e p o s i t s and make cash 
payments a c r o s s i t s c o u n t e r f o r a p e r i o d two days l o n g e r t h a n t h e o r d i n a r y 
mai l t ime between t h e bank of o r i g i n a l d e p o s i t and the p l a c e of payment . 
This i s r a t h e r c r u d e l y p u t , b u t I t h i n k you w i l l g e t t h e i d e a and t h e r e a -
sons t h e r e f i o r . 

I have no t t a k e n t h e t ime t o go i n t o g r e a t e r d e t a i l or e l a b o r a t i o n 
i n c o n n e c t i o n w i t h one or two o t h e r minor s u g g e s t i o n s , b u t what I have s e t 
down above c o v e r s i n a g e n e r a l way t h e p o i n t s t h a t o c c u r r e d t o me a s I r e a d 
over Judge P a t o n ' s d r a f t and your c r i t i c i s m s . 

Thanking you f o r h a v i n g g i v e n me t h e o p p o r t u n i t y t o r ev iew t h e 
co r r e spondence , I am, 

Yours v e r y t r u l y , 

0 . HOWARD WOLFE ( s g d . ) 

C a s h i e r 
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Thomas B. P a t o n , E s q . , 
General Counsel , 
American Bankers A s s o c i a t i o n , 
110 E a s t 42nd S t r e e t , 
New York C i t y , N. Y. 

Dear Judge P a t o n : 

I have c a r e f u l l y rev iewed w i t h the Deputy Governor and C a s h i e r of 
t h i s "bank t h e u n i f o r m hank c o l l e c t i o n code, a t e n t a t i v e d r a f t of which you 
r e c e n t l y s e n t me. 

Many s u g g e s t i o n s have o c c u r r e d to u s , bo th f rom an o p e r a t i n g and 
a l e g a l s t a n d p o i n t , and t h e s e s u g g e s t i o n s I t a k e t h e l i b e r t y of s e t t i n g 
f o r t h h e r e i n . I hope t h a t you w i l l not c o n s i d e r our comments e n t i r e l y l a c k -
i n g i n c o n s t r u c t i v e f o r c e . You h a v i n g s e t up a t a r g e t f o r u s t o aim a t , 
we have c o n s i d e r e d t h a t your pu rpose would be b e t t e r accompl i shed by c r i t -
i c i s m of what you have s u g g e s t e d t han by the s u g g e s t i o n of a l t e r n a t i v e s on ly . 

For the sake of convenience , our comments a r e s e g r e g a t e d t o c o r -
respond t o the s e c t i o n s of t h e p roposed code . 

S e c t i o n I . ( b ) You d e f i n e a " s o l v e n t c r e d i t " a s an u n c o n d i t i o n a l 
c r e d i t of money on t h e books of a s o l v e n t bank to the accoun t of a n o t h e r bank, 
r e q u e s t e d o r a c c e p t e d by such o t h e r bank . 

I b e l i e v e t h e r e i s g r e a t danger i n the u s e of t he word 11 s o l v e n t " . 
Solvency i s a r e l a t i v e term depending upon c i r c u m s t a n c e s and c o n d i t i o n s .'oft,fen 
no t w i t h i n t h e knowledge of t he c o l l e c t i n g bank, I f , a f t e r t he c r e d i t i s 
r e c e i v e d o r a c c e p t e d , i t l a t e r a p p e a r s t h a t t h e bank upon the books of which 
t h e c r e d i t was g i v e n was no t i n f a c t s o l v e n t a t t h e t ime of t h e p a s s i n g of 
such c r e d i t , t h e r e s p o n s i b i l i t y , unde r t h e l a t t e r s e c t i o n s of t he p r o p o s e d 
code , i s p a s s e d t o t h e c o l l e c t i n g bank . In many i n s t a n c e s banks a r e go ing 
i n s t i t u t i o n s m e e t i n g the demands made upon them i n t h e u s u a l c o u r s e of b u s i -
n e s s , bu t a r e no t s o l v e n t unde r t h e g e n e r a l l y a c c e p t e d d e f i n i t i o n of t h a t 
t e rm. 

The s i g n i f i c a n c e of t he u s e of t h i s t e rm ha# p e r h a p s been more 
f o r c i b l y i m p r e s s e d upon me by t h e r a t h e r d i s a s t r o u s outcome i n t h e c a s e of 
F e d e r a l Rese rve Bank of San F r a n c i s c o v s . Idaho Grimm Seed Growers A s s o c i a -
t i o n ( 8 Fed . (2d ) 9 2 2 ) . I n t h a t c a s e , w h i l e t h i s bank knew t h a t t h e S t and red 
Bank was i n a b a d l y e x t e n d e d c o n d i t i o n , i t d i d no t know t h a t t h e S t a n d r o d 
Bank was i n f a c t i n s o l v e n t a t t he t ime of t h e t r a n s a c t i o n s r e f e r r e d t o . You 
can s ee , however , t h e s e r i o u s consequences which r e s u l t e d f rom our d e a l i n g 
w i t h t h e bank i n good f a i t h a t a t ime when a l t h o u g h a go ing i n s t i t u t i o n , 
i t was i n f a c t i n s o l v e n t . 
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FEDERAL RESERVE BAMK 

of San F r a n c i s c o 

F e b r u a r y 2 8 t h , 
1 9 2 8 . 

Wal t e r Wyat t , E s q . , 
Genera l Counsel , 
F e d e r a l Rese rve Board, 
Washington, D. C. 

Dear Mr. Wya t t : 
a t 

I am reminded, t h a t / t h e r e c e n t c o n f e r e n c e of Counsel t o t h e F e d e r a l 
Reserve Banks, held, i n Washington, i t was p r o p o s e d t h a t Counsel f o r each 
F e d e r a l Reserve Bank should, send to you t h e i r c r i t i c i s m s and. recommendations 
i n r e l a t i o n t o t h e u n i f o r m check c o l l e c t i o n code proposed, "by Judge P a t o n , 
Genera l Counsel t o t h e American Bankers A s s o c i a t i o n . 

Having a l r e a d y gone q u i t e t h o r o u g h l y over t he Code, and h a v i n g 
w r i t t e n t o Judge P a t o n i n r e g a r d t o i t , I do no t "believe t h a t I can do 
"better t h a n send you a copy of t he l e t t e r which I w r o t e t o Judge P a t o n , and 
which I e n c l o s e h e r e w i t h . Th is e x p r e s s e s q u i t e f o l l y my c r i t i c i s m s of t he 
p roposed code . I d i d no t a t t e m p t t h e r e i n to s e t f o r t h any c o n s t r u c t i v e 
s u g g e s t i o n s of m a j o r impor t , "because I d i d no t c o n s i d e r t h a t I s h o u l d do s o . 

I a l s o hand you h e r e w i t h copy of a l e t t e r r e c e i v e d "by me f rom 
Mr. 0 . Howard Wolfe , C a s h i e r of t h e P h i l a d e l p h i a - G i r a r d N a t i o n a l Bank, i n 
r e sponse t o a l e t t e r w r i t t e n "by me t o him t r a n s m i t t i n g a copy of Judge Pa ton 1 s 
Code, and my l e t t e r of c r i t i c i s m . I "believe t h a t Mr. W o l f e ' s r e a c t i o n , "being 
t h a t of a p r a c t i c a l "banker, i s worthy of c o n s i d e r a t i o n . 

I f t h e r e i s a n y t h i n g f u r t h e r t h a t I can do t o a s s i s t you i n s i f t -
i n g down the c r i t i c i s m s i n r e g a r d to t h e Code, p l e a s e l e t me know* 

I s t i l l r e t a i n most p l e a s a n t r e c o l l e c t i o n s of my r e c e n t v i s i t to 
Washington, a t r i p a lways made so much more e n j o y a b l e by r e a s o n of t h e warm 
h o s p i t a l i t y of Mrs . Wyatt and you . I on ly hope t h a t I may some day have the 
o p p o r t u n i t y and p r i v i l e g e of e n t e r t a i n i n g you b o t h i n C a l i f o r n i a . 

, J u s t b e f o r e my d e p a r t u r e f rom Washington, I o r d e r e d a p o t t e d p l a n t 
s e n t to Mrs, W y a t t . Having o b t a i n e d your a d d r e s s f rom t h e t e l e p h o n e d i r e c t o r y 
i n g r e a t h a s t e I am c u r i o u s t o know whether the p l a n t r e a c h e d i t s d e s t i n a t i o n . 
A f t e r I boa rded t h e t r a i n , J f e l t t h a t I h a d not g i v e n t h e a d d r e s s c o r r e c t l y * 

C o r d i a l l y y o u r s , 

ACA/S 
Enc. ( 2 ) 

(S igned) A l b e r t C. Agnew, 
Counsel 
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I "believe t h a t t he word "going" shou ld be s u b s t i t u t e d f o r t h e 
word " s o l v e n t " , or e l s e t h e word shou ld he d e f i n e d "by s t a t i n g t h a t so lvency 
s h a l l be c o n c l u s i v e l y presumed i f t he i n s t i t u t i o n i n q u e s t i o n c o n t i n u e s 
open f o r b u s i n e s s f o r a s p e c i f i e d t ime f o l l o w i n g the payment of the i t e m . 

S e c t i o n 2 . I t i s our o p i n i o n t h a t the i n s t r u m e n t s i n c l u d e d w i t h i n 
the pu rv i ew of t h i s s e c t i o n shou ld no t be r e s t r i c t e d t o n e g o t i a b l e i n s t r u -
m e n t s . I t i s a f a c t which t h e t r a n s i t manager of any F e d e r a l Rese rve bank 
w i l l c o n f i r m t h a t t h e r e a r e d a i l y h a n d l e d a s t r a n s i t i t e m s hundreds of i n -
s t r u m e n t s which , w h i l e t h e y a r e no t s t r i c t l y n e g o t i a b l e , a r e i n common 
p r a c t i c e p a s s e d through, t h e t r a n s i t d e p a r t m e n t . I n c l u d e d i n such i t ems a r e 
pay checks , due b i l l s , and s i g h t d r a f t s of i n s u r a n c e , r a i l r o a d , and o t h e r 
l a r g e c o r p o r a t i o n s so drawn a s not t o be n e g o t i a b l e . I t seems t o u s t h a t 
t h e r e l a t i o n of agency s h o u l d su r round t h e c o l l e c t i o n of such i t e m s a s 
t h e s e a s w e l l a s i t ems n e g o t i a b l e i n fo rm. 

S e c t i o n 3 . I b e l i e v e t h a t you a r e e n t e r i n g dangerous t e r r i t o r y 
when you a t t e m p t , a s you have i n t h i s s e c t i o n , t o f i x t h e d e f i n i t e t ime a t 
which an i t e m r e c e i v e d on d e p o s i t f o r c r e d i t t o t he payee and drawn on the 
bank of d e p o s i t s h a l l be c o n s i d e r e d p a i d . I n t h e even t of t h e i n s o l v e n c y 
of e i t h e r t h e p a y i n g bank o r t h e d e p o s i t o r , t h e r e i s i n v o l v e d t h e q u e s t i o n 
of m a r s h a l l i n g of a s s e t s , w h i c h , i f t h e t ime f o r payment i s t o be d e f i n i t e l y 
s e t , w i l l become e x t r e m e l y d i f f i c u l t and w i l l l e a d t o l i t i g a t i o n . I t seems 
t o me t h a t t he same p u r p o s e cou ld be accompl i shed and much c o n f u s i o n a v o i d -
ed i f t h i s s e c t i o n s t a t e d m e r e l y t h a t a bank r e c e i v i n g on d e p o s i t a check 
drawn upon i t s e l f would have t h e p r i v i l e g e of r e t u r n i n g such check t o i t s 
d e p o s i t o r t h e f o l l o w i n g morning i f , a t t h e c l o s e of b u s i n e s s on t h e day of 
d e p o s i t t h e check i s found not t o be good. This same m a t t e r a r i s e s under 
S e c t i o n 6 ( c ) . 

S e c t i o n 4 . I would sugges t add ing a f t e r t h e words " t h a t t he i n -
dor see bank" i n t h e second l i n e of t h i s s e c t i o n t h e f o l l o w i n g : "and each 
subsequen t i n d o r s e r p r i o r to t h e drawee", so t h a t t he f i r s t s e n t e n c e a s 
amended would r e a d : 

"An indor semen t of an i t em by the payee o r o t h e r d e p o s i t o r 
' f o r d e p o s i t 1 s h a l l i n d i c a t e t h a t t h e i n d o r s e e bank and 
each subsequen t i n d o r s e r p r i o r to t h e drawee i s an agen t 
f o r c o l l e c t i o n and no t t h e owner of t h e i t e m . " 

I a l s o sugges t add ing a f t e r the words "an indorsement ' p a y any 
bank o r b a n k e r 1 " i n t h e l i n e f i f t h f rom t h e bot tom of t h e f i r s t page , t he 
words ' ' o r o t h e r ana logous i n d o r s e m e n t " . 
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1 R e l i e v e t h a t the words "where coup led w i t h the words ' p r i o r 
i ndo r semen t s g u a r a n t e e d " 1 on t h e l i n e s second and t h i r d f rom the bo t tom 
of tjae f i r s t page , s h o u l d he e l i m i n a t e d so t h a t t h i s s e n t e n c e a s amended 
w i l l r e a d : "and s h a l l c o n s t i t u t e a g u a r a n t y "by the i n d o r s e r t o a l l s u b -
sequen t h o l d e r s , e t c* ' ' 

This m a t t e r i n v o l v e s a c o n t r o v e r s i a l s u b j e c t upon which t h e r e . i s 
a s e r i o u s d i f f e r e n c e of Opinion* $ am> a M always have been of t h e op in ion 
t h a t a r e s t r i c t i v e indorsement does no t r e l i e v e the p a r t y so i n d o r s i n g of 
the u s u a l w a r r a n t i e s Att&Chiiig to a g e n e r a l indorse ! : unde r S e c t i o n 66 of t he 
N e g o t i a b l e I n s t r u m e n t s A c t . This s e c t i o n p r o v i d e s t h a t eve ry i n d o r s e r who 
i n d o r s e s w i t h o u t q u a l i f i c a t i o n makes c e r t a i n w a r r a n t i e s and r e a d w i t h 
S e c t i o n 65 of t h e A c t , t o my mind, must be c o n s t r u e d t o mean t h a t eve ry 
i n d o r s e r , i n c l u d i n g a q u a l i f i e d i n d o r s e r , a s d e f i n e d i n S e c t i o n 38, and 
i n c l u d i n g a r e s t r i c t i v e i n d o r s e r , w a r r a n t s t h a t t h e i n s t r u m e n t I s genuine 
i n a] . l r e s p e c t s , and t h a t / t h e t ime of h i s indorsement i t i s v a l i d 
and s u b s i s t i n g . I t would no t be a p p r o p r i a t e t o a rgue the m a t t e r f u r t h e r h e r e 
but I c a l l your a t t e n t i o n t o t h e f o l l o w i n g a u t h o r i t i e s : 

Ann. N e g o t i a b l e I n s t r u m e n t s Law, Crawford, page 130, 
Qjiatman v . S u p e r i o r Cour t , 42 C a l . App. Dec. 336, 
F i r s t H a t . Bank v . Bank of B a r n e s v i l l e (Ohio) 41' L .R.A. 

584, 586; 
D a n i e l ' s N e g o t i a b l e I n s t r u m e n t s , 6 t h Ed. p p . 744 and 746, 
9 Corp. J u r i s , 394, 
I n t e r s t a t e T r u s t Co. v . U. S . N a t . Bank ( C o l o . ) 185 P a c . 260, 
I n r e . Ziegenheim (Mo.) 187 S.W.893. 

S e c t i o n 6 ( a ) . I b e l i e v e t h a t t he l a s t t h r e e and o n e - h a l f l i n e s 
of t h i s s u b s e c t i o n , commencing w i t h the word "p rov ided" s h o u l d be e l i m i n a t e d . 
The i n c l u s i o n of t h i s p r o v i s o p l a c e s a heavy and a lmos t p r o h i b i t i v e r e s p o n -
s i b i l i t y upon t h e c o l l e c t i n g bank . I t would, i n my o p i n i o n , d e f e a t t h e v e r y 
pu rppse f o r which the d i r e c t - s e n d i n g s t a t u t e was i n t e n d e d , and would r e s u l t 
i n e n d l e s s and v e x a t i o u s l i t i g a t i o n . Under o r d i n a r y c i r c u m s t a n c e s t h e f o r -
ward ing bank i s n o t i n p o s i t i o n t o judge whe ther o r no t t h e bank t o which 
the i t e m i s s e n t i s i n s o l v e n t o r a p p r o a c h i n g i n s o l v e n c y . I f any l a r g e c o l -
l e c t i n g bank o r any number of banks shou ld come t o t h e c o n c l u s i o n t h a t a 
g iven bank was | lnot i n sound f i n a n c i a l c o n d i t i o n " , or was " a p p r o a c h i n g i n s o l -
vency" , and i n o r d e r t o a v o i d p o s s i b l e l i a b i l i t y a d o p t e d e x t r a o r d i n a r y means 
f o r c o l l e c t i n g checks , such a s p r e s e n t a t i o n over t h e c o u n t e r d i r e c t l y o r 
th rough a l o c a l a g e n t , t h e drawee bank would immedia te ly be f o r c e d t o c l o s e . 
We have h a d e x p e r i e n c e i n t h i s d i s t r i c t w i t h many banks which were i n an 
ex t ended c o n d i t i o n and which might be s a i d t o be " a p p r o a c h i n g i n so lvency" 
which, have s u r v i v e d , and a r e now f l o u r i s h i n g i n s t i t u t i o n s . The a d o p t i o n 
by t j i i s bank of u n u s u a l means f o r c o l l e c t i n g checks on such banks would 
have s p e l l e d n o t h i n g bu t r u i n f o r such i n s t i t u t i o n s . I t seems to me t h a t 
i t i p i n f i n i t e l y b e t t e r t o omit the p r o v i s i o and l e a v e t h e d e t e r m i n a t i o n 
of what s h a l l c o n s t i t u t e o r d i n a r y c a r e to t he c i r c u m s t a n c e s e x i s t i n g i n 
each p a r t i c u l a r c a s e . 
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( b ) The same o b s e r v a t i o n s a s t h o s e l a s t h e r e i n s t a t e d a p p l y t o t h e 
p r o v i s o c o n t a i n e d , i n t h i s s u b s e c t i o n . I s t r o n g l y recommend i t s e l i m i n a t i o n , 

( c ) I t seems t o me t h a t i t would "be b e t t e r t o e i t h e r e l i m i n a t e t h i s 
s u b s e c t i o n o r t o so a l t e r i t a s n o t t o c o n f i n e t h e p a y o r bank t o a n e x a c t 
method o r o r d e r f o r t h e payment of c h e c k s , As you know, checks r e c e i v e d by 
t h e p a y o r bank a n d drawn upon i t a r e r e c e i v e d f rom f o u r s o u r c e s : t h o s e 
c a s h e d o v e r t h e c o u n t e r , t h o s e d e p o s i t e d f o r c r e d i t , t h o s e r e c e i v e d t h r o u g h 
t h e c l e a r i n g h o u s e , a n d t h o s e r e c e i v e d t h r o u g h t h e m a i l s * I n l a r g e bdriks 
i t i s u t t e r l y i m p o s s i b l e a s an. o p e r a t i n g d e t a i l t o d e t e r m i n e t h e o r d e r i n 
which such checks drawn upon a g i v e n a c c o u n t Are r e c e i v e d * 1ft Aaziy of t h e 
l a r g e r banks c a s h l e t t e r s r e c e i v e d t h r o h g h t h e m a i l a f t e r two pun* a r e 
a r b i t r a r i l y h e l d ove r u n t i l t h e n e x t day and i l l many i n s t a n c e s i t migh t 
happen t h a t a f t e r t h e h o u r f i x e d beyond which c&sh l e t t e r s would n o t bo 
f u n c t i o n e d , c h e c k s would be d e c e i v e d and c a s h e d a t t h e c o u n t e r o r r e c e i v e d 
f o r d e p o s i t o v e r t h e c o u n t e r * t o p a r t i c u l a r i s e a s c l o s e l y a s t h i s s u b -
s e c t i o n does on t h e m a t t e r bf o f d a r of payment , i t seems t o me would a c -
compl i sh no good p u r p o s e a n d would be p r o d u c t i v e of c o n t r o v e r s y . . 

S e c t i o n 7* T h i s s e c t i o n m e r e l y p r o v i d e s i n s u b s t a n c e t h a t upon 
d i s h o n o r t h e drawee , o r o t h e r a g e n t , may f o l l o w t h e p r o v i s i o n s of t h e Ne-
g o t i a b l e I n s t r u m e n t s A c t , a n d i n so d o i n g s h a l l be exempt f r o m l i a b i l i t y . 
I t a p p e a l s t o me a s s t a t i n g a s e l f - e v i d e n t p r o p o s i t i o n and I b e l i e v e s h o u l d 
be e l i m i n a t e d . 

S e c t i o n 9 . I f t h i s s e c t i o n i s t o be i n c l u d e d , i t seems to me 
t h a t i t s h o u l d be p r o v i d e d t h a t t h e check or d r a f t of t h e drawee o r p a y o r 
g i v e n i n s e t t l e m e n t o r i n payment of a n i t e m o r i t ems must be f i n a l l y c o l -
l e c t e d i n s o l v e n t f u n d s . I n o t h e r words , some r e s t r i c t i o n on t h e number 
of d r a f t s which may be t a k e n i n t h e p r o c e s s of c o l l e c t i o n s h o u l d be i n c l u d -
e d . O t h e r w i s e , u n d e r t h e code a s d r a f t e d , a c o l l e c t i n g bank would be p r i -
v i l e g e d t o a c c e p t a r e m i t t a n c e d r a f t f r o m t h e p a y o r a n d a n o t h e r r e m i t t a n c e 
d r a f t f r o m t h e drawee of t h e f i r s t d r a f t , a n d so on a d l i b , t h e p a r t i e s 
i n i n t e r e s t i n t h e meant ime no t b e i n g i n r e c e i p t of f i n a l c r e d i t . The 
c o l l e c t i n g bank s h o u l d be r e q u i r e d t o o b t a i n i m m e d i a t e l y a v a i l a b l e f u n d s 
f o r t h e f i r s t r e m i t t a n c e d r a f t . 

S e c t i o n 1 1 . Change t h e words " o r d i n a r y c a r e " i n t h e f i f t h l i n e of 
t h i s s e c t i o n t o t h e words "due c a r e a s d e f i n e d h e r e i n " . 

I t seems t o me t h a t t h e l a t t e r p a r t of t h i s s e c t i o n , commencing 
w i t h t h e words "where t h e d r a f t " might w e l l be combined w i t h t h e s u b s t a n c e 
of s e c t i o n 12, a n d s u b s e c t i o n "a" of s e c t i o n 1 3 . The o b j e c t sough t t o be 
a c c o m p l i s h e d , I t a k e i t , i n t h e e v e n t of t h e d i s h o n o r of a r e m i t t a n c e d r a f t 
t h r o u g h t h e i n s o l v e n c y of t h e p a y i n g bank , i s t o p l a c e a l l of t h e p a r t i e s t o 
t h e t r a n s a c t i o n b a c k i n t h e i r o r i g i n a l p o s i t i o n . Might t h i s n o t be accom-
p l i s h e d w i t h more c l a r i t y by s t a t i n g i n one s e c t i o n i n s u b s t a n c e t h a t i n t h e 
e v e n t of t h e f a i l u r e of a p £ y » r bank b e f o r e i t s exchange d r a f t s e n t i n r e -
m i t t a n c e h a s b e e n c o l l e c t e d , such d r a f t s h a l l bo r e t u r n e d t o t h e p a y o r bank , 
which bank s h a l l i n t u r n r e - c r e d i t i t s d e p o s i t o r ' s a c c o u n t w i t h t h e amount 
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of t h e checks cove red "by t h e d r a f t i n q u e s t i o n , t h e checks to "be r e t u r n e d 
t o t h e bank f rom which r e c e i v e d and "by such t a n k to t h e o r i g i n a l d e p o s i t o r * 

I t seems t o me a l s o t h a t t he l a t t e r p a r t of s e c t i o n 11 s h o u l d no t 
"be c o n f i n e d to i t e m s which have "been exchanged 11 t h rough t h e c l e a r i n g " "but 
shou ld a p p l y t o a l l d r a f t s g i v e n i n payment of t r a n s i t i t e m s . 

S e c t i o n 13 ir I n t h e even t t h a t my s u g g e s t i o n s i n r e g a r d t o t h e 
l a t t e r p a r t of s e c t i o n 11, and s e c t i o n 12, a r e f o l l o w e d , s u b s e c t i o n ( a ) of 
s e c t i o n 13 w i l l , of c o u r s e , become u n n e c e s s a r y . The r e v e r s a l of e n t r i e s by 
t h e payor bank and t h e r e t u r n of t he o r i g i n a l checks , i f o b t a i n a b l e , t o 
t h e bank f rom whi ^ t h e y wore r e c e i v e d , w i l l e l i m i n a t e any p o s s i b l e c l a im 
of p r e f e r e n c e a g a i n s t t h e i n s o l v e n t bank . Some p r o v i s i o n shou ld be made 
f o r g i v i n g t h e o r i g i n a l d e p o s i t o r of t he checks some ev idence of h i s c la im 
a g a i n s t t h e drawer of the checks i n t h o s e c a s e s whore t h e checks have been 
r e t u r n e d to t h e drawer w i t h h i s o t h e r c a n c e l l e d v o u c h e r s . 

S e c t i o n 1 4 . I sugges t add ing a f t e r t he word " a s s e r t e d " , b e i n g 
the f i r s t word i n the l i n e second f rom t h e l a s t , t h e f o l l o w i n g : " o r any 
p r i o r i n d o r s e r " . I f t h e i n s t r u m e n t upon i t s f a c e , o r by any p r e v i o u s r e -
s t r i c t i v e i n d o r s e m e n t , i n d i c a t e s t h a t t h e bank a g a i n s t which a l i e n i s 
a s s e r t e d i s n o t t h e owner of t h e i t em b u t an agen t m e r e l y , no l i e n s h o u l d 
be a l l o w e d t o t h e bank i n p o s s e s s i o n of t h e i t e m . Th i s i d e a i s c a r r i e d 
out j,n t h e p r e v i o u s p a r t of t h e s e c t i o n a s d r a f t e d . 

I t r u s t t h a t you w i l l pa rdon the l e n g t h of t h i s communication which 
I do no t seem t o be a b l e t o a b r i d g e w i t h o u t s l i g h t i n g t h e i m p o r t a n t s u b j e c t 
a t h a n d . 

Yours v e r y t r u l y , 

(S igned) A l b e r t C. Agnew 
Counsel 

ACA:JH 

P . S . : R e f e r r i n g t o S e c t i o n 6 ( b ) , c o n s i d e r a b l e h a r d s h i p would r e s u l t i n 
many c a s e s i f the c o l l e c t i n g bank i s r e s t r i c t e d , i n c o l l e c t i n g a check 
drawn on a n o t h e r bank i n the same c i t y , to p r e s e n t i n g such check a t t h e 
coun te r of t h e drawee o r th rough the l o c a l c l e a r i n g h o u s e . In b o t h 
S e a t t l e and Los Angeles^ f o r i n s t a n c e , t h e r e a r e a number of sma l l o u t -
l y i n g banks w i t h i n t h e c o r p o r a t e l i m i t s of the c i t i e s ment ioned which a r e 
no t members of t he c l e a r i n g house and i n r e l a t i o n t o which p r e s e n t a t i o n 
by messenger would consume t h e major p o r t i o n of t h e b u s i n e s s day i n 
making the round t r i p . I have no doubt t h a t t h i s s i t u a t i o n e x i s t s i n 
many o t h e r l a r g e c i t i e s . 

I n t h e s e c a s e s we have f o l l o w e d the p r a c t i c e of send ing t h e 
i tems d i r e c t to t h e drawee by mai l and a c c e p t i n g t h e d r awee ' s d r a f t 
i n s e t t l e m e n t t h rough t h e m a i l . I f t h e code a s d r a f t e d shou ld become 
law, such method of p r e s e n t a t i o n would, o:f c o u r s e , n o t c o n s t i t u t e t h e 
e x e r c i s e of o r d i n a r y c a r e ; t h i s , a l t h o u g h t h e r e i s no p r a c t i c a l method 
of c o l l e c t i n g such i t ems o t h e r t han t h e one f o l l o w e d . I mere ly submit 
t h i s f o r your c o n s i d e r a t i o n . 

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



* 
oo:: Y ESDS&AI- E&SSTS ZAH 

OF BICHMOUD - 7 £ 
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» 

. February 17, 1926. 

F e d e r a l Rese rve Board , 
Washington , D. C.* 

A t t e n t i o n : Mr. Wal te r W.vatt. Genera l Counsel . 

My dea r Mr. Wyat t : 

On my r e t u r n f rom the Conference of Counsel of F e d e r a l 
Rese rve Banks I found i t was n e c e s s a r y f o r me to go to South C a r o l i n a 
on a "business t r i p , and , c o n s e q u e n t l y , I have had no p r e v i o u s o p p o r t u n i t y 
to w r i t e you upon the s u b j e c t of t o p i c No. 11 . 

I r e c e i v e d a copy of t he Uniform Bank C o l l e c t i o n Code from 
Mr. Thomas B. P a t o n and i n go ing over i t one or two p o i n t s ocpu r r ed 
to me which I ment ion below; 

S e c t i o n 3 - This s e c t i o n p r o v i d e s i n s u b s t a n c e t h a t a check 
which i s d e p o s i t e d i n the bank upon which i t i s drawn may be charged 
back to the d e p o s i t o r i f t h e r e a r e no funds t o t h e c r e d i t of the d e p o s i t o r 
when t h e check i s d e p o s i t e d and i f the chock i s n o t made good d u r i n g the 
b u s i n e s s day . The j u s t i c e of t h i s p r o v i s i o n i s s c a r c e l y open to q u e s t i o n , 
b u t I am a f r a i d t h a t i n o p e r a t i o n much u n c e r t a i n t y w i l l a r i s e f rom the 
d i f f i c u l t y of d e t e r m i n i n g the o r d e r i n vfliich one o r more checks a r e 
d e p o s i t e d . Most b rnks i n l a r g e c i t i e s have two or more t e l l e r s ' windows 
a t which checks are- r e c e i v e d on d e p o s i t and the bank has no wajr of 
d e t e r m i n i n g w i t h e x a c t n e s s the hour a t which a p a r t i c u l a r d e p o s i t was 
r e c e i v e d . Assume f o r the sake of argument t h a t John Doe has upon d e p o s i t 
t h e sum of $100 .00 and abou t midday two checks drawn by John Doe to t h e 
o r d e r of R i c h a r d Hop and Char les Coo are, d e p o s i t e d and t h a t each of 
t h e s e checks i s f o r $100 .00 . I assume t h a t t h e f i r s t i n t ime would be 
r eckoned t h e f i r s t i n r i g h t and t h a t t h e fcank would be o b l i g e d to devote 
t h e d e p o s i t t o t h e payment of t h e check d e p o s i t e d by Char les Coe i f t h a t 
was f i r s t d e p o s i t e d and v i c e v e r s a , b u t t h e bank would be w i t h o u t mean% 
of d e t e r m i n i n g wbiqja of t h e s e two checks had been f i r s t r e c e i v e d . Indeed , 
i t i s t h e o r e t i c a l l y p o s s i b l e t h a t t h e d e p o s i t of t h e two checks might 
h a v e . b e e n s i m u l t a f t e o u s l y made a t d i f f e r e n t windows, and i f t he two checks 
had -been d e p o s i t e d a t abou t t he same time i t would n e a r l y a lways be 
i m p r a c t i c a l t o d e t e r m i n e which had been d e p o s i t e d f i r s t . 

S e c t i o n 4 - 1 b e l i e v e t h a t t h i s s e c t i o n c l a r i f i e s t h e law and 
e s t a b l i s h e s a j u s t r u l e , b u t i t may be t h e o c c a s i o n of some l o s s to 
some b a n k s . I have found t h a t banks a r e v e r y anx ious t o be cons ide r ed as 
mere c o l l e c t i n g a g e n t s when they f a i l t o make a c o l l e c t i o n b u t they a r e 
e q u a l l y anx ious to be a b l e to u s e i t ems e n t r u s t e d to them f o r c o l l e c t i o n 
as a b a s i s f o r c r e d i t . Nea r ly a l l banks i n s end ing checks to a n o t h e r bank 
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; * 
u s e t h e endorsement : 11 Pay any "bank or banker»11 "bat the r e c e i v i n g "bank 
f r e q u e n t l y g i v e s immediate c r e d i t t o the" send ing bank f o r checks b e a r i n g 
t h i s , o r , i n d e e d , any o t h e r form of endorsement . I f bank "A" has 
r e c e i v e d a check endorsed i n b l a n k and e n d o r s e s i t "Pay any bank o r 
b a n k e r , " and. sends i t t o bank "B" ,and bank "B" sends i t t o bank "C" wi th 
a s i m i l a r endorsement , bank f,C" would f r e q u e n t l y g i v e immediate c r e d i t 
to baijk "B"# T h e r e f o r e , i f bank,"B" shou ld f a i l , bank "A" or t he h o l d e r 
o f thd check could rec la im* i t s p roceeds i n the hands of bank "C" and 
a p p a r e n t l y d e f e a t bank "C ! s " c l a im to a p p l y the a p p a r e n t b a l a n c e of bank 
"B" to an i n d e b t e d n e s s due b y % a n k "B". 

. * I t h i n k t h a t the p r a c t i c e t h a t banks have of g i v i n g c r e d i t 
upon u n c o l l e c t e d checks i s a p e r n i c i o u s p r a c t i c e and a law which d i s -
couraged i t would be a good 'law b u t i t might g i v e r i s e to some d i s s a t i s -
f a c t i o n b e f o r e i t s e f f e c t was g e n e r a l l y unde r s tood* 

S e c t i o n 6 (c ) - The o b j e c t i o n which I ment ioned as a p p l i c a b l e 
to S e c t i o n 3 i s e q u a l l y a p p l i c a b l e to S e c t i o n 6 ( c ) • * Indeed , i t i s more 
d i f f i c u l t to de t e rmine whether or not a check r e c e i v e d th rough t h e mai l s 
was r e c e i v e d b e f o r e or a f t e r a n o t h e r check r e c e i v e d th rough t h e m a i l s , 
or b e f o r e or a f t e r a n o t h e r check d e p o s i t e d a t t h e coun te r • Any number of 
checks drawn by the sarin d e p o s i t o r may be s i m u l t a n e o u s l y r e c e i v e d i n a 
s i n g l e d e l i v e r y of m a i l , 

S e c t i o n 8 ~ This s e c t i o n e x p r e s s e s what i s p r a c t i c a l l y admi t t ed 
to be t h e d u t y of a f o r w a r d i n g bank , bu t i t seems to me t h a t some d i f f i c u l t ' 
t y may a r i s e f rom t h e u i e of t he words " i n due course of mai l .V I t i s 
d i f f i c u l t to de t e rmine *.vith e x a c t n e s s the t ime which fehould e l a p s e between 
t he d i s p a t c h of a l e t t e r and. t h e r e c e i p t of a r e p l y as t h i s t ime f r e q u e n t l y 
depends upon whe the r or r o t r a i l r o a d c o n n e c t i o n s a r e made a t remote j u n c t i o n 
p o i n t s . I b e l i e v e t h a t v e r y few banks a t t e m p t to t r a c e i t ems upon the 
e x a c t day upon which a d v i c e of payment or non-payment should have been r e -
c e i v e d , u s u a l l y a l l o w i n g some margin of t ime on accoun t of p o s s i b l e d e l a y s 
i n the m a i l s • I t seems to me t h a t i t would be b e t t e r t o u s e the words 
" w i t h i n a r e a s o n a b l e t ime" r a t h e r t han the words " i n due cou r se of mai l#" 

I t seems to me t h a t S e c t i o n s 11 and 13 (a) a r e i n c o n s i s t e n t * 
S e c t i o n 11 a b r o g a t e s the r u l e under which the drawer of a check i s r e l e a s e d 
by t h e s u r r e n d e r and c a n c e l l a t i o n of t h a t check by the drawee bank i f the 
drawee bank f a i l s to make payment t o the c o l l e c t i n g bank# Under the r u l e 
e s t a b l i s h e d by the p roposed code i t would seem t h a t the h o l d e r has no 
c l a i m a g a i n s t t h e drawee bank , f o r t he h o l d e r would be e n t i t l e d to the 
r e t u r n of h i s 6heck as i f i t had been d i s h o n o r e d upon p r e s e n t a t i o n . I t 
seems t o me,* t h e r e f o r e , t h a t S e c t i o n 13 ( a ) i s s u p e r f l u o u s # \ 

\ S e c t i o n 11 changes a long e s t a b l i s h e d r u l e of law and the change 
w i l l c r e a t e g r e a t u n c e r t a i n t y as to t he t ime which such checks a s a r e 
d e c l a r e d by S e c t i o n 11 to be u n p a i d were d i s h o n o r e d . In o t h e r words , i t 
seems to me, t h e r e f o r e , t h a t S e c t i o n 11 shou ld be e l a b o r a t e d by t h e i n -
s e r t i o n of a p r o v i s i o n t o the e f f e c t t h a t i t ems which a r e c a n c e l l e d bu t 
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upon which the drawers a r e n o t d i s c h a r g e d shou ld be deemed d i s h o n o r e d 
when the h o l d e r o r c o l l e c t i n g a g e n t d i s c o v e r e d t h a t payment i n money 
or a s o l v e n t c r e d i t could n o t be ob ta ined . Tn o t h e r words , t h e t ime 
f o r g i v i n g n o t i c e of d i shonor shou ld begin t c vun when the r e m i t t a n c e 
d r a f t was d i s h o n o r e d or when the c o l l e c t i n g bank found t h a t t h e check 
had been c a n c e l l e d and no r e m i t t a n c e d r a f t " e n t . 

1 remain , 

Vary t r u l y y o u r s , 

M, ' t . Wa l l ace , 
vovnbel . 

MGW L 
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FEDERAL- RESERVE 3GARB 

STATEMENT FOR THE EESS3. 

X-6087 

For immediate r e l e a s e . J u l y 10, 1928 

The F e d e r a l Reserve Board announces t h a t the F e d e r a l 

Reserve Bank of Chicago has e s t a b l i s h e d a r e d i s c o u n t r a t e of 

5 p e r cent on a l l c l a s s e s of p a p e r of a l l m a t u r i t i e s , e f f e c t i v e 

J u l y 11, 1928. 
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X-6089 

FEDERAL RESERVE BOARD 

STATEMENT FOR THE PRESS 

For immediate r e l e a s e . J u l y 12, 1928. 

The Fede ra l Reserve Board announces t h a t the 

F e d e r a l Reserve Banks of New York and Richmond have 

e s t a b l i s h e d a r e d i s c o u n t r a t e of 5 p e r cent on a l l 

c l a s s e s of p a p e r of a l l m a t u r i t i e s , e f f e c t i v e J u l y 

13, 1928. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6090 

J u l y 14 , 1928. 

SUBJECT: Expense , M a i n l i n e , Leased Wire System, 
J u n e , 1928. 

Dear S i r : 

E n c l o s e d h e r e w i t h you w i l l f i n d two mimeo-
g r a p h s t a t e m e n t s , X-6090-a and X-6090-b , c o v e r i n g i n 
d e t a i l o p e r a t i o n s of t h e main l i n e , Leased Wire Sys-
tem, d a r i n g t h e month of J u n e , 1928. 

P l e a s e c r e d i t t h e amount p a y a b l e by y o u r 
bank i n t h e g e n e r a l a c c o u n t , T r e a s u r e r , U. S . , on 
your books , and i s s u e C/D Form 1 , n a t i o n a l Banks , 
f o r a c c o u n t of " S a l a r i e s and E x p e n s e s , F e d e r a l Re-
s e r v e Board , S p e c i a l Fund" , Leased Wire System, 
s e n d i n g d u p l i c a t e C/D t o the F e d e r a l Rese rve B o a r d . 

Very t r u l y y o u r s , 

F i s c a l Agent . 

E n c l o s u r e s , 

TO GOVERNORS OF ALL F . R. BANKS EXCEPT CHICAGO. 
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REPORT SHOWING CLASSIFICATION AND FJtfflER OF WORDS TRANSMITTED OVER MAIN LUIS 
OF THE FEDERAL RESERVE LEASED WIRE SYSTEM FOR THE MONTH OF JUNE, 1928. 

X-6090-a 

B u s i n e s s Words s en t by Net F e d e r a l P e r c e n t of t o t a l 
r e p o r t e d New York c h a r g e - Reserve "bank b u s i n e s s ( * ) 

by a b l e to o t h e r Bank 
From banks F. R. Banks ( l ) b u s i n e s s 

Bos ton 32 ,406 849 33,255 3 .49 
New York 151 ,073 - ' 151,073 15 .88 
P h i l a d e l p h i a 36 ,463 778 37,241 3 . 9 1 
Cleve land 89,824 1 ,907 91 ,731 9 -64 
Richmond 53 ,979 l , 7 4 l 60,720 6 .38 
A t l a n t a 61 ,550 5 ,700 67,250 7-07 
Chicago 112,991 2 ,014 115,005 12 .08 
S t . Lou i s 73 ,703 - 79,703 8 .38 
" i n n e a t o l l s 31 ,160 1 ,860 33,020 3-47 
Kansas C i t y 50,952 2 ,147 - 81,099 8 . 7 3 
D a l l a s 68,228 5 ,137 73,365 7 -71 
San F r a n c i s c o 123.535 2 .636 126 ,171 13 .26 

T o t a l 926,864 24,769 951,633 100 .00 

T. E. Board b u s i n e s s 248,847 1 ,200 ,480 

T r e a s u r y Department b u s i n e s s - Incoming and Outgoing 230,567 

T o t a l 170rds t r a n s m i t t e d over main l i n e s 1 ,431 ,047 

(*) These p e r c e n t a g e s u sed i n c a l c u l a t i n g the pro r a t a sha re of l e a s e d wire expense as shown 
on the accompanying s t a t e m e n t (X-6090-b) . 

( l ) Number of m r d s s en t by New York to o t h e r F. R. Banks f o r t h e i r s o l e b e n e f i t cha rged to 
banks i n d i c a t e d in acco rdance "d t l i a c t i o n t a k e n a t Governors ' Conference 

November 2 - 4 , 1925. 
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REPORT OF EXPENSE MAIN LINE 
FEDERAL EE SERVE LEASED WIRE SYSTEM, JUNE, 1928. 

x-6090-b 

Name of Bank 
O p e r a t o r s 1 

S a l a r i e s 
O p e r a t o r s ' 
Overtime 

Wire 
Renta l 

To ta l 
Expenses 

Pro Rata 
Share of 
To ta l 
Expenses C r e d i t s 

Payab le to 
F e d e r a l 
Reserve 
Board 

Boston $ 260.00 $ 1 . 0 0 $ - $ 261.00 $ 675.99 $ 261.00 $ 4 I 4 . 9 9 
New York 1 , 0 2 3 , 4 6 . - - 1 ,023 . 46 3 ,075 .86 1 ,023-46 2 ,052 .40 
P h i l a d e l p h i a 225.00 — - 225.00 757.3% 225.00 532.34 
Cleveland 296.66 - - 296.66 1 ,867 .21 296.66 1 , 5 7 0 . 5 5 
Richmond 190.00 - 230.00(A) 420.00 1 ,235-77 420.00 815-77 
A t l a n t a 270.00 - - 270.00 1 ,369 .42 270.00 1 , 0 9 9 . 4 2 
Chicago 3 ,972 .34 (#) - - 3 ,972 .34 2 ,339 .82 3 ,972 .34 1 , 6 3 2 . 5 2 ( 
S t . Louis 355.00 3 .00 - 358.00 1 ,623 .16 358.00 1 , 2 6 5 . 1 6 
Minneapol i s 177.90 - - 177.90 672.12 177.90 494 .22 
Kansas C i t y 275-64 - - 275 .64 1,690.95 275 .64 1 , 4 1 5 . 3 1 
D a l l a s 251.00 - - 251.00 1 , 4 9 3 . 3 s 251.00 1 ,242 .32 
San F ranc i sco 370.00 - 370.00 2,568.38 370.00 2 ,198 .38 
F e d e r a l Reserve Board - - 15 .188 .53 15 ,188 .53 - - -

Tota l $7 ,667 .00 $ 4 . 0 0 $15,418.53 $23,059.53 $19,369 .40 $7 ,901 .00 $13 ,100 .92 
3 . 7 2 0 . 1 3 ( a ) 1 632 .52(b) 

$19,369.40 $11 ,468 .40 
(&) Main l i n e r e n t a l , Richmond-Washington. 
(#) I nc ludes s a l a r i e s of Washington o p e r a t o r s . 
(*) C r e d i t . 
( a ) Received $3*720.13 f rom Treasury Department cover ing "business f o r the month of June , 1928. 
(b) Amount r e i m b u r s a b l e to Chicago. 

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



X-6091. 

FEDERAL B3ES3RV.H1 BOARD 

STATEMENT FOB THE PRESS 

For immediate r e l e a s e . J u l y 13, 1928. 

The F e d e r a l Reserve Board announces t h a t 

t he F e d e r a l Reserve Bank of A t l a n t a has e s t a b l i s h e d 

a r e d i s c o u n t r a t e of 5 p e r c e n t on a l l c l a s s e s of 

p a p e r of a l l m a t u r i t i e s , e f f e c t i v e J u l y 14,- 1928. 
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SUPREME COURT OF ALABAMA, 

114 So . Rep. 188 . 

9UDLEY 

VS 

PHENIX-GIRARD BANK 

O ci 
d a 

SDPY Xf6092 

Under an Alabama s t a t u t e , a u t h o r i z i n g a t a n k r e c e i v i n g 
n e g o t i a b l e i n s t r u m e n t s f o r c o l l e c t i o n t o f o r w a r d them d i r e c t l y t o 
t h e drawee b a n k , a bank r e c e i v i n g checks on an ou t of town bank 
f o r c o l l e c t i o n and f o r w a r d i n g them d i r e c t t o t h e drawee i s n o t 
g u i l t y of n e g l i g e n c e . 

Under t h e r u l e f o l l o w e d i n Alabama a bank r e c e i v i n g 
p a p e r f o r c o l l e c t i o n i s r e q u i r e d to s e l e c t a s u i t a b l e a g e n t t o 
whom t o e n t r u s t t he c o l l e c t i o n and to e x e r c i s e c a r e and d i l i g e n c e 
i n do ing s o , and when t h e bank doos t h i s i t i s n o t l i a b l e fox 
n e g l i g e n c e of t h e a g e n t s e l e c t e d i n making t h e c o l l e c t i o n . 

A c t i o n b y H. R. Dudley a g a i n s t t he Phen ix -Gr i r a rd Bank. 

From a judgment f o r d e f e n d a n t , p l a i n t i f f a p p e a l s . A f f i r m e d . 

B. de G. Wadde l l , o f S e a l e , and H i l l , H i l l , W h i t i n g , 

Thomas & R i v e s , of Montgomery, f o r a p p e l l a n t . 

Benson & Benson, of O p e l i k a , and S t e i n e r , Crum & W e i l , 

o f Montgomery, f o r a p p e l l e e . 

SAYRE, J . On November 16 , 1923, a p p e l l a n t d e p o s i t e d 

w i t h a p p e l l e e bank f o r c o l l e c t i o n t h e check of Ande r son , Benton 

& Co. drawn on t h e F i r s t N a t i o n a l Bank of S e a l e f o r t h e sum of 

$ 1 , 9 1 8 . 7 8 , and h i s p e r s o n a l check on the f i r s t N a t i o n a l Bank of 

S e a l e , p a y a b l e t o a p p e l l e e , f o r t h e sum of $ 6 8 6 . 6 4 . On December 3 , 
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1923 , a n a t i o n a l "bank examiner took charge of the bank of S e a l e 

and i t s d o o r s were c l o s e d , a p p e l l a n t ' s checks r e m a i n i n g u n p a i d . 

A p p e l l a n t d e c l a r e d i n a number of coun t s t h e common c o u n t s and 

o t h e r s c h a r g i n g i n t h e s p e c i a l coun ts t h a t a p p e l l e e f a i l e d t o 

e x e r c i s e due d i l i g e n c e i n p r e s e n t i n g t h e checks to t h e bank a t 

S e a l e o r f a i l e d t o g i v e due and t i m e l y n o t i c e of nonpayment , whore 

by a p p e l l a n t l o s t t h e o p p o r t u n i t y t o c o l l e c t . The c a s e b e i n g 

t r i e d by the c o u r t w i t h o u t a j u r y on the g e n e r a l i s s u e , j u d g -

ment went f o r a p p e l l e e . 

By a c c e p t i n g the checks f o r d e p o s i t a p p e l l e e bank b e -

came the a g e n t of a p p e l l a n t f o r t h e i r c o l l e c t i o n . I f a p p e l l e e 

f a i l e d to c o l l e c t t h r o u g h f a u l t of i t s own i t became l i a b l e t o 

t h e owner and d e p o s i t o r f o r t h e l o s s s u s t a i n e d by him t h r o u g h 

s u c h f a i l u r e . J e f f e r s o n County Bank v . H e n d r i x . 147 A l a . 670 , 

39 S . 2 9 5 , 1 L . B. A. (M.S . ) 246 . 

As f o r a u g h t a p p e a r i n g i n t h e r e c o r d i n t h i s c a s e , 

a p p e l l e e , p r o c e e d i n g a c c o r d i n g t o t h e p e r m i t of s e c t i o n 9222 of 

t h e Code of 1923 , might have d i s c h a r g e d i t s d u t y i n t h e p r e m i s e s 

by f o r w a r d i n g t h e checks to the drawee bank a t S e a l e . Tha t 

s e c t i o n , e n a c t e d i n 1919, p r o v i d e s a s f o l l o w s : 

"Due d i l i g e n c e i n Forward ing Checks D e f i n e d . — Any bank 
b a n k e r , o r t r u s t company, h e r e i n a f t e r c a l l e d b a n k , o r g a n i z e d 
u n d e r the %aws o f , o r d o i n g b u s i n e s s i n t h i s s t a t e , r e c e i v i n g 
f o r c o l l e c t i o n or d e p o s i t , any check , n o t e o r o t h e r n e g o t i a b l e 
i n s t r u m e n t drawn upon o r p a y a b l e a t any o t h e r b a n k , l o c a t e d i% 
a n o t h e r c i t y o r town, whe the r w i t h i n or w i t h o u t t h i s s t a t e , 
may f o r w a r d s u c h i n s t r u m e n t f o r c o l l e c t i o n d i r e c t l y to the 
bank on which i t i s drawn or a t which i t i s made p a y a b l e , and 
such method of f o r w a r d i n g d i r e c t t o t h e p a y e r , s h a l l be deemed 
due d i l i g e n c e and the f a i l u r e of such p a y e r b a n k , b e c a u s e o f 
i t s i n s o l v e n c y o r o t h e r d e f a u l t , t o a c c o u n t f o r t h e p r o c e e d s 
t h e r e o f , s h a l l n o t r e n d e r t h e f o r w a r d i n g bank l i a b l e t h e r e f o r , 
i f such f o r w a r d i n g bank s h a l l have u s e d due d i l i g e n c e i n 
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o t h e r r e s p e c t s i n connec t ion w i t h the c o l l e c t i o n of such 
i n s t r t i m e n i i " 

P r o c e e d i n g o t h e r w i s e , and i n accordance w i t h i t s e s -

t a b l i s h e d u s a g e i n such c a s e s , a p p e l l e e , do ing b u s i n e s s a t G-irard, 

18 m i l e s d i s t a n t f rom S e a l e , s e n t the checks t o i t s co r r e sponden t 

a t Birmingham, the F i r s t N a t i o n a l Bank of Birmingham, by which , 

November 19, they were p l a c e d w i t h the Birmingham Branch of the 

F e d e r a l Rese rve Bank, by which, on November 2 0 , they were i n d o r s e d 

and forwarded to the F e d e r a l Reserve Bank a t A t l a n t a . On the 

n e x t s u c c e e d i n g day t h e y were s e n t by mai l to t h e drawee bank a t 

S e a l e , where t h e y remained u n p a i d u n t i l December 3 r d , whea,• as- we 

have i n d i c a t e d , t h a t bank was b losed by an o f f i c e r of the f e d e r a l 

government . From November 16 th to and i n c l u d i n g December 3 r d , i t 

i s a g r e e d , t h e books of the drawee bank showed b a l a n c e s i n f a v o r 

of a p p e l l a n t and Anderson, Benton & Co. , r e s p e c t i v e l y , i n excess 

of the amount of t he checks i n q u e s t i o n . From November 17 th 

to and i n c l u d i n g November 3 0 t h , i t i s a g r e e d t h a t the books of 

the drawee bank showed cash b a l a n c e s r a n g i n g , to speak i n round 

numbers , f rom $3 ,500 to $2 ,400; b u t i t i s n o t a g r e e d , nor was i t 

shown, t h a t the bank had on hand d u r i n g the p e r i o d a c t u a l cash i n 

t h e amounts shown by the books . December 3 r d , the drawee bank 

had on hand $943*87. 

I t a p p e a r s f rom the f o r e g o i n g s t a t e m e n t t h a t the F e d e r a l 

Rese rve Bank of A t l a n t a d i d what the a p p e l l e e bank might have done 

w i t h o u t i n c u r r i n g l i a b i l i t y — a s i d e from the q u e s t i o n of n e g l i g e n t 

d e l a y t o be c o n s i d e r e d p r e s e n t l y — v i z . , f o rwarded t h e checks to 

t h e drawee bank f o r payment . Code, S e c . 9222. Tha t , a s f a r a s 
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i t wont , was due d i l i g e n c o i n v i r t u e of t he s t a t u t e a b o u t t h e 

wisdom of which we a r e n o t concerned and s u f f i c e d t o a b s o l v e 

the f o r w a r d i n g bank or banks of any charge of n e g l i g e n c e i n send-

i n g the checks d i r e c t l y to the drawee bank . Code, S e c . 9222, 

Former ly t h e r u l e was o t h e r w i s e . J e f f e r s o n County Bank v . 

H e n d r i x . 147 A l a . 670, 39 So. 295, 1 L. R. A. (U .S . ) 246; F a r l e y 

Bank v . P o l l o c k . 145 A l a . 321, 39 So. 612, 2 L . R. A. ( N . S . ) 194, 

117 Am. S t . Rep. 4 4 , 8 Ann. Cas. 370; Lowens te in v . B r e s l e r , 

109 A l a . 326, 19 So. 860. But t h a t r u l e has been d i s p o s e d of 

by the s t a t u t e s u p r a . Moreover, i t appea red i n t h e u n d i s p u t e d 

ev idence t h a t the drawee bank , the F i r s t N a t i o n a l Bank of S e a l e , 

was t h e on ly bank l o c a t e d a t S e a l e , a s a p p e l l a n t knew. The 

ev idence a l s o w a r r a n t e d the conc lus ion t h a t a p p e l l a n t was aware 

of the p r a c t i c e of the a p p e l l e e bank t o d e a l w i t h c o l l e c t i o n s as i n 

t h i s c a s e . In t h e case t h u s p r e s e n t e d i t cou ld h a r d l y be e x p e c t -

ed t h a t a p p e l l e e bank , i f i t e l e c t e d to d e a l w i t h the c o l l e c t i o n s 

i n q u e s t i o n o t h e r w i s e t han a s the s t a t u t e p e r m i t t e d , would d e a l 

w i t h them o t h e r w i s e than a s i t d i d . Banks a c c e p t i n g f o r c o l l e c -

t i o n d r a f t s upon ou t of town p o i n t s , more or l e s s d i s t a n t * f o r 

t h e accommodation of d e p o s i t o r s , cannot be expec t ed to d i s p a t c h 

one of i t s own o f f i c e r s o r a s p e c i a l messenger to o b t a i n payment 

of t he b i l l s . D o r c h e s t e r Bank v . New England Bank. 1 Cush. (Mass) 

186* Banks may g e t some i n c i d e n t a l b e n e f i t ou t of such c o l l e c -

t i o n s , b u t t h e p r i m a r y p u r p o r t of such t r a n s a c t i o n s i s the accom-

modat ion of the d e p o s i t o r . Some counts v e r y c l e a r l y p r o c e e d upon 

the t h e o r y t h a t a p p e l l e e shou ld have s e n t an a g e n t f rom G i r a r d 
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to S e a l e to demand payment a t t he l a t t e r p l a c e . On c o n s i d e r a t i o n s 

s t a t e d , our Judgment i s t h a t such counts could n o t he s u s t a i n e d 

on the e v i d e n c e . 

The common counts could no t "be " sus t a ined f o r r e a s o n s 

p o i n t e d ou t i n J e f f e r s o n County Bank v . E c n d r i x . s u p r a . A p p e l l e e 

r e c e i v e d the checks f o r c o l l e c t i o n . They were c r e d i t e d t o 

a p p e l l a n t " s u b j e c t to payment . " Hor was any money r e c e i v e d from 

t h e c o l l e c t i o n s u n d e r t a k e n & I f a p p e l l e e o r i t s a g e n t s were g a i l t y 

of a c t i o n a b l e n e g l i g e n c c r e s u l t i n g i n l o s s to a p p e l l a n t , a d i f -

f e r e n t form of a c t i o n should have been employed. For l i k e r e a s o n s 

the counts i n t r o v e r were w i thou t s u p p o r t . 

Counts 16 and 19, i n which a p p e l l a n t sought to charge 

a p p e l l e e on the ground t h a t i t had f a i l e d to g i v e a p p e l l a n t due 

and t ime ly n o t i c e of nonpayment by the drawee bank a t S e a l e , a r e 

the o n l y coun ts a f f o r d i n g any r e a s o n a b l e ground f o r ag rument . 

The p r o o f i s t h a t on a number of occas ions a f t e r the d e p o s i t of 

t h e checks a p p e l l a n t a p p l i e d to a p p e l l e e f o r i n f o r m a t i o n as t o 

whe the r the checks had been p a i d and was i n fo rmed t h a t a p p e l l e e 

had no i n f o r m a t i o n . Tha t , i n the c i r c u m s t a n c e s , meant n o t h i n g 

on which to charge a p p e l l e e u n l e s s indeed t h e F e d e r a l Rese rve 

Bank a t A t l a n t a could be h e l d to have been the agen t of a p p e l l e e 

and i n t h a t c a p a c i t y shou ld have forwarded i n f o r m a t i o n which 

would have b e e n a v a i l a b l e to a p p e l l a n t , f o r , on the u n d i s p u t e d 

f a c t s , a p p e l l a n t knew as much abou t the s u b j e c t of i n q u i r y as 

d i d a p p e l l e e . Conceding, t h e n , f o r t he a rgument , t h a t t h e F e d e r a l 
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Reserve Bank Was n e g l i g e n t i n i t s d e a l i n g w i t h t h e checks , 

t h e q u e s t i o n of law p r e s e n t e d i s whether t h a t t a n k was the 

r e s p o n s i b l e a g e n t of a p p e l l a n t or a p p e l l e e i n t h e m a t t e r of 

c o l l e c t i n g the checks . 

As a f f e c t e d "by the f a c t t h a t i t s e n t t h e chocks to i t s 

c o r r e s p o n d e n t f o r c o l l e c t i o n , t h e r e a r e two l i n e s of d e c i s i o n '•dth 

r e s p e c t to the du ty and l i a b i l i t y of a p p e l l e e bank i n the p r e m i s e s t 

The s u b s t a n c e of t he two l i n e s i s thus b r i e f l y s t a t e a i n 3 Ru l ing 

Case Law, a t page 622; 

"One li:*e,v of a u t h o r i t i e s ho lds t o t h e r u l e t h a t the 
c o l l e c t i n g bank i s l i a b l e on ly f o r the s e l e c t i o n of a s u i t a b l e 
l o c a l a g e n t w i t h whom to i n t r u s t the c o l l e c t i o n , and t h a t t h e 
a g e n t so s e l e c t e d becomes the agen t of t he owner of the p a p e r ; 
w h i l e , on t h e o t h e r hand , i t i s h e l d t h a t the fo rward ing bank 
makes the l o c a l agen t i t s own s u b a g e n t , and i s l i a b l e f o r any 
n e g l e c t on t h e p a r t of the s u b a g e n t . " 

I t i s c l e a r on the u n d i s p u t e d f a c t s and the l a ? as 

h e r e t o f o r e s t a t e d t h a t n e i t h e r the F i r s t N a t i o n a l Bank of Birming-

ham no r t h e Branch of the F e d e r a l Reserve Bank a t Birmingham were 

g u i l t y of any n e g l i g e n c e . They fo rwarded the checks p romp t ly 

a c c o r d i n g t o the custom of banks i n such c a s e s . a n d , as i t must 

be . i n f e r r e d fnpm the ev idence , £n agreement w i t h a p p e l l a n t ' s u n d e r -
t 

s t a n d i n g of t h e course the c o l l e c t i o n s were t o t a k e , i f t h a t i s 

of any consequence , nor was i t shown t h a t e i t h e r of them had any 

i n f o r m a t i o n which , i f communicated to a p p e l l a n t , might have given. 

-i981 o p p o r t u n i t y - f o j p c o l l e c t i o n i n any. way. We ' th i i tk i t p r o p e r , 

t h e r e f o r e , t o t r e a t the case as p r e s e n t i n g t h e q u e s t i o n whe ther 

the F e d e r a l Reserve Bank a t A t l a n t a should be cons ide red a s the 
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a g e n t of a p p e l l e e or a p p e l l a n t and to t r e a t tl^at q u e s t i o n as i t 

would need "be t r e a t e d i f the c o l l e c t i o n s had been s e n t d i r e c t l y 

by a p p e l l e e t o the bank a t A t l a n t a # -The f i r s t - s t a t e d r u l e i s 

known i n the books as the Massachuse t t s r u l e ; the second as the 

Hew York r u l e . An i m p r e s s i v e m a j o r i t y of the s t a t e c o u r t s f o l l o w 

the f i r s t r u l e ; a v e r y r e s p e c t a b l e m i n o r i t y of the s t a t e c o u r t s 

and the Supreme Court of the U n i t e d S t a t e s f o l l o w the second# 

The d e c i s i o n i n E a f a u l a Grocery Co* v . Missour i N a t i o n a l 

Bank, 118 A l a . 408, 24 So. 389, r e f e r r e d to i n the b r i e f , ex-

p r e s s l y p r e t e r m i t t e d a commit ta l of the c o u r t to e i t h e r of t he 

s t a t e d d o c t r i n e s , b u t f o r the p u r p o s e s of t h a t case assumed the 

r u l e a s f i r s t s t a t e d above as the a p p l i c a b l e l a w — - t h a t b e i n g the 

more f a v o r a b l e to t he d e f e n d a n t i n t h a t case——for the r eason* as 

t he c o u r t s t a t e d , t h a t t he a c t i o n t h e r e was w e l l b rough t u n d e r 

e i t h e r r u l e . 

I n Stone R ive r H a t . Bank v . Lerman M i l l i n g Co* , 9 Ala* 

App. 322, 63 So. 776, the Court of Appeals d e f i n i t e l y committed 

i t s e l f t o the Massachuse t t s 1 d o c t r i n e , bu t d i d so on t h e assumpt ion 

t h a t t h i s c o u r t had so done in E u f a u l a Grocery Co* vs Mis sou r i 

Bank, s u p r a . We have s t a t e d the p r o c e s s f o l l o w e d by t h e c o u r t 

i n the E u f a u l a Grocery Co. Case. 

I n Alexander v . Birmingham T r u s t Co. , 206 A l a , 50 , 

89 So. 66, 16 A . L. R. 1079, t h e d e c i s i o n i n the S tone R i v e r 

Case was c i t e d w i t h the s t a t e m e n t t h a t i t had been rev iewed and 

approved by t h i s c o u r t i n 185 A l a . 673, 64 So. 1019. But the 

l a s t c i t a t i o n shows a memorandum d e c i s i o n , and we have no means 

of a s c e r t a i n i n g j u s t what q u e s t i o n s were p r e s e n t e d to t h i s c o u r t Digitized for FRASER 
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f o r d e c i s i o n "by the a p p l i c a t i o n f dr c e r t i o r a r i to the Court of 

A p p e a l s . The r e l e v a n t d e c i s i o n i n Alexander vs. Birmingham T r u s t 

Co. was s imply t h a t the p r o c e e d s of a d r a f t i n t he hands of a 

co r r e sponden t bank were the p r o p e r t y of t h e cvner of the d r a f t 

and s u b j e c t to ga rn i shment a g a i n s t such owner. I t thus a p p e a r s 

t h a t t h e r e has been no d e f i n i t e commit ta l of t h i s c o u r t t o t h e 

M a s s a c h u s e t t s r u l e . 

However, our judgment i s t h a t the Massachuse t t s r u l e i s 

more consonant w i t h what mast be the mutual "unders tand ing of the 

p a r t i e s i n such c a s e s , i . e . , t h a t the c o n t r a c t i m p l i e d on t h e p a r t 

of a bank t a k i n g p a p e r f o r c o l l e c t i o n f o r of course the p a r t i e s 

by e x p r e s s c o n t r a c t may a r r a n g e the ma t t e r a s they w i l l — i s s imply 

an u n d e r t a k i n g on the p a r t of the bank to e x e r c i s e ca re and d i l i -

gence i n the s e l e c t i o n of a p r o p e r and s u i t a b l e subagent and i n 

t r a n s m i t t i n g the p a p e r , and , i f the bank has done t h a t , i t i s no t 

l i a b l e f o r t h e d e f a u l t of i t s c o r r e s p o n d e n t . That r u l e seems to 

u s t o have the s u p n o r t of the b e t t e r r e a s o n e d c a s e s . The q u e s t i o n 

a t i s s u e i s d i s c u s s e d l e a r n e d l y and a t l e n g t h i n the c a s e s and i n 

the e d i t o r i a l n o t e s to Br own v . P e o p l e ' s Bank. 52 L. R. A. (U .S . ) 

608; T i l lman County Bank v . B e h r i n g e r . 36 A. L. R . 1302; C i ty of 

Douglas v . F e d e r a l Reserve Bank. 44 A. L. R. 1425, c o n t r o l l e d , of 

c o u r s e , by t h e d e c i s i o n of the Supreme Court of t h e U n i t e d S t a t e s 

i n Exchange N a t i o n a l Bank v . Th i rd N a t i o n a l Bank. 112 U. S . 276, 

5 S . Ct . 141, 28 L. Ed. 722; Cohen v . Tradesman 's N a t i o n a l Bank. 

262 Pa. 76, 105 A. 43 , 4 A. 1 . R. 518, of which l a s t - n a m e d case t h e 
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a n n o t a t o r c o r r e c t l y observed t h a t " i t seems q u i t e c l e a r t h a t the 

c o n c l u s i o n i n Cohen v . Tradesmen*s n a t i o n a l Bank i s c o r r e c t unde r 

e i t h e r t heo ry*" as was the case i n Bufau l a Grocery Co* v s . Missour i 

Bank, s u p r a ^ and i n the t e x t s of 7 C. J . S e e s . 262 , 263; 1 Morse 

on Banks and Banking ( 5 t h Ed . ) S e e s . 272, 275; 2 Mich ie , Banks and 

\ Banking, Sec . 162 (2) ; 3 R. C. L. Sec . 251, p . 622. In 1 Morse 

on Bankd* and Banking t h i s q u e s t i o n i s d i s c u s s e d a t some l e n g t h and 

the cases a r e c o n s i d e r e d . The au tho r g i v e s h i s u n q u a l i f i e d approv-

a l to the M a s s a c h u s e t t s r a l e ; shows t h a t t h e a u t h o r i t y of Chief 

J u s t i c e M a r s h a l l r e s t s on the s i d e of t h a t r u l e n o t w i t h s t a n d i n g the 

d e c i s i o n i n Exchange Bank v . Th i rd n a t i o n a l Bank, s u p r a ; and d i s -

c l o s e s the " i n v i n c i b l e r e a s o n i n g " of the r u l e s t a t e d by the 

Massachuse t t s c a s e s , Fab ens v . Merchan t i l e Bank, 23 P i c k 330, 34 

Am# Dec. 59, where Chief J u s t i c e Shaw c i t e s Chief J u s t i c e M a r s h a l l , 

and D o r c h e s t e r Bank v . ITew England Bank, s u p r a . The a u t h o r says 

t h a t " i n the c a s e of c o l l e c t i o n , the usage t o f o r w a r d to a subagent 

i s w e l l e s t a b l i s h e d , and the p a r t i e s must be presumed to c o n t r a c t 

i n r e f e r e n c e to i t , " and quotes S t o r y on Agency, Sec . 201, a s 

f o l l o w s : " I f t h e r e e x i s t s i n r e l a t i o n to t h e , b u s i n e s s a known and 

e s t a b l i s h e d ; u s a g e of s u b s t i t u t i o n , the p r i n c i p a l would b e ^ h e l d to 4 

haiSfe expec t ed and a u t h o r i z e d such S u b s t i t u t i o n , " and "a s u b s t i t u t e 

appQjaated by an a g e n t , who has the power of s u b s t i t u t i o n , becomes 

t h e agen t of t h e o r i g i n a l p r i n c i p a l and may b i n d him by h i s a c t s , 

and i s r e s p o n s i b l e to him as h i s a g e n t . " I n 3 R. C. L. Lubi s u p r a , 

we t h i n k we f i n d the c o r r e c t r u l e c l e a r l y s t a t e d as f o l l o w s : 

I t would seem the more r e a s o n a b l e and j u s t c o n s t r u c t i o n 
of the u n d e r t a k i n g of the bank i n which the p a p e r i s d e p o s i t e d 
f o r c o l l e c t i o n , i s t h a t when the p a p e r i s p a y a b l e a t a n o t h e r 
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and d i s t a n t p l a c e the "bank so r e c e i v i n g the b i l l d i s c h a r g e s 
i t s e l f of l i a b i l i t y by t r a n s m i t t i n g the same, i n due t ime , 
to a s u i t a b l e and r e p u t a b l e bank or o t h e r a g e n t a t the p l a c e 
of payment •11 

The case i s a l s o w e l l s t a t e d by the Supreme Court of 

Texas i n T i l lman County Bank v . B e h r i n g e r , s u p r a , dec ided so 

r e c e n t l y as 1923, where the c o u r t , f r e e l y conceding the d e s i r -

a b i l i t y of agreement w i t h the r u l e of t he f e d e r a l c o u r t s i n 

q u e s t i o n s a r i s i n g i n commercial law, r e s o l v e s , on what i t 

c o n s i d e r s t o be " t h e weight of b e t t e r r eason ing , 1 1 to f o l l o w 

the d o c t r i n e of a m a j o r i t y of the s t a t e c o u r t s . Without 

u n d e r t a k i n g to s t a t e eve ry c o n s i d e r a t i o n t h a t appea r s to have 

i n f l u e n c e d the c o u r t s to one d e c i s i o n or the o t h e r f o r they 
• * 

a r e e a s i l y a c c e s s i b l e in. t he a u t h o r i t i e s c i t e d we have s t a t e d 

i n "brief t h o s e c o n s i d e r a t i o n s which seem to us to be c o n c l u s i v e 

The judgment mast be a f f i r m e d . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-5093 

J u l y . 17 , 1928. 

SUBJECT: Change i n I n t e r - D i s t r i c t 
Time S c h e d u l e . 

Dear S i r : 

At t h e r e q u e s t of t h e F e d e r a l Rese rve 
Bank of S t . L o u i s , the F e d e r a l R e s e r v e Board 
h a s ap-oroved a change i n the t r a n s i t t ime f rom 
S t . L o u i s to C leve l and f rom two days t o one day . 

Very t r u l y y o u r s , 

W a l t e r L. Eddy, 
S e c r e t a r y . 

TO GOVERNORS OF ALL F . R. BANKS 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6094 

J u l y 17 , 1928. 

SUBJECT! H o l i d a y s d u r i n g Augt is t , 1928. 

Dear S i r : 

The F e d e r a l R e s e r v e B&tiks and b r a n c h e s l i s t e d below 
w i l l be c l o s e d on accolirit Of h o l i d a y s on the d a t e s s p e d -
f i e d d u r i n g t h e month of A u g u s t , and t h e r e f o r e w i l l n o t 
p a r t i c i p a t e i n e i t h e r t h e Gold Fund or t he F e d e r a l R e -
s e r v e n o t e c l e a r i n g . 

Wednesday Augus t 1 

Thursday August 2 

Denver 

Tuesday 

Tuesday 

Augus t 7 

August 28 

Colorado Day 

N a s h v i l l e ( P r i m a r y E l e c t i o n and 
Memphis (County E l e c t i o n 

S t . Lou i s P r i m a r y E l e c t i o n 
Kansas C i t y 
Oklahoma C i t y 

San F r a n c i s c o P r i m a r y E l e c t i o n 
Los Ange les * 

P l e a s e i n c l u d e your c r e d i t s f o r t he banks a f f e c t e d on 
each o f t h e h o l i d a y s w i t h your c r e d i t s f o r t h e f o l l o w i n g 
b u s i n e s s d a y , i n you r Gold Fund c l e a r i n g t e l e g r a m s , and 
make no s h i p m e n t s of F e d e r a l Rese rve n o t e s , f i t o r u n f i t , 
f o r a c c o u n t of t h e head o f f i c e s conce rned on t h e h o l i d a y s . 

On Tuesday , August 1 4 t h , t h e F e d e r a l R e s e r v e Bank o f 
C l e v e l a n d and i t s C i n c i n n a t i Branch w i l l c l o s e a t 1 : 0 0 P.M. 
a c c o u n t of p r i m a r y e l e c t i o n , b u t t he F e d e r a l R e s e r v e Bank 
of C l e v e l a n d w i l l p a r t i c i p a t e a s u s u a l i n t h e c l e a r i n g s . 

P l e a s e n o t i f y b r a n c h e s . 

Very t r u l y y o u r s , 

J . C. N o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F. R. BANKS. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
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FEDERAL RESERVE BOARD 

STATEMENT FOR THE PRESS 

X-6095 

For immedia te r e l e a s e . J u l y 18, 1928. 

The F e d e r a l Reserve Board announces t h a t the 

F e d e r a l Rese rve Bank of Boston has e s t a b l i s h e d a r e -

d i s c o u n t r a t e of 5 p e r cent on a l l c l a s s e s of p a p e r 

of a l l m a t u r i t i e s , e f f e c t i v e J u l y 19, 1928. 
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FEDERAL RESERVE BOARD 

STATEMENT FOR THE PRESS 

X-6096 

For immediate r e l e a s e . J u l y 18, 1928. 

The F e d e r a l Reserve Board announces t h a t the F e d e r a l 

Reserve Bank of S t . Louis has e s t a b l i s h e d a r e d i s c o u n t 

r a t e of 5 p e r cen t on a l l c l a s s e s of p a p e r of a l l 

m a t u r i t i e s , e f f e c t i v e J u l y 19, 1928. 
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X-6098 

FEDERAL RESERVE BOARD 

STATEMENT FOR THE PRESS 

J u l y 25, 1928. 

For r e l e a s e a t 2 :00 p .m. 

The F e d e r a l Reserve Board, announces t h a t t h e F e d e r a l Rese rve 

Bank of P h i l a d e l p h i a ha s e s t a b l i s h e d a r e d i s c o u n t r a t e of 5 pe r c e n t 

on a l l c l a s s e s of paper of a l l m a t u r i t i e s , e f f e c t i v e J u l y 26 , 1928. 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

X-6100 

For r e l e a s e i n Morning P a p e r s , 
S a t u r d a y , J u l y 28 , 1928. 

The f o l l o w i n g i s a summary of g e n e r a l 
b u s i n e s s and f i n a n c i a l c o n d i t i o n s 
th roughout t he s e v e r a l F e d e r a l Reserve 
D i s t r i c t s , "based upon s t a t i s t i c s f o r 
t he months of June and J u l y , as w i l l 
appear i n t h e fo r thcoming i s s u e of the 
Fede ra l Reserve B u l l e t i n and the monthly 
r e p o r t s of the Fede ra l r e s e r v e "banks. 

I n d u s t r i a l p r o d u c t i o n and the d i s t r i b u t i o n of commodities i n June were i n 

s m a l l e r volume than i n May and the g e n e r a l l e v e l of w h o l e s a l e p r i c e s , f o l l o w i n g 

a sha rp advance i n A p r i l and May a l s o d e c l i n e d . Member bank c r e d i t was i n 

r e c o r d volume e a r l y i n J u l y and i n d e b t e d n e s s a t the r e s e r v e banks was l a r g e r 

than a t any time i n the p a s t s i x y e a r s . 

P r o d u c t i o n — A c t i v i t y of m a n u f a c t u r i n g i n d u s t r i e s d e c l i n e d s l i g h t l y i n June , 

and t h e r e was a d e c r e a s e of abou t 6 p e r cent i n t h e ou tpu t of m i n e r a l s owing t o 

d e c l i n e s i n the p r o d u c t i o n of c o a l . The manufac tu re of i r o n and s t e e l d e c r e a s e d 

i n June by somewhat more than the u s u a l s e a s o n a l amount, bu t t h e r e a r e i n d i c a -

t i o n s t h a t t h e r e were no f u r t h e r d e c l i n e s i n J u l y and the i n d u s t r y was somewhat 

more a c t i v e than a y e a r ago . P r o d u c t i o n of f l o u r and a c t i v i t y of c o t t o n and 

wool m i l l s a l s o d e c l i n e d i n June . Automobile p r o d u c t i o n showed c o n s i d e r a b l y 

l e s s than the u s u a l s e a s o n a l d e c l i n e i n J u n e , and weekly employment f i g u r e s 

f o r D e t r o i t i n d i c a t e t h a t o p e r a t i o n s of au tomobi le p l a n t s were w e l l ma in t a ined 

d u r i n g the f i r s t t h r e e weeks of J u l y . The m a n u f a c t u r e of a g r i c u l t u r a l imple -

ments and machine t o o l s con t inued i n June a t the h i g h l e v e l r eached l a s t s p r i n g . 

P r o d u c t i o n of lumber , copper , and s h o e s , and a c t i v i t y of s i l k m i l l s i n c r e a s e d 
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i n J u n e . 

C o n t r a c t s awarded f o r new b u i l d i n g con t inued l a r g e i n June and 

t o t a l awards f o r t h e f i r s t h a l f of the yea r exceeded those f o r any 

p r e v i o u s c o r r e s p o n d i n g p e r i o d . There were i n c r e a s e s over l a s t y e a r 

i n c o n t r a c t s f o r r e s i d e n t i a l , i n d u s t r i a l , p u b l i c , and e d u c a t i o n a l 

"bui ld ing . Awards d u r i n g the f i r s t t h r e e weeks i n J u l y were i n some-

what s m a l l e r volume than f o r the co r r e spond ing p e r i o d of l a s t y e a r . 

The J u l y e s t i m a t e s of the Department of A g r i c u l t u r e i n d i c a t e 

a y i e l d of wheat of 800 ,000 ,000 "bushels, a d e c r e a s e of 8 p e r cen t 

f rom t h e h a r v e s t e d y i e l d of 1927, and a y i e l d of corn of 2 , 7 3 6 , 0 0 0 , 0 0 0 

b u s h e l s , a r e d u c t i o n of 2 p e r c e n t . The p r o d u c t i o n of o a t s , b a r l e y , 

wh i t e p o t a t o e s , and tobacco i s expec t ed to be l a r g e r than l a s t y e a r . 

The a c r e a g e o f c o t t o n i n c u l t i v a t i o n on J u l y 1 was e s t i m a t e d a t 

4 6 , 6 9 5 , 0 0 0 a c r e s , an i n c r e a s e of 11 p e r cen t as compared w i t h t h a t 

of a y e a r a g o . 

Trade—Merchandise d i s t r i b u t i o n a t r e t a i l and who lesa l e was 

s e a s o n a l l y s m a l l e r i n June than i n May. S a l e s of depar tment s t o r e s 

d e c l i n e d by about the u s u a l s e a s o n a l amount, w h i l e the d e c l i n e s i n 

s a l e s of cha in s t o r e s were s m a l l e r . Sa le s of w h o l e s a l e f i r m s i n most 

l i n e s of t r a d e showed a more than u s u a l s e a s o n a l d e c l i n e . Compared 

w i t h a y e a r ago s a l e s of depar tment s t o r e s and c h a i n s t o r e s were 

l a r g e r and those of w h o l e s a l e f i r m s were s m a l l e r . S tocks of whole-

s a l e f i r m s were i n abou t the same volume a t the end of June as a y e a r 

ago and those of depa r tmen t s t o r e s were s m a l l e r . 

F r e i g h t - c a r l o a d i n g s f o r p r a c t i c a l l y a l l c l a s s e s of commodities 

d e c l i n e d i n June and con t inued i n s m a l l e r volume than a y e a r a g o . During 
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t h e f i r s t two weeks of J u l y , however, owing to i n c r e a s e s in l o a d i n g s of 

g r a i n s and m i s c e l l a n e o u s commodit ies , t o t a l l o a d i n g s were l a r g e r than 

i n the c o r r e s p o n d i n g -oeriod of 1937 bu t con t inued "below the h igh l e v e l 

of 1926. 

P r i c e s — T h e g e n e r a l l e v e l of who le sa l e commodity p r i c e s d e c l i n e d 

i n June and the Bureau of Labor S t a t i s t i c s i n d e x , which had advanced 

from 96 p e r cen t of t he 1926 ave rage i n March, t h e low p o i n t f o r the 

y e a r , t o 9 8 . 6 p e r c e n t i n May, d e c l i n e d i n June to 9 7 . 6 p e r c e n t . The . 

d e c l i n e i n t h e a l l - c o m m o d i t i e s index r e f l e c t e d d e c r e a s e s i n t h o s e 

groups which had advanced most r a p i d l y i n p r e v i o u s months—•farm p r o d u c t s , 

f o o d s , and h i d e s and l e a t h e r p r o d u c t s . P r i c e s of l i v e s t o c k and mea t s , 

which a r e i n c l u d e d i n t h e s e g r o u p s , however, showed f u r t h e r advances 

i n J u n e , and t h e r e was a l s o an i n c r e a s e i n t h e p r i c e s of b u i l d i n g 

m a t e r i a l s , wh i l e p r i c e s of s i l k and rayon , f e r t i l i z e r m a t e r i a l s , house 

f u r n i s h i n g s , and au tomob i l e t i r e s d e c l i n e d . Dur ing t h e f i r s t t h r e e 

weeks i n J u l y t h e r e were d e c l i n e s i n . t h e p r i c e s of wheat and c o t t o n , 

and advances i n t h o s e of c a t t l e and hogs . 
'9 

Bank credit—Member bank c r e d i t , a f t e r r i s i n g t o a r e c o r d volume 

e a r l y i n J u l y , d e c l i n e d somewhat d u r i n g the two f o l l o w i n g weeks and on 

J u l y 18 t o t a l l o a n s and i n v e s t m e n t s of r e p o r t i n g banks i n l e a d i n g 

c i t i e s were about ' $160 ,000 ,000 s m a l l e r than f o u r weeks e a r l i e r . The 

d e c r e a s e was l a r g e l y the r e s u l t of r e d u c t i o n by a b o u t $125 ,000 ,000 i n 

the b a n k s ' i n v e s t m e n t h o l d i n g s , b u t r e f l e c t e d a l s o a d e c l i n e i n the 

volume of l o a n s on s e c u r i t i e s f o l l o w i n g a temporary i n c r e a s e over the 

m i d - y e a r . Con t r a ry t o the u s u a l s e a s o n a l t r e n d , l o a n s l a r g e l y f o r 

commercial p u r p o s e s were in r e c o r d volume d u r i n g t h e p e r i o d . 
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Member bank "borrowing a t t h e r e s e r v e banks showed a d e c l i n e f o l l o w i n g 

the m i d - y e a r s e t t l e m e n t p e r i o d , b u t the volume on J u l y 25 , a t s l i g h t l y 

more than $ 1 , 0 0 0 , 0 0 0 , 0 0 0 , was somewhat l a r g e r than f i v e weeks e a r l i e r . 

Hold ings of a c c e p t a n c e s and U n i t e d S t a t e s s e c u r i t i e s d e c l i n e d d a r i n g the 

p e r i o d . 

In J u l y t h e r e were f u r t h e r advances i n open market r a t e s f o r commercial 

pape r and b i l l s , and d i s c o u n t r a t e s a t seven of the F e d e r a l r e s e r v e banks 

were r a i s e d f rom 4 | t o 5 p e r c e n t . 
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FEDERAL RESERVE BOARD x - 6 1 0 1 

WASHINGTON J u l y 2 7 , 1928. 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

SUBJECT: Changes i n I n t e r - D i s t r i c t Time S c h e d u l e . 

Dear S i r : 

Upon agreement be tween the F e d e r a l r e s e r v e banks 
i n v o l v e d , t h e Board has approved the f o l l o w i n g changes i n the 

2 days 

2 " 
2 " 
2 " 
2 " 
2 " 

2 " 
2 " 
2 " 
2 " 
3 " 
3 " 
3 " 
3 fl 

3 " 
3 " 
4 " 
4 " 
4 " 

2 " 
3 " 
5 " 

4 " 

Very t r u l y y o u r s , 

J . C. N o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F. R. BANKS. 

i n t e r - d i s t r i c t t ime s c h e d u l e : 

From D e t r o i t t o Oklahoma C i t y From 3 days t o 

ii 
it ii 

ii ii 

ii ii 

ii ii 

D a l l a s t o C leve l and 
C i n c i n n a t i 
A t l a n t a 
N a s h v i l l e 
M i n n e a p o l i s 

" E l Paso 
ii 

" Hous ton 
ii ii 

New O r l e a n s 
S t ; Louis 
Memphis 
L i t t l e Rode 
C l e v e l a n d 
P i t t s b u r g h 
A t l a n t a 
Birmingham 
J a c k s o n v i l l e 
L o u i s v i l l e • 
B a l t i m o r e 
P o r t l a n d 
S e a t t l e 

Chicago 
New York 
P o r t l a n d 

" San A n t o n i o t o P o r t l a n d 
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3 
3 
3 
3 

3 
3 
3 
3 
4 
4 
4 
4 
4 
4 
5 
5 
5 

3 
4 
6 

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



A D D R E S S OFFICIAL C O R R E S P O N D E N C E T O 
T H E F E D E R A L R E S E R V E B O A R D 

FEDERAL RESERVE BOARD 
X-6102 

WASHINGTON 
J u l y 3 1 , 1928. 

SUBJECT: Committee on C l a s s i f i c a t i o n of P e r s o n n e l 
a t F e d e r a l B e s e r v e Banks . 

Dear S i r : 

A f t e r r e v i e w i n g r e p l i e s r e c e i v e d t o t h e B o a r d ' s l e t t e r 
X-6011 of A p r i l 9 , 1928, s u b j e c t , " C l a s s i f i c a t i o n of P e r s o n n e l a t 
F e d e r a l r e s e r v e b a n k s , " t he Board i s of t h e o p i n i o n t h a t a p l a n 
somewhat a l o n g the l i n e s o u t l i n e d i n the above l e t t e r would p r o v e 
h e l p f u l i n h a n d l i n g the p e r s o n n e l p rob lems of t he F e d e r a l r e s e r v e 
banks and a c c o r d i n g l y i t p r o p o s e s to have a commit tee a p p o i n t e d to 
g i v e the s u b j e c t t ho rough s t u d y and to submi t a r e p o r t t h e r e o n * 
I n o r d e r t h a t t h e v i e w p o i n t of each F e d e r a l r e s e r v e bank may be 
r e p r e s e n t e d on t h e commit tee , t he Board p r o p o s e s t o have i t 
composed of r e p r e s e n t a t i v e s f rom each F e d e r a l r e s e r v e bank and 
f r o m t h e F e d e r a l R e s e r v e Board . I t w i l l be a p p r e c i a t e d , t h e r e f o r e , 
i f you w i l l d e s i g n a t e the p e r s o n on your s t a f f wliom you would l i k e 
t o have the Board p l a c e on t h i s commit tee . A f t e r the a p p o i n t m e n t 
of t h i s commi t t ee , i t i s t h e p r e s e n t i n t e n t i o n of the Board to have 
a s m a l l s u b - c o m m i t t e e s e l e c t e d to work up a p r o p o s e d p l a n f o r s u b -
m i s s i o n t o the- f u l l commi t tee . 

The Board w i l l f u r n i s h the commit tee w i t h an o u t l i n e of 
t h e p l a n a d o p t e d by the F e d e r a l B e s e r v e Bank of Hew York and a l s o 
of a p l a n r e c e n t l y worked ou t and s u b m i t t e d t o t h e Board by t h e 
F e d e r a l R e s e r v e Bank of C l e v e l a n d , i n o r d e r t h a t t h e committee may 
have t h e b e n e f i t of t h e e x p e r i e n c e of t h o s e two banks i n s t u d y i n g 
t h i s q u e s t i o n . I t w i l l p r o b a b l y be n e c e s s a r y t o h o l d a mee t i ng of 
t h e f u l l commit tee sometime d u r i n g the p r o g r e s s of the s t u d y , b u t 
no d e f i n i t e p l a n s a l o n g t h i s l i n e have been f o r m u l a t e d a s y e t and 
w i l l n o t be u n t i l a f t e r t he commit tees have been a p p o i n t e d . 

Very t r u l y y o u r s , 

W a l t e r L. Eddy, 
S e c r e t a r y . 

ALL GOVERNORS - COPY IDE AGENTS. 
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X-6103 

FEDERAL RESERVE BOARD 

STATEMENT FOR THE PRESS 

For r e l e a s e a t 3 :00 p . m. J u l y 31 , 1928. 

The F e d e r a l Reserve Board announces t h a t t he 

F e d e r a l R e s e r v e Bank of Cleveland has e s t a b l i s h e d a 

r e d i s c o u n t r a t e of 5 p e r cen t on a l l c l a s s e s of p a p e r 

of a l l m a t u r i t i e s e f f e c t i v e August 1 , 1928. 
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COPY X-6105 

( P u b l i c - No. 279 - 69th Congress) 

(S . 2606) 

An Act To p r o h i b i t o f f e r i n g f o r s a l e as F e d e r a l f a rm l o a n 
bonds any s e c u r i t i e s n o t i s s u e d unde r t he terms of t he Farm Loan A c t , 
to l i m i t t he u s e of the words "Federa l , 1 1 "Uni ted S t a t e s o r " r e s e r v e , " 
or a combinat ion of such words, t o p r o h i b i t f a l s e a d v e r t i s i n g , and f o r 
o t h e r p u r p o s e s . 

Be i_t e n a c t e d by t h e Sena te and House of R e p r e s e n t a t i v e s of t he 

U n i t e d S t a t e s of America i n Congress assembled . That no bank , banking 

a s s o c i a t i o n , t r u s t company, c o r p o r a t i o n , a s s o c i a t i o n , f i r m , p a r t n e r s h i p , 

or p e r s o n n o t o r g a n i z e d unde r the p r o v i s i o n s of the Act of J u l y 17, 1916 

known as t h e F e d e r a l Farm Loan A c t , a s amended, s h a l l a d v e r t i s e or r e p r e 

s e n t t h a t i t makes F e d e r a l farm l o a n s or a d v e r t i s e of o f f e r f o r s a l e as 

F e d e r a l fa rm loan bonds any bond no t i s s u e d unde r t he p r o v i s i o n s of the 

F e d e r a l Farm Loan A c t , or make u s e of the word " F e d e r a l " or t h e words 

"Uni t ed S t a t e s " o r any o t h e r word or words imply ing Government ownership 

o b l i g a t i o n , or s u p e r v i s i o n i n a d v e r t i s i n g or o f f e r i n g f o r s a l e any bond, 

n o t e , mor tgage , o r o t h e r s e c u r i t y n o t i s s u e d by the Government of t he 

U n i t e d S t a t e s or u n d e r the p r o v i s i o n s of the s a i d F e d e r a l Farm Loan Act 

or some o t h e r Act of Congress . 

SEC. 2 . That no bank, banking a s s o c i a t i o n , t r u s t company, co rpo-

r a t i o n , a s s o c i a t i o n , f i r m , p a r t n e r s h i p , or p e r s o n engaged i n t h e banking 

l o a n , "building a n d . l o a n , b r o k e r a g e , f a c t o r a g e , i n s u r a n c e , i n d e m n i t y , or 

t r u s t b u s i n e s s s h a l l u s e t h e word " F e d e r a l , " t h e words "Uni t ed S t a t e s , " 

o r t h e word " r e s e r v e , " o r any combinat ion of such words , a s a p o r t i o n of 

i t s c o r p o r a t e , f i r m , or t r a d e name or t i t l e o r of t h e name unde r which 
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- 2 - X-6105 

i t does b u s i n e s s ; p r o v i d e d , however , That t he p r o v i s i o n s of t h i s 

s e c t i o n s h a l l n o t app ly to the F e d e r a l Reserve Board , the F e d e r a l 

Farm Loan Board , t he F e d e r a l Trade Commission, or any o t h e r 

d e p a r t m e n t , b u r e a u , or independen t e s t a b l i s h m e n t of t he Government 

sof the U n i t e d S t a t e s , n o r to any F e d e r a l r e s e r v e bank , F e d e r a l l a n d 

bank , o r F e d e r a l r e s e r v e a g e n t , nor to t he F e d e r a l Advisory Counc i l , 

nor to any c o r p o r a t i o n o r g a n i z e d under the laws of the U n i t e d S t a t e s , 

n o r to any bank , banking a s s o c i a t i o n , t r u s t company, c o r p o r a t i o n , 

a s s o c i a t i o n , f i r m , p a r t n e r s h i p , or p e r s o n a c t u a l l y engaged i n b u s i n e s s 

unde r such name or t i t l e p r i o r to t he p a s s a g e of t h i s A c t . 

SEC. 3 . That no bank , banking a s s o c i a t i o n , o r t r u s t company which 

i s n o t a member of the F e d e r a l Reserve sys tem s h a l l a d v e r t i s e or r e p r e -

s e n t i n any way t h a t i t i s a member of such sys tem or p u b l i s h or d i s -

p l a y any s i g n , symbol , or a d v e r t i s e m e n t r e a s o n a b l y c a l c u l a t e d t o convey 
the i m p r e s s i o n 

/ t h a t i t i s a member of such sys tem. 

SBC. 4 . That any bank, banking a s s o c i a t i o n , t r u s t company, c o r -

p o r a t i o n , a s s o c i a t i o n , f i r m , o r p a r t n e r s h i p v i o l a t i n g any of t h e 

p r o v i s i o n s of t h i s Act s h a l l be g u i l t y of a misdemeanor and s h a l l be 

s u b j e c t to a f i n e of n o t exceeding $ 1 , 0 0 0 . Any p e r s o n v i o l a t i n g any 

of t he p r o v i s i o n s of t h i s Ac t , or any o f f i c e r of any bank , bank ing 

a s s o c i a t i o n , t r u s t company, c o r p o r a t i o n , o r a s s o c i a t i o n , o r member 

of any f i r m or p a r t n e r s h i p v i o l a t i n g any of the p r o v i s i o n s of t h i s 

Act who p a r t i c i p a t e s i n , or knowingly a c q u i e s c e s i n , such v i o l a t i o n s 

s h a l l be g u i l t y of a misdemeanor and s h a l l be s u b j e c t t o a f i n e of 

n o t exceed ing $1 ,000 or imprisonment n o t exceeding one y e a r , or b o t h . 
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- 3 - X-6105 

Any such i l l e g a l u s e of such word, o r words, o r any combinat ion of such 

words , or any o t h e r v i o l a t i o n of any of t he p r o v i s i o n s of t h i s A c t , 

may "be e n j o i n e d by the Un i t ed S t a t e s d i s t r i c t cou r t having j u r i s d i c t i o n , 

a t the i n s t a n c e of any Un i t ed S t a t e s d i s t r i c t a t t o r n e y , any F e d e r a l l a n d 

bank, j o i n t - s t o c k l a n d bank , F e d e r a l r e s e r v e bank , or the F e d e r a l Farm 

Loan Board or the F e d e r a l Reserve Board . 

SEC. 5 . That i f any c l a u s e , s e n t e n c e , p a r a g r a p h , or p a r t of t h i s 

Act s h a l l f o r any r e a s o n be ad judged by any cou r t of competent j u r i s -

d i c t i o n to be i n v a l i d , such judgment s h a l l n o t a f f e c t , i m p a i r , o r 

i n v a l i d a t e the r ema inde r of t h i s A c t , b u t s h a l l be c o n f i n e d i n i t s 

o p e r a t i o n to the c l a u s e , s e n t e n c e , p a r a g r a p h o r p a r t t h e r e o f d i r e c t l y 

i n v o l v e d i n the c o n t r o v e r s y i n which such judgment s h a l l have been 

r e n d e r e d . 

Approved, May 2 4 , 1926. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

X-6106 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

- August 3 , 1928. 

SUBJECT: Amendment t o P r o c e d u r e i n t h e E l e c t i o n of C l a s s A 
a n d B D i r e c t o r s . 

Dear S i r : 

The i n s t r u c t i o n s f o r t h e u n i f o r f n p r o c e d u r e i n e l e c t i o n s 
of C l a s s A a n d B d i r e c t o r s which were p u t i n t o e f f e c t p u r s u a n t t o 
t h e B o a r d ' s l e t t e r of March 31, 1927 (X-4820) p r o v i d e t h a t when 
t h e Chairman of t h e F e d e r a l r e s e r v e hank r e c e i v e s t h e s e a l e d 
e n v e l o p e on t h e f a c e of which i s t h e s i g n a t u r e of t h e o f f i c e r of 
t h e v o t i n g member bank c o n t a i n i n g t h e c o l o r c d e n v e l o p e h o l d i n g t h e 
b a l l o t , t h e Chairman w i l l check t h e s i g n a t u r e on t h e s e a l e d c e r -
t i f i c a t e e n v e l o p e a g a i n s t h i s l i s t t o s e e t h a t t h e p r o p e r o f f i c e r 
h a s c a s t t h e Vote a n d w i l l mark t h e e n v e l o p e on i t s f a c e " o f f i c i a l " 
o r "no t o f f i c i a l " and i m m e d i a t e l y p a s s i t t h r o u g h t h e s l o t i n t o 
t h e l o c k e d b a l l o t b o x . 

At t h e s u g g e s t i o n of one of t h e cha i rmen t h e F e d e r a l 
R e s e r v e Board h a s r e c o n s i d e r e d t h i s p a r t i c u l a r p r o v i s i o n of t h e 
i n s t r u c t i o n s f o r p r o c e d u r e i n e l e c t i o n s and h a s d e c i d e d t h a t i t 
s h o u l d be amended. The f o l l o w i n g p r o c e d u r e s h o u l d be f o l l o w e d i n 
f u t u r e e l e c t i o n s : 

When p u r s u a n t t o t h e i n s t r u c t i o n s t h e Chairman checks t h e 
s i g n a t u r e on t h e s e a l e d c e r t i f i c a t e e n v e l o p e a g a i n s t h i s l i s t and 
f i n d s t h a t t h e s i g n a t u r e on t h e enve lope i s n o t t h a t of t h e o f f i c e r 
who h a s been a u t h o r i z e d by t h e member bank to c a s t t h e v o t e of such 
bank, o r f i n d s t h a t t h e member bank f r o m which t h e b a l l o t was r e -
c e i v e d h a s n o t f i l e d a r e s o l u t i o n a u t h o r i z i n g any o f f i c e r to v o t e , 
h e s h o u l d p r o m p t l y r e t u r n t h e s e a l e d c e r t i f i c a t e e n v e l o p e , unopened 
a n d unmarked, t o t h e member bank f r o m which i t was r e c e i v e d , i n 
o r d e r t h a t t h e bank may p r o p e r l y c a s t i t s v o t e i n a c c o r d a n c e w i t h 
the r e q u i r e m e n t s i f t h i s can be done b e f o r e t h e c l o s i n g of t h e p o l l s . 
I n r e t u r n i n g t h e s e a l e d c e r t i f i c a t e e n v e l o p e a p p r o p r i a t e e x p l a n a t i o n 
s h o u l d be made a n d p r o p e r fo rms s h o u l d be e n c l o s e d i n o r d e r t h a t t h e 
member bank may t h e n h a v e i t s v o t e c a s t by t h e o f f i c e r a u t h o r i z e d f o r 
t h i s p u r p o s e o r may a d o p t a r e s o l u t i o n a u t h o r i z i n g one of i t s o f f i c e r s 
t o c a s t i t s v o t e . I f t h e member bank t a k e s t h e n e c e s s a r y s t e p s t o 
c o r r e c t t h e d e f e c t i n t h e c a s t i n g of i t s v o t e a n d does p r o p e r l y c a s t 
i t s v o t e i n a c c o r d a n c e w i t h the r e q u i r e m e n t s so t h a t t h e b a l l o t i s 
r e c e i v e d by t h e Chairman p r i o r t o t h e c l o s i n g of t h e p o l l s , i t s v o t e 
s h o u l d t h e n be c o u n t e d . 
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X-6106 

Ho b a l l o t or envelope c o n t a i n i n g a b a l l o t which ha s "been 
p a s s e d th rough t h e s l o t "by t h e Chairman i n t o t h e l o c k e d "ballot "box 
s h o u l d "be wi thdrawn o r r e t u r n e d to t h e member "bank f o r c o r r e c t i o n . 

By o r d e r of t h e F e d e r a l Reserve Board . 

Very t r u l y y o u r s . 

Wal t e r L. Eddy, 
S e c r e t a r y . 

TO CHAIRMEN OF ALL FEDERAL RESERVE BAMS. 
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FEDERAL RESERVE BOARD 
: L 1 0 

WASHINGTON 
X-61C7 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

August 3 , 1928. 

SUBJECT: ADonetnent t o S e c t i o n IV, R e g u l a t i o n "K" . 

Dear S i r : 

Th i s i s t o a d v i s e you t h a t S e c t i o n IV of t h e 
B o a r d ' s R e g u l a t i o n l lK", S e r i e s of 1928, h a s b e e n 
amended ao a s t o r e a d a s f o l l o w s : 

" S e c t i o n IV. TITLE. 

" Inasmuch a s t h e name of t h e C o r p o r a t i o n 
i s s u b j e c t t o t h e a p p r o v a l of t h e F e d e r a l R e s e r v e 
Boa rd , a p r e l i m i n a r y a p p l i c a t i o n f o r t h a t a p p r o v a l 
s h o u l d "be f i l e d w i t h t h e F e d e r a l R e s e r v e B o a r d on 
F . R. B. Form 150, which i s made a p a r t of t h i s 
r e g u l a t i o n . T h i s a p p l i c a t i o n s h o u l d s t a t e m e r e l y 
t h a t t h e o r g a n i z a t i o n o f a C o r p o r a t i o n u n d e r t h e 
p r o p o s e d name i s c o n t e m p l a t e d a n d may r e q u e s t t h e 
a p p r o v a l of t h a t name and i t s r e s e r v a t i o n f o r a 
p e r i o d of 50 d a y s . The t i t l e of e v e r y s u c h Cor -
p o r a t i o n s h a l l i n c l u d e t h e word • f o r e i g n ' o r t h e 
word ' i n t e r n a t i o n a l ' . Ho C o r p o r a t i o n w i l l be p e r -
m i t t e d t o h a v e t h e word 'hank* a s a p a r t of i t s 
t i t l e * So f a r a s p o s s i b l e t h e t i t l e of t h e C o r -
p o r a t i o n s h o u l d i n d i c a t e t h e n a t u r e or r e a s o n of 
t h e b u s i n e s s c o n t e m p l a t e d and s h o u l d i n no c a s e 
r e s e m b l e t h e name of any o t h e r c o r p o r a t i o n t o t h e 
e x t e n t t h a t i t m igh t r e s u l t i n m i s l e a d i n g o r d e -
c e i v i n g t h e p u b l i c a s t o i t s i d e n t i t y , p u r p o s e * 
c o n n e c t i o n s , o r a f f i l i a t i o n s . 1 ' 

Very t r u l y youi4s, 

W a l t e r L, Eddy, 
S e c r e t a r y . 

TO ALL GOVERNORS AMD FEDERAL RESERVE AGE33TS 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6108 

August 6, 1928 . 

SUBJECT: I n s u r a n c e R a t e s Cover ing Shipments 
of Cur rency , Coin , B u l l i o n and 
S e c u r i t i e s . 

Dear S i r : 

For your i n f o r m a t i o n , t h e r e i s e n c l o s e d 
h e r e w i t h a copy of a l e t t e r d a t e d June 29 , 1928, 
f rom t h e T r e a s u r y Depar tment , a d v i s i n g t h a t t h e 
Depar tment u n d e r d a t e of June 22, 1928, a c c e p t e d 
a p r o p o s a l s u b m i t t e d "by DeLanoy, Kipp and Swan, 
I n c o r p o r a t e d , t o f u r n i s h p o l i c i e s of i n s u r a n c e of 
f i v e d i r e c t w r i t i n g companies , c o v e r i n g s h i p m e n t s 
of c u r r e n c y , c o i n , "bu l l ion and s e c u r i t i e s , u n d e r 
t h e T r e a s u r y Depar tmen t , e f f e c t i v e J u l y 1 , 1928 . 

T r a n s m i t t e d h e r e w i t h f o r your i n f o r m a -
t i o n i s a p h o t o s t a t i c copy of one of t h e i n s u r a n c e 
p o l i c i e s . 

Very t r u l y y o u r s , 

E . M. McCle l l and , 
A s s i s t a n t S e c r e t a r y . 

E n c l o s u r e s . 

TO GOVERNORS OF ALL F . R . BAMS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o X—6110 
t h e f e d e r a l r e s e r v e b o a r d 

August 10 , 1928, 

Dear S i r : 

There I s e n c l o s e d f o r you r i n f o r m a t i o n a copy 
o f a l e t t e r a d d r e s s e d t o t h e u n d e r s i g n e d "by Mr. George 
L . H a r r i s o n , Deputy Governor of t h e F e d e r a l R e s e r v e 
Bank of New York, t r a n s m i t t i n g a copy of t h e summons 
a n d c o m p l a i n t i n a n i n j u n c t i o n s u i t which h a s "been 
i n s t i t u t e d a g a i n s t t h e F e d e r a l R e s e r v e Bank of New 
York t y Mr. F r a n k (J. R a i c h l e , s e e k i n g t o e n j o i n t h e 
F e d e r a l R e s e r v e Bank f r o m e n g a g i n g i n open m a r k e t o p e r a -
t i o n s , r a i s i n g t h e r e d i s c o u n t r a t e , o r d o i n g a n y t h i n g 
e l s e wh ich i s " c a l c u l a t e d to c u r t a i l t h e c r e d i t r e s o u r c e s 
of t h e U n i t e d S t a t e s . " 

The F e d e r a l R e s e r v e Bank of New York h a s r e t a i n e d 
Honorab l e Newton D. Baker t o a s s i s t i n t h e d e f e n s e of t h i s 
s u i t ; a n d Mr. H a r r i s o n s u g g e s t s t h a t , i n v iew of t h e f a c t 
t h a t t h e s u i t r a i s e s q u e s t i o n s of System i m p o r t a n c e , i t 
wou ld "be a p p r o p r i a t e f o r a l l F e d e r a l r e s e r v e "banks t o 
s h a r e i n t h e e x p e n s e of Mr, B a k e r ' s employment on a p r o 
r a t a "bas is , a s h a s "been done h e r e t o f o r e i n s i m i l a r c a s e s . 
You a r e r e q u e s t e d to a d v i s e t h e Board w h e t h e r you r "bank 
c o n c u r s i n t h i s v iew a n d i s w i l l i n g t o p a r t i c i p a t e i n t h e 
employment of Mr, Baker on a System "bas is , t h e expense of 
s u c h employment t o "be p r o r a t e d among a l l t h e F e d e r a l r e -
s e r v e "banks. 

Very t r u l y y o u r s , 

Roy A. Young, 
Gove rno r , 

E n c l o s u r e s , 

TO GOVERNORS OF ALL F , R, BANKS EXCEPT NEW YORK. 
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COPY FEDERAL RESERVE BAH 

OF NEW YORK. 
X-6110-a 

August 7, 1928 

Governor Roy A. Young, 
F e d e r a l Rese rve Board., 

Washington, D. C. 

Dear Governor Young: 

I i n c l o s e a copy of t h e summons and compla in t i n t he 

s u i t which h a s been b r o u g h t a g a i n s t t h i s bank by one Frank G. 

R a i c h l e . The p a p e r s were s e r v e d on u s y e s t e r d a y a f t e r n o o n and 

an answer must b e f i l e d i n our b e h a l f , or o t h e r a p p r o p r i a t e 

a c t i o n t a k e n , n o t l a t e r t h a n .August 2 7 t h . 

F o l l o w i n g my t e l e p h o n e c o n v e r s a t i o n w i t h you y e s t e r -

day, Mr. Logan t e l e p h o n e d t o Mr. Newton D. Baker of C l e v e l a n d 

a n d a s k e d h im t o r e p r e s e n t t h i s bank i n t h e s u i t . Mr. Baker 

s a i d t h a t he would be g l a d t o do s o . 

The s u i t r a i s e s v a r i o u s q u e s t i o n s of System i m p o r t a n c e . 

Not t h e l e a s t of t h e s e i s t he q u e s t i o n whe ther a p r i v a t e c i t i z e n 

h a s t h e r i g h t by such p r o c e e d i n g a s t h i s t o i n t e r f e r e w i t h t h e 

F e d e r a l Rese rve Banks and t h e F e d e r a l Rese rve Board i n t h e e x e r -

c i s e of t h e i r d i s c r e t i o n a r y powers r e l a t i n g to m a t t e r s of c r e d i t 

p o l i c y . I t seems t o u s t h a t t h e i s s u e s i n v o l v e d i n t h e s u i t a r c 

of such g r e a t c o n c e r n t o t h e F e d e r a l Rese rve System a s a whole 

t h a t you may w i s h . to t a k e up w i t h a l l t h e F e d e r a l Reserve Banks 

t h e q u e s t i o n whe the r t h e expenses I n c i d e n t to Mr, B a k e r ' s employ-

ment s h o u l d no t p r o p e r l y be made $ System m a t t e r , a s h a s been 

done i n o t h e r c a s e s of System i n t e r e s t * For r e a s o n s which I 
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e x p l a i n e d t o you on t h e t e l e p h o n e , however, i t seemed n e c e s s a r y 

f o r u s n o t to d e l a y app roach ing Mr. Baker p e n d i n g a c t i o n by 

t h e Boiard o r t h e o t h e r "banks. I u n d e r s t o o d you a g r e e d w i t h 

t h i s p r o c e d u r e . 

Very t r u l y y o u r s , 

(S) George L . H a r r i s o n , 
Deputy Governor . 

I n c . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6112 

August 17 , 1928. 

SUBJECT: Survey "by P e r s o n n e l C l a s s i f i c a t i o n B o a r d . 

Dear S i r : 

There i s enc losed , h e r e w i t h copy of a s e l f 
e x p l a n a t o r y l e t t e r , w i t h e n c l o s u r e s , r e c e i v e d f r o m 
t h e D i r e c t o r of F i e l d Survey of t h e P e r s o n n e l C l a s s i -
f i c a t i o n B o a r d . 

The F e d e r a l Rese rve Board r e q u e s t s t h a t t h e 
F e d e r a l r e s e r v e t a n k s e x t e n d t h e f u l l e s t c o o p e r a t i o n 
t o t h e r e p r e s e n t a t i v e s of t h e P e r s o n n e l C l a s s i f i c a t i o n 
B o a r d who w i l l c a l l upon them. 

Very t r u l y y o u r s , 

W a l t e r L . Eddy, 
S e c r e t a r y . 

E n c l o s u r e s . 

TO THE GOVERNORS OF ALL F . R . BAMS. 

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



COPY 
PERSOM2I) CLASSIFICATION BOARD 

WASHINGTON 

X-6112-a 

August 9, 1928. 

Mr. Wa l t e r L . Eddy, S e c r e t a r y , 
F e d e r a l Rese rve Board, 
T r e a s u r y B u i l d i n g , 
Washington, D. C. 

My dea r Mr. Eddy: 

Dur ing the c l o s i n g days of t h e l a s t s e s s i o n 
of Congress t h e s o - c a l l e d Welch Act was p a s s e d r e -
a d j u s t i n g the s a l a r i e s of a l a r g e number of f e d e r a l 
employees . When t h e a c t was p a s s e d i t was r e a l i z e d 
t h a t i t was a n emergency measure on ly and t h a t a 
subsequen t r e a d j u s t m e n t would "be n e c e s s a r y when more 
comple te and d e t a i l e d i n f o r m a t i o n would "be a t h a n d . 
I t t h e r e f o r e p r o v i d e d t h a t t h i s Board shou ld r e p o r t 
t o Congress a c l a s s i f i c a t i o n of t he p o s i t i o n s of a l l 
t h e 1 1 0 , 0 0 0 f e d e r a l employee9. o u t s i d e t h e D i s t r i c t 
of Columbia. I t a l s o d i r e c t e d the Board, i n submi t -
t i n g i t s recommendat ions a s to pay r a t e s , t o g i v e to 
Congress t h e b e n e f i t of i t s v iews a s to what p r i n c i p l e s 
a n d p r o c e d u r e s h o u l d be f o l l o w e d f o r a s s u r i n g u n i f o r m 
compensa t ion of l i k e p o s i t i o n s under l i k e employment 
and l o c a l economic c o n d i t i o n s . I t a l s o r e q u e s t e d t h e 
Board to submi t such s t a t i s t i c a l i n f o r m a t i o n a s seemed 
d e s i r a b l e i n e x p o s i t i o n of i t s f i n d i n g s . 

I n c a r r y i n g out t h e s e s t i p u l a t i o n s the Board 
i s p l a n n i n g to make a n a t i o n - w i d e s tudy of t h e r a t e s 
p a i d by commercial conce rns to p e r s o n s h o l d i n g p o s i t i o n s 
a n a l o g o u s t o t h o s e i n f e d e r a l employ. We want to sub-
m i t d a t a on how t h e s a l a r i e s p a i d to government workers 
compare w i t h t h o s e p a i d by p r i v a t e e n t e r p r i s e , and a r e 
t h e r e f o r e p l a n n i n g t o a s c e r t a i n so f a r a s p o s s i b l e t he 
r a t e s of p a y i n commercial conce rns , m u n i c i p a l i t i e s , 
p r i v a t e r e s e a r c h c o r p o r a t i o n s , and s c h o o l s and c o l l e g e s . 

We a r e p l a n n i n g to e s t a b l i s h o f f i c e s i n each 
of t h e l a r g e r c i t i e s of t h e c o u n t r y and p l a c e i n charge 
men who w i l l a s s i s t i n g a t h e r i n g t h e n e c e s s a r y d a t a . 
The men we have s e l e c t e d a r e a l 1 e x p e r i e n c e d i n t h e 
f i e l d of s a l a r y s t a n d a r d i z a t i o n and j o b a n a l y s i s . A 
number of t h e s c h o o l s of b u s i n e s s of t h e l a r g e r u n i -
v e r s i t i e s , t he N a t i o n a l A s s o c i a t i o n of O f f i c e Managers, 
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and t h e U. S . Chamber of Commerce a r e c o o p e r a t i n g w i t h 
u s i n g a t h e r i n g t h e d a t a . 

We would l i k e to know whether your Board would 
be w i l l i n g to coope ra t e w i t h us i n g a t h e r i n g t h i s i n -
f o r m a t i o n "by i n f o r m i n g t h e s e v e r a l F e d e r a l Reserve Banks 
a s t o what we a r e p l a n n i n g to do, t h e r e a s o n s f o r the 
su rvey , and s u g g e s t t o them t h a t t h e y coope ra t e w i t h u s 
"by f u r n i s h i n g the d a t a which we w i l l r e q u i r e , and which 
w i l l "be e x p l a i n e d t o them "by members of our s t a f f . Such 
i n f o r m a t i o n a s we g a t h e r w i l l , of c o a r s e , be c o n f i d e n t i a l , 
and w i l l be p u b l i s h e d i n such a manner a s to p r e v e n t any 
d i s c l o s u r e of tho s a l a r y r a t e s or t he p e r s o n n e l p o l i c y 
of tho r e p o r t i n g c o n c e r n s . 

I t h i n k you know t h a t no r e a l l y comprehensive 
s t u d y h a s e v e r been made i n t h i s f i e l d . The i n f o r m a t i o n 
which we g a t h e r w i l l be of tremendous impor t ance , we 
t h i n k , no t on ly i n d e t e r m i n i n g t h e s a l a r i e s which shou ld 
be p a i d t o p e r s o n s i n p u b l i c s e r v i c e , bu t w i l l be most 
h e l p f u l a s w e l l to p r i v a t e e n t e r p r i s e i n d e t e r m i n i n g i t s 
wage p o l i c y . We s h a l l be p l e a s e d t o p l a c e a t your d i s -
p o s a l n o t on ly the c o n s o l i d a t e d s t a t i s t i c s which we 
g a t h e r , bu t a l s o any d e t a i l e d i n f o r m a t i o n which may be 
of s e r v i c e to you and which i s compat ib le w i t h t h e 
c o n f i d e n t i a l c h a r a c t e r of the i n f o r m a t i o n we a r e o b t a i n -
i n g . I t might be p o s s i b l e f o r you t o r e n d e r u s a f u r t h e r 
s e r v i c e by a s k i n g t h e F e d e r a l Reserve Banks to e x p l a i n t o 
any of t h e i r member banks the r e a s o n s f o r our su rvey and 
tho d e s i r a b i l i t y of making a v a i l a b l e to u s such i n f o r m a -
t i o n a s they can c o n s i s t e n t l y f u r n i s h . 

I am e n c l o s i n g cop i e s of our i n s t r u c t i o n s and 
a number of o t h e r documents which w i l l e x p l a i n to you 
more f u l l y what we p ropose to do . We s h a l l be g r e a t l y 
i n d e b t e d t o you f o r any a s s i s t a n c e you can r e n d e r . 

Yours ve ry t r u l y , 

(S) 

Wm. H. McReynolds 
D i r e c t o r of F i e l d Su rvey . 

E n c l o s u r e s . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6113 

August 20, 1938 . 

SUBJECT: H o l i d a y s , Sep tember , 1928 . 

Dear S i r : 

On Monday, September 3 r d , Labor Day, t h e r e w i l l be 
no Gold S e t t l e m e n t Fond nor F e d e r a l R e s e r v e n o t e c l e a r i n g , 
a n d t h e books of t h e Board w i l l be c l o s e d . 

I n a d d i t i o n t o t h e Labor Day h o l i d a y , t h e f o l l o w i n g 
b a n k s a n d b r a n c h e s w i l l o b s e r v e h o l i d a y s d u r i n g t h e month 
of S e p t e m b e r : 

Monday September 10 San F r a n c i s c o Admiss ion Day 
Los A n g e l e s i n C a l i f o r n i a 

Wednesday September 12 B a l t i m o r e D e f e n d e r s ' Day 
i n Mary land 

T h e r e f o r e , on t h e d a t e s i n d i c a t e d , t h e banks a f f e c t e d 
w i l l n o t p a r t i c i p a t e i n e i t h e r t h e r e g u l a r Gold Fund C l e a r -
i n g o r t h e F e d e r a l Rese rve n o t e c l e a r i n g . P l e a s e i n c l u d e 
y o u r c r e d i t s f o r t h e banks a f f e c t e d on e a c h of t h e h o l i d a y s 
w i t h y o u r Gold S e t t l e m e n t C l e a r i n g c r e d i t s f o r t h e f o l l o w i n g 
b u s i n e s s day , a n d make no sh ipment of F e d e r a l R e s e r v e n o t e s , 
f i t o r u n f i t , f o r a c c o u n t of t h e F e d e r a l R e s e r v e Bank of 
S a n F r a n c i s c o , on Monday, September 1 0 t h . 

K i n d l y n o t i f y B r a n c h e s . 

Very t r u l y y o u r s , 

E . M. M c C l e l l a n d , 
A s s i s t a n t S e c r e t a r y . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6114 

August 2 2 , 1928 , 

SUBJECT: Expense , Main L i n e , L e a s e d Wire Sys tem, 
J u l y , 1928. 

Dear S i r : 

E n c l o s e d h e r e w i t h you w i l l f i n d two 
mimeograph s t a t e m e n t s , X-6114-a a n d X-6114—b, 
c o v e r i n g i n d e t a i l o p e r a t i o n s of t h e main l i n e , 
L e a s e d Wire Sys tem, d u r i n g t h e month of J u l y , 
1 9 2 8 . 

P l e a s e c r e d i t t h e amount p a y a b l e "by 
y o u r bank i n t h e g e n e r a l a c c o u n t , T r e a s u r e r , U. S . , 
on y o u r "books, a n d i s s u e C/D Form 1 , N a t i o n a l Banks, 
f o r a c c o u n t of " S a l a r i e s and Expenses , F e d e r a l Re-
s e r v e Board , S p e c i a l Fund" , Leased Wire Sys tem, s e n d -
i n g d u p l i c a t e C/D t o t h e F e d e r a l R e s e r v e Board* 

Very t r u l y y o u r s , 

F i s c a l A g e n t . 

E n c l o s u r e s . 

To GOVERNORS OF ALL F . R. BANKS EXCEPT CHICAGO 
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REPORT SHOWING- CLASSIFICATION AND NUMBER OF TO EDS TRANSMITTED OVER MAIN LINE 
OF THE FEDERAL RESERVE LEASED IIRE SYSTEM FOR THE MONTH OF JULY, 1928. 

X - 6 l l 4 - a 

Bus ines s Words sen t by Net F e d e r a l P e r c e n t of t o t a l 
r e p o r t e d New York c h a r g e - Be s e rve bank b a s i n e s s ( * ) 

"by a b l e t o o t h e r Bank 
From banks F . R. Banks ( l ) b u s i n e s s 

Bos ton 30,662 1 ,243 31,905 3 . 4 9 
New York 141,999 - 141,999 1 5 . 5 3 
P h i l a d e l p h i a 34,939 1 ,012 35,951 3 -93 
Cleve land 84,597 2 , 2 5 3 86 ,850 9 . 5 0 
Richmond 56,326 2 ,398 58,724 6 . 4 2 
A t l a n t a 60,447 6 ,319 66,766 7 . 3 0 
Chicago 108,524 2 ,530 111,054 1 2 , 1 5 
S t . Louis 80,894 551 81,445 g . 9 : 
Minneapol i s 29,406 2 , 4 9 4 31,900 3 . 4 9 
Kansas Ci ty 77,012 2 ,334 79,346 8 . 6 8 
D a l l a s 65,461 5 ,124 70,585 7 . 7 2 
San F r a n c i s c o 115.356 2 .351 117.707 12 .58 

T o t a l 885,623 28,609 914,232 100 .00 

F. R. Board, b u s i n e s s . 21+6.231 1 ,160 ,463 

Treasury Department bus iness - Incomirg and Outgoing 224,124 

Total words t ransmit ted over main l i n e s 1 ,384 ,587 

( * ) These percentages used in c a l c u l a t i n g the pro r a t a share of l e a s e d wire expense a s shown 
on the accompanying statement ( X - 6 l l 4 - b ) . 

Number o f words sent by New York to other F. R. Banks for t h e i r s o l e b e n e f i t charged t o 
banks ind icated i n accordance with ac t ion taken a t Governors' Conference 

November 2 - 4 , 1925. 
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REPORT OF EXPENSE MAI1T LIKE 
FEDERAL HE SERVE LEASED WIRE SYSTEM, JULY, 1928. 

x-6n4-b 

Pro Ra ta Payab le t o 
Share of F e d e r a l 

O p e r a t o r s ' Opera to r s 1 Wire Tota l T o t a l Reserve 
Name of Bank S a l a r i e s Overtime Renta l Expenses Expenses C r e d i t s Board 

Bos ton $ 260.00 $ 1 . 0 0 $ - $ 261.00 $ 679-48 $ 2&LJ3Q $ 418 .48 
-New York 1 , 1 4 3 . 4 6 2. CO 1 ,145 .46 3 ,023 .61 l , l 4 5 . 4 & 1 ,878 .15 
P h i l a d e l p h i a 225.00 - - 225.00 765.15 225.00 540.15 
Cleveland 296.66 - —» 296.66 1 ,849 .60 296.66 1 , 5 5 2 . 9 4 

^Richmond 190 .00 - 230.00C&) 420.00 1 ,249 .94 420.00 829.94 
A t l a n t a 270.00 - - 270.00 1 ,421 .27 270.00 1 , 1 5 1 . 2 7 
Chicago 4 , 1 0 3 . 3 1 ( f ) - - 4 ,103 .31 2 ,365 .54 4 ,103 .31 i , 7 3 7 - 7 7 ( * 
S t . Louis 229.00 - — 229.00 1 ,734 .73 229.00 1 , 5 0 5 . 7 3 
Minneapol i s 192.15 - - 192.15 679.48 192.15 487 .33 ' 
Kansas C i t y 275 .64 - - 275.64 1 ,689 .95 275.64 1 , 4 1 4 . 3 1 
D a l l a s 251.00 - - . 251.00 1 ,503 .04 251.00 1 , 2 5 2 . 0 4 
San F r a n c i s c o 370.00 - — 370.00 2 ,507 .67 370.00 2 , 1 3 7 . 6 7 
F e d e r a l Reserve Board - - 15 ,190 .44 15 a g o . 44 — — — 

T o t a l $ 7 , 8 0 6 . 2 2 $ 3 , 0 0 $15 ,420 .44 $23,229.66 $19,469.46 $8 ,039 .22 $13 ,168 .01 

(&) 
(#) 
(*) 
(a j 
(b) 

3 760 .20(a) ' 
$19,469-46 

Main Line r e n t a l , Richmond-Washington. 
I n c l u d e s s a l a r i e s of Washington o p e r a t o r s . 
C r e d i t . 
Rece ived $3 ,760 .20 from Treasury Department cover ing "business f o r t h e month of J u l y , 1928 . 
Amount r e i m b u r s a b l e to Chicago. 

1 J 3 7 . 7 7 ( t ) 
$11,1+30.24 
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FEDERAL RESERVE BOARD 
- —i cJ: 

WASHINGTON 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

X-6116 

August 23 , 1928 . 

SUBJECT: Employment of Honorable Newton I). Baker 
i n ca se of E a i c h l e v . f e d e r a l R e s e r v e 
Bank of New York . 

Dear S i r : 

^ R e f e r r i n g to t h e B o a r d ' s c i r c u l a r l e t t e r 
of Augus t 10, 1928, (X-6110) you a r e a d v i s e d t h a t 
a l l t h e F e d e r a l r e s e r v e t a n k s have s i g n i f i e d t h e i r 
w i l l i n g n e s s t o b e a r a p r o r a t a s h a r e of t h e expense 
of r e t a i n i n g Honorable Newton D. Baker i n c o n n e c t i o n 
w i t h t h e t r i a l of t h e c a s e of R a i c h l e v . F e d e r a l Re-
s e r v e Bank of New York, 

Upon c o m p l e t i o n of h i s s e r v i c e s Mr. Baker 
w i l l submi t h i s b i l l t o t h e Board f o r a p p r o v a l a f t e r 
wh ich i t w i l l be p a i d by t h e F e d e r a l R e s e r v e Bank of 
New York a n d t h e o t h e r F e d e r a l r e s e r v e banks w i l l be 
a d v i s e d by t h e Board of t h e amounts which t h e y a r e t o 
r e m i t t o New York . 

By d i r e c t i o n of t h e F e d e r a l R e s e r v e B o a r d . 

Very t r u l y y o u r s , 

W a l t e r L . Eddy, 
S e c r e t a r y . 

TO GOVERNORS OF ALL F . R . BANKS. 
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FEDERAL RESERVE BOARD 
V"! 

WASHINGTON 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

X-6117 

August 23 , 1928 . 

SUBJECT: Employment of Honorab le Newton D. Baker 
i n Neoga N a t i o n a l Bank Case , 

Dear S i r : 

R e f e r r i n g to t h e B o a r d ' s t e l e g r a m of May 
18 , 1928, you a r e a d v i s e d t h a t a l l F e d e r a l r e s e r v e 
"banks h a v e s i g n i f i e d t h e i r w i l l i n g n e s s t o h e a r a 
p r o r a t a s h a r e of t h e expense of r e t a i n i n g Honorab le 
Newton D. Baker i n c o n n e c t i o n w i t h t h e t r i a l of t h e 
s u i t b r o u g h t by d e p o s i t o r s of t h e i n s o l v e n t Neoga 
N a t i o n a l Bank of Neoga, I l l i n o i s , a g a i n s t t h e d i -
r e c t o r s of t h a t bank and a g a i n s t t h e F e d e r a l R e s e r v e 
Bank of C h i c a g o . 

Upon c o m p l e t i o n of h i s s e r v i c e s Mr. Baker 
w i l l submi t h i s b i l l t o t h e F e d e r a l R e s e r v e Board 
f o r a p p r o v a l a f t e r which i t w i l l be p a i d by t h e Fed-
e r a l R e s e r v e Bank of Chicago and t h e o t h e r F e d e r a l 
r e s e r v e banks w i l l be a d v i s e d by t h e F e d e r a l Rese rve 
B o a r d of t h e amounts which t h e y a r e t o r e m i t t o t h e 
F e d e r a l R e s e r v e Bank of C h i c a g o . 

By o r d e r of t h e F e d e r a l R e s e r v e B o a r d . 

Very t r u l y y o u r s , 

W a l t e r L . Eddy, 
S e c r e t a r y . 

TO GOVERNORS OF ALL F . R . BANKS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o X—6118 
t h e f e d e r a l r e s e r v e b o a r d 

Augus t 24 , 1928. 

SUBJECT: Topic f o r Fo r thcoming C o n f e r e n c e of Governors and 
F e d e r a l R e s e r v e A g e n t s . 

Dear S i r : 

An e x a m i n a t i o n of t h e J u n e 30 c a l l r e p o r t s , which c a l l 
f o r t h e amount of p a p e r e l i g i b l e f o r r e d i s c o u n t w i t h t h e F e d e r a l 
r e s e r v e hank , i n d i c a t e s t h a t t h e r e i s a l a c k of u n d e r s t a n d i n g on 
t h e p a r t of many member "banks a s t o what c o n s t i t u t e s e l i g i b l e 
p a p e r . A number of t h e hanks s t a t e d t h e y d i d n o t know how much 
of t h e i r l o a n s were e l i g i b l e f o r r e d i s c o u n t , o t h e r s l e f t t h e i t e m 
b l a n k , w h i l e some showed f i g u r e s e i t h e r a b s u r d l y low o r h i g h . I n 
q u i t e a number of c a s e s t h e banks r e p o r t e d t h e t o t a l amount of 
t h e i r l o a n s and d i s c o u n t s a s e l i g i b l e f o r r e d i s c o u n t , some showed 
a n amount m a t e r i a l l y i n e x c e s s of t h e i r t i m e l o a n s , and o t h e r s 
showed f i g u r e s which of n e c e s s i t y must i n c l u d e a c o n s i d e r a b l e amount 
of r e a l e s t a t e l o a n s and l o a n s on s e c u r i t i e s o t h e r t h a n t h o s e of 
t h e U n i t e d S t a t e s Government . 

The Board r e q u e s t s t h a t t h e f o r t h c o m i n g c o n f e r e n c e s of 
Governor s a n d F e d e r a l Rese rve Agen t s c o n s i d e r w h e t h e r s p e c i a l 
e f f o r t s h o u l d n o t be made ( l ) t o i m p r e s s upon member banks t h e de -
s i r a b i l i t y o f m a i n t a i n i n g an a d e q u a t e p o r t f o l i o of p a p e r e l i g i b l e 
f o r r e d i s c o u n t a t t h e F e d e r a l r e s e r v e b a n k s , a n d ( 2 ) t o more f u l l y 
a c q u a i n t them With t h e k i n d of p a p e r e l i g i b l e f o r r e d i s c o u n t . 

By o r d e r of t h e F e d e r a l Hatierve B o a r d . 

Very t r u l y y o u r s , 

W a l t e r L . Eddy, 
S e c r e t a r y . 

TO ALL GOVERNORS AND AGENTS. 
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X-6119 

F E D E R A L E I S 1 E T ! B O A R D „ -

STATEMENT FOR THE PRESS 

For r e l e a s e i n Morning P a p e r s , 
Monday, August 27 , 1928. 

The f o l l o w i n g i s a summary of g e n e r a l 
b u s i n e s s and f i n a n c i a l c o n d i t i o n s 
th roughou t t h e s e v e r a l F e d e r a l Reserve 
D i s t r i c t s , "based upon s t a t i s t i c s f o r 
t h e months of J u l y and Augus t , a s w i l l 
appear i n t h e f o r t h c o m i n g i s s u e of t h e 
F e d e r a l Reserve B u l l e t i n and the monthly 
r e p o r t s of t h e F e d e r a l r e s e r v e h a n k s . 

I n d u s t r i a l and t r a d e a c t i v i t y was in l a r g e r volume in J u l y than i s u s u a l 

in midsummer and t h e g e n e r a l l e v e l of commodity p r i c e s advanced s l i g h t l y . Mem-

b e r hank h o l d i n g s of s e c u r i t i e s and l oans on s e c u r i t i e s d e c l i n e d in J u l y and 

August , w h i l e a l l o t h e r l o a n s i n c r e a s e d to t h e h i g h e s t l e v e l on r e c o r d . Condi-

t i o n s i n t h e money market remained f i r m . 

P r o d u c t i o n — P r o d u c t i o n of m a n u f a c t u r e s and m i n e r a l s showed a s m a l l e r de-

c r e a s e than u s u a l in J u l y , and t h e index of i n d u s t r i a l ' p r o d u c t i o n , which makes 

a l lowance f o r s e a s o n a l v a r i a t i o n s , advanced . P r o d u c t i o n of s t e e l , b i tuminous 

c o a l , p e t r o l e u m , a u t o m o b i l e s , and foo twea r was l a r g e r in J u l y than in J u n e , wh i l e 

a c t i v i t y in t e x t i l e m i l l s , meat p a c k i n g , and copper and a n t h r a c i t e mines d e c l i n e d . 

Lumber p r o d u c t i o n showed l e s s than the u s u a l s e a s o n a l d e c r e a s e . S t e e l m i l l a c t i v -

i t y , w h i l e d u r i n g J u l y was a t an u n u s u a l l y h i g h l e v e l f o r t h e summer s ea son , was 

w e l l m a i n t a i n e d d u r i n g Augus t . Weekly r e p o r t s f rom D e t r o i t f a c t o r i e s show a 

l a r g e r volume o f employment in t h e midd l e of August than a t any p r e v i o u s d a t e , 

i n d i c a t i n g t h a t a u t o m o b i l e p r o d u c t i o n c o n t i n u e d l a r g e i n t h a t month. B u i l d i n g 

c o n t r a c t s awarded d e c l i n e d by somewhat more than t h e u s u a l s e a s o n a l amount i n 

J u l y , b u t were l a r g e r t han i n any p r e v i o u s J u l y , t h e i n c r e a s e ove r l a s t yea r 

b e i n g c h i e f l y in r e s i d e n t i a l b u i l d i n g . C o n t r a c t s awarded i n the f i r s t two 

weeks i n August were s l i g h t l y s m a l l e r than in the same p e r i o d of l a s t y e a r . 
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• E s t i m a t e s of t h e Department of A g r i c u l t u r e a s of August 1 i n d i c a t e c o n s i d e r a b l e 

improvement in c rop c o n d i t i o n s d u r i n g J u l y . E s t i m a t e d wheat p r o d u c t i o n was 

891 ,000 ,000 b u s h e l s , l a r g e r by 91 ,000 ,000 than o n , J u l y 1 and s l i g h t l y l a r g e r 

than t h e y i e l d i n 1927. The corn c r o p i s expec t ed to be more than 3 ,000 ,000 ,000 

b u s h e l s , an i n c r e a s e of 750 ,000 ,000 b u s h e l s f rom l a s t y e a r . F o r e c a s t s f o r o t h e r 

g r a i n c r o p s were a l s o l a r g e r than the J u l y 1 e s t i m a t e s and in most c a s e s exceeded 

l a s t y e a r ' s y i e l d s . The August 1 f o r e c a s t of c o t t o n p r o d u c t i o n was 14 ,290 ,000 , 

a s compared w i t h y i e l d s of 12 ,955 ,000 b a l e s in 1927 and n e a r l y 18 ,000 ,000 b a l e s 

in 1926. 

T r a d e — D i s t r i b u t i o n of commodit ies a t w h o l e s a l e and r e t a i l was i n l a r g e 

volume i n J u l y . S a l e s of d r y goods and shoes a t w h o l e s a l e were l a r g e r than i n 

J u n e , and t h o s e of o t h e r l i n e s were o n l y s l i g h t l y s m a l l e r . Department s t o r e 

s a l e s , a f t e r a l l owance f o r s e a s o n a l changes , i n c r e a s e d i n J u l y . Compared w i t h 

J u l y a yea r ago t r a d e of b o t h w h o l e s a l e and r e t a i l f i r m s wae'- l a r g e r . S tocks of 
of 

depar tment s t o r e s a n d / w h o l e s a l e f i r m s c o n t i n u e d s m a l l e r t h a n a y e a r ago . 

F r e i g h t - c a r l o a d i n g s i n c r e a s e d by more than t h e u s u a l s e a s o n a l amount in 

J u l y and fof t h e f i r s t t ime t h i s yea r were l a r g e r than i n t h e c o r r e s p o n d i n g 

month of 1927. I n c r e a s e s , compared w i t h l a s t y e a r , were r e p o r t e d in l o a d i n g s 

of m i s c e l l a n e o u s commodit ies and o f g r a i n , r e f l e c t i n g t h e e a r l y h a r v e s t i n g of 

t h e c rop t h i s y e a r . The l a r g e s t d e c r e a s e , a s compared w i t h a yea r ago , was in 

l i v e s t o c k s h i p m e n t s . During t h e f i r s t two weeks in August , t o t a l l o a d i n g s were 

in about t h e same volume a s in t h e c o r r e s p o n d i n g weeks of l a s t y e a r . 

P r i c e s — T h e g e n e r a l l e v e l of w h o l e s a l e commodity p r i c e s i n c r e a s e d s l i g h t l y 

i n J u l y r e f l e c t i n g c h i e f l y advances in t h e p r i c e s of l i v e s t o c k and m e a t s , a l t h o u g h 

t h e r e were a l s o sma l l i n c r e a s e s i n h i d e and l e a t h e r p r o d u c t s , t e x t i l e s , pe t ro l eum 

p r o d u c t s , and b u i l d i n g m a t e r i a l s . There was a sha rp d e c l i n e i n t h e p r i c e of 

g r a i n s , o t h e r than c o r n , and some d e c r e a s e in chemica l s and d r u g s , s i l k , r u b b e r , 

and au tomobi l e t i r e s . Dar ing t h e f i r s t h a l f of August t h e r e were i n c r e a s e s in 
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t h e p r i c e s of s u g a r , hogs and p o r k p r o d u c t s , coke , and lumber , and d e c r e a s e s in 

g r a i n s , c o t t o n , wool and h i d e s . 

Bank Cred i t—Between J u l y 18 and August 15 t o t a l l o a n s and i n v e s t m e n t s of 

member banks i n l e a d i n g c i t i e s d e c r e a s e d by about $130 ,000 ,000 . This d e c l i n e r e -

f l e c t e d a c o n s i d e r a b l e r e d u c t i o n in i n v e s t m e n t s , c h i e f l y a t banks i n Hew York 

C i t y , and some f u r t h e r d e c l i n e in l o a n s on s e c u r i t i e s . A l l o t h e r l o a n s , which 

i n c l u d e l oans f o r commercial p u r p o s e s , showed a smal l s e a s o n a l i n c r e a s e and a t 

t h e midd le of August were i n t h e l a r g e s t volume s i n c e e a r l y in 1921 and n e a r l y 

$230,000,000 l a r g e r than a t t h e autumn peak of l a s t y e a r . The re -was -a f u r t h e r - ' l a r g e 

d e c l i n e in n e t demand d e p o s i t s , and p r a c t i c a l l y no change i n t ime d e p o s i t s . 

Volume of r e s e r v e bank c r e d i t o u t s t a n d i n g showed l i t t l e change between J u l y 

25 and August 22 . D i s c o u n t s and a c c e p t a n c e h o l d i n g s i n c r e a s e d s l i g h t l y w h i l e 

U n i t e d S t a t e s s e c u r i t y h o l d i n g s were p r a c t i c a l l y unchanged. I n c r e a s e d demand 

f o r c u r r e n c y , which i s u s u a l a t t h i s t ime of t h e y e a r , h a s n o t r e s u l t e d in an 

e q u i v a l e n t growth in r e s e r v e bank c r e d i t , because i t was o f f s e t in p a r t by a 

d e c l i n e i n r e s e r v e s r e q u i r e d by member banks , which r e f l e c t e d t h e d e c r e a s e i n 

t h e i r d e p o s i t s . 

There were f u r t h e r i n c r e a s e s between t h e midd le of J u l y and t h e midd le of 

August in open-marke t r a t e s on c o l l a t e r a l l o a n s , commercial p a p e r and b a n k e r s ' 

a c c e p t a n c e s . 
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COPY X-6120 -,1 

S . P . No. 13855. In Bank. August 6, 1928. 

WESTLAKE MEBCAHTILE FINANCE CORPORATION ( a C o r p o r a t i o n ) , 

P l a i n t i f f and A p p e l l a n t , v . CHAS. A. MERRITT and CHAS, 

A. PARLIER, i n d i v i d u a l l y and a s c o p a r t n e r s , do ing "business 

u n d e r t h e f i r m name and s t y l e of M e r r i t t and P a r l i e r and 

MEKRITT AH) PARLIER ( a C o p a r t n e r s h i p ) , Defendan t s a n d 

R e s p o n d e n t s . 

( l ) P r o m i s s o r y Notes—Trade Accep tance—Sal e.s A g r e e m e n t -
M a t u r i t y — N e g o t i a b i l i t y . — L a n g u a g e i n t r a d e a c c e p t a n c e t h a t 
" t h e o b l i g a t i o n of t h e a c c e p t o r h e r e o f a r i s e s ou t of t h e 
p u r c h a s e of goods f rom t h e drawer , m a t u r i t y b e i n g i n con-
f o r m i t y w i t h the o r i g i n a l te rms of p u r c h a s e " , makes t h e 
u n d e r l y i n g c o n t r a c t a p a r t of such i n s t r u m e n t s f o r the p u r p o s e 
of d e t e r m i n i n g t h e m a t u r i t y d a t e t h e r e o f , which may "be d i f f e r -
e n t f rom t h a t s o t f o r t h i n such i n s t r u m e n t s , and r e n d e r s thorn 
n o n n o g o t i a b l o . 

Appeal by p l a i n t i f f f rom a judgment of t h e S u p e r i o r Court of 

S a n t a C l a r a County, P . P . G-osbey, Judge , i n an a c t i o n upon 

t r a d e a c c e p t a n c e s . A f f i r m e d . 

On h e a r i n g a f t e r judgment i n D i s t r i c t Court of Appeal , F i r s t 

D i s t r i c t , D i v i s i o n One (55 C a l . App. Dec. 2 6 ) , r e v e r s i n g judgment 

of S u p e r i o r Cour t i n a n a c t i o n upon t r a d e a c c e p t a n c e s . Judgment 

of S u p e r i o r Cour t a f f i r m e d . 

Por Appe l l an t—George H. Woodruff ; Woodruff , Musick, P i n n e y 

& H a r t k e . 

For Respondents—Elmer D. J e n s e n ; H. A. B lancha rd , of Counse l , 

On A p r i l 30 , 1925, unde r t h e t r a d e name of A r i s t o c r a t D i s t r i b u -

t i n g Company, one J . B. V a i l e n e n t e r e d i n t o a c o n t r a c t i n w r i t i n g 

w i t h Chas. A. M e r r i t t and Chas. A. P a r l i e r , a c o p a r t n e r s h i p , do ing 

b u s i n e s s unde r t h e name of M e r r i t t and P a r l i e r , w i t h r e f e r e n c e t o 
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t he s a l e and 4 e l i v e r y "by t h e fo rmer t o t he l a t t e r of a c e r t a i n 

number of d i shwash ing machines . The c o n t r a c t need n o t h e r e be 

s e t o u t o t h e r t h a n t o s t a t e t h a t i t was never f u l f i l l e d on the 

p a r t of t h e A r i s t o c r a t . D i s t r i b u t i n g Company, and t h e r e i s no 

p r e t e n s e t h a t i t s covenan t s were o b s e r v e d . At t h e t ime of t h e 

making of t h e c o n t r a c t , and a s a p a r t of t he t r a n s a c t i o n , Mer-

r i t t a n d P a r l i e r a c c e p t e d two d r a f t s o r t r a d e a c c e p t a n c e s drawn 

by the A r i s t o c r a t D i s t r i b u t i n g Company, p a y a b l e to t hemse lve s , 

a l i k e e x c e p t a s to d a t e of m a t u r i t y , f o r $420 each , and payab le 

60 and 90 days a f t e r d a t e , r e s p e c t i v e l y . The m a t e r i a l p a r t of 

the e a r l i e s t of t h e s e a c c e p t a n c e s i s h e r e s e t f o r t h : 

"$To. , Los Ange les , C a l i f . 4 / 3 0 , 1925, d a t e of s a l e . 

$420 t o M e r r i t t & P a r l i e r , San J o s e , C a l i f . , on June 30 th , 1925. 

Pay to t h e o r d e r of o u r s e l v e s a t Los Angeles , C a l i f . , the Sum 

Of Four Hundred Twenty and 00/100 D o l l a r s . The o b l i g a t i o n of 

t h e a c c e p t o r h e r e o f a r i s e s ou t of t h e p u r c h a s e of goods f rom 

t h e drawer , m a t u r i t y b e i n g i n c o n f o r m i t y w i t h o r i g i n a l te rms of 

p u r c h a s e . Accep ted a t San J o s e , C a l . D e a l e r ' s Town on 4 /30 , 

1925, Date of Order* Payab le t h r u S e c u r i t y S t a t e Bank, San J o s e , 

C a l . , D e a l e r ' s Bank. M e r r i t t & P a r l i e r , Trade Name of A c c e p t o r . 

By Chas . A. M e r r i t t , A u t h o r i z e d A c c e p t o r . A r i s t o c r a t D i s t r i b u t i n g 

Co . , J . B. V a l l e n . " 

( 1 ) P l a i n t i f f , a l l e g i n g i t s e l f t o bo a h o l d e r i n due cou r se 

( C i v . Code, s e c , 3].33) of t h e s e i n s t r u m e n t s , sued t h e de fendan t^ 

a s a c c e p t o r s t h e r e o f f o r t h e amounts s p e c i f i e d t h e r e i n . Defendant 

c o p a r t n e r s h i p , p l e a d i n g the n o n n e g o t i a b i l i t y of s a i d i n s t r u m e n t s 

i n t r o d u c e d and p r o v e d a n u n c o n t r a d i c t e d d e f e n s e t o s a i d o b l i g a t i o n s 
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u n l e s s p l a i n t i f f can "be sa^j i t o "be an i n n o c e n t p u r c h a s e r t h e r e o f 

f o r v a l u e . P l a i n t i f f showed a payment of $786 .90 f o r s a i d inr-

s t rvunents and t h a t i t was i g n o r a n t of a l l i n f i r m i t y i n them. 

The whole q u e s t i o n t u r n s upon t h e n e g o t i a b i l i t y o r no n e g o t i a b i l i t y 

of s a i d d r a f t s and t h i s q u e s t i o n must be d e t e r m i n e d f rom the f a c e 

of t h e i n s t r u m e n t s t h e m s e l v e s , ( I n t e r n a t i o n a l F i n a n c e Co. v . 

N o r t h w e s t e r n Drug Co. , 282 Fed . 9 2 0 . ) The q u e s t i o n i s f u r t h e r 

r e f i n e d by t h e c o n s t r u c t i o n to be p l a c e d upon t h e above c l a u s e , 

r e a d i n g : "The o b l i g a t i o n of t h e a c c e p t o r h e r e o f a r i s e s ou t of 

t h e p u r c h a s e of goods f rom the drawer , m a t u r i t y b e i n g i n c o n f o r m i t y 

w i t h o r i g i n a l te rms of p u r c h a s e . " I n o t h e r words , i s s a i d c l a u s e 

t h e e x p r e s s i o n of a con t ingency a s t o t h e m a t u r i t y of t h e a c c e p t -

a n c e s o r does i t mere ly r e f e r t o t he c o n s i d e r a t i o n f o r which t h e y 

were given? P a r t i c u l a r l y , does t h e e x p r e s s i o n " m a t u r i t y b e i n g i n 

c o n f o r m i t y w i t h o r i g i n a l t e rms of p u r c h a s e " r e f e r t o t h e d a t e s e t 

up i n t h e body of t h e t r a d e a c c e p t a n c e s o r does i t r e f e r t o t h e 

u n d e r l y i n g c o n t r a c t be tween t h e p a r t i e s ? I t w i l l be o b s e r v e d t h a t 

t h e s e a c c e p t a n c e s were made p a y a b l e t o t h e drawers t h e m s e l v e s , f h e 

q u e s t i o n f u r t h e r a r i s e s : For what r e a s o n were t h e s e p a r a g r a p h s 

i n s e r t e d ? Wi thout them t h e i n s t r u m e n t s a r e p e r f e c t t r a d e a c c e p t -

a n c e s , n e g o t i a b l e i n form i n eve ry r e s p e c t . I f t h e s e p a r a g r a p h s 

were no t i n t e n d e d t o make the c o l l a t e r a l agreement a p a r t of t h e 

i n s t r u m e n t s , t h e n t h e y a r e a f r a u d upon t h e a c c e p t o r s , who h a d a 

r i g h t t o b e l i e v e t h a t t h e y would matu re o n l y a s i n s a i d c o n t r a c t 

p r o v i d e d . 

We a r e f o r t u n a t e l y not w i t h o u t a s s i s t a n c e i n t h e p r o p e r c o n s t r u c -

t i o n of t h e s e i n s t r u m e n t s , f o r t h e i d e n t i c a l q u e s t i o n was p r e s e n t e d 

t o t h e h i g h e s t c o u r t s i n b o t h t h e s t a t e s of Minneso ta and Texas^ 
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I t seems t h a t t h e r e p r e s e n t a t i v e s of t h i s p a t e n t e d a r t i c l e , 

t h e A r i s t o d i shwash ing machine, have i n o t h e r s t a t e s "been 

l o n g on p r o m i s e s , s h o r t on pe r fo rmances and q u i c k on n e g o t i -

a t i o n s of t h e o b l i g a t i o n s e x e c u t e d "by t h e c r e d u l o u s and unwary 

m e r c h a n t s . I n Minnesota , i n t h e case of S e l l e r v . Cuddy (Minn . ) , 

214 IT. W. 934, t h e c o u r t h e l d the above p a r a g r a p h to "bo "a s t a t e -

ment of t h e t r a n s a c t i o n which g i v e s r i s e t o t h e i n s t r u m e n t " ( C i v . 

Code, s e c . 3084) , s a y i n g : "So t h e r e i s no ground f o r t h e con-

t e n t i o n t h a t t h i s s t a t e m e n t i n the a c c e p t a n c e s p u t t he p l a i n t i f f s 

upon i n q u i r y c o n c e r n i n g t h e t e rms of t h e u n d e r l y i n g c o n t r a c t of 

p u r c h a s e o r i t s s t a t u s a t t h e t ime "being w i t h r e s p e c t t o p e r -

fo rmance o r b r e a c h by t h e p a r t i e s t h e r e t o . The s i t u a t i o n i s v e r y 

d i f f e r e n t f rom t h a t p r e s e n t e d by an i n s t r u m e n t which by r e f e r e n c e 

makes a n o t h e r and u n d e r l y i n g c o n t r a c t a p a r t of i t s e l f and so 

becomes s u b j e c t t o i t s t e r m s . That was t h e c a s e i n King C a t t l e 

Co. v . J o s e p h . 158 Minn. 481, 198 N. W. 798, 199 IT. W. 437 . " 

I t w i l l "be s e e n f rom t h e above q u o t a t i o n t h a t i f t h e i n s t r u m e n t s 

h e r e unde r c o n s i d e r a t i o n make the u n d e r l y i n g c o n t r a c t a p a r t of 

t h e m s e l v e s , t h e i r n e g o t i a b i l i t y i s t h e r e b y d e s t r o y e d . . As above 

i n t i m a t e d , we a r e of t h e o p i n i o n t h a t t h e s a i d p a r a g r a p h does 

make t h e u n d e r l y i n g c o n t r a c t a p a r t of s a i d i n s t r u m e n t s f o r t h e 

p u r p o s e of d e t e r m i n i n g t h e m a t u r i t y &ate t h e r e o f , which may be 

d i f f e r e n t f rom t h a t s e t f o r t h i n s a i d i n s t r u m e n t s t h e m s e l v e s . 

I n t h i s c o n n e c t i o n we a r e c o n s t r a i n e d to d i s a g r e e w i t h the o p i n i o n 

announced i n t h e above -quo ted c a s e . Wo a r e i n a c c o r d , however, 

w i t h t h e r e a s o n i n g s o t f o r t h i n Land Co. v . Cram ( T e x a s ) , 291 S . W 

1084, which i s a l s o a c a s e i n v o l v i n g t h e i d e n t i c a l l anguage h e r e 
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u n d e r c o n s i d e r a t i o n . I n t h a t c a s e t h e r e was i n the Court of C i v i l 

Appea l s a m a j o r i t y o p i n i o n i n a c c o r d w i t h the Minneso ta h o l d i n g , 

t o which t h e r e * a s a d i s s e n t i n g o p i n i o n "by Mr. J u s t i c e S t a n f o r d . 

The supreme c o u r t , however , a d o p t e d t h e r e a s o n i n g of Mr. J u s t i c e 

S t a n f o r d , i n t h e f o l l o w i n g l a n g u a g e : 

"We a g r e e w i t h the c o n c l u s i o n r e a c h e d "by A s s o c i a t e J u s t i c e 

S t a n f o r d i n h i s d i s s e n t i n g o p i n i o n a s to t h e l e g a l e f f e c t of 

t h e c l a u s e j u s t q u o t e d . I n our o p i n i o n the c l a u s e h a s e f f e c t 

t o r e n d e r t h e t r a d e a c c e p t a n c e s n o n n e g o t i a b l e unde r t h e law 

merchan t a s w e l l a s u n d e r the N e g o t i a b l e I n s t r u m e n t s Act (Vernon ' s 

Ann. C i v . S t . 1925, a r t s . 5932-5946)* The o b l i g a t i o n of t h e a c -

c e p t o r , a c c o r d i n g t o t h e terms of s a i d c l a u s e , a r i s e s no t f r o m 

t h e i n s t r u m e n t s t h e m s e l v e s , "but f rom a c o l l a t e r a l t r a n s a c t i o n . 

For a n i n s t r u m e n t t o "be n e g o t i a b l e , t h e o b l i g a t i o n of t h e maker 

must a r i s e e x c l u s i v e l y f r o m the i n s t r u m e n t . No o b l i g a t i o n a r i s i n g 

f rom a c o l l a t e r a l t r a n s a c t i o n can be i m p o r t e d i n t o t h e t e rms of 

t h e i n s t r u m e n t w i t h o u t d e s t r o y i n g the n e g o t i a b i l i t y of t h e i n -

s t r u m e n t . ( 8 Corpus J u r i s , p p . 1 1 3 - 1 1 4 . ) A n e g o t i a b l e i n s t r u -

ment h a s b e e n te rmed ' a c o u r i e r w i t h o u t l u g g a g e ' , whose countenance 

i s i t s p a s s p o r t . Th i s a p t flietaphoy does n o t f i t t h e s e t r a d e ac-r 

c e p t a n c e s , f o r t h e r e a s o n they a r o l a d e n w i t h t h e equipment of a 

w a y f a r e r who does no t t r a v e l under s a f e c o n d u c t . By t h e i r exprejss 

t e rms t h e s e i n s t r u m e n t s b e a r burdens whose n a t u r e must be sought 

f o r beyond t h e f o u r c o r n e r s of t h e i n s t r u m e n t s t h e m s e l v e s . The 

c l a u s e i n q u e s t i o n i s more t h a n a mere 1 s t a t e m e n t of the t r a n s a q -

t i o n which & ves r i s e to t he i n s t r u m e n t 1 , a s p e r m i t t e d by p a r a g r a p h 

2 , s e c t i o n 3 , of a r t i c l e 5932 of t h e R e v i s e d S t a t u t e s . So f a r f rom 
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"being a mere d e s c r i p t i v e r e f e r e n c e t o the t r a n s a c t i o n which 

gave r i s e t o t h e i n s t r u m e n t , t he c l a u s e , i n d e f i n i t e t e rms , 

p o i n t s t o t h a t t r a n s a c t i o n a s t h e source of t h e a c c e p t o r ' s 

o b l i g a t i o n t o p a y t h e amount named i n the i n s t r u m e n t . The 

l e g a l e f f e c t of t h e c l a u s e i s t o r e n d e r the p a p e r s u b j e c t 

t o a l l the r i g h t s and e q u i t i e s of t he p a r t i e s t o t h e c o l -

l a t e r a l t r a n s a c t i o n f rom which t h e o b l i g a t i o n of t h e a c -

c e p t o r a r i s e s . ( P a r k e r v . American Exchange Bank (Tex . 

C i v . A p p . ) , 27 S . W. 1072; 8 C. J . 124 . " 

A s i m i l a r e a s e and a s i m i l a r h o l d i n g i s C o n t i n e n t a l Bank 

& T r u s t Co. v . Times Pub. Co. ( L a . ) , 76 So . 612, where t h e 

words " a s p e r c o n t r a c t " a p p e a r i n g i n an o t h e r w i s e n e g o t i a b l e 

p r o m i s s o r y n o t e were h e l d t o q u a l i f y t h e u n c o n d i t i o n a l p romise 

t o p a y p r e v i o u s l y e x p r e s s e d t h e r e i n . S i m i l a r words , however, 

were h e l d n o t t o d e s t r o y t h e n e g o t i a b i l i t y of an i n s t r u m e n t 

i n N a t i o n a l Bank v . Wentworth ( M a s s . ) , 105 N. E . 626. The 

c o u r t s do no t d i f f e r a s t o t h e l e g a l p r i n c i p l e i n v o l v e d , b u t 

d i f f e r a s t o t he meaning to be a s s i g n e d t o t h e l anguage t h e n 

unde r r e v i e w . The q u e s t i o n h a s been s t a t e d a s f o l l o w s : "When-

e v e r a b i l l of exchange o r a p r o m i s s o r y n o t e c o n t a i n s a r e f e r e n c e 

t o some e x t r i n s i c c o n t r a c t i n such a way a s to make t h e b i l l o r 

n o t e s u b j e c t t o t h e te rms of t h a t c o n t r a c t , a s d i s t i n g u i s h e d from 

a r e f e r e n c e i m p o r t i n g mere ly t h a t the e x t r i n s i c agreement was t h e 

o r i g i n of t h e t r a n s a c t i o n o r c o n s t i t u t e s t h e c o n s i d e r a t i o n of t h e 

b i l l o r n o t e , t h e n e g o t i a b i l i t y of t h e i n s t r u m e n t i s d e s t r o y e d . " 

See, t o t h i s e f f e c t , Nor thwes t e rn N a t . I n s . Co. v . Sou the rn 
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S t a t e s e t c . Co. ( G a . ) , 93 S . E . 157. 

The p r i n c i p l e h a s a g a i n "been s t a t e d t h a t by t h e law merchant 

one of t h e p r i n c i p l e e l emen t s of n e g o t i a b i l i t y i s c e r t a i n t y of 

payment , and any words of t h e i n s t r u m e n t r e n d e r i n g payment 

c o n d i t i o n a l o r u n c e r t a i n d e s t r o y i t a s a n e g o t i a b l e i n s t r u m e n t . 

( G r e e n b r i e r V a l l e y Bank v . B a i r (W. V a . ) , 77 S . E . 2 7 4 . ) I n 

our own code ( s e c . 3085, C i v i l Code) i t i s p r o v i d e d : "An i n r 

s t r u m e n t p a y a b l e upon a con t ingency i s n o t n e g o t i a b l e , and tho 

h a p p e n i n g of t h e e v e n t does no t cure t h e d e f e c t . " Somewhat 

i n l i n e w i t h t h i s r e a s o n i n g i s t h e case of Grlendora Bank v . 

Davis e t a l . , 75 C a l . Dec. 715, where t h e c o u r t h e l d t h e f o l l o w -

i n g l anguage t o d e s t r o y t h e n e g o t i a b i l i t y of tho i n s t r u m e n t : 

"Th i s n o t e i s g i v e n i n payment of merchand i se and i s t o be 

l i q u i d a t e d by payments r e c e i v e d on accoun t of s a l e of such mer -

c h a n d i s e . " 

The d o c t r i n e of such c a s e s a s F l o o d v . P o t r y , 165 C a l . 309, 

a n d P r a t t v . D i t t m e r . 51 C a l . App. 512, which r e l a t e s t o c a s e s 

of t r a n s f e r p r i o r t o f a i l u r e of c o n s i d e r a t i o n i n e x e c u t o r y con-

t r a c t s , i s , i n view of t h e c o n s t r u c t i o n above announced, n o t 

h e r e i n v o l v e d . Th i s c o n c l u s i o n r e n d e r s a l s o u n n e c e s s a r y a 

d i s c u s s i o n of t h e q u e s t i o n of t h e s u f f i c i e n c y of t h o e v i d e n c e t o 

s u p p o r t t h e f i n d i n g of t he c o u r t t h a t p l a i n t i f f h a d a c t u a l knowl-

edge of t h e i n f i r m i t y of t h e s e i n s t r u m e n t s . 

The j u d g n e n t i s a f f i r m e d . PEES TON, J . 

We Concur: 
CURTIS, J . 
RICHARDS, J . 
SHEIK, J . 
SEAWELL, J . 
WASTE, C. J . 
LAHGDON, J . 

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



£-6121 

FEDERAL BESERVE BOARD 

S T A T E M E N T F O B T H E P R E S S 

For r e l e a s e 3 o ' c l o c k p.m. 
August 29, 1928. 

There i s quoted below a communication r e c e i v e d by t h e F e d e r a l Re-

serve Board f rom a c l e a r i n g house a s s o c i a t i o n : 

" R e f e r r i n g to l o a n s made member banks secured by U n i t e d S t a t e s se -
c u r i t i e s we f e e l p r e f e r e n t i a l r a t e of i n t e r e s t should be charged 
on t r a n s a c t i o n s of t h i s c h a r a c t e r , r a t e no t to exceed r a t e s borne 
by s e c u r i t i e s in accordance w i t h p r e v i o u s r u l i n g , . In view of 
fo r thcoming f i n a n c i n g by Treasu ry Department we f e e l t h i s m a t t e r 
should r e c e i v e t h e immediate and c a r e f u l c o n s i d e r a t i o n of F e d e r a l 
Reserve Board. P r e s e n t r a t e s p e n a l i z e banks a s s i s t i n g i n f i n a n c i n g . " 

The f o l l o w i n g i s t h e B o a r d ' s r e p l y : 

"Gentlemen: 

This w i l l acknowledge r e c e i p t of your w i r e of August 27 th 
to Governor Young recommending p r e f e r e n t i a l d i s c o u n t r a t e s by Fed-
e r a l r e s e r v e banks on c o l l a t e r a l n o t e s secured by Government o b l i g a -
t i o n s , t h e d i s c o u n t r a t e i n each case to be t h e same a s t h a t borne 
by t h e s e c u r i t y . Your p r o p o s a l has been l a i d b e f o r e t h e F e d e r a l Re-
se rve Board, and, f i r s t , t h e Board fe«16 j u s t i f i e d in reminding you 
t h a t t h e u s u a l p rocedu re under t h e law i s f o r t h e D i r e c t o r s of the 
r e s e r v e banks to i n i t i a t e r a t e s . When such r a t e s a r e i n i t i a t e d they 
a r e l a i d b e f o r e t h e BDard f o r review and d e t e r m i n a t i o n . While t h e 
Board u n d o u b t e d l y h a s t h e power to f i x r a t e s of d i s c o u n t f o r r e s e r v e 
banks we see n o t h i n g in the p r e s e n t s i t u a t i o n to r e q u i r e such a r b i -
t r a r y a c t i o n . At the same t ime t h e Board i s n o t a t t e m p t i n g to s i d e -
s t e p any r e s p o n s i b i l i t y i t may have f o r r e s e r v e bank d i s c o u n t r a t e g , 
and we a d v i s e your A s s o c i a t i o n t h a t i f any r e s e r v e bank should in I t 
t i a t e such p r e f e r e n t i a l r a t e s a s you sugges t the Board would b e 
opposed to such p rocedu re f o r the f o l l o w i n g r ea sons : 

(1) I t would n o t c a r e to d i s c r i m i n a t e a g a i n s t commerce 
and i n d u s t r y by approving a r e d i s c o u n t r a t e of a s low a s t h r e e and 
one q u a r t e r p e r c e n t on c o l l a t e r a l n o t e s secured by Government o b l i g a -
t i o n s w h i l e s i m u l t a n e o u s l y c e r t a i n r e s e r v e banks would be p e r m i t t e d 
to charge f i v e p e r c e n t on e l i g i b l e commercial , a g r i c u l t u r a l and i n -
d u s t r i a l p a p e r . 

(2) There i s n o t h i n g in the p r e s e n t s i t u a t i o n which woul(% 
j u s t i f y a lower r a t e on one c l a s s of Government s e c u r i t i e s over an4 
o t h e r . The p r e v i o u s a c t i o n of t h e r e s e r v e banks t h a t you r e f e r to 
was a war t ime measure o j i ly . 

(3) I f your p r o p o s a l was p u t i n t o e f f e c t a t t he p r e s e n t 
t ime i t would p e r m i t a member bank to buy Un i t ed S t a t e s bonds i n the 
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p r e s e n t marke t on a y i e l d h i g h e r than the bonds "bear and the member 
bank would be prompted to r e d i s c o u n t to make such p u r c h a s e s o l e l y f o r 
p r o f i t . 

(4) Member banks own over f o u r b i l l i o n s of U n i t e d S t a t e s 
Government bonds , and , upon r e f l e c t i o n , we b e l i e v e your C l e a r i n g 
House w i l l a g r e e w i t h u s t h a t t he i n v i t a t i o n f o r p r o f i t would be too 
g r e a t f o r many of t h e banks to r e s i s t and o n l y r e s u l t in i n f l a t i o n 
t h a t e v e n t u a l l y would work widesp read d i s a s t e r to our e n t i r e f i n a n -
c i a l s t r u c t u r e and , i n d i r e c t l y , to t h e b u s i n e s s i n t e r e s t s of t h e 
c o u n t r y . 

(5) The p roposed p l a n would have a s t r o n g t endency to 
a p p r e c i a t e t h e marke t v a l u e of t h e o u t s t a n d i n g U n i t e d S t a t e s o b l i g a -
t i o n s b e a r i n g low r a t e s and s i m u l t a n e o u s l y d e p r e c i a t e t h o s e h e a r i n g 
h i g h e r r a t e s , d e v e l o p i n g a r t i f i c i a l and unwar ran t ed p r i c e s f o r t he 
v a r i o u s Government i s s u e s . 

(6) Under normal peace t ime c o n d i t i o n s t h e T r e a s u r y Depa r t -
ment shou ld and does pay t h e o r d i n a r y market r a t e s f o r money t h e same 
a s any o t h e r b o r r o w e r s . Moreover , t h e c r e d i t of t h e U n i t e d S t a t e s 
Government i s so good t h a t t h e r e i s no o c c a s i o n wha t soever of a t -
t e m p t i n g by a r t i f i c i a l means to p l a c e U n i t e d S t a t e s Government s e -
c u r i t i e s i n a f a v o r e d p o s i t i o n a s compared w i t h commerce, i n d u s t r y 
and a g r i c u l t u r e . 

Very t r u l y y o u r s , 

( s i g n e d ) A. W. Mel lon, 
S e c r e t a r y of t h e T r e a s u r y and 
Chairman of t h e F e d e r a l Reserve Board." 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d August 30 , 1928. 

SUBJECT: Amendment to R e g u l a t i o n A, S e r i e s of 1928. 

Dear S i r ; 

T h i s i s to a d v i s e you t h a t S u b - d i v i s i o n (d) of R e g u l a t i o n 
A, S e r i e s of 1928, r e l a t i n g to r e d i s c o u n t s by F e d e r a l r e s e r v e b a n k s 
f o r i n t e r m e d i a t e c r e d i t b a n k s , h a s been amended to r e a d a s f o l l o w s : 

11 (d ) D i s c o u n t s f o r F e d e r a l i n t e r m e d i a t e c r e d i t b a n k s . -
Any F e d e r a l r e s e r v e b a n k may d i s c o u n t a g r i c u l t u r a l p a p e r 
f o r any F e d e r a l i n t e r m e d i a t e c r e d i t bank; b u t no F e d e r a l 
r e s e r v e b a n k s h a l l d i s c o u n t f o r any F e d e r a l i n t e r m e d i a t e 
c r e d i t bank any such p a p e r which b e a r s t h e i n d o r s e m e n t of 
any nonmember S t a t e bank o r t r u s t company which i s e l i g i b l e 
f o r membership in t h e F e d e r a l r e s e r v e sys tem u n d e r t h e t e r m s 
of s e c t i o n 9 of t h e F e d e r a l Rese rve Act a s amended. In d i s -
c o u n t i n g such p a p e r each F e d e r a l r e s e r v e bank s h a l l g i v e 
p r e f e r e n c e to t h e demands of i t s own member b a n k s and s h a l l 
have due r e g a r d to t h e p r o b a b l e f u t u r e n e e d s of i t s own mem-
b e r b a n k s . Excep t w i t h t h e p e r m i s s i o n of t h e F e d e r a l R e s e r v e 
Board , no F e d e r a l r e s e r v e bank s h a l l d i s c o u n t p a p e r f o r any 
F e d e r a l i n t e r m e d i a t e c r e d i t bank when i t s own r e s e r v e s amount 
to l e s s than 50 p e r c e n t of i t s own a g g r e g a t e l i a b i l i t i e s f o r 
d e p o s i t s and F e d e r a l r e s e r v e n o t e s in a c t u a l c i r c u l a t i o n . 
E x c e p t w i t h t h e p e r m i s s i o n of t h e F e d e r a l R e s e r v e Boa rd , t h e 
a g g r e g a t e amount of p a p e r d i s c o u n t e d by a l l F e d e r a l r e s e r v e 
banks f o r any one F e d e r a l i n t e r m e d i a t e c r e d i t b a n k s h a l l a t 
no t i m e e x c e e d an amount e q u a l to t h e p a i d - u p and u n i m p a i r e d 
c a p i t a l and s u r p l u s of such F e d e r a l i n t e r m e d i a t e c r e d i t 
b a n k . " 

The F e d e r a l R e s e r v e Board i s d e s i r o u s t h a t no p u b l i c o r 
o t h e r announcement of t h i s amendment be made a t t h i s t i m e . 

By o r d e r of t h e F e d e r a l R e s e r v e Board . 

Very t r u l y y o u r s , 

E. M. M c C l e l l a n d , 
A s s i s t a n t S e c r e t a r y . 

TO CHAIRMEN AND 
GOVERNORS OF ALL F.R.BANKS. Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X*6124 

Septerrib er 4 , 1928. 

SUBJECT: Topic f o r J o i n t C o n f e r e n c e - Minimum m a t u r i t y on member 
bank c o l l a t e r a l n o t e s . 

Bear S i r ; 

The re i s e n c l o s e d h e r e w i t h copy of a memorandum f rom t h e 
B o a r d ' s G e n e r a l Counse l s u b m i t t i n g and commenting upon a p r o p o s e d 
amendment t o t h e B o a r d ' s r e g u l a t i o n s which would f i x seven days a s 
t h e minimum l i m i t a t i o n on a d v a n c e s by Federa l . R e s e r v e i ianks t o mem-
b e r banks on t h e i r p r o m i s s o r y n o t e s s e c u r e d by e l i g i b l e p a p e r o r Gov-
ernment s e c u r i t i e s . Such an amendment hafe been s u g g e s t e d a s a p o s -
s i b l e means of p r e v e n t i n g day to day b o r r o w i n g s by member b a n k s f o r 
t h e making of l o a n s of a s p e c u l a t i v e c h a r a c t e r , and t h e Board h a s 
v o t e d , b e f o r e a c t i n g upon t h e s u g g e s t i o n , to r e f e r i t to t h e f o r t h -
coming c o n f e r e n c e of t h e Governors and F e d e r a l R e s e r v e A g e n t s f o r 
d i s c u s s i o n and recommenda t ion , a s w e l l a s to t h e f a l l m e e t i n g of 
t h e F e d e r a l A d v i s o r y C o u n c i l . 

Very t r u l y y o u r s , 

E. M. M c C l e l l a n d , 
A s s i s t a n t S e c r e t a r y . 

TO ALL GOVERNORS AMD 
FEDERAL RESERVE AC-E2TTS. 
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FEDERAL RESERVE BOARD 

June 21, 1928. 

From Mr. V e s t , A s s i s t a n t Counsel . 

To F e d e r a l R e s e r v e Board. SUBJECT: Minimum m a t u r i t y of seven days 
on member "banks' c o l l a t e r a l 
n o t e s . 

In a c c o r d a n c e w i t h t h e B o a r d ' s r e q u e s t t h e r e ha s been p r e p a r e d and 
i s a t t a c h e d h e r e t o a d r a f t of an amendment to t h e B o a r d ' s r e g u l a t i o n s 
which would f i x seven days a s t h e minimum l i m i t a t i o n on advances "by Fed-
e r a l r e s e r v e banks to member banks on t h e i r p r o m i s s o r y n o t e s s ecu red by 
p a p e r e l i g i b l e f o r r e d i s c o u n t o r by bonds o r n o t e s of t he U n i t e d S ta t e s**** 

Some q u e s t i o n may be r a i s e d a s to t h e B o a r d ' s a u t h o r i t y to p r e s c r i b e 
a r e g u l a t i o n of t h i s k i n d . In my o p i n i o n t h e Board h a s t h e a u t h o r i t y 
unde r t h e law to do t h i s i f i t so d e s i r e s . 

S e c t i o n 13 of t h e F e d e r a l Reserve Act c o n t a i n s t h e f o l l o w i n g p a r a -
g r a p h : 

"The d i s c o u n t and r e d i s c o u n t and t h e p u r c h a s e and s a l e 
by any F e d e r a l r e s e r v e bank of any b i l l s r e c e i v a b l e and of 
domes t i c and f o r e i g n b i l l s of exchange, and o f a c c e p t a n c e s 
a u t h o r i z e d by t h i s Ac t , s h a l l be s u b j e c t to such r e s t r i c t i o n s , 
l i m i t a t i o n s , and r e g u l a t i o n s a s may be imposed by the F e d e r a l 
Rese rve Board . " 

Th i s p r o v i s i o n o b v i o u s l y g i v e s b r o a d a u t h o r i t y to t he F e d e r a l Reserve 
Board in t h e m a t t e r o f r e g u l a t i n g t h e d i s c o u n t and p u r c h a s e of pape r by 
F e d e r a l r e s e r v e banks . The term " b i l l s r e c e i v a b l e " i n c l u d e s p r o m i s s o r y 
n o t e s , b i l l s of exchange o r o t h e r i n s t r u m e n t s f o r t h e payment of money, 
( s e e WORDS AND PHRASES and B o u v i e r ' s LAW DICTIONARY.) T h i s p r o v i s i o n of 
law, t h e r e f o r e , makes the d i s c o u n t of any p r o m i s s o r y n o t e by any F e d e r a l 
r e s e r v e bank s u b j e c t to such r e s t r i c t i o n s , l i m i t a t i o n s and r e g u l a t i o n s a s 
may be imposed by t h e F e d e r a l Reserve Board . The b road a u t h o r i t y to impose 
any r e s t r i c t i o n s and l i m i t a t i o n s t hus g iven in my o p i n i o n empowers t h e Board 
to p r e s c r i b e a minimum l i m i t a t i o n on m a t u r i t y of n o t e s d i s c o u n t e d by a Fed-
e r a l r e s e r v e bank . 

The word " d i s c o u n t " a c c o r d i n g to t h e dec ided c a s e s a p p l i e s n o t o n l y 
to t h e p u r c h a s e of a n o t e f rom one who a c t u a l l y owns t h e same, i . e . , t h e 
payee o r t h e h o l d e r , b u t a l s o i n c l u d e s the t r a n s a c t i o n by which t h e loan 
i s made to t h e maker of a n o t e by t h e payee t h e r e o f . See F l e c k n e r v . Bank, 
8 Wheat. 338; N a t i o n a l Bank v . Johnson , 104 U.S. 271; E s t e n v . Th i rd Na-
t i o n a l Bank ( K y . ) , 42 S.W. 1115; and Mor r i s v . T h i r d N a t i o n a l Bank (C.C.A.) 
142 Fed. 2 5 . In t h i s connec t i on i t may be w e l l t o ment ion t h e f a c t t h a t 
t h e same amendment to t h e law, t h a t of September 7 , 1916, which a u t h o r i z e d 
F e d e r a l r e s e r v e banks to make advances 6a member banks ' c o l l a t e r a l n o t e s , 
a l s o i n s e r t e d t h e words " d i s c o u n t and" in t h e above quoted p a r a g r a p h of 
S e c t i o n 13. Th i s may b e r e g a r d e d a s of some s i g n i f i c a n c e a s to t h e i n t e n t 
t i o a of Congres s .*** 

I am, t h e r e f o r e , of t h e o p i n i o n t h a t t h e above quoted p a r a g r a p h of 
S e c t i o n 13 c o n f e r s upon t h e F e d e r a l Rese rve Board t h e a u t h o r i t y to p r e -
s c r i b e l i m i t a t i o n s and r e s t r i c t i o n s on advances by F e d e r a l r e s e r v e banks 
to member banks on t h e i r c o l l a t e r a l n o t e s and t h a t t h i s a u t h o r i t y i s 
b r o a d enough to empower t h e Board to p r e s c r i b e seven days a s a minimum 

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



l i m i t a t i o n f o r advances of t h i s k i n d . 
I t may be r e g a r d e d a s q u e s t i o n a b l e whether t h i s p roposed l i m i t a t i o n 

on m a t u r i t y of member b a n k s ' c o l l a t e r a l n o t e s i s in harmony w i t h the 
p u r p o s e of Congress in p r o v i d i n g t h a t F e d e r a l r e s e r v e banks may make 
advances to member bonks on t h e i r p r o m i s s o r y n o t e s w i t h m a t u r i t i e s up 
to f i f t e e n d a y s . The f o l l o w i n g i s a q u o t a t i o n f rom a l e t t e r a d d r e s s e d 
by t h e Governor of t h e F e d e r a l Rese rve Board to Sena tor Owen in 1916 
recommending t h e p a s s a g e of t h i s amendment; 

"The Board h a s recommended in t h e amendment d e s i g n e d 
to p r o v i d e f o r 15-day l o a n s , t h a t member banks be p e r m i t t e d 
to p u t up a s c o l l a t e r a l pape r of t h e k i n d t h e y can now r e d i s -
count , o r Government bonds in which t h e y can now i n v e s t , and 
to o b t a i n very s h o r t term loans based t h e r e o n . Expe r i ence h a s 
shown t h a t i n many c a s e s where a bank would g l a d l y o b t a i n a c -
commodation f o r a l i m i t e d t i m e , i t does n o t c a r e to go to t h e 
t r o u b l e of r e d i s c o u n t i n g pape r f o r a s p e c i f i c p e r i o d of 
m a t u r i t y , - a l t h o u g h i t would p r o b a b l y t a k e advan tage of an 
o p p o r t u n i t y to o b t a i n temporary accommodation i f i t c o u l d do 
so w i t h o u t h a v i n g to borrow f o r t he f u l l p e r i o d of t h e n o t e ' s 
m a t u r i t y , o r o t h e r w i s e comply w i t h r e s t r i c t i o n s o r l i m i t a -
t i o n s t h a t may be deemed o n e r o u s . I t i s , t h e r e f o r e , recom-
mended t h a t t h e member banks be p e r m i t t e d to o b t a i n of Fed-
e r a l r e s e r v e banks s h o r t p e r i o d l o a n s of t h i s k i n d . " 

I t seems a p p a r e n t f rom t h i s t h a t i t was con templa t ed t h a t member 
banks might borrow on t h e i r p r o m i s s o r y n o t e s f o r ve ry b r i e f p e r i o d s , 
even a s s h o r t a s one o r two days . 

As s t a t e d above , however , in my o p i n i o n the Board h a s t h e a u t h o r i t y 
under t h e law to p r e s c r i b e t h i s l i m i t a t i o n i f i t deems i t a d v i s a b l e . 

R e s p e c t f u l l y , 

( s i g n e d ) George 3 . V e s t , 
A s s i s t a n t Counsel . 

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



w * 

(COPY) 
X-6124-t 

(Proposed new s e c t i o n of R e g u l a t i o n A to "be i n s e r t e d a s S e c t i o n X 
of A r t i c l e A, subsequent s e c t i o n s to be renumbered a c c o r d i n g l y . ) 

SECTION X. ADVANCES TO MEMBER BANKS ON THEIR PROMISSORY NOTES. 

(a ) Any F e d e r a l r e s e r v e bank may make advances to any of i t s 
member banks on t h e i r p r o m i s s o r y n o t e s p r o v i d e d such n o t e s a r e s e -
cu red by such n o t e s , d r a f t s , b i l l s of exchange or b a n k e r s 1 a c c e p t -
ances a s a r e e l i g i b l e f o r r e d i s c o u n t o r f o r p u r c h a s e by F e d e r a l r e -
s e rve banks under the p r o v i s i o n s of t h e F e d e r a l Rese rve Act or of 
t he R e g u l a t i o n s of the F e d e r a l Reserve Board, or a r e s e c u r e d by the 
d e p o s i t or p l e d g e of bonds o r n o t e s of t h e U n i t e d S t a t e s . 

(b) No such advances s h a l l be made f o r a p e r i o d exceed ing f i f -
t een days nor f o r a p e r i o d l e s s than seven days . A n o t e of a member 
bank g iven f o r any such, advance in no c a s e s h a l l be c a n c e l l e d or 
marked p a i d or s h a l l be r e t u r n e d to t h e member bank u n t i l payment 
in f u l l of b o t h p r i n c i p a l and i n t e r e s t t h e r e o f s h a l l have been made 
n o t l e s s than seven days a f t e r the advance to t h e member bank . No 
r e b a t e of i n t e r e s t cove r ing any p a r t of such seven-day p e r i o d s h a l l 
be made in any c a s e . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6125 

September 4 , 1928 . 

SUBJECTi Topic f o r j o i n t c o n f e r e n c e - D e d u c t i o n of 
f o r e i g n b a l a n c e s i n comput ing member bank 
r e s e r v e s . 

Dear S i r : 

The Board h a s v o t e d t o r e f e r t o t h e f a l l 
c o n f e r e n c e s of Governors and F e d e r a l R e s e r v e Agen t s 
t h e a t t a c h e d c o r r e s p o n d e n c e r e l a t i v e t o a s u g g e s t i o n 
by Mr. F r e d I . Ken t , Hew York C i t y , t h a t t he Board 
r e v o k e t h e r u l i n g made by i t i n 1919, t o t h e e f f e c t 
t h a t b a l a n c e s due f r o m f o r e i g n banks may n o t be d e -
d u c t e d f r o m b a l a n c e s due to o t h e r banks by a member 
bank i n c a l c u l a t i n g i t s r e s e r v e s . 

The s u b j e c t i s a l s o b e i n g r e f e r r e d t o t h e 
n e x t moo t ing of t h e F e d e r a l A d v i s o r y C o u n c i l . 

Very t r u l y y o u r s , 

E . M. McCle l l and , 
A s s i s t a n t S e c r e t a r y . 

TO AIL GOVERNORS # D FEDERAL RESERVE AGENTS. 
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COPY FRED I . KENT 
100 Broadway 

Hew York 

X-6125-a 

June 22, 1928, 

Hon; Roy A. Young, Governor, 
F e d e r a l Rese rve Board, 
Washington, B.C. 

Dear Mr. Young: , 

Enc lose h e r e w i t h copy of one l e t t e r which 
I f o r w a r d e d Mr. C u r t i s s o n , J u l y 19, 1924, e x c e p t t h a t 
due t o t h e f a c t t h a t t h e copy i n t h e f i l e s of t h e 
Bankers T r u s t Co. was m u t i l a t e d and on ly a few l i n e s 
of page 2 were with the l e t t e r I have had to r e c o n s t r u c t 
i t f rom memory. However, a s i t i s t h e argument you de-
s i r e and no t t h e s p e c i f i c wording I am c e r t a i n t h a t i t 
w i l l s e rve your p u r p o s e . 

C o r d i a l l y y o u r s , 

(S) F r e d I . Ken t . 

FIK-F 
Enc . 
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J u l y 19, 1924. 

Mr. F r e d e r i c H., C u r t i s s , Chairman, 
F e d e r a l Reserve Bank of Bos ton , 
30 P e a r l S t . , 
Bos ton , Mass. 

Dear F r e d : 

R e f e r r i n g t o your l e t t e r of June 27 , c o n c e r n i n g r e s e r v e s 
r e q u i r e d of "banks, members of t he F e d e r a l Reserve System, would say 
t h a t i t seems to nle t h a t i n the c o n s i d e r a t i o n of t h i s s u b j e c t we 
s h o u l d s t e e r c l e a r of t he academic i n so f a r a s i s p o s s i b l e and con-
f i n e o u r s e l v e s t o t he p r a c t i c a l p h a s e s of the q u e s t i o n . 

I n t h e f i r s t p l a c e i t might "be w e l l to say t h a t the whole 
t h e o r y of r e s e r v e s a s c a r r i e d out i n t h i s c o u n t r y i s wrong. When 
a r e s e r v e cannot "be u s e d i n t ime of emergency i t i s no r e s e r v e a t a l l -
i n s t e a d i t mere ly a c t s to c u r t a i l "business . 

There i s no doubt , however, "but t h a t a system of "banking 
which c a r r i e s w i t h i n i t thousands of i n d i v i d u a l t a n k i n g i n s t i t u t i o n s 
must f o r t h e "be t te r p r o t e c t i o n of a l l concerned "be r e q u i r e d t o c a r r y 
c e r t a i n s p e c i f i c r e s e r v e s y e t t he aim s h o u l d "be to f i x such r e s e r v e s 
a t a s low a f i g u r e a s i s c o n s i s t e n t w i t h s a f e t y and b e a r i n g i n mind 
t h a t t he n e c e s s i t y t o c a r r y r e s e r v e s i s no t go ing t o p r e v e n t l o s s e s 
t h a t a r e due t o f r a u d o r d e l i b e r a t e t h e f t and t h a t c o n s e q u e n t l y t h e 
r e s e r v e r e q u i r e m e n t i s on ly e f f e c t i v e a s a means to p r e v e n t the e x e r -
c i s e of b a d judgment on the p a r t of i n d i v i d u a l b a n k e r s who might be 
t empted t o l o a n o r i n v e s t a l a r g e r p r o p o r t i o n of t h e i r a s s e t s t h a n 
t h e n a t u r e of t h e i r p a r t i c u l a r b u s i n e s s w a r r a n t e d . 

I n c o n n e c t i o n w i t h the change i n t h e r e g u l a t i o n s made by 
t h e F e d e r a l Rese rve System under which member banks were not a l l o w e d 
to deduc t b a l a n c e s m a i n t a i n e d w i t h f o r e i g n banks f rom b a l a n c e s due 
f rom banks i n o r d e r to a r r i v e a t the n e t b a l a n c e upon which r e s e r v e s 
were to be m a i n t a i n e d , n o t h i n g was accompl i shed toward s t r e n g t h e n i n g 
the b a n k i n g sys tem of t h e c o u n t r y i n my o p i n i o n . 

With few e x c e p t i o n s the banks which m a i n t a i n f o r e i g n b a l -
a n c e s a r e l a r g e M e t r o p o l i t a n i n s t i t u t i o n s which be tween them c a r r y 
on the f o r e i g n exchange b u s i n e s s of t h e U n i t e d S t a t e s . I t goes 
w i t h o u t s a y i n g t h a t such "business i s of t remendous impor tance t o our 
p e o p l e and t h a t our e x p o r t t r a d e a f f o r d s an o u t l e t f o r our p r o d u c t i o n 
which h a s r e s u l t e d i n making i t p o s s i b l e t o deve lop mass p r o d u c t i o n 
t h a t h a s e n a b l e d t h e m a n u f a c t u r e of s u f f i c i e n t u n i t s of t h e conveniences 
which the p e o p l e d e s i r e to r e a c h a tremendous p o r t i o n of our p o p u l a t i o n . 

The i n s t i t u t i o n s doing such b u s i n e s s i n f i g u r e s of impor tance 
a r e g e n e r a l l y s i t u a t e d i n c i t i e s where t h e r e a r e F e d e r a l Reserve banks 
or b r a n c h e s of such banks and they a r e t h e r e f o r e i n p o s i t i o n to o b t a i n 
c r e d i t s o r c u r r e n c y , i f i t i s r e q u i r e d , a g a i n s t d i s c o u n t s w i t h o u t l o s s 
of t i m e . Such bank ing i n s t i t u t i o n s c a r r y s u f f i c i e n t s t a f f s of o f f i c e r s 
of l a r g e e x p e r i e n c e i n bank ing to enab le the a p p l i c a t i o n of composi te 
i n t e l l i g e n c e t o the c o n s i d e r a t i o n of t h e i r o p e r a t i o n s a s t hey might be 
a f f e c t e d by a weaker o r s t r o n g e r r e s e r v e p o s i t i o n . 

I t i s p r o b a b l e i n so f a r a s t h e s e p a r t i c u l a r i n s t i t u t i o n s a r e 
concerned t h a t t h e y would be o p e r a t e d a l o n g l i n e s of a s g r e a t s a f e t y i f 
t h e y were no t o b l i g e d to m a i n t a i n any s p e c i f i c r e s e r v e s b u t were a l l o w e d Digitized for FRASER 
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t o u s e t h e i r judgment from daj- t o day as t o what r e s e r v e s they shou ld 
c a r r y . Under our l a r g e i n d i v i d u a l system of "banking, however, i t goes 
w i t h o u t s a y i n g t h a t t h i s would "be q u i t e imposs ib l e to a r r a n g e and t h a t 
t h e r e f o r e i t i s e n t i r e l y i n o rde r t h a t they shou ld come u n d e r t h e law 
w i t h a l l o t h e r "banking i n s t i t u t i o n s . 

D i s c r i m i n a t i o n a g a i n s t such i n s t i t u t i o n s , however, such a s 
a c t u a l l y o c c u r r e d th rough the change, i n r e g u l a t i o n s r e f e r r e d t o , no t 
o n l y a p p e a r s t o "be u n j u s t i f i a b l e "but i t c l e a r l y imposes an u n n e c e s s a r y 
t a x on t h e e x p o r t t r a d e of t he c o u n t r y . 

When t h e change i n r e g u l a t i o n s was made i t "became n e c e s s a r y 
f o r many "banks do ing a f o r e i g n exchange "business to go t o t h e i r F e d e r a l 
Besorve "banks and "borrow i n o r d e r to make t h e i r r e s e r v e s good. This 
a c t d i d n o t s t r e n g t h e n the "banks i n any p a r t i c u l a r a s t h e y cou ld have 
"borrowed e x a c t l y a s w e l l on the c o l l a t e r a l which t h e y a c t u a l l y p u t u p , 
i f t h e o p e r a t i o n s of t h e i r "banks made i t n o c e s s a r y i n o r d e r to m a i n t a i n 
t h e i r r e s e r v e s under t h e fo rmer r e g u l a t i o n s . 

The nex t i m p o r t a n t r e s u l t was t h a t i t deve loped a c e r t a i n 
amount of f r i c t i o n "between "banking depar tmen t s and f o r e i g n depar tments 
t h a t s h o u l d neve r e x i s t . Banking depar tmen t s i n o r d e r t o keep t h e i r 
r e s e r v e s i n o r d e r unde r t h e r e g u l a t i o n s have "brought f o r c e to b e a r upon 
the f o r e i g n depa r tmen t s t o c u r t a i l t h e i r f o r e i g n "balances, which ha s 
r e s u l t e d i n many i n s t i t u t i o n s h a v i n g s e n i o r o f f i c e r s c a l l upon f o r e i g n 
depa r tmen t s f o r f u n d s when i t was a g a i n s t t h e i n t e r e s t s of the "banks 
to r e d u c e such f u n d s and a l s o a g a i n s t t h e i n t e r e s t s of t h e f o r e i g n t r a d e 
of t he c o u n t r y to have them do s o . When such b a l a n c e s cou ld bo deduc ted 
f rom g r o s s d e p o s i t s i n a s c e r t a i n i n g n e t d e p o s i t s , such a s i t u a t i o n d i d 
no t d e v e l o p . 

I t i s n e c e s s a r y i n o r d e r f o r b a n k e r s to c a r r y on a f o r e i g n 
b u s i n e s s and g ive a s a t i s f a c t o r y s e r v i c e f o r them to c a r r y b a l a n c e s i n 
f o r e i g n b a n k s . I t i s t h rough such b a l a n c e s t h a t t h e y o b t a i n r a t e s needed 
t o g i v e a p r o p e r s e r v i c e t o e x p o r t e r s and i m p o r t e r s and w h i l e they a r e 
a lways f r e e to wi thdraw such b a l a n c e s , and i n p r a c t i c a l l y a l l ca ses to 
overdraw an o c c a s i o n , y e t i t i s expec t ed t h a t t h e y s h a l l have a s a t i s -
f a c t o r y a v e r a g e d e p o s i t i n f o r e i g n banks commensurate w i t h the s e r v i c e 
which i s e x t e n d e d to them. 

Again i t becomes n e c e s s a r y o c c a s s i o n a l l y f o r e x p o r t e r s t o 
t u r n i n b i l l s of exchange a f t e r t h e f o r e i g n marke t s a r e c l o s e d and when 
the bank a c c e p t i n g them i s o b l i g e d to c a r r y them over u n t i l t he nex t 
day . I t seems u n r e a s o n a b l e to e x p e c t a banker t o m a i n t a i n a r e s e r v e 
a g a i n s t such b a l a n c e s f o r i £ the b i l l s a r e r e f u s e d , h e i s i n p o s i t i o n 
t o charge them back and so reduce d e p o s i t s . The banker i s a l s o o b l i g e d 
unde r p r e s e n t r u l i n g s to have i n mind the e f f e c t upon h i s r e s e r v e s when 
t a k i n g exchange f rom e x p o r t e r s and i s o b l i g e d t o c o n s i d e r t h e e x t r a c o s t 
t o t he bank . 

There i s a l s o s e r i o u s doubt a s t o t h e a d v i s a b i l i t y of f o r c i n g 
American banks t o c u r t a i l t h e i r f o r e i g n d e p o s i t s i n o r d e r to h o l d up 
t h e i r r e s e r v e s i n s t e a d of a l l o w i n g the f r eedom which i s n e c e s s a r y t o 
e n a b l e t h e f o r e i g n exchange banker to h a n d l e h i s b u s i n e s s s a f e l y , 
e conomica l l y and p r o f i t a b l y . I n case of a domes t ic c r i s i s , f o r e i g n 
b a l a n c e s have a lways p r o v e d of g r e a t v a l u e . I n 1907 i n p a r t i c u l a r , i t 
was o n l y because of the f o r e i g n b a l a n c e s a v a i l a b l e t h a t American banks 
i n t h e m e t r o p o l i t a n c i t i e s were a b l e t o o b t a i n the g o l d which was 
r e q u i r e d i n o r d e r to r e s t o r e c o n f i d e n c e . While t h e c o n d i t i o n s unde r 
t he F e d e r a l Rese rve System a r e somewhat d i f f e r e n t t h e n p r e v a i l e d t h e n , Digitized for FRASER 
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y e t a f t e r the p r e s e n t u n n a t u r a l s i t u a t i o n developed, "by the war h a s 
p a s s e d , a s i t w i l l , t h e a b i l i t y t o draw g o l d from a b r o a d i s a g a i n 
go ing t o be a v a l u a b l e a s s e t and f o r e i g n banke r s a r e go ing to be 
much f r e e r i n g i v i n g up go ld i f American banks a r e i n t he h a b i t 
of k e e p i n g r e s p e c t a b l e b a l a n c e s on d e p o s i t w i t h them t h a n would 
o t h e r w i s e be t r u e . 

The nex t q u e s t i o n i s t h a t of a v a i l a b i l i t y of f o r e i g n 
b a l a n c e s i n c a s e s of n e c e s s i t y and as to t h i s t h e r e i s no q u e s t i o n 
a t a l l u n l e s s a c r i s i s deve loped where a l l banks were o b l i g e d to 
s e l l t h e i r f o r e i g n exchanges a t t he same time and such a s i t u a t i o n 
does no t occur w i t h o u t warn ings , d u r i n g which many i n s t i t u t i o n s 
d i s p o s e of t h e i r h o l d i n g s . F u r t h e r , an emergency of such c h a r a c t e r 
would mean t h a t some s e r i o u s c r i s i s h a d deve loped i n which the bank-
i n g sys tem a s a whole would have to s t a n d t o g e t h e r and a g a i n s t which 
i t i s t h o r o u g h l y uneconomic to make p r o t e c t i o n i n good t imes and b a d . 

While t h e r e i s always a b r o a d e r marke t f o r c e r t a i n f o r e i g n 
exchanges t h a n f o r o t h e r s , y e t t h e ve ry f a c t of a narrow market r e -
s u l t s i n sma l l f o r e i g n b a l a n c e s i n such m a r k e t s , so t h a t i t does not 
seem n e c e s s a r y o r a d v i s a b l e to even c o n s i d e r the q u e s t i o n of a l l o w i n g 
t h e d e d u c t i o n of c e r t a i n exchanges and n o t o t h e r s . I n s t e a d i n so f a r 
a s s a f e t y t o i n d i v i d u a l i n s t i t u t i o n s i s conce rned , t h e y s h o u l d be a l -
lowed t o deduct f o r e i g n b a l a n c e s wherever h e l d . I f bank examiners found 
c e r t a i n i n s t i t u t i o n s were c a r r y i n g too l a r g e sums i n t h e i r o p i n i o n i n 
f o r e i g n exchanges h a v i n g a l i m i t e d marke t , t hey c o u l d e a s i l y c a l l i t 
t o t he a t t e n t i o n of t he banks so o p e r a t i n g . 

I t must be borne i n mind i n c o n s i d e r i n g t h e q u e s t i o n of 
r e s e r v e s t h a t banks do ing a f o r e i g n b u s i n e s s have t o compete w i t h 
f o r e i g n banks which a r e not o b l i g e d to m a i n t a i n any r e s e r v e s and t h a t 
eve ry a d d i t i o n a l u n n e c e s s a r y expense made f o r t he American f o r e i g n 
exchange bank i n c r e a s e s our d i f f i c u l t y i n s u c c e s s f u l l y competing w i t h 
f o r e i g n b a n k s . Th is s i t u a t i o n a s to r e s e r v e s h a s t e e n r e c o g n i z e d by 
t h e F e d e r a l Rese rve Board i n t h e i r a p p l i c a t i o n of the r e s e r v e law t o 
f o r e i g n b r a n c h e s of American banks members of t h e F e d e r a l Reserve Sys -
tem and i t i s j u s t a s impor tan t t h a t t h e y shou ld do so i n c o n n e c t i o n 
w i t h banks i n the U n i t e d S t a t e s doing a f o r e i g n b u s i n e s s . The e f f e c t 
of p r o h i b i t i n g the d e d u c t i o n of f o r e i g n b a l a n c e s , which i s u n q u e s t i o n -
a b l y l e g a l unde r t h e F e d e r a l Reserve Act , a l t h o u g h i t i s p r o h i b i t e d 
by r e g u l a t i o n , i s e q u i v a l e n t to p u t t i n g a t a x upon f o r e i g n d e p o s i t s . 

Dar ing t h e t i m e s of most v i o l e n t f l u c t u a t i o n s i n t h e 
f o r e i g n exchange m a r k e t s i t ha s a lways been p o s s i b l e t o s e l l b a l a n c e s 
and t h e q u e s t i o n a s to whether a bank d o i n g / b u s i n e t s ^ n a y make a l o s s 
i n t u r n i n g o v e r such b a l a n c e s i n case of emergency h a s n o t h i n g to do 
w i t h t h e q u e s t i o n of r e s e r v e s , a l t h o u g h a banker i s more a p t t o meet 
w i t h a l o s s w i t h o u t e n t i r e f reedom i n h a n d l i n g h i s b a l a n c e s t h a n i s 
o t h e r w i s e t r u e . As a m a t t e r of f a c t I know of l a r g e l o s s e s which 
banks have s u s t a i n e d because they were o b l i g e d t o s e l l t h e i r f o r e i g n 
exchange a t i noppo r tune t imes to meet r e s e r v e r e g u l a t i o n s . This 
p a r t i c u l a r p o i n t i n t he s i t u a t i o n i s , of c o u r s e , one t h a t i s more 
a p p a r e n t to f o r e i g n exchange men t h a n to t h o s e who have n o t a c t u a l l y 
o p e r a t e d i n exchange themse lves , bu t t h e r e i s no doubt b u t t h a t i n -
a b i l i t y to deduc t f o r e i g n exchange b a l a n c e s on t h e whole h a s a 
t endency to r e d u c e exchange p r o f i t s r a t h e r t h a n o t h e r w i s e . Digitized for FRASER 
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Taking e v e r y t h i n g i n t o c o n s i d e r a t i o n , t h a t i s the 
s a f e t y of "banks, t h e i r o p p o r t u n i t y to o p e r a t e a t a p r o f i t , 
t h e i r a b i l i t y to g ive a s e r v i c e to e x p o r t e r s and i m p o r t e r s , 
t h e i r s u c c e s s i n mee t ing c o m p e t i t i o n from f o r e i g n "banking 
i n s t i t u t i o n s and f o r t he gtiod of the c o u n t r y a s a whole , 
t h e r e would seem eve ry r e a s o n why "bankers i n a s c e r t a i n i n g 
t h e i r n e t r e s e r v e s shou ld "be a l lowed to deduct t h e "balances 
due them f rom f o r e i g n "banks. 

C e r t a i n "barkers h a v i n g no "banking d e p o s i t s have 
on o c c a s i o n o b j e c t e d to the p r i n c i p l e of a l l o w i n g any de-
d u c t i o n of "bank "balances i n a s c e r t a i n i n g n e t d e p o s i t s and 
t h e change ifi. r e g u l a t i o n s t h a t a u t h o r i z e d such d e d u c t i o n 
o n l y t o t h e e x t e n t t h a t d e p o s i t s were h e l d f o r o t h e r "banks 
i s u n d e r s t o o d t o have "been made "because of such o b j e c t i o n . 
The same "bankers o r o t h e r s who c a r r y no f o r e i g n "balances 
a r e a l s o "bel ieved to have e x p r e s s e d an o p i n i o n a g a i n s t a l -
lowing t h e d e d u c t i o n of f o r e i g n "balances f rom d e p o s i t s . 
I n "both c a s e s t h e r e must have "been a m i s u n d e r s t a n d i n g of 
t h e r e a s o n f o r r e q u i r i n g t h e main tenance of r e s e r v e s and 
f u r t h e r t h e r e must have "been a "belief t h a t i n some i n -
d e f i n a b l e way a l l o w i n g t h e d e d u c t i o n of "bank "balances "by 
a "banker who h a d them to deduct was a d i s c r i m i n a t i o n a -
g a i n s t a "banker who d i d not have such "balances, which i s , 
of c o u r s e , u n t r u e . A "banker who h a s to c a r r y "bank "balances 
i n o r d e r to meet h i s "banking r e q u i r e m e n t s i s t y i n g up f u n d s 
a t low i n t e r e s t r a t e s which might o t h e r w i s e "be l o a n e d a t 
h i g h e r r a t e s . 

When i t comes to the q u e s t i o n of f o r e i g n "balances 
the same t h i n g i s t r u e i n so f a r a s the i n t e r e s t r e t u r n i s 
concerned , a s f o r e i g n "balances p r o b a b l y do no t a v e r a g e a s a 
whole a r e t u r n of 2 $ . The i r ma in tenance , however, e n a b l i n g 
a s i t does the f u r t h e r i n g of t h e f o r e i g n t r a d e of t h e coun t ry 
r e a c t s d i r e c t l y t o t h e b e n e f i t of matoy banke r s who do not do 
a f o r e i g n b u s i n e s s t hemse lve s , b u t who make commission p r o f i t s 
f rom t h e f o r e i g n exchange of t h e i r cus tomers t h a t i s t a k e n 
f rom them by t h e f o r e i g n exchange b a n k e r s and i n d i r e c t l y t h rough 
h e l p i n g t h e t r a d e of t h e i r c l i e n t s . This i s of g r e a t v a l u e t o 
a l l b a n k e r s and t h e i r b e s t i n t e r e s t s l i e i n h a v i n g u n n a t u r a l b a r -
r i e r s removed f rom t h e i r f o r e i g n t r a d e . 

A s s u r i n g you t h a t I s h a l l be g l a d to go over t he m a t t e r 
w i t h you i n d e t a i l sometime when you a r e i n Hew York shou ld you 
d e s i r e to have me doso, I am 

Very t r u l y y o u r s , 

Vice P r e s i d e n t 

FIK:B 
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FSDSMXj RSSERTE BAHK 

OF EBW YORK 

X-6125-c 

June 20 , 1928. 

Dear Governor : 

R e f e r r i n g t o your l e t t e r of June 13 and t h e 
s u b j e c t of Mr. F r e d I . K e n t ' s l e t t e r of June 5, copy of 
which was e n c l o s e d t h e r e w i t h , and h i s f u r t h e r l e t t e r of 
June 14 of which copy was a l s o r e c e i v e d , I am w r i t i n g t o 
a d v i s e you t h a t we have g iven c a r e f u l c o n s i d e r a t i o n t o 
t h e s t a t e m e n t s made "by Mr. Kent and have a l s o c a r e f u l l y 
r e v i e w e d h i s p r e v i o u s arguments a l o n g the same l i n e , 
c o n t a i n e d i n h i s l e t t e r of J anua ry 21, 1921, a d d r e s s e d 
t o Governor H a r d i n g . We do no t appear to have i n our 
f i l e s a copy of h i s l e t t e r t o Jjlr. C u r t i s t o which he 
r e f e r s b u t i t i s t he r e c o l l e c t i o n of our o f f i c e r s t h a t 
h i s l e t t e r t o Governor Hard ing i n J a n u a r y , 1921, con-
t a i n e d a complete e x p o s i t i o n of h i s viows a t t h a t t i m e . 

F o r e i g n exchange b a l a n c e s a r i s e f rom a v a r i e t y 
of o p e r a t i o n s i n c l u d i n g t h e c o l l e c t i o n of c u s t o m e r s ' com-
m e r c i a l d r a f t s and "b i l l s r e c e i v a b l e p a y a b l e ab road i n 
f o r e i g n c y r r c n c i o s , b u t r e l a t i v e l y t h a t c o n s t i t u t e s b u t 
a s m a l l p a r t of t h e o r d i n a r y o p e r a t i o n s of t h e l a r g e r 
American banks t h a t dea l i n f o r e i g n exchange. I t i s a 
b u s i n e s s engaged i n f o r t he p r o f i t a b l e employment of l o a n -
a b l e f u n d s and i n c l u d e s the buying and s e l l i n g of c a b l e 
t r a n s f e r s , t h e d i s c o u n t i n g of l o n g and s h o r t b i l l s , t h e 
e s t a b l i s h m e n t and main tenance of f i x e d d e p o s i t s r e p a y a b l e 
on demand a t s h o r t n o t i c e or a f t e r s p e c i f i e d l o n g e r p e r i o d s , 
and t h e e x e c u t i o n of c o n t r a c t s f o r the r e c e i p t o r d e l i v e r y 
of exchange a t f u t u r e d a t e s . 

I n t h e e x e c u t i o n of t h i s b u s i n e s s a c c o u n t s a r e 
m a i n t a i n e d w i t h f o r e i g n c o r r e s p o n d e n t s and f r e q u e n t l y r e -
c i p r o c a l a c c o u n t s and b a l a n c e s a r e m a i n t a i n e d by f o r e i g n 
c o r r e s p o n d e n t s w i t h American b a n k s . Ba l ances i n such a c -
c o u n t s o r d i n a r i l y b e a r i n t e r e s t and a h i g h e r r a t e i s u s u a l l y 
p a i d on b a l a n c e s a r r a n g e d f o r f i x e d t e rms , say t h i r t y , s i x t y 
or n i n e t y days , t h a n on b a l a n c e s i n accoun t c u r r e n t which may 
be v a l u e d a g a i n s t by demand d r a f t or c a b l e t r a n s f e r . Over-
d r a f t f a c i l i t i e s a r e f r e q u e n t l y ex tended , f a c i l i t i e s of r e -
d i s c o u n t i n f o r e i g n c o u n t r i e s a r e o f t e n a v a i l e d o f , and 
b a l a n c e s a r e f r e q u e n t l y s h i f t e d between f o r e i g n c o u n t r i e s 
o r b r o u g h t home, depending upon where t h e f u n d s may be most 
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p r o f i t a b l y employed., The whole "business i s l a r g e l y one of 
a r b i t r a t i n g r a t e s and h a s l i t t l e t o do d i r e c t l y w i t h do-
m e s t i c d e p o s i t s , a l t h o u g h of c o a r s e a change i n t h e volume 
of domes t i c d e p o s i t s may i n c r e a s e o r d e c r e a s e t h e f u n d s • 
a v a i l a b l e f o r exchange and o t h e r l o a n o r inves tmen t o p e r a -
t i o n s of t he bank . 

C o n s i d e r i n g p r i m a r y r e s e r v e s of a "bank f rom a 
b a n k e r ' s v i ewpo in t a s b e i n g an ursmployed f u n d m a i n t a i n e d 
f o r t h e p u r p o s e of a d e q u a t e l y mee t ing demands f o r repayment 
of d e p o s i t s and o t h e r c u r r e n t l i a b i l i t i e s of t h e bank, we 
can see no j u s t i f i c a t i o n f o r p e r m i t t i n g i n t h e ' computa t ion 
of r e q u i r e d minimum r e s e r v e s the d e d u c t i o n f rom d e p o s i t 
l i a b i l i t y of f u n d s employed i n the f o r e i g n exchange opera-* 
t i o n s above r e f e r r e d t o , even when such o p e r a t i o n s have 
r e s u l t e d i n b a l a n c e s of c o l l e c t e d f u n d s due f rom f o r e i g n 
b a n k s . The f a c t t h a t t h e s e b a l a n c e s may be c o n v e r t e d r a t h e r 
p r o m p t l y i n t o d o l l a r s i s , we b e l l e v a c b e s i d e the q u e s t i o n , 
a n d t h a t seems t o be t h e p r i n c i p a l r e a s o n s t a t e d by Mr. Kent 
i n h i s argument f o r t h e d e d u c t i o n . I f t h a t wore t h e t e s t i n -
t e n d e d by Congress i t would bo d i f f i c u l t t o e x p l a i n t h e ex -
c l u s i o n of c a s h i n v a u l t a s a d e d u c t i b l e i t em or even i t s 
non -a l l owance a s a c t u a l r e s e r v e . 

We b e l i e v e t h a t t h e r e s e r v e s now r e q u i r e d r e p r e s e n t 
a f a i r minimum and t h a t i t would be unwise to p e r m i t t h e i r 
f u r t h e r d i m i n u t i o n th rough a l l o w i n g d e d u c t i o n s f rom g r o s s 
d e p o s i t s of monies employed a b r o a d or i n exchange o p e r a t i o n s . 

Very t r u l y y o u r s , 

(S) GATES W. McGAKEtAH, 
Chairman. 

Eon. E , A. Young, 
Governor , F e d e r a l Reserve Board , 
Washington, D. C. 
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100 Broadway 

Hew York 

X-6125~d 

June 14, 1928. 

Hon. Roy A. Young, Governor, 
F e d e r a l Rese rve Board, 
Washington, B.C. 

Bear Mr. Young: 

Your l e t t e r of t h e 13 th i n s t . r e c e i v e d . Upon i n v e s t i g a t i o n 
I f i n d t h a t my l e t t e r to Mr. C u r t i s was w r i t t e n i n 1921 and i t w i l l 
"be n e c e s s a r y f o r t h e Bankers T rus t Co. t o send to t h e i r a r c h i v e s , 
which a r e f i l e d i n a n o t h e r c i t y t o g e t i t out& so t h a t I w i l l have 
t o send i t t o you l a t e r . 

I n t h e meantime answer ing your i n q u i r y c o n c e r n i n g Time 
B i l l s of Exchange would say t h a t w h i l e i t i s u n d o u b t e d l y the custom 
of most "banks to keep t h e i r Time B i l l s of Exchange i n t h e i r "balances 
due f rom f o r e i g n "banks "because t h e y a r c e q u i v a l e n t t© ca sh i n so f a r 
a s u t i l i z a t i o n i s concorned "by the "bank, y e t a l l "books, f a r a s 
I have e v e r h e a r d , a r e m a i n t a i n e d i n such manner t h a t t h e a c t u a l 
cash "balance i s a lways a v a i l a b l e and cou ld be u s e d f o r p u r p o s e s of 
d e d u c t i o n a s a p o s i t i v e f i g u r e . 

Time B i l l s of Exchange a r e p u r c h a s e d f rom e x p o r t e r s d a i l y 
by most banks do ing a f o r e i g n exchange b u s i n e s s . Such b i l l s a r e 
e i t h e r d i s c o u n t e d and t u r n e d i n t o cash on a r r i v a l or t hey a r e c a r r i e d 
toward m a t u r i t y b e f o r e d i s c o u n t i n g , or t hey a r e a l l o w e d t o r u n t o 
m a t u r i t y a s Time B i l l s . The d e t e r m i n a t i o n of t he banks a s t o how 
such b i l l s s h o u l d be h a n d l e d i s b a s e d upon money r a t e s and exchange 
c o n d i t i o n s . 

I f , f o r i n s t a n c e , Time B i l l s of Exchange on London can be 
d i s c o u n t e d i n the London marke t a t 4 $ and the money u s e d i n New York 
a t 6$ u n d e r i. t o r d i n a r y exchange c o n d i t i o n s b i l l s would be d i s c o u n t e d 
t o a r r i v e a s r a p i d l y a s t h e y were p u r c h a s e d e i t h e r by c a b l e on the day 
of p u r c h a s e or by c a b l e on t h e day of a r r i v a l , depending upon t h e a p -
p a r e n t t endency of money i n London. 

As a m a t t e r of f a c t i n so f&r a s t he a v a i l a b i l i t y of t he b i l l s 
i s conce rned t h e y a r e a c t u a l l y e q u i v a l e n t to cash because the b u y e r s 
of such b i l l s i n t h e U n i t e d S t a t e s can s e l l exchange a g a i n s t them on 
t h e day t h a t t h e b i l l s a r e p u r c h a s e d i f t h e y so d e s i r e . This was 
p r o v e d c o n c l u s i v e l y i n 1907 when the cu r r ency p a n i c was s t o p p e d th rough 
i m p o r t a t i o n s of g o l d f rom London t h a t was o b t a i n e d f rom p r o c e e d s of 
d i s c o u n t e d b i l l s . 

B e f o r e g o i n g i n t o the m a t t e r i n more d e t a i l I would l i k e to 
w a i t u n t i l I s ee j u s t what i s cove red i n Mr. C u r t i s ' l e t t e r . 

As you e x p e c t t o be away on a h o l i d a y I w i l l n o t have t h e 
Bankers T r u s t Co. send a s p e c i a l messenger f o r Mr. C u r t i s ' l e t t e r b u t 
w i l l a s k them when t h e y nex t go to t h e a r c h i v e s to g e t t h e l e t t e r . 

C o r d i a l l y y o u r s , 

FIKiF (S) F r e d I . Ken t , Digitized for FRASER 
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X-6125-e 

June 13, 1928. 

Sear Mr. McGarraht 

During 1919 t h e F e d e r a l Reserve Board i s s u e d 
a r u l i h g , wMch was p u b l i s h e d on page 963 of t h e 
F e d e r a l Resel-ve B u l l e t i n f o r t h a t y e a r , t o the e f -
f e c t t h a t f o r the pu rpose of f i g u r i n g r e s e r v e r e -
qu i r emen t s , b a l a n c e s due from f o r e i g n "banks cannot 
he deduc ted f rom b a l a n c e s due to o t h e r "banks. 

There i s a t t a c h e d h e r e t o ,a l e t t e r d a t e d June 
5 f rom Mr. F r e d I . Kent , r e f e r r i n g to a s u g g e s t i o n 
made w h i l e i n Washington a t t e n d i n g the r e c e n t mee t -
i n g of t h e Chamber of Commerce of t h e U n i t e d S t a t e s , 
t h a t t h i s r u l i n g be r evoked on the ground t h a t t h e 
c o n d i t i o n s which l e d to i t s a d o p t i o n i n 1919 no 
l o n g e r e x i s t . 

B e f o r e t a k i n g any a c t i o n t h e Board would l i k e 
v e r y much t o have your views and the views of t h e 
o f f i c e r s of your bank a s t o t h e a d v i s a b i l i t y of 
r e v e r s i n g t h e r u l i n g i n q u e s t i o n . 

Very t r u l y y o u r s , 

R. A. Young, 
Governor . 

Mr. Gates W. McGarrah, F e d e r a l Reserve Agent , 
F e d e r a l Rese rve Bank, 
New York, Hew York. 
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X-5125-f 

June 13, 1928 

Dear Mr. Kent : 

I was ve ry g l a d t o g e t your l e t t e r of June 
5, and. I would a l s o "be v e r y p l e a s e d to have you f o r -
ward t o me a copy of t h e l e t t e r which you s e n t t o 
Mr. C u r t i s sometime a g o . I have been ex t r eme ly busy 
t r y i n g to c l e a n up my desk so t h a t I cou ld g e t away 
tomorrow f o r a s h o r t v a c a t i o n , which w i l l e x p l a i n t h e 
d e l a y i n r e p l y i n g to your communication, and a s soon 
as I r e t u r n I s h a l l "bring the m a t t e r r e f e r r e d to i n 
your l e t t e r "before the Board. 

During t h e i n t e r i m I would a p p r e c i a t e i t 
ve ry much i f you would f u r n i s h me w i t h a l i t t l e a d d i -
t i o n a l i n f o r m a t i o n . I have been in fo rmed t h a t a l a r g e 
p e r c e n t a g e of the b a l a n c e s c a r r i e d by American banks 
w i t h t h e i r f o r e i g n c o r r e s p o n d e n t s i s upon a t h i r t y - * 
s i x t y - , or n i n e t y - d a y b a s i s . In o t h e r words , t h e y 
a r e more i n t h e n a t u r e of advances t h a n f o r e i g n b a l -
a n c e s . Aiy i n f o r m a t i o n you can g ive me i n r e f e r e n c e 
t o t h i s w i l l bo g r e a t l y a p p r e c i a t e d . 

Yours ve ry t r u l y , 

(S) E . A. Young, 
Governor . 

Mr. F r e d I . Ken t , 
100 Broadway. 
Hew York C i t y , H. Y. 
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New York 

X-6125-g 

June 5, 1928. 

Hon. Boy A. Young, Governor, 
F e d e r a l R e s e r v e Board, 
Washington, B.C. 

Dear Mr. Young: 

Y e s t e r d a y a t the c o n f e r e n c e i n Washington I was t a k e n w i t h a 
r e a l l y f r i g h t f u l headache a s I s t e p p e d up to the P l a t f o r m to speak . 
This was u n d o u b t e d l y due to the f a c t t h a t I h a d "been i n s t e a d y c o n f e r -
ence u n t i l m i d n i g h t d u r i n g the p r e v i o u s t h r e e days and was g r e a t l y 
e x h a u s t e d . My o n l y r e a s o n f o r b r i n g i n g t h i s m a t t e r t o your a t t e n t i o n 
i s my d e s i r e to have you know e x a c t l y what I h a d i n mind i f f o r any 
r e a s o n "because of my c o n d i t i o n I d i d not make i t e n t i r e l y c l e a r . 

The F e d e r a l Boserve a u t h o r i t i e s a l l o w e d member banks to de-
duc t f rom t h e i r t o t a l d e p o s i t s b a l a n c e s h e l d i n f o r e i g n banks a s w e l l 
a s b a l a n c e s h e l d i n domest ic banks u n t i l some t ime a f t e r t h e wa r . Then 
member banks were n o t i f i e d t h a t t hey cou ld on ly deduc t b a l a n c e s h o l d 
w i t h American b a n k s . At the time t h e r e was seemingly r e a l r e a s o n f o r 
t a k i n g t h i s a c t i o n as t h e f o r e i g n exchanges were so s e r i o u s l y u p s e t 
t h a t t h e d o l l a r v a l u e s of b a l a n c e s h e l d i n f o r e i g n banks were c o n s t a n t l y 
f l u c t u a t i n g i n l a r g e p e r c e n t a g e s . While a c t u a l l y t h i s was not a s im-
p o r t a n t a s i t seemed, because banks h o l d i n g f o r e i g n exchange b a l a n c e s 
c o u l d a lways s e l l them a t the r a t e s a t which t h e y were f i g u r e d when a s -
c e r t a i n i n g t h e i r r e s e r v e s , y e t the u n c e r t a i n t i e s t h a t deve loped were 
s u f f i c i e n t t o a t l e a s t j u s t i f y a c o n s i d e r a t i o n of t h e m a t t e r a t the 
t ime t h e a c t i o n was t a k e n . 

Today, however, c o n d i t i o n s have so changed f o r the b e t t e r and 
t h e f o r e i g n exchanges a r e s u f f i c i e n t l y " S t a b l e so t h a t t h e r e a s o n f o r 
chang ing t h e r u l i n g and p r o h i b i t i n g the d e d u c t i o n of b a l a n c e s h e l d i n 
f o r e i g n banks does not now e x i s t . 

I t i s my f i r m c o n v i c t i o n t h a t i n t he i n t e r e s t s of our f o r e i g n 
t r a d e a n d i n a l l f & i r n e s s t o t h e banks which enab le the c a r r y i n g on of 
f o r e i g n t r a d e t h rough t h e p u r c h a s e of b i l l s of exchange r e p r e s e n t i n g 
e x p o r t s t h a t t h e y s h o u l d be a l l o w e d t h i s d e d u c t i o n . 

Wi thou t go ing f u r t h e r i n t o t h e m a t t e r would say t h a t I p r e s e n t e d 
t h e r e a s o n s t o Mr. C u r t i s , Chairman of t h e F e d e r a l E e s e r v e Committee 
h a v i n g t h e q u e s t i o n of r e s e r v e s i n c h a r g e , some t ime ago, which I on ly 
men t ion t h i n k i n g t h a t i f t h e m a t t e r i s b rough t up a g a i n you might wish 
to have such d e t a i l b e f o r e you . I f f o r any r e a s o n you p r e f e r to have 
me send you a copy of ray l e t t e r I w i l l v e r y g l a d l y g e t i t o u t . I t was 
my i n t e n t i o n to e x p l a i n the s i t u a t i o n a l i t t l e more f u l l y y e s t e r d a y bu t 
when I f o u n d t h a t I was h a v i n g to f i g h t s e v e r e p a i n a t t h e same t ime I 
d i d not f e e l w a r r a n t e d i n a t t e m p t i n g t o do s o . 

Hoping t h a t t h i s s tudy of t h e F e d e r a l Bese rve sys tem t h a t h a s 
been u n d e r t a k e n by the Chamber w i l l have r e s u l t s t h a t i n your o p i n i o n 
no t on ly j u s t i f y i t b u t p r o v e of v a l u e to the sys tem, and w i t h k i n d 
r e g a r d s , I am 

C o r d i a l l y y o u r s , 

FIK:F (S) F red I . Kent Digitized for FRASER 
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A-24296 
COMPTROLLER GENERAL OP THE UNITED STATES 

WASHINGTON 

X-6126 

August 30, 1928. 

F e d e r a l Rese rve Board 
W. M. Imlay , F i s c a l Agent 

Washington, D. C. 

S i r : 
This o f f i c e i s i n r e c e i p t of your l e t t e r d a t e d August 14, 1928, r e -

l a t i n g t o cha rges f o r t r a n s p o r t a t i o n of Mr. A. C. M i l l e r "between Washington, 
D. C . , and New York and Bos ton . 

You s t a t e t h a t Mr. M i l l e r "being a tnem"ber of t h e F e d e r a l Reserve Board, 
no t r a v e l o r d e r s were i s s u e d . 

Your a t t e n t i o n i s i n v i t e d t o l e t t e r of t h i s o f f i c e d a t e d May 23, 1928 
a d d r e s s e d t o t h e Governor , F e d e r a l Reserve Board i n which a f t e r q u o t i n g p a r a -
g raphs 5, 6 and 7 of t h e S t a n d a r d i z e d Government T rave l R e g u l a t i o n s he was 

" r e q u e s t e d t o g i v e c o n s i d e r a t i o n t o t h e m a t t e r of f u r n i s h -
ing w i t h a l l voucher s f o r re imbursement of t r a v e l and s u b s i s t e n c e 
expenses h e r e a f t e r i n c u r r e d a copy of t he o rde r or a u t h o r i t y under 
which t h e p a r t i c u l a r t r a v e l was pe r fo rmed , such o r d e r or a u t h o r i t y 
t o "be s i gned e i t h e r by y o u r s e l f a s head of t h e F e d e r a l Reserve 
Board o r "by some r e s p o n s i b l e o f f i c i a l of t h e "board t o whom t h e 
a u t h o r i t y t o i s s u e o r d e r s has "been p r o p e r l y d e l e g a t e d . " 

* * * * 

"Beginning w i t h June 1, 1928, however, t h e p r o v i s i o n s o f t h e 
S t a n d a r d i z e d Government T r a v e l R e g u l a t i o n s , s u p r a , w i l l "be a p -
p l i e d i n t h e a u d i t of t h e t r a v e l expense accoun t s of t h e o f f i c e r s 
and employees of your Board. 3 Comp. Gen. 190; jLd. 4 6 8 . " 

In acco rdance w i t h t h e f o r e g o i n g and i n pursuance of p a r a g r a p h 5 of t h e 
T rave l R e g u l a t i o n s a l l t r a v e l of members or employees of t h e Board should be 
approved by t h e Board or "by an o f f i c i a l t o whom t h e a u t h o r i t y f o r such a p -
p r o v a l has been p r o p e r l y d e l e g a t e d . 

In r e g a r d t o t r a v e l which has been pe r fo rmed wi thou t p r i o r a u t h o r i t y your 
a t t e n t i o n i s i n v i t e d t o p a r a g r a p h 7 of t h e T rave l R e g u l a t i o n s . Also p l e a s e 
n o t e p a r a g r a p h 11 of t h e s a i d r e g u l a t i o n s a s t o l i m i t a t i o n of accomodat ions 
and t h e a p p l i c a t i o n r e q u i r e d where t h e minimum accomodat ions a r e exceeded . 

R e s p e c t f u l l y , 

(S igned) J . R. MbCAEtL 
Comptro l le r Genera l 
of t h e Uni t ed S t a t e s . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6128 

September 7, 1928 . 

SUBJECT: Code Word t o cove r new I s s u e of T r e a s u r y 
C e r t i f i c a t e s of I n d e b t e d n e s s , S e r i e s TJ-
1929, i n T e l e g r a p h i c T r a n s a c t i o n s . 

Dear S i r : 

I n c o n n e c t i o n w i t h t e l e g r a p h i c t r a n s a c t i o n s 
i n Government s e c u r i t i e s "between F e d e r a l r e s e r v e banks 
t h e code word "ESSTRIP" h a s been d e s i g n a t e d t o cove r 
t h e new i s s u e of T r e a s u r y C e r t i f i c a t e s of I n d e b t e d n e s s , 
S e r i e s TJ-1S29 , d a t e d September 15, 1928, due June 15, 
1929 . 

T h i s word s h o u l d be i n s e r t e d i n t h e F e d e r a l 
R e s e r v e T e l e g r a p h i c Code Book f o l l o w i n g t h e s u p p l e m e n t a l 
code word "BESTRIDE" a t t h e bo t tom of page 26, 

Very t r u l y y o u r s , 

J . C. U o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F . R. BASKS 
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X-6129 
C O P Y 

IN THE DISTRICT COURT OF TFE TOTTED S'TATrl? 

IN AND FOB THE EASTERN DISTRICT OF ILLINOIS. 

MAT TE3>/, 1928. 

J . F . JARV1S, ET AL., 

Compla inan ts , 

v s . 

OTTO KEPP, ET AL. 

I F EQUITY !To. 93-D 

COURT'S RULING- UPON MOTION OF FEDERAL RESERVE 

BANK OF CHICAGO TO DISMISS COMPLAINTS' BILL. 

The mot ion of P e d e r e l Reserve Bank of Chicago, to d i s m i s s t he 

c o m p l a i n a n t s ' b i l l , a s to i t , i s he reby s u s t a i n e d . 

A f t e r a c a r e f u l s tudy of b r i e f s of counse l and of t h e Act 

p r o v i d i n g f o r t h e F e d e r a l Rese rve System i n i t s r e l a t i o n t o t h e 

N a t i o n a l Banking Laws a s a whole , w i t h p a r t i c u l a r a t t e n t i o n to t h o s e 

s e c t i o n s of t h e law a u t h o r i z i n g the F e d e r a l Rese rve Banks to conduct 

examina t ions of member banfcr., I have come t o t h e c o n c l u s i o n t h a t t h o s e 

e x a m i n a t i o n s were not i n t e n d e d by Congress as a d i r e c t p r o t e c t i o n t o 

t h e d e p o s i t o r s o r o t h e r c r e d i t o r s of t h e member banks , nor a r e such 

examina t ions compulsory upon t h e F e d e r a l Rese rve Banks excep t i n so 

f a r a s t h e y may be found n e c e s s a r y i n o r d e r t o e n a b l e t h e F e d e r a l 

Rese rve Banks t o c a r r y out t h e p e c u l i a r p u r o o s e s of t h e Act p r o v i d i n g 

f o r t h e F e d e r a l Rese rve System. I f t h i s c o n c l u s i o n i s c o r r e c t , i t 

i n e v i t a b l y f o l l o w s t h a t t h e f a i l u r e of t h e F e d e r a l Rese rve Bank of 

Chicago t o conduct examina t ions of t h e Neoga N a t i o n a l Bank, one of 

i t s member b a n k s , d i d no t and could n o t , of i t s e l f , o r because of t h e 
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a l l e g e d r e s u l t s of such f a i l u r e , c r e a t e any l i a b i l i t y on t h e p a r t of 

t h e F e d e r a l Rese rve Bank of Chicago, to t h e d e p o s i t o r s i n t h e Neoga 

N a t i o n a l Bank. 

I am f u r t h e r of t h e o p i n i o n t h a t t he only cause of a c t i o n a g a i n s t 

t h e F e d e r a l Reserve Bank of Chicago, i n d i c a t e d "by t h e c o m p l a i n a n t s ' 

b i l l , i s upon t h e t h e o r y t h a t t h e F e d e r a l Reserve Bank by some means 
upon 

s e c u r e d an u n l a w f u l p r e f e r e n c e . Without a t t e m p t i n g to n a s s / o r con-

s i d e r whether o r no t a cause of a c t i o n by t h e d e p o s i t o r s on t h a t t h e o r y 

can be s t a t e d , i t i s enough to say t h a t a s now drawn the a l l e g a t i o n s 

of t h e b i l l a r e not s u f f i c i e n t t o e s t a b l i s h a cause of a c t i o n on t h a t 

g round . 

I am f u r t h e r of t h e o p i n i o n t h a t i t would c o n s t i t u t e an abuse 

of t h e c o u r t ' s d i s c r e t i o n under Rule 26 of t h e F e d e r a l E q u i t y R u l e s , 

t o p e r m i t a j o i n d e r of t h e a c t i o n a g a i n s t t h e F e d e r a l Reserve Bank 

of Chicago and t h e a c t i o n a g a i n s t t h e d i r e c t o r s of t h e Neoga N a t i o n a l 

Bank, a s s t a t e d i n t h e b i l l . I can s e e no d e f i n i t e r e l a t i o n between 

a cause of a c t i o n by d e p o s i t o r s a g a i n s t t h e d i r e c t o r s of t h e Neoga 

N a t i o n a l Bank f o r f a i l i n g to -perform t h e i r g e n e r a l d u t i e s as d i r e c t o r s 

and a s p e c i f i c c ause of a c t i o n a g a i n s t t h e F e d e r a l Reserve Bank f o r 

o b t a i n i n g a p r e f e r e n t i a l payment of a s p e c i f i c i n d e b t e d n e s s , whether 

by c o l l u s i o n w i th , . t he d i r e c t o r s and o f f i c e r s of t h e Neoga N a t i o n a l Bank 

or o t h e r w i s e . To t r y t h e s e c a u s e s of a c t i o n t o g e t h e r , i t seems to me, 

cou ld o n l y p roduce c o n f u s i o n , w i thou t a i d i n g t h e Court o r s a v i n g t ime 

and l a b o r to t h e l i t i g a n t s . 

Compla inan t s ' b i l l i s o r d e r e d d i s m i s s e d as to t h e d e f e n d a n t , t h e 

F e d e r a l Reserve Bank of Chicago. 
FRED L. WHAM 
Judge of t h e Uni ted S t a t e s 
D i s t r i c t C o u r t , E a s t e r n D i s -
t r i c t of I l l i n o i s . 
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TO GOVERNORS, CHA.IRi.2EN AND COtiTtSEL OF 
ALL FEDERAL RESERVE BANKS- (Excep t Chicago) 

FEDERAL RESERVE BOARD X-6131 

WASHINGTON September 1 2 , - 1 9 2 8 . 

A D D R E S S OFFICIAL C O R R E S P O N D E N C E T O 
T H E F E D E R A L R E S E R V E B O A R D 

SUBJECT: D e c i s i o n i n Neoga N a t i o n a l Bank: C a s e . 

Dear S i r ; 

There i s e n c l o s e d f o r your i n f o r m a t i o n a copy of t h e r u l i n g of 
t h e U n i t e d S t a t e s D i s t r i c t Cour t f o r t h e E a s t e r n D i s t r i c t of I l l i n o i s , 
upon t h e m o t i o n o f t h e F e d e r a l Rese rve Bank .o f Chicago t o d i s m i s s com-
p l a i n a n t s ' b i l l i n t h e c a s e of J . F . J a r v i s , e t a l . , v . O t t o Kepp, e t a l . , 
b e i n g a s u i t b r o u g h t by t h e d e p o s i t o r s of t h e Neoga N a t i o n a l Bank of Neoga, 
I l l i n o i s , a g a i n s t t h e d i r e c t o r s and t h e r e c e i v e r of t h a t bank and a g a i n s t 
t h e F e d e r a l R e s e r v e Bank of Ch icago . There i s a l s o e n c l o s e d f o r y o u r i n -
f o r m a t i o n , a copy of t h e b r i e f i n s u p p o r t of t h i s m o t i o n f i l e d on b e h a l f 
of t h e F e d e r a l R e s e r v e Bank of C h i c a g o . 

The t h e o r y upon which t h e F e d e r a l r e s e r v e bank was j o i n e d a s a 
p a r t y d e f e n d a n t i n t h i s s u i t may be summarized v e r y b r i e f l y a s f o l l o w s : 

( 1 ) Tha t t h e F e d e r a l r e s e r v e bank i s c h a r g e d w i t h t h e d u t y 
of s u p e r v i s i n g n a t i o n a l banks and i s l i a b l e t o t h e d e p o s i t o r s t h e r e o f 
f o r f a i l u r e t o cause such banks t o be c l o s e d when t h e y become i n s o l -
v e n t ; and 

( 2 ) Tha t t h e F e d e r a l r e s e r v e bank h a d o b t a i n e d an u n l a w f u l 
p r e f e r e n c e i n v i o l a t i o n of S e c t i o n 5242 of t h e R e v i s e d S t a t u t e s , by 
r e c e i v i n g a d d i t i o n a l c o l l a t e r a l f o r r e d i s c o u n t s , which e n a b l e d i t 
t o c o l l e c t i t s i n d e b t e d n e s s i n f u l l when t h e d e p o s i t o r s of t h e bank 
o n l y r e c e i v e d s i x t y c e n t s on t h e d o l l a r . 

The F e d e r a l r e s e r v e bank f i l e d a m o t i o n p r a y i n g t h a t i t be d i s -
m i s s e d f rom t h e s u i t on two g r o u n d s : 

( 1 ) That t h e b i l l o f compla in t s t a t e d no c a u s e of a c t i o n 
a g a i n s t t h e F e d e r a l r e s e r v e bank; a n d 

( 2 ) That t h e F e d e r a l r e s e r v e bank c o u l d n o t p r o p e r l y bo 
j o i n e d a s a p a r t y d e f e n d a n t i n a s u i t b r o u g h t by t h e d e p o s i t o r s of 
t h e member bank a g a i n s t t h e d i r e c t o r s of s u c h bank f o r l o s s e s a r i s -
i n g f r o m t h e a l l e g e d mismanagement of t h e member bank by t h e d i r e c t o r s . 

The C o u r t s u s t a i n e d the m o t i o n of t h e F e d e r a l r e s e r v e bank on b o t h 
grounds a n d d i s m i s s e d t h e F e d e r a l r e s e r v e bank f rom t h e s u i t . 

Very t r u l y y o u r s , 

W a l t e r Wyat t , 
G e n e r a l C o u n s o l . 
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C O P Y X-6130 

IN THE DISTRICT COURT OF THE UNITED STATES 
i n and f o r 

THE EASTERN DISTRICT OF ILLINOIS 

In E q u i t y Ho. 

J . F . JARVIS, e t a l . , 

Compla inants , 

v . 

OTTO K3PP, e t a l . , 

D e f e n d a n t s . ) 

PPI7F TN SUPPORT 03 
MCT101T TO DISMISS. 

) 

STATEMENT OF FACTS AND PROCEEDINGS 

The o r i g i n a l p e t i t i o n i n t h i s case was f i l e d i n t h e S t a t e 

Court by the p r e s e n t p l a i n t i f f s , a group of d e p o s i t o r s of t h e 

Neoga N a t i o n a l Bank, a g a i n s t t h e o f f i c e r s and d i r e c t o r s of 

t h a t t a n k . That p e t i t i o n was s u b s t a n t i a l ] y l i k e the amended 

p e t i t i o n now "before t h i s c o u r t , so f a r a s the a l l e g a t i o n s a s -

s e r t i n g l i a b i l i t y a g a i n s t the o f f i c e r s and d i r e c t o r s of t he 

Neoga Bank a r e conce rned . This case was, upon p e t i t i o n , r e -

moved f rom t h e S t a t e Court to t he U n i t e d S t a t e s D i s t r i c t Cour t 

f o r t h e E a s t e r n D i v i s i o n of I l l i n o i s , and a f t e r removal t he 

amended b i l l of compla in t was f i l e d . I n the amended b i l l of 

compla in t t h e F e d e r a l Reserve Bank of Chicago was f o r t h e f i r s t 

t ime made a p a r t y and t h e r e were added a l l e g a t i o n s which a t t e m p t e d 

to a s s e r t l i a b i l i t y a g a i n s t t he F e d e r a l Rese rve Bank of Chicago. 
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The p r e s e n t h e a r i n g i s upon a mot ion of t he F e d e r a l 

Reserve Bank of Chicago t o d iWisfe the amended b i l l of com-

p l a i n t a s t o i t , on two g rounds : 

( 1 ) Thh.t the amended b i l l of compla in t f a i l s t o s t a t e 
a cause of a c t i o n a g a i n s t t h e F e d e r a l Heserve Bank 
of Chicago, and 

( 2 ) That t h e r e i s a m i s j o i n d e r of causes of a c t i o n i n 
t h a t an e n t i r e l y d i f f e r e n t cause of a c t i o n i s sought 
t o "be s e t up "by the compla inan t s a g a i n s t t he d i r e c -
t o r s and o f f i c e r s of t h e Neoga Bank from t h a t sought 
t o be s e t up a g a i n s t t he F e d e r a l Reserve Bank of 
Chicago. 

I n the amended b i l l of compla in t , i t i s a l l e g e d t h a t t he 

Eeoga N a t i o n a l Bank was i n c o r p o r a t e d i n 1905 w i t h a c a p i t a l of 

$ 2 5 , 0 0 0 . 0 0 , and c o n t i n u e d to do b u s i n e s s i n the V i l l a g e of 

Neoga u n t i l t he 12 th day of J a n u a r y , 1925, a t which t ime i t 

suspended b u s i n e s s by d i r e c t i o n of a n a t i o n a l bank examiner , 

and the Compt ro l l e r of the Currency a p p o i n t e d a R e c e i v e r f o r 

the bank . The o r i g i n a l R e c e i v e r , Mr. Shube r t , was succeeded 

by Mr. Harry B. Marsh d u r i n g t h e yea r 1927. Mr. Marsh, a s 

R e c e i v e r , i s made a p a r t y t o the amended b i l l . The d i r e c t o r a t e 

of t h e bank remained p r a c t i c a l l y unchanged d u r i n g t h e t h r e e o r 

f o u r y e a r s p r e c e d i n g i t s s u s p e n s i o n and the n i n e d i r e c t o r s who 

a c t e d d u r i n g t h a t p e r i o d a r e a l l named p a r t i e s d e f e n d a n t w i t h 

t h e e x c e p t i o n of S tephen B u r t o n . Mr. Bur ton h a v i n g d i e d , h i s 

h e i r s a t law, to whom h i s e s t a t e ha s been d i s t r i b u t e d , a r e 

made p a r t i e s d e f e n d a n t by the b i l l . Judgment i s a s k e d a g a i n s t 

t h e i n d i v i d u a l d i r e c t o r s and o f f i c e r s on the a l l e g e d ground of 
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t h e i r c a r e l e s s and n e g l i g e n t management of the a f f a i r s of t he 

t a n k , and Svlsb on t h e ground t h a t t h e y w r o n g f u l l y and un law-

f u l l y a c c e p t e d d e p o s i t s from t h e p l a i n t i f f s when t h e y ( t h e 

d i r e c t o r s and o f f i c e r s ) knew or shou ld have known t h a t t h e 

Neoga N a t i o n a l Bank was i n s o l v e n t . 

The p r a y e r of t he b i l l a s k s a s t o the d i r e c t o r s and 

o f f i c e r s , 

" t h a t t h e y and each of them he r e q u i r e d and compel led 
t h e r e b y to accoun t f o r and pay over to t h e compla inan t s 
and o t h e r d e p o s i t o r s of She Heoga n a t i o n a l Bank of Heoga, 
I l l i n o i s , such sums of money w i t h i n t e r e s t t h e r e o n a s 
have been l o s t to the compla inan t s and each of them and 
o t h e r d e p o s i t o r s of s a i d bank, by, th rough o r on account 
of t h e i r w r o n g f u l and u n l a w f u l a c t s a f o r e s a i d ; and t h a t 
t h e y and each of them be r e q u i r e d to r e i m b u r s e t h e com-
p l a i n a n t s and each of them f o r a l l l o s s e s o c c a s i o n e d to 
t h e compla inan t s or e i t h e r of them by t h e mismanagement 
of s a i d bank or by t h e i r n e g l e c t or f a i l u r e t o d i s c h a r g e 
t h e i r d u t i e s a s o f f i c e r s o r d i r e c t o r s of s a i d The Heoga 
N a t i o n a l Bank, and t h a t they be r e q u i r e d a s t r u s t e e s f o r 
the compla inan t s and each of them to accoun t f o r and 
pay ove r t o t h e compla inan t s and each of them the funds 
and d e p o s i t s a f o r e s a i d of the compla inan t s and each of 
them l o s t t h rough and by the wrongfu l and u n l a w f u l a c t s 
of s a i d d e f e n d a n t s who were d i r e c t o r s of s a i d The Neoga 
N a t i o n a l Bank of Neoga, I l l i n o i s , a s h e r e i n b e f o r e s o t 
f o r t h ; " 

The p r a y e r f o r judgment a g a i n s t t h e F e d e r a l Rese rve Bank 

of Chicago i s i n t h e s e words, • 

"Tha t your o r a t o r s may have a decree a g a i n s t t h e 
d e f e n d a n t , TEHERAL RESERVE BANK OF CHICAGO, r e q u i r i n g 
i t t o accoun t to t h e R e c e i v e r of The Neoga N a t i o n a l 
Bank of Neoga, I l l i n o i s , f o r such sums of money w i t h 
i n t e r e s t t h e r e o n a s have been l o s t to t h e compla inan t s 
and each of them and o t h e r d e p o s i t o r s of s a i d bank, by, 
t h rough o r on accoun t of t h o s e w r o n g f u l and u n l a w f u l 
a c t s a s a f o r e s a i d , " 
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An e x a m i n a t i o n of t he amended "bil l d i s c l o s e s Var ious 

a l l e g a t i o n s , which w i l l "be l a t e r c o n s i d e r e d i n d e t a i l , cha rg -

i n g t h a t t h e r e was by law a duty upon the F e d e r a l Reserve Bank 

of Chicago to examine the Neoga N a t i o n a l Bank, and t h a t i f such 

e x a m i n a t i o n s h a d "been made, t h e F e d e r a l Reserve Bank of Chicago 

would have d i s c o v e r e d the a l l e g e d misconduct of t h e d i r e c t o r s 

and o f f i c e r s of t he Neoga N a t i o n a l Bank and t he i n s o l v e n c y of 

t h e "bank; b u t i t i s not a l l e g e d t h a t t he F e d e r a l Reserve. Bank 

of Chicago c o u l d have t a k e n any d i s c i p l i n a r y a c t i o n a s a con-

sequence of such d i s c o v e r y on i t s p a r t . I t w i l l h e r e a f t e r "be 

shown t h a t the F e d e r a l Reserve Bank of Chicago owed no such 

du ty t o the d e p o s i t o r s of the Neoga N a t i o n a l Bank* and t h a t no 

" w r o n g f u l and u n l a w f u l a c t s " &re i n f a c t w e l l cha rged a g a i n s t 

i t i n t h e amended " b i l l . 

A p a r t , however, from the a l l e g a t i o n s which t h u s seek t o 

charge n e g l i g e n c e a g a i n s t the F e d e r a l Reserve Bank, t he h i l l 

does c l a i m a r i g h t , on the p a r t of t he p e t i t i o n e r s , t o r e l i e f 

growing o u t of t h e f a c t t h a t upon s u s p e n s i o n of "business "by 

t h e Neoga Bank under t he o r d e r s of the Compt ro l l e r of t h e 

Currency , t h e F e d e r a l Reserve Bank of Chicago a p p r o p r i a t e d the 

s t o c k i n t e r e s t of the Neoga N a t i o n a l Bank in- the F e d e r a l Rese rve 

Bank of Chicago of t h e va lue of $1,000*00, c r e d i t i n g i t s va lue 

upon t he i n d e b t e d n e s s of the Neoga N a t i o n a l Bank to the Fede ra l 

Rese rve Bank of Chicago; and f u r t h e r s e t o f f a g a i n s t t h a t 

i n d e b t e d n e s s t h e d e p o s i t s of t h e Neoga n a t i o n a l Bank i n the 

F e d e r a l Rese rve Bank of Chicago to the c r e d i t 'of t he r e s e r v e 
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f u n d ; and f u r t h e r u s e d the c o l l a t e r a l of the Neoga N a t i o n a l 

Bank t o t h e e x t e n t n e c e s s a r y to pay the r e s i d u e of the i n d e b t -

e d n e s s , 

From the f o r e g o i n g i t i s c l e a r t h a t t he c a u s e s of a c t i o n 

sought t o be s e t up a g a i n s t the F e d e r a l Reserve Bank of Chicago 

have t o do: f i r s t , w i t h the a l l e g e d duty of the F e d e r a l 

Rese rve Bank of. Chicago to examine the a f f a i r s and d i s c i p l i n e 

t h e o f f i c e r s of t h e Ueoga n a t i o n a l Bank; and second- w i t h the 

a c t i o n of the Chicago F e d e r a l Reserve Bank, a f t e r t ne suspen-

s i o n of t he Neoga Bank, i n t he a p p l i c a t i o n of r e s o u r c e s of t h e 

Ueoga Bank i n i t s hands 8 so f a r a s t h e y were n e c c s s a r y , t o t he 

payment of t h e i n d e b t e d n e s s of t h a t member bank t o i t , N e i t h e r 

of t h o s e a l l e g e d c a u s e s of a c t i o n grow ou t o f , or a r c i n any 

way a s s o c i a t e d w i t h , t he a l l e g e d n e g l i g e n c e and misconduc t of 

t h e d i r e c t o r s and o f f i c e r s of the Ueoga Bank. 

The c a u s e s of a c t i o n a t t e m p t e d to be a s s e r t e d a g a i n s t 

t h e F e d e r a l Rese rve Bank of Chicago bo bh r e s t upon t h e d u t i e s 

imposed upon and t h e r i g h t s g i v e n t o F e d e r a l r e s e r v e banks by 

l a w . These d u t i e s and r i g h t s can be d o t e r a i n e d on ly by an 

examina t i on of the F e d e r a l Reserve Act , which, of c o u r s e , i s 

t o bo i n t e r p r e t e d a s a whole and so c o n s t r u e d a s to accompl i sh 

t h e g r o a t p u b l i c p u r p o s e s f o r which i t was p a s s e d , 

THE FEDERAL RESERVE SYSTEM: 
F e d e r a l Reserve Banks and Member Banks, 

The F e d e r a l Rese rve Act was approved by the P r e s i d e n t on 
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t h e 23rd. day of December* 1913. I j s t i t l e i s a s f o l l o w s : 

"An Act to p r o v i d e f o r t he e s t a b l i s h m e n t of F e d e r a l 
Rese rve Banks, t o f u r n i s h an e l a s t i c c u r r e n c y , t o af f d r d 
means of r e d i s c o u n t i n g commercial p a p e r ; t o e s t a b l i s h a 
more e f f e c t i v e s u p e r v i s i o n of banking i n the U n i t e d S t a t e s , 
and f o r o t h e r p u r p o s e s . " ; (The F e d e r a l Reserve Act , 38 
S t a t . 368; Comp. S t a t . An. 1916, Sec . 9799; 39 S t a t . 792; 
40 S t a t . 238; i s b e s t found i n U .S .C .A . , T i t l e 12, Sec . 
221 e t s e q . ) 

P r i o r t o t he pa s sage of t h e F e d e r a l Reserve Act , n a t i o n -

a l banks were i n c o r p o r a t e d and governed unde r t h e N a t i o n a l Bank 

Act p a s s e d a t t h e c l o s e of the C i v i l War. The c h a r a c t e r i s t i c 

of t he N a t i o n a l Bank Act was t h a t i t p r o v i d e d f o r the i s s u a n c e 

of n a t i o n a l bank n o t e s a s t h e p r i n c i p a l r e l i a n c e of t he coun t ry 

f o r c u r r e n c y , a n d b a s e d the amount of such n o t e s a t any t ime 

p o s s i b l e upon t h e amount o f bonds of the F e d e r a l Government 

o u t s t a n d i n g . The debt of the N a t i o n a l Government by r e a s o n of 

war e x p e n d i t u r e s was v e r y l a r g e and f o r seme y e a r s Government 

bonds c o u l d be bought "by n a t i o n a l banks a t so f a v o r a b l e a r a t e 

a s t o e n a b l e them t o supply a d e q u a t e l y the c o u n t r y ' s needs f o r 

c u f r o n c y . As the n a t i o n a l deb t began t o be p a i d o f f , however, 

t h e b a s i s f o r c u r r e n c y i s s u e d was c o n s t a n t l y na r rowed . Mean-

w h i l e , w i t h t h e commercial , i n d u s t r i a l and a g r i c u l t u r a l 

development of t h e c o u n t r y , t h e need f o r c u r r e n c y i n c r e a s e d * 

The consequence,-, of t h i s was t h a t t h e c u r r e n c y of t h e c o u n t r y 

became r i g i d and. i n e l a s t i c , and the demand f o r c u r r e n c y 

e x c e s s i v e and f l u c t u a t i n g , u n t i l f i n a l l y the c o u n t r y r e a c h e d 

t h e s i t u a t i o n where i n d u s t r i a l and commercial p r o s p e r i t y 

c r e a t e d a c e r t a i n t y of c u r r e n c y s t r i n g e n c y w i t h r e s u l t i n g 
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p a n i c . A f u r t h e r cause of p a n i c s , c r i s e s and. d e p r e s s i o n s 

a r o s e f rom t h e f a c t t h a t "by the N a t i o n a l Bank Act , n a t i o n a l 

"banks were r e q u i r e d to m a i n t a i n r e s e r v e s "based upon s t i p u l a t e d 

p e r c e n t a g e s of t h e i r d e p o s i t l i a b i l i t i e s . These r e s e r v e s 

were r e q u i r e d to "be d e p o s i t e d i n o t h e r "banks i n r e s e r v e and 

c e n t r a l r e s e r v e c i t i e s , a n d i n the course of t ime , t h e 

p r a c t i c e grew up of c o n c e n t r a t i n g n a t i o n a l "bank r e s e r v e 

d e p o s i t s i n g r e a t metropol i tan "banking c e n t e r s where employ-

ment was found f o r s u r p l u s f u n d s "by l o a n s f o r s p e c u l a t i v e 

p u r p o s e s . When s t r i n g e n c i e s a r o s e and d e p o s i t o r s "began t o 

wi thdraw t h e i r d e p o s i t s , "banks were o b l i g e d to c a l l i n t h e i r 

r e s e r v e s . As t h e s e c a l l s i n c r e a s e d , they accumula ted p r e s s u r e 

on t h e g r e a t m e t r o p o l i t a n banks c a u s i n g r a p i d l y r i s i n g r a t e s 

f o r c a l l money, dumping of s e c u r i t i e s i n s t o c k m a r k e t s , w i t h 

consequen t f a l l i n g p r i c e s , and, a l l too o f t e n , commercial 

and "bank f a i l u r e s , which q u i c k l y e n l a r g e d a r e l a t i v e l y l o c a l 

"bank s c a r e i n t o a g e n e r a l j , a n i c . 

The very n a t u r e of t h e f i n a n c i a l sys tem of t h e 

c o u n t r y , t h e r e f o r e , was such t h a t p a n i c s were i n e v i t a b l e and 

t h e f r e q u e n c y and s e v e r i t y of t h e i r occu r r ence i n c r e a s e d w i t h 

t h e development and expans ion of t h e c o u n t r y ' s b u s i n e s s . To 

meet t h i s s i t u a t i o n Congress p a s s e d the s o - c a l l e d A l d r i c h -

Vree l and Act of May 30, 1908, which sought to l e n d e l a s t i c i t y 

t o t h e c u r r e n c y by a u t h o r i z i n g t h e i s suance : of c u r r e n c y b a s e d 
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upon commercial p a p e r by the a s s o c i a t i o n of "banks known a s the 

H a t i o n a l Currency A s s o c i a t i o n . This Act was t empora ry i n 

c h a r a c t e r and p u r p o s e , one s e c t i o n of i t a u t h o r i z i n g t h e 

appoin tment of a n a t i o n a l Monetary Commission to s t u d y the 

p rob lem and s u g g e s t more fundamenta l and permanent r e l i e f * The 

r e p o r t of t h e N a t i o n a l Monetary Commission made c l e a r t h e e v i l s 

t o "be c u r e d : namely, t he i n e l a s t i c i t y of the c u r r e n c y and t h e 

l a c k of r e a l r e s e r v e s a v a i l a b l e to meet and r e l i e v e f i n a n c i a l 

u n e a s i n e s s . 

The F e d e r a l Reserve Act was drawn and p a s s e d to cu re 

t h e s e e v i l s . The t i t l e of the Act quo ted above shows t h a t 

i t s p r i m a r y p u r p o s e s h a d t o do w i t h the e s t a b l i s h m e n t of r e a l 

r e s e r v e s i n F e d e r a l r e s e r v e "banks and a u t h o r i z a t i o n of an 

e l a s t i c cur rency» The t i t l e f u r t h e r shows t h a t the Act aimed 

a t a more e f f e c t i v e s u p e r v i s i o n of "banking i n the U n i t e d 

S t a t e s . T h i s , of c o u r s e , does not say a s u p e r v i s i o n of ""banks" 

"but a s u p e r v i s i o n of ""banking" and i t w i l l l a t e r "be made c l e a r 

t h a t t h e s u p e r v i s i o n i n q u e s t i o n had to do w i t h "banking p r a c -

t i c e s n e c e s s a r y t o "be c o n t r o l l e d to a s s u r e the c h a r a c t e r of 

commercial p a p e r to be u s e d a s a c u r r e n c y b a s i s , and w i t h 

r e s e r v e d e p o s i t s , which were by the law r e q u i r e d t o be accumu-

l a t e d i n F e d e r a l r e s e r v e banks r a t h e r t h a n i n p r i v a t e banks 

and t h u s removed f rom s p e c u l a t i v e engagement. 

An examina t ion of t he F e d e r a l Rese rve Act shows t h a t 

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



X-6130 
9 

i t e s t a b l i s h e s an agency of the Government f o r t h e accom-

p l i s h m e n t of p u b l i c p u r p o s e s . At t h e h e a d of t h e system i s 

an o f f i c i a l "board composed of o f f i c e r s a p p o i n t e d "by t h e P r e s -

i d e n t and c o n f i r m e d by t h e S e n a t e , l a v i n g no invesem0£$» 

i n t e r e s t i n any bank i n t h e sys tem, and e x e r c i s i n g p u b l i c 

power s . The F e d e r a l r e s d r v e banks a s dist ingui8h"#& f rom t h e 

F e d e r a l Reserve Board a r e r e g i o n a l . A l l n a t i o n a l banks i n 

each d i s t r i c t a r e r e q u i r e d to be ntetabers of t h e F e d e r a l 

r e s e r v e bank of thfe d i s t f i b t ttrid to Subsc r ibe i n a f i x e d p r o -

p o r t i o n t o i t s c a p i t a l s t o c k . E l i g i b l e s t a t e banks and t r u s t 

companies a r e i n v i t e d t o j o i n t h e System under an e q u a l i t y of 

bu rden and of o p p o r t u n i t y w i t h the n a t i o n a l b a n k s , b u t t h e 

whole System i s a p u b l i c , o f f i c i a l t h i n g . The d i r e c t o r s of 

t he F e d e r a l r e s e r v e banks a r e of t h r e e c l a s s e s , t h e members 

of one c l a s s b e i n g a p p o i n t e d by the F e d e r a l Rese rve Board . 

But t he s t o c k h o l d i n g banks a r e l i m i t e d to an a c c u m u l a t i v e 

d i v i d e n d of 6$ on t h e p a i d i n c a p i t a l , and t h roughou t tho 

e n t i r e Act i t i s c l e a r t h a t t h e F e d e r a l r e s e r v e banks , a c t i n g 

u n d e r tho d i r e c t i o n and c o n t r o l of t h e F e d e r a l Rese rve Board, 

a r e a g e n c i e s of t h e F e d e r a l Government, e x e r c i s i n g g o v e r n -

m e n t a l power, equ ipped w i t h t h e r i g h t to a c q u i r e i n f o i m a t i o n 

wherever n e c e s s a r y to e n a b l e them to e x e r c i s e t h a t power 

w i s e l y , and w i t h c e r t a i n d i s c i p l i n a r y power over t h e m'dmbor 

banks , which , however , i s l i m i t e d to t h a t n e c e s s a r y to i n s u r e 
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p e r f o r m a n c e by the members of t h o s e o b l i g a t i o n s to t he system 

which a r e n e c e s s a r y t o c a r r y out t h e p u b l i c p u r p o s e s f o r 

which t h e banks were o r g a n i z e d . There i s no s u g g e s t i o n any-

where i n the a c t of any du ty r u n n i n g f rom F e d e r a l r e s e r v e 

banks to t h e s t o c k h o l d e r s and d e p o s i t o r s of member b a n k s . As 

a m a t t e r of f a c t , a t t he t ime of t he deba te upon t h e F e d e r a l 

Rese rve Act , an amendment was r e j e c t e d by Congress t o i n t r o -

duce what would i n e f f e c t have been a g u a r a n t e e of d e p o s i t s 

t o member banks , and the Act was l e f t w i t h o u t any such d i r e c t 

or even ana logous p r o v i s i o n . 

FUNCTIONS AFP POWERS OF FEDERAL RES3RVS BAMS 

From t h e f o r e g o i n g i t i s c l e a r t h a t F e d e r a l r e s e r v e 

banks a r e no t p r i v a t e money making i n s t i t u t i o n s b u t a r e r a t h e r 

i n s t r u m e n t a l i t i e s of the F e d e r a l Government t h rough which 

d e f i n i t e n a t i o n a l p u r p o s e s a r e accompl i shed . S p e c i f i c s e c t i o n s 

of t h e F e d e r a l Rese rve Act i l l u s t r a t e t h i s s t a t e m e n t . Thus 

U . S . C . A . , T i t l e 12, Ch. 3 , Sec . 248 enumera tes t h e powers of 

t h e F e d e r a l Rese rve Board and each of t h e s e powers i s shown t o 

have a p u b l i c o b j e c t r e l a t e d t o the main tenance of sound f i n -

a n c i a l c o n d i t i o n s th roughout t h e c o u n t r y . 

S e c . 281 o t s e q . show t h e method of o r g a n i z i n g F e d e r a l 

r e s e r v e b a n k s . S e c . 341 enumera tes t h e powers of F e d e r a l 

r e s e r v e banks , and i t i s h e r e s i g n i f i c a n t t o n o t e t h a t oven 
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F e d e r a l r e s e r v e banks may not t r a n s a c t b u s i n e s s u n t i l t h e y 

have "been du ly a u t h o r i z e d t h e r e t o "by the Compt ro l l e r of the 

C u r r e n c y . The e x t e n s i o n of c r e d i t accommodations, t h e i s s u a n c e 

of F e d e r a l r e s e r v e n o t e s , and a p a r c o l l e c t i o n system f o r the 

g e n e r a l "benef i t of t he f i n a n c i a l system of the c o u n t r y a r e 

a l l shown i n t h e succeed ing s e c t i o n s , and ve ry s t r i c t l i m i t -

a t i o n s a r e p r o v i d e d i n t h e s t a t u t e a s to what F e d e r a l r e s e r v e 

n o t e s may "be a u t h o r i z e d to "be i s s u e d , and how i s s u e d n o t e s 

s h a l l "be p r o t e c t e d "by g o l d d e p o s i t s i n the T r e a s u r y . ( S e c . 

4 1 4 ) . I n l i k e manner, "beginning w i t h See . 451, t h e s u b j e c t of 

"bank r e s e r v e s i s f u l l y c o v e r e d . Throughout t h e s e s e c t i o n s i t 

w i l l "be found t h a t such s u p e r v i s i o n a r y power a s i s g i v e n t o 

t h e F e d e r a l r e s e r v e "bank over i t s members h a d t o do w i t h t h e 

p r o t e c t i o n of t h e r e s e r v e , or t he s a f e g u a r d i n g of c u r r e n c y 

i s s u e d , or o t h e r w i s e f u r t h e r i n g t h e g r e a t g e n e r a l p u r p o s e s of 

t he F e d e r a l Reserve Act i n the way of p r e v e n t i n g t h e d e v o t i o n 

of expanded c u r r e n c y f a c i l i t i e s to s p e c u l a t i v e u s e s of t h e 

p r e j u d i c e of sound b u s i n e s s u n d e r t a k i n g s . Nowhere i n t h e s e 

s e c t i o n s i s any g e n e r a l or s p e c i f i c v i s i t o r i a l or d i s c i p l i n a r y 

power g i v e n t o F e d e r a l r e s e r v e banks over t h e i r members. 

A l l n a t i o n a l banks a r e r e q u i r e d by t h i s Act to be 

members of F e d e r a l r e s e r v e b a n k s . The Heoga N a t i o n a l Bank was 

a n a t i o n a l bank . The b i l l of compla in t a l l e g e s t h a t the Kcoga 

Bank was o r g a n i z e d i n 1905 a s a n a t i o n a l banking a s s o c i a t i o n . 
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I t was, t h e r e f o r e , o r g a n i z e d some y e a r s b e f o r e the enactment 

of t h e F e d e r a l Reserve Act . When the F e d e r a l Reserve Act 

was p a s s e d , t h e r e was no c o n c u r r e n t r e p e a l of t h e e a r l i e r 

n a t i o n a l Bank A c t . The system of n a t i o n a l t a n k s t h e n i n 

e x i s t e n c e was c o n t i n u e d . The method of o r g a n i z i n g , o p e r a t i n g , 

c o n t r o l l i n g , d i s c i p l i n i n g and d i s s o l v i n g n a t i o n a l banks r e -

mained unchanged . N a t i o n a l banks wore t i e d i n t o t h e F e d e r a l 

Rese rve System i n d e f i n i t e ways f o r d e f i n i t e p u r p o s e s , bu t 

r ema ined o t h e r w i s e a s t h e y had been under t he o l d N a t i o n a l 

Bank A c t . I t i s , t h e r e f o r e , impor t an t to s t a t e b r i e f l y j u s t 

how n a t i o n a l banks a r e o r g a n i z e d , d i s c i p l i n e d and c o n t r o l l e d . 

U .S .C .A . , T i t l e 12, Ch. 2 , beg inn ing w i t h Sec . 21 

(Rev. S t a t . 5133 e t s e q . ) d e a l s w i t h t h a t s u b j e c t . An examr-

i n a t i o n of t h e s e s e c t i o n s shows t h a t the Compt ro l l e r of t h e 

Cur rency , a c t i n g unde r t h e d i r e c t i o n of t he S e c r e t a r y of t h e 

T r e a s u r y (Rev. S t a t . Sec . 324; U .S .C .A. , T i t l e 12, Ch. 1 , 

S e c . 1 ) , i s t he c e n t e r of a u t h o r i t y w i t h r e g a r d to n a t i o n a l 

b a n k s . They can be formed only upon h i s a p p r o v a l a s p r o -

v i d e d i n S e e s . 21 and 2 2 . He keeps the r e c o r d s of t h e i r 

o r g a n i z a t i o n and on ly when he h a s approved the s t e p s by which 

t h e y were o r g a n i z e d can they b e g i n to t r a n s a c t b u s i n e s s a s 

n a t i o n a l b a n k s . ( S e c . 26 and 2 7 ) . A l l changes i n t h e i r 

o r g a n i z a t i o n , l o c a t i o n or name must be f i r s t s u b m i t t e d to 

and approved by tho C o m p t r o l l e r . C o n s o l i d a t i o n s and t h e 
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e s t a b l i s h m e n t and o p e r a t i o n of "branches a r e s u b j e c t t o t he 

C o m p t r o l l e r ( s a p p r o v a l , and s t a t e "banks may "become n a t i o n a l 

"banks on ly a f t e r h a v i n g s a t i s f i e d the Compt ro l l e r of t h e r 

compl iance w i t h t h e r e q u i r e m e n t s of t he s t a t u t e s e 

The enfo rcement of the N a t i o n a l Bank Act i s p l a c e d 

i n t h e hands of the Compt ro l l e r by Sec . 93 (Rev. S t a t e 5239) , 

and by Sec* 191 t he Compt ro l l e r i s g i v e n a u t h o r i t y to a p p o i n t 

R e c e i v e r s when i n h i s own sound d i s c r e t i o n he h a s become 

s a t i s f i e d t h a t a n a t i o n a l bank i s i n s o l v e n t . I n o r d e r t h a t 

t he Compt ro l l e r may have t h e i n f o r m a t i o n upon which t o b a s e 

t h i s v i s i t o r i a l and d i s c i p l i n a r y a c t i o n , i t i s p r o v i d e d i n 

U.S .C.A. Ch. 3, S e c . 481 (Rev. S t a t . 5240)t 

nThe Compt ro l l e r of the Currency, 
w i t h t h e app rova l of t h e S e c r e t a r y of the 
T r e a s u r y , s h a l l a p p o i n t examiners who s h a l l 
examine eve ry member bank o t h e r than t h o s e 
e x p r e s s l y e x c e p t e d by Sec . 330 of t h i s t i t l e , 
a t l e a s t twice i n each c a l e n d a r y e a r and 
o f t e n c r i f n e c e s s a r y ; " 

I t i s t h u s c l c a r t h a t a l l examina t ions of n a t i o n a l 

banks t o d e t e c t and c o r r e c t n e g l i g e n c e or misconduct of t h e 

k i n d a l l e g e d i n b i l l of compla in t a g a i n s t the o f f i c e r s and 

d i r e c t o r s of t h e Eeoga N a t i o n a l Bank i s committed t o t h e 

Compt ro l l e r of t h e Currency and not the F e d e r a l r e s e r v e bank 

o r Board# Th i s was t r u e b e f o r e the p a s s a g e of the F e d e r a l 

Rese rve Act and remains t r u e now, A d i f f e r e n t s i t u a t i o n 

e x i s t s w i t h r e g a r d t o s t a t e banks , members of a F e d e r a l r e s e r v e 
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bank . We a r e no t conce rned w i t h them i n t h i s c a s e and. i t 

w i l l "be s u f f i c i e n t t o say t h a t s t a t e banks o b j e c t e d to "being 

examined "by n a t i o n a l "bank examiners a s they were a l r e a d y sub-

j e c t t o e x a m i n a t i o n by s t a t e bank examine r s . A l i m i t e d d i s -

c r e t i o n was, t h e r e f o r e , g iven to the F e d e r a l r e s e r v e bank t o 

examine member s t a t e banks when f o r any r e a s o n the F e d e r a l 

r e s e r v e bank i n q u e s t i o n d e c l i n e d to a c c e p t t h e r e s u l t of 

e x a m i n a t i o n s by s t a t e examine r s . But w i t h r e g a r d t o n a t i o n a l 

banks t h e s t a t e m e n t above made i s t r u e . The e n t i r e power of 

e x a m i n a t i o n and d i s c i p l i n e over n a t i o n a l banks remains i n t he 

Compt ro l l e r a s i t was b e f o r e t h e pa s sage of t he F e d e r a l Re-

s e r v e A c t . C e r t a i n d i s c r e t i o n a r y and v o l u n t a r y r i g h t s of 

supp lemen ta l examina t i on a r e g i v e n to t h e F e d e r a l r e s e r v e banks 

w i t h r e g a r d to member n a t i o n a l banks f o r s p e c i f i c p u r p o s e s , 

b u t t h e y a r e not v i s i t o r i a l o r d i s c i p l i n a r y and t h e y impose 

no du ty upon the F e d e r a l r e s e r v e banks of the k i n d a l l e g e d i n 

t h e b i l l of c o m p l a i n t . With t h e s e gpnc ra l o b s e r v a t i o n s wo may 

now p r o c e e d t o examine the causes of a c t i o n a t t e m p t e d to bo s e t 

up a g a i n s t t h e F e d e r a l Reserve Bank of Chicago i n t h e b i l l of 

compla in t i n t h i s c a s e . 

I . 

THE AIMMD BILL DDES NOT STATS A CAUSE OF 
ACTION ACAIHST THE FEDERAL RESERVE 

BAITK OF CHICAGO. 

At t h e o u t s e t i t i s impor t an t to s e p a r a t e t he a l l o g a -
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t i o n s of t h e M i l of compla in t i n t o two c l a s s e s : 

1 . Those which a l l e g e d a b r e a c h of du ty growing 
out of t h e n e g l i g e n t o r c a r e l e s s f a i l u r e on 
t h e p a r t of t he F e d e r a l Reserve Bank of 
Chicago to examine t h e Heoga Bank; and 

2 . Claims a s s e r t e d because of t h e a c t i o n t a k e n 
by the F e d e r a l Reserve Bank of Chicago a f t e r 
t he i n s o l v e n c y of t h e Heoga Bank. 

1 . A l l e g e d F a i l u r e of Duty of F e d e r a l Rese rve 
Bank of Chicago. 

For t h e convenience of the c o u r t , we s e t ou t h e r e 

s e r i a l l y a l l t h e a l l e g a t i o n s of the b i l l of compla in t d e a l i n g 

w i t h t h e a l l e g e d f a i l u r e of t h e F e d e r a l Reserve Bank of 

Chicago t o t a k e a c t i o n which i t i s a s s e r t e d i t was i t s du ty 

t o t a k e f o r t h e p r o t e c t i o n of t h e c o m p l a i n a n t s . 

I n p a r a g r a p h 2 , page 3 , i t i s s a i d ; 

" * * * t h a t s a i d Acts of Congress a l s o r e -
q u i r e d s a i d bank to be a member of t h e F e d e r a l 
Reserve Bank of Chicago and empowered s a i d 
F e d e r a l Reserve Bank when e x t e n d i n g c r e d i t t o 
a member bank t o s u p e r v i s e and examine t h e 
b u s i n e s s of such member bank i n l i k e manner to 
t he s u p e r v i s i o n and examina t i on e x e r c i s e d by 
the Compt ro l l e r of t he Currency;" 

I n p a r a g r a p h 9, page 7, i t i s s a i d : 

" * * * s a i d d i r e c t o r s were c o n s t a n t l y 
r e q u i r e d to make r e p o r t s of the f i n a n c i a l 
c o n d i t i o n of s a i d bank over th t i r i n d i v i d u a l 
s i g n a t u r e s to t h e Compt ro l l e r of t h e Currency 
and a l s o to t h e F e d e r a l Reserve Bank of 
Chioago ." 

P a r a g r a p h 12, page 11, i n d e a l i n g w i t h t h e a l l e g e d 

n e g l e c t of du ty of t h e examining committee of d i r e c t o r s of 
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t h e Neoga N a t i o n a l Bank and r e c i t i n g t h e t h i n g s which shou ld 

have p u t s a i d committee on n o t i c e , s a y s : 

" ***e.nd r e g a r d l e s s of t he c o n s t a n t r e q u i r e -
ments of t h e F e d e r a l Reserve Bank of Chicago 
t h a t c o l l a t e r a l of t he f a c e v a l u e of more t h a n 
tw ice t h e amount of t h e money l o a n e d to t h e 
Neoga N a t i o n a l Bank should he h e l d by s a i d 
F e d e r a l Reserve Bank and r e g a r d l e s s of t h e f a c t 
t h a t the F e d e r a l Reserve Bank was i n p o s s e s s i o n 
of s u b s t a n t i a l l y a l l of t h e v a l u a b l e a s s e t s of 
s a i d b a n k . " 

I n p a r a g r a p h 13 , page 12, d e a l i n g w i t h r e q u i r e m e n t s 

imposed by t h e Compt ro l l e r of t he Currency and by n a t i o n a l 

bank examiners under h i s a u t h o r i t y t h a t t ho b o a r d of d i r e c t o r s 

improve Neoga Bank ' s c o n d i t i o n ' out of t h e i r p r i v a t e f u n d s , i t 

i s s a i d : 

" • • • t h a t t he F e d e r a l Reserve Bank of Chicago 
f rom whom t h e Neoga N a t i o n a l Bank had borrowed 
more t h a n $80 ,000 .00 i n 1920 by r e d i s c o u n t i n g 
a l i k e amount of i t s n o t e s w i t h s a i d R e s e r v e 
Bank h a d b e e n c o n s t a n t l y a s k i n g demands d u r i n g 
a l l t h e y e a r s a f o r e s a i d on the s a i d The Neoga 
N a t i o n a l Bank to r educe s a i d r e d i s c o u n t s and 
s a i d b o a r d of d i r e c t o r s h a d r e d u c e d s a i d r e d i s -
c o u n t s i n 1924 to a p p r o x i m a t e l y $ 5 1 , 0 0 0 . 0 0 , 
t h a t s i n c e t h e y e a r 1921 the q u a l i t y and c h a r a c t e r 
of s a i d r e d i s c o u n t s mere found so u n s a t i s f a c t o r y 
and v a l u e l e s s t h a t s a i d F e d e r a l Reserve Bank r e -
q u i r e d the s a i d b o a r d of d i r e c t o r s to t u r n ove r 
t o s a i d F e d e r a l Rese rve Bank a s c o l l a t e r a l f o r 
s a i d r e d i s c o u n t s a d d i t i o n a l s e c u r i t i e s or n o t e s 
i n a p p r o x i m a t e l y equa l f a c e v a l u e t o s a i d s e c u r -
i t i e s . r e d i s c o u n t e d ; t h a t t h e s a i d r e d i s c o u n t s 
and c o l l a t e r a l i n c l u d e d s u b s t a n t i a l l y a l l of t h e 
n o t e s and s e c u r i t i e s of s a i d bank which were of 
any v a l u e ; t h a t the s a i d boa rd of d i r e c t o r s b e i n g 
f u l l y aware t h a t t he s a i d F e d e r a l Reserve Bank 
h a d s u b s t a n t i a l l y a l l of i t s a s s e t s of any v a l u e 
i n i t s p o s s e s s i o n and knowing t h a t t h e v a u l t s of 
s a i d bank c o n t a i n e d no s e c u r i t i e s of any s u b s t a n t i a l 
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v a l u e and c o n t a i n e d on ly f u n d s r e c e n t l y 
d e p o s i t e d "by cus tomers of the "bank c o n t i n u e d 
to keep s a i d bank open f o r "business ;" 

In p a r a g r a p h 14, on page 13, i t i s s a i d t h a t t he "board 

of d i r e c t o r s of the ITeoga Bank made f a l s e and m i s l e a d i n g 

r e p o r t s to t he Compt ro l l e r of t h e Currency and c a u s e d them t o 
#• 

"be p u b l i s h e d i n The Neoga News, 

ii ***and t h a t "by r e a s o n of t he f a l s e and m i s -
l e a d i n g c h a r a c t e r of s a i d r e p o r t s the Compt ro l l e r 
of t he Currency and the d e p o s i t o r s of s a i d The 
ITeoga n a t i o n a l Bank were no t in fo rmed a s to the 
a c t u a l c o n d i t i o n of s a i d "bank and f a i l e d to t a k e 
s t e p s t o r e p a i r or p u t the t a n k i n l i q u i d a t i o n a t 
a much e a r l i e r da t e "by r e a s o n of which t h e l o s s e s 
of s a i d "bank were f u r t h e r i n c r e a s e d . " 

P a r a g r a p h 16, on page 14, i s i n f a l l a s f o l l o w s : 

" O r a t o r s f u r t h e r r e p r e s e n t t h a t The Neoga 
N a t i o n a l Bank was a member of the F e d e r a l Rese rve 
Bank of Chicago f rom the o r g a n i z a t i o n of s a i d 
Reserve Bank i n 1913; t h a t s a i d F e d e r a l Rese rve 
Bank was a c o r p o r a t i o n governed "by a Board of 
D i r e c t o r s and t h e chairman of t h e Board of D i r e c t o r s 
i s known a l s o a s •Federa l Reserve Agen t 1 ; t h a t 
unde r t h e N a t i o n a l Banking Laws t h e s a i d F e d e r a l 
Reserve Bank of Chicago was empowered t o r e d i s c o u n t 
b i l l s and n o t e s of member n a t i o n a l banks and when-
eve r any member n a t i o n a l bank r e d i s c o u n t e d p a p e r 
w i t h the s a i d F e d e r a l Reserve Bank immedia te ly s a i d 
F e d e r a l Reserve Bank had f u l l and complete a u t h o r i t y 
u n d e r s a i d banking laws w i t h the a p p r o v a l of the 
s a i d F e d e r a l Reserve Agent who was t h e n and t h e r e 
t h e cha i rman of the Board of D i r e c t o r s of s a i d 
F e d e r a l Reserve Bank t o make s p e c i a l examina t i ons 
of member banks r e d i s c o u n t i n g p a p e r w i t h s a i d F e d e r a l 
Reserve Bank; t h a t The ITeoga N a t i o n a l Bank h a d been 
r e d i s c o u n t i n g i t s p a p e r w i t h t h e F e d e r a l Rese rve 
Bank of Chicago f o r some y e a r s and i n t h e 1920 by 
means of s a i d r e d i s c o u n t i n g h a d borrowed f rom s a i d 
F e d e r a l Reserve Bank more t h a n $80 ,000 .00 ; t h a t t he 
N a t i o n a l Banking Laws r e q u i r e d t h e F e d e r a l Reserve 
Bank t o so conduct such s p e c i a l e x a m i n a t i o n s a s t o 
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i n f o r m the F e d e r a l Reserve Bank: of t he c o n d i t i o n 
of i t s member "banks and. of t he l i n e s of c r e d i t 
which were "being ex tended "by them; t h a t one of 
the o b j e c t s i n t he e s t a b l i s h m e n t of t h e F e d e r a l 
Reserve Bank System was t o e s t a b l i s h a more 
e f f e c t i v e s u p e r v i s i o n of t h e banks i n t h e U n i t e d 
S t a t e s ; t h a t i n t h e y e a r 1920 t h e s a i d F e d e r a l 
Reserve Bank made a r e q u i r e m e n t of The ITeoga 
n a t i o n a l Bank t h a t i t r educe i t s r e d i s c o u n t s w i t h 
t h e F e d e r a l Reserve Bank and t h a t i t p u t up a s 
c o l l a t e r a l w i t h s a i d r e d i s c o u n t o d p a p e r o t h e r n o t e s 
and s e c u r i t i e s of a p p r o x i m a t e l y the same f a c e v a l u e 
a s s a i d r e d i s c o u n t o d p a p e r ; t h a t t h e F e d e r a l Rese rve 
Bank c o n t i n u e d to r e d i s c o u n t the p a p e r of The Neoga 
N a t i o n a l Bank and i n l i k e manner a s a f o r e s a i d con-
t i n u e d the r equ i r emen t of c o l l a t e r a l s e c u r i t y up t o 
t h e d a t e of c l o s i n g the s a i d The ITeoga n a t i o n a l Bank 
when t h e amount of s a i d l o a n to The ITeoga n a t i o n a l 
Bank was a p p r o x i m a t e l y $51 ,000 .00 and t h a t d u r i n g 
a l l t h i s p e r i o d t h e F e d e r a l Reserve Bank was c o n t i n -
u o u s l y making c r i t i c i s m of the bank ing methods of 
The ITeoga N a t i o n a l Bank and was c o n t i n u o u s l y c r i t i -
c i s i n g the c l a s s of p a p e r f u r n i s h e d i t f o r l o a n s by 
t h e F e d e r a l Reserve Bank and a t t h e t ime of c l o s i n g 
s a i d The ITeoga N a t i o n a l Bank t h e F e d e r a l Rese rve 
Bank h a d r e q u i r e d the d e p o s i t w i t h i t of more t h a n 
$130,000,,00 i n f a c e v a l u e of t he n o t e s and pape r of 
The Neoga N a t i o n a l Bank t o s e c u r e i t s l o a n of 
$51, 000 ,00 and t h a t i n c o n s t a n t l y r e q u i r i n g s a i d 
a d d i t i o n a l c o l l a t e r a l s a i d F e d e r a l Rese rve Bank 
n o t i f i e d , t h e Board of D i r e c t o r s of The Neoga N a t i o n a l 
Bank of t h e w o r t h l e s s n o s s and u n s a t i s f a c t o r y n a t u r e 
of t h e n o t e s and p a p e r s of s a i d Neoga N a t i o n a l Bank 
and i n o r d e r to p r o p e r l y s ecu re i t s e l f t he F e d e r a l 
Reserve Bank r e q u i r e d c o l l a t e r a l o r more t han double 
the amount of the l o a n to The ITeoga N a t i o n a l Bank 
because same were to a l a r g e e x t e n t w o r t h l e s s and 
no t p r o p e r l y s e c u r e d ; t h a t a t t h e t ime of t h e c l o s i n g 
of t h e s a i d Neoga N a t i o n a l Bank i t h a d on d e p o s i t 
a s a r e s e r v e f u n d w i t h t h e F e d e r a l Rese rve Bank 
a p p r o x i m a t e l y $10 ,000 .00 which was a p p r o x i m a t e l y a l l 
t h e a v a i l a b l e ca sh Tho Neoga N a t i o n a l Bank had a t 
t h a t t ime; t h a t du r ing a l l the t ime a f o r e s a i d t h e 
F e d e r a l Reserve Bank made no examina t i on a s r e q u i r e d 
"by law of Tho Neoga N a t i o n a l Bank so f a r a s your 
o r a t o r s a r e a d v i s o d ; t h a t t h e F e d e r a l Reserve Bank 
of Chicago b e i n g so o r g a n i z e d unde r t h e laws of t h e 
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U n i t e d S t a t e s w i t h f u l l power t o examine member 
"banks a s a f o r e s a i d had a l s o the f u l l and f r e e 
a c c e s s to a l l i n f o r m a t i o n a c q u i r e d "by the Comp-
t r o l l e r of the Currency and t h e n a t i o n a l Bank 
Examiners a s to s a i d The Neoga N a t i o n a l Bank i n 
the t r a n s a c t i o n of i t s b u s i n e s s w i t h s a i d The 
E'soga n a t i o n a l Bank and was a l s o a u t h o r i z e d t o 
engage i n the p r i v a t e bank ing b u s i n e s s of r e d i s -
c o u n t i n g p a p e r f o r i t s member banks f o r p r o f i t 
and was then and t h e r e a governmenta l agency 
o r g a n i z e d f o r t h e pu rpose of s u p e r v i s i n g and im-
p r o v i n g the banking f a c i l i t i e s of a l l i t s member 
banks and f o r t he p r o t e c t i o n of the p u b l i c ; t h a t 
by r e a s o n of t he powers c o n f e r r e d upon s a i d Reserve ' 
Bank a s a f o r e s a i d i t was t h e du ty of s a i d Rese rve 
Bank t o know t h e a c t u a l c o n d i t i o n ' o f tho a f f a i r s 
of s a i d Eha ITeoga n a t i o n a l Bank and i t was t h e n 
and t h e r e the du ty of s a i d Reserve Bank not t o 
p e r m i t the d e p o s i t o r s of sa id The ITeoga n a t i o n a l 
Bank to s u f f e r l o s s by any a c t of s a i d F e d e r a l 
Rese rve Bank and i t became t h e r e f o r e a t r u s t e e 
f o r your o r a t o r s when i t began and c o n t i n u e d t o 
r e d i s c o u n t the b i l l s and p a p e r s of The ITeoga 
N a t i o n a l Bank -s ince s a i d r e d i s c o u n t i n g mere ly i n -
c r e a s e d the i n d e b t e d n e s s of s a i d The ITeoga N a t i o n a l 
Bank; and t h a t i t r educed the a s s e t s t h e r e o f and 
t h e r e b y caused f u r t h e r l o s s t o your o r a t o r s and 
t h a t i t was the duty of s a i d F e d e r a l Reserve Bank 
t h e n and t h e r e h a v i n g f u l l power or s u p e r v i s i o n of 
The Neoga N a t i o n a l Bank to have made an examina t ion 
of the s a i d Neoga N a t i o n a l Bank and to have known 
of i t s i n s o l v e n c y b e f o r e i t d i s c o u n t e d such p a p e r s 
and t o have e i t h e r caused The Neoga N a t i o n a l Bank 
t o be c l o s e d or to have r e f u s e d t o make s a i d r e -
d i s c o u n t s and t h e r e b y p r e v e n t e d l o s s to y e a r 
o r a t o r s ; and s a i d F e d e r a l Reserve Bank would have 
known oi the i n s o l v e n c y of sa id Tho Neoga N a t i o n a l 
Bank i f i t had o x e r c i s e d o r d i n a r y c a r c i n tho p e r -
formance of i t s d u t i e s t h e n and t h e r e owing to your 
o r a t o r s . " 

P a r a g r a p h 34, on pegs 21, i s a s f o l l o w s : 

"And o r a t o r s f u r t h e r r e p r e s e n t t h a t the F e d e r a l 
Reserve Bank of Chicago, by r e a s o n of the powers 
c o n f e r r e d upon i t by law, had f u l l and complete 
s u p e r v i s i o n of t h e a f f a i r s of s a i d The Neoga 
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H a t i o n a l Bank s i n c e the yea r 1921, and d u r i n g 
t h a t t ime was in formed, or i n t h e e x e r c i s e of 
o r d i n a r y care i n the pe r fo rmance of i t s d u t i e s 
of s u p e r v i s i o n shou ld have been i n fo rmed of the 
a c t u a l f i n a n c i a l c o n d i t i o n of s a i d Bank and 
shou ld have a s c e r t a i n e d whether s a i d Bank had 
s u s t a i n e d l o s s e s and was i n s o l v e n t , and shou ld 
have a s c e r t a i n e d the n e g l i g e n c e of the D i r e c t o r s 
and o f f i c e r s of s a i d Bank i n and ahout t h e i r 
d u t i e s , and s h o u l d have known t h a t s a i d Bank was 
t o t a l l y i n s o l v e n t on t h e f i r s t day of J a n u a r y , 
1924 up t o the da te of i t s c l o s i n g a s a f o r e s a i d , 
and t h a t du r ing a l l the time of s a i d i n s o l v e n c y 
your o r a t o r s and o t h e r c r e d i t o r s of s a i d Bank 
were making d e p o s i t s i n s a i d Bank, and shou ld 
have a s c e r t a i n e d t h a t s a i d D i r e c t o r s were f r a u d -
u l e n t l y h o l d i n g out s a i d Bank t o the p u b l i c and 
to your o r a t o r s a f t e r J a n u a r y 1, 1924, a s a 
f i n a n c i a l l y sound and s o l v e n t i n s t i t u t i o n , y e t 
s a i d F e d e r a l Reserve Bank of Chicago h a v i n g such 
knowledge a s a f o r e s a i d , and "being in formed, o r 
i n the e x e r c i s e of o r d i n a r y c a r e i n t h e p e r -
formance of i t s s a i d d u t i e s , b e i n g f u l l y a d v i s e d 
a s to the i n s o l v e n c y of s a i d Bank and of t he 
n e g l i g e n t conduct of t h e o f f i c e r s and d i r e c t o r s 

of s a i d Bank, approved and con f i rmed t h e k e e p i n g 
open of s a i d Bank a s a s o l v e n t and sound f i n a n -
c i a l i n s t i t u t i o n a s h e r e i n b e f o r e s e t f o r t h , and 
t h e r e b y a b e t t e d and approved t h e n e g l i g e n t and 
f r a u d u l e n t conduct of t h e o f f i c e r s and d i r e c t o r s 
of s a i d Bank i n k e e p i n g s a i d Bank open and i n 
a d d i t i o n t h e r e t o , s a i d F e d e r a l Reserve Bank, 
knowing t h e i n s o l v e n t c o n d i t i o n of s a i d The ITeoga 
N a t i o n a l Bank and knowing t h a t s a i d Bank d i d no t 
have f u n d s of i t s own w i t h which to r educe i t s 
i n d e b t e d n e s s to s a i d F e d e r a l Reserve Bank w i t h o u t 
u s i n g tho f u n d s d e p o s i t e d by your o r a t o r s and 
o t h e r d e p o s i t o r s i n s a i d Bank i n t h e d a i l y t r a n s -
a c t i o n of t h e i r b u s i n e s s , r e q u i r e d s a i d The ITeoga 
N a t i o n a l Bank t o c o n t i n u e to r educe i t s i n d e b t -
edness to s a i d Reserve Bank by u s i n g the moneys 
d e p o s i t e d by your o r S t o r s and o t h e r d e p o s i t o r s ' 
i n The Neoga N a t i o n a l Bank; t h a t by r e a s o n of t h e 
powers c o n f e r r e d by Law upon s a i d F e d e r a l Reserve 
Bank unde r t he f a c t s i n t h i s c a s e , t h e s a i d 
F e d e r a l Reserve Bank became and was a t r u s t e e f o r 
t h e d e p o s i t o r s of The Nooga N a t i o n a l Bank, and 
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was "burdened unde r the law w i t h the du ty of 
p r o t e c t i n g the d e p o s i t o r s of s a i d The Neoga 
N a t i o n a l Bank f rom any l o s s due t o any a c t of 
s a i d F e d e r a l Reserve Bank; and t h a t by r e a s o n 
of t h e s a i d F e d e r a l Reserve Bank c o o p e r a t i n g 
w i t h the o f f i c e r s and d i r e c t o r s of s a i d Bank 
i n t h e i r n e g l i g e n t and f r a u d u l e n t conduct of 
s a i d Bank, your o r a t o r s and o t h e r d e p o s i t o r s 
i n s a i d Bank have s u s t a i n e d l o s s e s i n e x c e s s of 
40 p e r c e n t , of t h e d e p o s i t s made "by your o r a t o r s 
and o t h e r d e p o s i t o r s i n s a i d Bank d u r i n g s a i d 
t i n e , which s a i d d e p o s i t s - of your o r a t o r s i s s e t 
f o r t h i n P a r a g r a p h 22 h e r e o f . " 

Hie f o r e g o i n g a r e a l l of t h e p r o v i s i o n s i n t h s b i l l 

of compla in t d e a l i n g w i t h the s u b j e c t of t he a l l e g e d d u t i e s 

of t h e F e d e r a l Reserve Bank to the c o m p l a i n a n t s . D i s r e g a r d i n g 

f o r t h e moment the a c t i o n of the F e d e r a l Reserve Bank a f t e r 

t he i n s o l v e n c y of t he Neoga Bank, we now a s k : 

Do t h e f o r e g o i n g a l l e g a t i o n s c o n s t i t u t e a cause of 

a c t i o n a g a i n s t t he F e d e r a l Reserve Bank of Chicago? 

R e s t a t i n g the e f f e c t of the f o r e g o i n g ave rmen t s , t h e y 

charge t h a t t h e F e d e r a l Reserve Act r e q u i r e d the ETeoga 

n a t i o n a l Bank t o be a member of the F e d e r a l Reserve Bank of 

Chicago, when e x t e n d i n g c r e d i t t o t he Neoga Bank , to s u p e r -

v i s e and examine i t s b u s i n e s s i n l i k e manner to t h e s u p e r -

v i s i o n and e x a m i n a t i o n e x e r c i s e d by the Compt ro l l e r of t he 

Cur rency . That t h e d i r e c t o r s of the Ueoga Bank were c o n s t a n t l y 

r e q u i r e d t o make r e p o r t s of i t s f i n a n c i a l c o n d i t i o n to the 

Compt ro l l e r of t h e Currency and t o the F e d e r a l Reserve Bank 

of Chicago . That t h e F e d e r a l Reserve Bank of Chicago r e d i s -
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c o u n t e d p a p e r of t h e Heoga n a t i o n a l Bank i n v a r y i n g amounts , 

demanded s e c u r i t y t h e r e f o r , complained of t h e q u a l i t y and 

c h a r a c t e r of t he p a p e r t e n d e r e d by ITeoga Batik f o r r e d i s -

c o u n t i n g , and u l t i m a t e l y had i n i t s hands a s s e c u r i t y f o r 

such l o a n s s u b s t a n t i a l l y a l l of t he a s s e t s of t h e Heoga 

Bank of any s u b s t a n t i a l v a l u e . That the d i r e c t o r s of t he 

Heoga N a t i o n a l Bank made f a l s e and m i s l e a d i n g r e p o r t s of i t s 

c o n d i t i o n to the Compt ro l l e r of t he Cur rency . That the 

F e d e r a l Reserve Bank of Chicago had f u l l and complete a u t h o r -

i t y , w i t h t h e a p p r o v a l of t he F e d e r a l Rese rve Agent , t o make 

s p e c i a l e x a m i n a t i o n s of the Heoga Bank by r e a s o n of i t s 

d i s c o u n t of i t s p a p e r , b u t t h a t t he F e d e r a l Reserve Bank of 

Chicago c o n t i n u e d r e d i s c o u n t i n g Heoga Bank p a p e r and demanding 

s e c u r i t y f o r each r e d i s c o u n t i n g l o a n and a t the same t ime 

c r i t i c i z e d the c l a s s of pape r t e n d e r e d , a n d so h a d knowledge 

t h a t t h e a f f a i r s of t h e Heoga n a t i o n a l Bank were i n d o u b t f u l 

c o n d i t i o n . That h a d the F e d e r a l Reserve Bank of Chicago made 

f u r t h e r e x a m i n a t i o n s , i t would have d i s c o v e r e d t h a t t h e 

d i r e c t o r s of Heoga Bank were f r a u d u l e n t l y h o l d i n g t h a t i n s t i t -

u t i o n out t o the compla inan t s a s a s o l v e n t i n s t i t u t i o n , bu t 

t h a t t h e F e d e r a l Reserve Bank of Chicago b e i n g a d v i s e d of t h e 

i n s o l v e n c y of t h e Heoga Bank and of the n e g l i g e n t conduct of 

i t s o f f i c e r s and d i r e c t o r s approved and c o n f i r m e d t h e k e e p i n g 

open of s a i d bank a s a s o l v e n t and sound f i n a n c i a l i n s t i t u t i o n 
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and. t h e r e b y a b e t t e d and approved the n e g l i g e n t and f r a u d u l e n t 

conduct of i t s o f f i c e r s and d i r e c t o r s . 

I t i s c l e a r t h a t t h e s e averments do no t s t a t e a cause 

of a c t i o n ' a g a i n s t t h e F e d e r a l Reserve Bank of Chicago u t i l e s s 

i t was t h e du ty of f e d e r a l Reserve Banlc to cause examina t ions 

of the a f f a i r s of Hsoga Batik, and, a s the r e s u l t of such 

examinat ion^ to t a k e some a c t i o n upon a showing of i n s o l v e n c y , 

"but t h i s we have shown i n the f o r e g o i n g not t o "be t r u e . The 

whole d u t y , and indeed , the e x c l u s i v e power to make such 

e x a m i n a t i o n s and t ake such d i s c i p l i n a r y a c t i o n w i t h r e g a r d t o 

t h e Neoga Bank i s by s t a t u t e imposed upon the Compt ro l l e r of 

t h e C u r r e n c y . There were on ly two ways i n wh ich the ITeoga 

N a t i o n a l Banlc could have been d e c l a r e d t o be i n s o l v e n t . They 

a r e b o t h s e t f o r t h i n U.SoC.A., T i t l e 12, S e c . 191 . They a r e 

t h a t any c r e d i t o r h a v i n g o b t a i n e d a judgment a g a i n s t t h e 

ITeoga Bank might make a p p l i c a t i o n to t h e Compt ro l l e r of t h e 

Cur rency , accompanying h i s a p p l i c a t i o n by a c e r t i f i e d copy .of 

t he judgment showing i t t o have remained u n s a t i s f i e d f o r 

t h i r t y days and upon such a p p l i c a t i o n t h e Compt ro l l e r would 

a p p o i n t a R e c e i v e r ; and the second method would be t h a t t h e 

Compt ro l l e r shou ld have h i m s e l f become s a t i s f i e d of t h e b a n k ' s 

i n s o l v e n c y a f t e r an examina t i on of i t s a f f a i r s . 

I f the F e d e r a l Reserve Bank of Chicago h a d made an 

examina t i on o r h a d i n any o t h e r manner become s a t i s f i e d of 
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t he i n s o l v e n c y of t he Neoga Bank, i t would have h a d no r i g h t 

to d e c l a r e t h a t f a c t o r to make any a p p l i c a t i o n to t h e Comp-

t r o l l e r t o d e c l a r e i t w i t h o u t f i r s t h a v i n g p u t i t s e l f i n t o 

t h e eairle p o s i t i o n as kny o t h e r C r e d i t o r "by s e c u r i n g a judgment 

a g a i n s t t h e Neoga Bank and send ing a c e r t i f i e d copy of such 

u n s a t i s f i e d judgment to the Compt ro l l e r w i t h i t s a p p l i c a t i o n . 

The F e d e r a l Reserve Baric of Chicago h a d t h e r i g h t , 

unde r some c i r c u m s t a n c e s , t o make supp lementa l examina t i ons 

of t h e Neoga N a t i o n a l Bank f o r i t s own i n f o r m a t i o n i n the 

e x t e n s i o n of c r e d i t and f o r t he p r o t e c t i o n bo th of t h e p u b l i c 

i n t e r e s t and of t h e i n t e r e s t of the o t h e r member hanks i n t h e 

F e d e r a l Rese rve Bank of Chicago, "but i f i n t he course of such 

e x a m i n a t i o n s i t h a d come to the c o n c l u s i o n t h a t the Neoga 

N a t i o n a l Bank was i n s o l v e n t and had c a l l e d i t s "belief to t h e 

a t t e n t i o n of t he Compt ro l l e r of the Currency and t h e Comp-

t r o l l e r h a d come t o a d i f f e r e n t c o n c l u s i o n , t h e F e d e r a l 

Rouorve Bank of Chicago, l i k e any o t h e r i n d i v i d u a l , would 

have "been f o r e c l o s e d and e s t o p p e d "by t h e o f f i c i a l d e t e r m i n a t i o n 

of t h e C o m p t r o l l e r of t h e Currency t o whom a l o n e t h e power t o 

de te rmine t h a t f a c t i s commit ted. 

As a m a t t e r of f a c t t he t h e o r y of t h e a l l e g a t i o n s , 

which a r e now "being c o n s i d e r e d , i s a t o t a l m i s c o n c e p t i o n of 

t h e f u n c t i o n <f the F e d e r a l r e s e r v e "bank toward i t s member 

b a n k s . The F e d e r a l Reserve Act c r e a t e s t he F e d e r a l Rese rve 
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System t o be of a s s i s t a n c e to member banks , not so much f o r 

t he b e n e f i t of the member banks , a s f o r the b e n e f i t of the 

e n t i r e f i s c a l and f i n a n c i a l s i t u a t i o n i n t h e c o u n t r y , and 

p r a c t i c e under t h e F e d e r a l Reserve Act shows t h a t t h i s purpose 

h a s f rom t h e f i r s t been u n d e r s t o o d and f o l l o w e d . Member banks 

t e m p o r a r i l y i h t r o u b l e go to the F e d e r a l r e s e r v e banks to a i d 

them t o t i d e over t h e i r temporary d i f f i c u l t i e s and t h e F e d e r a l 

r e s e r v e bank b r i n g s to t h e suppor t of an embar ra s sed member 

the a g g r e g a t e d s t r e n g t h of the D i s t r i c t . Every c o n s i d e r a t i o n 

of wisdom and p o l i c y approves the a c t i o n of Congress i n t hus 

e x c e p t i n g t h e d i s c i p l i n a r y c o n t r o l of n a t i o n a l banks from t h e 

F e d e r a l r e s e r v e banks , whose du ty i t i s to p r e v e n t bank f a i l -

u r e s , no t t o b r i n g them abou t , to go p e r h a p s beyond t h e 

l e n g t h s of p rudence and f o r b e a r a n c e i n t h e a i d of weak members 

i n o r d e r , i f p o s s i b l e , t o a v e r t t he n e c e s s i t y of u l t i m a t e 

f a i l u r e . A l l t h e p r o v i s i o n s of the F e d e r a l Reserve Act i t s e l f 

show t h a t t h i s was t h e p u r p o s e of Congress , b u t i n o r d e r t o 

l e a v e no doubt abou t i t , the F e d e r a l Reserve Act i t s e l f con-

t a i n s s p e c i f i c r e f e r e n c e s to t h e o f f i c i a l e x a m i n a t i o n s of 

member banks by t h e C o m p t r o l l e r . . Thus i n U.S..C.A. S e c . 482, 

the F e d e r a l Reserve Board i s g i v e n power, upon the recommen-

d a t i o n of t he C o m p t r o l l e r of the Currency , t o f i x the s a l a r i e s 

of bank examine r s , b u t t he i n i t i a t i v e h e r e l i e s w i t h t h e 

C o m p t r o l l e r . ; I n U .S ,C ,A . , S e c . 483, t h e power t o make s p e c i a l 
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examina t i on i s g i v e n t o the F e d e r a l r e s e r v e "banks, "but t h e s e 

s p e c i a l examina t ions a r e , "by t h e l anguage of t h e s t a t u t e , i n 

a d d i t i o n to examina t ions made and conducted "by t h e Compt ro l l e r 

of t h e Currency and t h e F e d e r a l r e s e r v e bank may not make 

t h e s e s p e c i a l examina t ions w i t h o u t f i r s t hav ing t h e a p p r o v a l 

of t h e F e d e r a l r e s e r v e agen t or t he F e d e r a l Reserve Board, 

and t h e n , i h o r d e r to p r e v e n t any p o s s i b l e m i s c o n s t r u c t i o n , 

U .S .C .A. Sec . 484 p r o v i d e s t h a t no bank s h a l l have any 

v i s i t o r i a l powers o t h e r t h a n such as a r e a u t h o r i z e d by law or 

v e s t e d i n t h e c o u r t s , or s h a l l be , or have been , e x o r c i s e d by 

e i t h e r House of Congress or any committee t h e r e o f . 

To e s t a b l i s h a cause of a c t i o n a g a i n s t t h e F e d e r a l 

Reserve Bank of Chicago i n t h i s b e h a l f , i t would be n e c e s s a r y 

to show t h a t t he F e d e r a l Reserve Bank was under a du ty to the 

c o m p l a i n a n t s which i t had n e g l i g e n t l y f a i l e d t o p e r f o r m . 

There b e i n g no such du ty , t h e r e can be no such d e l i c t a s i s 

a l l e g e d . . 

2 . The A c t i o n of F e d e r a l Reserve Bank of 
Chicago A f t e r the In so lvency of t h e 
ITeoga n a t i o n a l Bank. 

The a l l e g a t i o n s i n t h e p e t i t i o n w i t h r e g a r d t o the 

conduct of the F e d e r a l Reserve Bank of Chicago a f t e r the 

i n s o l v e n c y of t h e ITeoga Bank m a n i f e s t l y have n o t h i n g to do 

w i t h the w r o n g f u l a c t s and n e g l e c t s a l l e g e d a g a i n s t t h e 

d i r e c t o r s and o f f i c e r s of t he ITeoga Bank. The a l l e g a t i o n s i n 
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q u e s t i o n a r e a s f o l l o w s ; 

P a r a g r a p h s 18 and. 19 of the "b i l l , page 17, a r e a s 

f o l l o w s : 

" O r a t o r s f u r t h e r r e p r e s e n t t h a t when The 
Neoga n a t i o n a l Bank c l o s e d i t s doors on J a n u a r y 
12, 1925, the s a i d F e d e r a l Reserve Bank took 
un to i t s e l f a l l the r e d i s c o u n t s and c o l l a t e r a l 
on d e p o s i t w i t h i t amounting to a p p r o x i m a t e l y 
$120,000 and the r e s e r v e f u n d on d e p o s i t w i t h i t 
amount ing to a p p r o x i m a t e l y $10 ,000 and t h e s t o c k 
i n the s a i d F e d e r a l Reserve Bank of t h e approximate 
va lue of $1000.00 and k e p t and p a i d i t s e l f i n f u l l 
t h e r e f r o m and t u r n e d the "balance of s a i d c o l l a t e r a l 
and r e d i s c o u n t s over to the R e c e i v e r t h e r e b y making 
i t s e l f a p r e f e r r e d c r e d i t o r of The Neoga N a t i o n a l 
Bank; t h a t t he t r a n s f e r s of t he n o t e s and "b i l l s of 
The 'Neoga N a t i o n a l Bank t o the s a i d F e d e r a l Reserve 
Bank were a l l made a f t e r the s a i d Neoga N a t i o n a l 
Bank "became i n s o l v e n t and a f t e r such i n s o l v e n c y 
would have become known to t h e F e d e r a l Reserve 
Bank i f i t had u s e d o r d i n a r y c a r e i n and abou t t h e 
p e r f o r m a n c e of i t s d u t i e s owing to t h e p u b l i c and 
t h a t unde r the F e d e r a l Banking Laws such t r a n s f e r s 
were u t t e r l y n u l l and v o i d a s a g a i n s t your o r a t o r s 
and t h a t t h e F e d e r a l Reserve Bank shou ld be r e -
q u i r e d t o t u r n over to the R e c e i v e r a l l t h e f u n d s , 
n o t e s and b i l l s i n i t s hands on J a n u a r y 12, 1925, 
and s h o u l d bo p u t on t h e same b a s i s a s any o t h e r 
c r e d i t o r of s a i d Bank; and t h a t b e i n g so a d v i s e d 
a s t o t h e c o n d i t i o n s of t h e a f f a i r s of The Neoga 
N a t i o n a l Bank t h e s a i d F e d e r a l Reserve Bank of 
Chicago, connived , c o n s e n t e d and c o o p e r a t e d w i t h 
t h e d i r e c t o r s and o f f i c e r s of The Neoga N a t i o n a l 
Bank t h e r e b y p e r m i t t i n g t h e m a n i p u l a t i o n of t he 
d e p o s i t s of s a i d Bank, the management and c o n t r o l 
of s a i d bank t o t h e i n j u r y and damage of your 
o r a t o r s and t h e r e b y committed a f r a u d upon your 
o r a t o r s and o t h e r d e p o s i t o r s . 

"19 . O r a t o r s f u r t h e r r e p r e s e n t t h a t a t t h e 
t ime of c l o s i n g s a i d Bank your o r a t o r s and o t h e r 
d e p o s i t o r s h a d on d e p o s i t a p p r o x i m a t e l y $116 ,381 .46 ; 
t h a t t he l o a n s and d i s c o u n t s owned by s a i d Bank had 
a f a c e v a l u e of $170 ,655 .88 and o v e r - d r a f t s amounting 
to $1881.45 and h a d o t h e r a s s e t s amounting t o 
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$38 ,430 .79 which shou ld have been a p p l i e d to t h e 
payment of your o r a t o r s ; t h a t t h e s a i d D i r e c t o r s 
p e r m i t t e d t h e F e d e r a l Reserve Bank to pay i t s e l f 
i n f u l l t he sim of a p p r o x i m a t e l y $51 ,000 out of s a i d 
a s s e t s a s a p r e f e r r e d c r e d i t o r of s a i d Bank; t h a t the 
s a i d F e d e r a l Reserve Bank h a v i n g f u l l knowledge of the 
s i t u a t i o n and of the a f f a i r s of The Neoga N a t i o n a l 
Bank unde r t h e N a t i o n a l Banking Laws h a d no a u t h o r -
i t y o r r i g h t to make i t s e l f a p r e f e r r e d c r e d i t o r , 
y e t t h e R e c e i v e r of s a i d Bank and the D i r e c t o r s 
s t o o d by and a b e t t e d the s a i d F e d e r a l Rese rve Bank 
i n t a k i n g advantage of i t s own wrong and p e r m i t t i n g 
i t t o be p a i d i n f u l l and d e p r i v i n g your o r a t o r s 
and o t h e r d e p o s i t o r s of s a i d Bank of a f a i r , j u s t 
and equa l d i s t r i b u t i o n of t h e a s s e t s of s a i d Bank 
and t h a t i n e q u i t y and i n good c o n s c i e n c e t h e Fed-
e r a l Reserve Bank of Chicago shou ld be compel led a s 
a t r u s t e e unde r the c i r c u m s t a n c e s t o pay over to 
t h e R e c e i v e r of s a i d Bank the s a i d sum of a p p r o x i -
m a t e l y $51,000 and s h o u l d be made amen,e b i o to t h o 
law a s o t h o r c r e d i t o r s of s a i d Bank and t h a t t h e 
s a i d D i r e c t o r s of s a i d Bank s h o u l d be r e q u i r e d t o 
make good t o your o r a t o r s and o t h e r d e p o s i t o r s 
t h e i r p r o r a t a sha re of s a i d $51 ,000 . " 

The n e t e f f e c t of t h e s e averments i s t h a t a f t e r 

t he ITeoga N a t i o n a l Bank c l o s e d i t s doors , th rough t h e a c t i o n 

of t h e C o m p t r o l l e r , the F e d e r a l Reserve Bank of Chicago 

a p p r o p r i a t e d t h e s t o c k of the Neoga Bank i n t h e Chicago Bank 

of t h e v a l u e of $1000 .00 , t h e r e s e r v e f u n d of t h e Neoga Bank 

amount ing to $10 ,000 .00 and so much a s was n e c e s s a r y of t h e 

c o l l a t e r a l i n i t s hands s e c u r i n g r e d i s c o u n t s t o pay t h e deb t s 

of t h e Neoga Bank t o the F e d e r a l Reserve Bank, and r e t u r n e d 

t h e b a l a n c e i n i t s hands to t h e R e c e i v e r of t h o Neoga Bank. 

Tho a l l e g a t i o n s t h a t tho F e d e r a l Reserve Bank of Chicago 
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conn ived , consented, and c o o p e r a t e d w i t h the d i r e c t o r s and 

o f f i c e r s of t h e Heogd. Sank to s e c u r e a p re fe reh . ce i s , of 

c o u r s e , a c o n c l u s i o n of law f l a t l y a t v a r i a n c e w i t h t h e f a c t s 

p l eaded* The fedelre.X .Bes.ferye Bank of Chicago was n o t , and 

d i d n o t "become, a p r e f e r r e d c r e d i t o r . I t was and remained a 

s e c u r e d c r e d i t o r * 

I t i s not a l l e g e d i n the t i l l of c o m p l a i n t , and 

c o u l d no t have been , t h a t the F e d e r a l Reserve Bank of Chicago 

s e c u r e d any of t h e r e s o u r c e s of t he Ueoga N a t i o n a l Bank as 

a n u n l a w f u l p r e f e r e n c e . A l l t h e a s s e t s of t he Heoga Bank i n 

i t s hands came i n t o i t s p o s s e s s i o n i n due c o u r s e f o r v a l u e 

r e c e i v e d and p u r s u a n t t o l aw . Thus t h e $1000.00 i n v e s t e d i n 

the c a p i t a l s t o c k of t h e F e d e r a l Rese rve Bank of Chicago was 

a n i n v e s t m e n t r e q u i r e d to be made by a member bank, t h e r e s e r v e 

f u n d s of t h e Neoga n a t i o n a l Bank were d e p o s i t s r e q u i r e d to be 

made by law f o r s p e c i f i c p u r p o s e s and to be a d m i n i s t e r e d i n 

f u r t h e r a n c e of t h o s e p u r p o s e s . The s e c u r i t i e s f o r l o a n s 

s i m i l a r l y were r e q u i r e d t o be e x a c t e d by t h e F e d e r a l Reserve 

Board of Chicago by t h e law which a u t h o r i z e d t h o s e l o a n s . 

The a p p l i c a t i o n by t h e F e d e r a l Reserve Bank of Chicago 

of t h e a s s e t s of t h e Heoga Bank i n i t s hands to t h e payment of 

t h e d e b t s due t o i t was n e c e s s a r y c a r r y ou t t he p u r p o s e of 

t h e F e d e r a l Reserve System. I f t he F e d e r a l Reserve Bank of 

Chicago h a d r e t u r n e d a l l t h e s e a s s e t s t o t he R e c e i v e r and had 
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"become mere ly a g e n e r a l c r e d i t o r of the Neoga Bank, t h e l o s s 

s u s t a i n e d would have t e e n a l o s s to t he o t h e r member "banks of 

t he F e d e r a l R e s e j ^ e Bank of Chicago, s i n c e a l l the r e s o u r c e s 

of t he F e d e r a l Reserve Bank of Chicago be longed t o t h e member 

"banks and a r e made up of t h e i r i n v e s t m e n t s i n i t s c a p i t a l 

s t o c k and t h e i r r e s e r v e d e p o s i t s . The p l a i n p u r p o s e of the 

F e d e r a l Rese rve Act i s to accumula te t h e s e r e s o u r c e s of t h e 

members t o make them a v a i l a b l e t o t h e members unde r c o n d i t i o n s 

of s a f e t y and s e c u r i t y . I f t he F e d e r a l r e s e r v e banks were 

r e q u i r e d t o s u s t a i n l o s s e s i n t h e s e r e s o u r c e s i n t he manner 

s u g g e s t e d by the b i l l of compla in t , t h e n i n s t e a d of b e i n g a 

s o u r c e of s t r e n g t h to t h e f i n a n c i a l s t r u c t u r e of t h e c o u n t r y , 

t h e F e d e r a l r e s e r v e banks would be a source of weakness , a s 

eve ry such l o s s would p r o t a n t o a f f e c t t he s t r e n g t h of a l l 

member banks and t h u s s p r e a d t h e consequences of l o c a l l o s s 

t h roughou t t he whole s t r u c t u r e . Th is i d e a was s u g g e s t e d t o 

the Congress i n t h e amendment p r o p o s i n g a g u a r a n t e e of d e p o s i t s 

i n member banks t h rough t h e F e d e r a l r e s e r v e banks b u t was r e -

j e c t e d a s b e i n g a t v a r i a n c e w i t h the pu rpose of t h e F e d e r a l 

Rese rve Sys tem. 

D e a l i n g s p e c i f i c a l l y w i t h t h e t h r e e i t e m s of a s s e t s 

of t h e Neoga N a t i o n a l Bank, we t a k e up f i r s t : 

F e d e r a l Reserve Bank of Chicago was 
E n t i t l e d to A p p r o p r i a t e t h e S tock I n t e r e s t 
of t h e Neoga Bank. 
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S e c t i o n 6 of the F e d e r a l lie s e rve Act (U .S .C .A. , 

T i t l e 12, Ch, 3, S e c . 288) p r o v i d e s : 

" I f any member "bank s h a l l "be d e c l a r e d 
i n s o l v e n t and a R e c e i v e r a p p o i n t e d t h e r e f o r , 
t h e s t o c k h e l d by i t i n s a i d f e d e r a l r e s e r v e 
bank s h a l l be c a n c e l l e d w i t h o u t impairment 
of i t s l i a b i l i t y , and a l l cash p a i d s u b s c r i p -
t i o n s on s a i d s t o c k , w i t h o n e - h a l f of one p e r 
centum p e r month f rom tho p e r i o d of l a s t 
d i v i d e n d , no t to exceed t h e book v a l u e t h e r e o f , 
s h a l l be f i r s t a p p l i e d t o a l l deb t s of tho 
i n s o l v e n t member bank t o t h e F e d e r a l r e s e r v e 
bank and tho b a l a n c e , i f any, s h a l l be p a i d 
t o t h e R e c e i v e r of the i n s o l v e n t b a n k . " 

I t w i l l be obse rved t h a t i n the f o r e g o i n g q u o t a t i o n 

f rom t h e s t a t u t e , t h i s a p p l i c a t i o n of p a i d s u b s c r i p t i o n s t o 

c a p i t a l s t o c k i s made mandatory by the u s e o f t h e word " s h a l l " . 

The Supreme Cour t of t he U n i t e d S t a t e s i n Farmers & Merchants Bank 

of Monroe v . F e d e r a l Reserve Bank of Richmond, 262. U . S . 649, 

s a y s , a t page 663; 

11 This s t a t u t e appea r s to have been drawn 
w i t h g r o a t c a r e . Throughout tho Act t h e 
d i s t i n c t i o n i s c l e a r l y made between what tho 
Board and t h e r e s e r v e banks ' s h a l l ' do and 
what t h e y 'may' do . " 

The s u b s c r i p t i o n s to tho c a p i t a l s t o c k of t h e F e d e r a l 

r e s e r v e banks by n a t i o n a l banks a r e made mandatory by tho 

F e d e r a l R e s e r v e Act (U.S .C.A. T i t l e 12, Ch. 3, S e c . 282) and 

t h e amount i s f i x e d a t a sum equa l t o s i x p e r centum of t h e 

p a i d up c a p i t a l s t o c k and s u r p l u s of each member. I n view 

of t h e s e r e q u i r e m e n t s of t he F e d e r a l Reserve Act , t h e 
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F e d e r a l Reserve Bank of Chicago had no a l t e r n a t i v e and the 

compla inan t s must "be h e l d to have d e a l t w i t h the lleoga Bank 

w i t h knowledge of i t s inves tment i n t he c a p i t a l s t o c k of t h e 

F e d e r a l Rese rve Bank of Chicago, and the p r e f e r e n c e c r e a t e d 

by law i n f a v o r of t he F e d e r a l Reserve Bank of Chicago to 

t h e e x t e n t of any i n d e b t e d n e s s to i t "by the Ueoga N a t i o n a l 

Bank. 

The F e d e r a l Reserve Bank of Chicago was 
E n t i t l e d to S e t Off Aga ins t t h e Rese rve 
Fund of t h e Neoga Bank any I n d e b t e d n e s s 
due I t f rom t h a t Bank. 

The second a s s e t i t em of the Neoga N a t i o n a l Bank a s to 

which compla inan t s complain h a d t o do w i t h " t h e r e s e r v e f u n d 

on d e p o s i t w i t h the F e d e r a l Reserve Bank of Chicago amount ing 

to a p p r o x i m a t e l y $ 1 0 , 0 0 0 . 0 0 . " 

Rese rve f u n d s i n F e d e r a l r e s e r v e banks d e p o s i t e d unde r 

S e c t i o n 19 of t he F e d e r a l Reserve Act (U.S .C.A. Ch. 3 , S e c . 

462) c o n s t i t u t e a c r e d i t b a l a n c e . The member bank d e p o s i t s 

checks and o t h e r i t ems w i t h the F e d e r a l r e s e r v e bank d a i l y t o 

t h e c r e d i t of t h i s a ccoun t and draws i t s own checks on i t s 

b a l a n c e i n the t r a n s a c t i o n of i t s d a i l y b u s i n e s s * By s t a t u t e 

(U.S .C.A. Ch. 3 , S e c . 464) t h i s b a l a n c e i s made s u b j o c t t o 

be checked a g a i n s t and wi thdrawn by the mombor bank f o r tho 

p u r p o s e of m e e t i n g e x i s t i n g l i a b i l i t i e s . I t was, t h e r e f o r e , 

l i k e a n o r d i n a r y accoun t m a i n t a i n e d i n a bank by a d e p o s i t o r . 
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Heoga Bank ttdtxld ha,ve drawn a check upon i t any day to 

pay any i n d e b t e d n e s s f rom i t t o the F e d e r a l Reserve Bank 

of Chicago and , on t h e d e c l a r a t i o n of t he i n s o l v e n c y of Neoga 

Bank, t h i s f u n d i n t h e hands of F e d e r a l Reserve Bank of 

Chicago was s u b j e c t t o an o r d i n a r y "banker 's l i e n to he s e t 

o f f a g a i n s t any i n d e b t e d n e s s f rom the Heoga Bank to i t . The 

law i s e n t i r e l y w e l l s e t t l e d t h a t a "bank upon the i n s o l v e n c y 

of i t s d e p o s i t o r may a p p l y t h a "balances r e m a i n i n g on d e p o s i t 

i n open a c c o u n t s i n payment of o b l i g a t i o n s duo i t f rom such 

d e p o s i t o r . A F e d e r a l r e s e r v e bank i s i n e f f e c t a b a n k e r ' s 

bank a n d the r e l a t i o n s h i p between i t and i t s members i s i n 

many r e s p e c t s s i m i l a r to the r e l a t i o n e x i s t i n g be tween a n 

o r d i n a r y bank and i n d i v i d u a l d e p o s i t o r s . The r u l e w i t h r e g a r d 

t o b a n k e r ' s l i e n s , more p r o p e r l y a r i g h t of s e t - o f f , i s no t 

p e c u l i a r t o banks bu t i s a n outgrowth of the g e n e r a l d o c t r i n e 

of s e t - o f f and h a s been r e p e a t e d l y r e c o g n i z e d by t h e S t a t e 

and F e d e r a l c o u r t s a l i k e b o t h where t h e d e p o s i t o r was an 
a 

i n d i v i d u a l a n d where t h e d e p o s i t o r was /bank . 

S c o t t v . Armstrong, 146 U.S . 499 . 
S t u d l e y v . B o y l s t o n Bank, 329 U .S . 523 . 

The l a t t e r of t h e s e c a s e s a r o s e i n a b a n k r u p t c y p r o -

c e e d i n g , b u t t h e Supreme Court s p e c i f i c a l l y r e c o g n i z e d t h a t 

tho r i g h t was no t c r e a t e d by the Bankruptcy Act , b u t was a n 

ou tgrowth of s e t - o f f . (See page 5 2 8 ) . 
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A s i m i l a r c a s e , F e d e r a l Reserve Bank of Minneapol i s 

v . F i r s t N a t i o n a l Bank of Eureka , 377 Fed, 300 (1921) , a r o s e 

f rom t h e c l o s i n g of a n a t i o n a l "bank "by t h e C o m p t r o l l e r of t h e 

C u r r e n c y . A R e c e i v e r had "been a p p o i n t e d and t h e F e d e r a l 

Rese rve Bank i n s i s t e d upon i t s r i g h t to c a n c e l t h e member 's 

s t o c k and a p p l y t h a t and the r e s e r v e d e p o s i t of the mbaber 

bank t o the payment of t he member "bank's o b l i g a t i o n s . These 

o b l i g a t i o n s a r o s e by the endorsement of papur of t he member 

bank f o r r e d i s c o u n t . I t was con tandad on b e h a l f of t h e Re-

c e i v e r t h a t t he F e d e r a l Reserve Bank must f i r s t exhaus t t h e 

makers of t he p a p e r and a s s e r t on ly a secondary l i a b i l i t y 

a g a i n s t t h e member bank . The c o u r t , however, h o l d t h a t t h e 

o b j e c t of the F e d e r a l Reserve Act was a t a l l h a z a r d s t o secu ro 

t h e F e d e r a l r e s e r v e banks and t h a t endorsement f o r r e d i s c o u n t 

by a member bank c o n s t i t u t e d a p r i m a r y l i a b i l i t y and approved 

t h e a c t i o n of t h e F e d e r a l Reserve Bank i n a p p l y i n g the r e s e r v e 

b a l a n c e and t h e p r o c e e d s of t h e member 's s t o c k immedia te ly and 

w i t h o u t f i r s t e x h a u s t i n g the makers of t h e p a p e r . On page 

302 t h e c o u r t s a y s : 

" I f t h e pu rpose and i n t e n t of t h e 
s t a t u t e s and r u l e s and r e g u l a t i o n s above 
r e f e r r e d t o a r e t o be r e c o g n i z e d , i t i s 
t he e v i d e n t i n t e n t and pu rpose t o p r o t e c t 
t h e bank i n i t s s e r v i c e , and the advancement 
of f u n d s t o member banks , and upon the r e c e i p t 
of t h e n o t e s of t h e bank and c o l l a t e r a l n o t e s 
w i t h the endorsement of t he bank.". 

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



X-6130 
35 

The c o u r t h e r e r e c o g n i z e s t h e d i s t i n c t i o n which we 

have p o i n t e d ou t a b o v e . The f u n c t i o n of F e d e r a l r e s e r v e 

"banks i s t o a i d , n u r s e and, i f p o s s i b l e , save member b a n k s . 

Every s a f e g u a r d i s thrown a round t h e i r p e r f o r m a n c e of t h i s 

f u n c t i o n . I t i s no t r e q u i r e d to be p e r f o r m e d a t t he h a z a r d 

of i t s own r e s o u r c e s , which a r e , a f t e r a l l , t h e r e s o u r c e s of 

i t s o t h e r member b a n k s . I t h a s no g e n e r a l v i s i t o r i a l or 

d i s c i p l i n a r y f u n c t i o n . Pe r c o n t r a , the v i s i t o r i a l a n d d i s -

c i p l i n a r y power of t h e Government i s v e s t e d i n t h e C o m p t r o l l e r 

of t h e Currency and i n him a l o n e . 

F e d e r a l Heserve Bank of Chicago Was E n t i t l e d 
t o R e t a i n and Apply t h e C o l l a t e r a l Which I t 
Had Rece ived f o r R e d i s c o u n t i n g of P a p e r , 

The 1 8 t h and 19 th p a r a g r a p h s of t h e amended b i l l a l l e g e 

r e p e a t e d l y t h a t t h e F e d e r a l Reserve Bank h a s made i t s e l f a 

p r e f e r r e d c r e d i t o r . Che f a c t s a l l e g e d by the b i l l , however , 

a r e t h a t t h e F e d e r a l Reserve Bank was a s e c u r e d c r e d i t o r a s to 

t h e c o l l a t e r a l demanded and r e c e i v e d by i t t o p r o t e c t l o a n s 

made t o t h e Neoga Bank. 

P a r a g r a p h 18 of t h e amended b i l l a l l e g e s t h a t t h e 

F e d e r a l R e s e r v e Bank, a f t e r s a t i s f y i n g the i n d e b t e d n e s s t o i t 

of Neoga Bank, t u r n e d - t h e b a l a n c e of t he c o l l a t e r a l and r e -

d i s c o u n t s over to t he R e c e i v e r of t h e Neoga Bank. 

The m a t t e r of r e d i s c o u n t s i s c o v e r e d i n S e c t i o n 13 

of the F e d e r a l Rese rve Act ( ILS .C.A. Ch. 3* S e c . 343) which 
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provides: 

"Upon the indorsement;; of any of i t s 
member banks, which sha l l "bo deemed a 
waiver of demand, notice, and protes t by 
such bank as to i t s own indorsement ex-* 
c l u s i v e l y , any Federal reserve "bank may 
discount notes , d r a f t s , and b i l l s of exchange, 
a r i s i n g out of actual commercial transactions; 
that i s , notes,, d r a f t s , and b i l l s of exchange 
i s sued or drawn for agr icu l tura l , i n d u s t r i a l . , 
or commercial purposes, or the proceeds of 
which have been Used, or are to be used, for 
such purposes, the Federal Reserve Board to 
have "the r ight to determine or def ine the 
character of the paper thus e l i g i b l e f o r 
discount, within the meaning of t h i s chapter." 

By the provis ions of Sect ions 344 and 346, addit ional 

author i ty i s g iven to discount other forms of paper, including 

acceptances, and by Sect ion 34?, i t i s provided: 

"Any Federal reserve bank may make advances 
to i t s member banks on the ir promissory notes 
f o r a period not exceeding f i f t e e n days at 
ra te s to be e s tab l i shed by such Federal reserve 
banks, subject to the review and determination 
of the Federal Reserve Board,, provided such 
promissory notes are secured by such notes , 
d r a f t s , b i l l s of exchange# or bankers1 accept-
ances as are e l i g i b l e for rediscount or f o r 
purchase by Federal reserve banks under the 
prov i s ions of t h i s chapter, or by the deposit 
or pledge of bonds or notes of the United 
S t a t e s . " 

Limitat ions are imposed upon t h i s power by Sect ion 

352 and prov i s ion i s made f o r the regulat ion of the r e d i s -

count rate from time to time. This l a t t e r i s one of the 

v i t a l powers i n the Federal Reserve Act. Through i t the 

Government contro ls the tendency to speculat ion and regulates 
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i n t h e p u b l i c i n t e r e s t the a v a i l a b i l i t y of l o a n money. 

I t i s ve ry impor t an t , f u r t h e r , t o note t h a t the 

p r o v i s i o n of e l a s t i c i t y i n the cu r rency was one of t h e g r e a t 

o b j e c t s i n the F e d e r a l Reserve Act, and t h a t t h i s o b j e c t • 

was accompl i shed by the a u t h o r i z a t i o n of Fede ra l r e s e r v e n o t e s . 

These n o t e s c o n s t i t u t e now a l a r g e p a r t of our currency* They 

a r e p r o t e c t e d by the d e p o s i t w i t h the F e d e r a l r e s e r v e agen t 

a s c o l l a t e r a l s e c u r i t y of paper r e d i s c o u n t e d by the F e d e r a l 

r e s e r v e banks , so t h a t i t i s of the very h i g h e s t importance 

t h a t r e d i s c o u n t e d p a p e r should be f u l l y p r o t e c t e d by the most 

adequa te s e c u r i t y # 

I n S e c t i o n 16 of the F e d e r a l Reserve Act (U.S .C.A. , 

Ch. 3 , S e e . 412) i t i s p r o v i d e d ; 

"Any F e d o t a l r b s e r v e bank: may melco 
a p p l i c a t i o n W ihS l o c a l f e d e r a l r e s e r v e 
agen t f o r such amount of t h e Fede ra l r e s e r v e 
n o t e s h e r e i n b e f o r e p rov ided f o r a s i t may 
r e q u i r e . Such a p p l i c a t i o n s h a l l be accompanied 
w i t h a t ende r t o the l o c a l Fede ra l r e s e r v e 
a g e n t of c o l l a t e r a l i n amount equal to t h e 
sum of the F e d e r a l r e s e r v e n o t e s thus a p p l i e d 
f o r and i s s u e d p u r s u a n t t o such a p p l i c a t i o n . 
********The s a i d F e d e r a l Reserve Board may a t 
any t ime c a l l upon a F e d e r a l r e s e r v e bank f o r 
a d d i t i o n a l s e c u r i t y t o p r o t e c t the F e d e r a l 
r e s e r v e n o t e s i s s u e d to i t . " 

I t was, t h e r e f o r e , no t on ly the r i g h t , b u t the p l a i n 

du ty , under t h i s s t a t u t e of t h e F e d e r a l Rosorve Bank of 

Chicago t o demand, r e c e i v e and h o l d c o l l a t e r a l , which, i n i t s 

j u d g n e n t , f u l l y p r o t e c t e d r e d i s c o u n t e d p a p e r of Neoga n a t i o n a l 
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Bank. E e s u l t a n t l y F e d e r a l r e s e r v e n o t e s "based, upon the r e d i s -

coun t p a p e r have e n t e r e d i n t o the g e n e r a l c u r r e n c y of t he 

c o u n t r y and t h e so lvency of r e d i s c o u n t e d p a p e r i s the "basis 

upon which F e d e r a l r e s e r v e c u r r e n c y r e s t s . 

I t t h u s a p p e a r s t h a t i n a l l t h r e e of t h e m a t t e r s com-

p l a i n e d o f , t h e F e d e r a l Reserve Bank of Chicago a c t e d w i t h i n 

t h e p l a i n language or n e c e s s i t i e s of the s t a t u t e . The Neoga 

n a t i o n a l Bank s e c u r e d va lue r e c e i v e d f o r a l l of i t s a s s e t s i n 

t h e hands of t he F e d e r a l Reserve Bank of Chicago and t h o s e 

a s s e t s were a p p l i e d i n acco rdance w i t h the o b l i g a t i o n s of t h e 

Neoga N a t i o n a l Bank, a l l of which were c r e a t e d "by law and 

were , t h e r e f o r e , known t o d e p o s i t o r s i n t h e Neoga Bank. 

I n t h e f o r e g o i n g we have demons t r a t ed t h a t t h e F e d e r a l 

Reserve Bank of Chicago was g u i l t y of no "breach of du ty toward 

the c o m p l a i n a n t s , "bat, on the c o n t r a r y , a c t e d i n acco rdance 

w i t h t h e law i n a l l r e s p e c t s . I t i s , t h e r e f o r e , r e s p e c t f u l l y 

s u b m i t t e d t h a t the amended b i l l does not s t a t e a cause of 

a c t i o n a g a i n s t t h e F e d e r a l Reserve Bank of Chicago . 
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I I . 

THERE IS A MISJOINDER OF CAUSES OF ACTION 
IN THE AMENDED BILL 

We have shown i n t h e f o r e g o i n g pages t h a t no cause of 

a c t i o n i s s t a t e d i n the amended b i l l a g a i n s t the F e d e r a l 

Rese rve Bank of Chicago, "but, a p a r t f rom t h o s e q u e s t i o n s , we 

submi t t h a t t h e r e i s an improper j o i n d e r of t he c a u s e s of 

a c t i o n a g a i n s t t h e o f f i c e r s and d i r e c t o r s of the Neoga Bank 

on t h e one hand and those supposed to e x i s t a g a i n s t t h e 

F e d e r a l Rese rve Bank of Chicago on t h e o t h e r . 

We have s een t h a t t h e b i l l a s s e r t s t h e l i a b i l i t y of 

t h e F e d e r a l Rese rve Bank of Chicago upon two d i s t i n c t t h e o r i e s 

which we have d i s c u s s e d i n d e t a i l . These a r e ; 

1 . That t h e r e was a b r e a c h of du ty growing out 
of t he n e g l i g e n t or c a r e l e s s f a i l u r e on t h e 
p a r t of t h e F e d e r a l Reserve Bank of Chicago to 
examine t h e Neoga Bank. 

2 . That t he F e d e r a l Reserve Bank of Chicago was 
g u i l t y of some wrong, because of t h e a c t i o n 
t a k e n by i t a f t e r t he i n s o l v e n c y of t he Neoga 
bank i n a p p r o p r i a t i n g the a s s e t s i n i t s h a n d s . 

On t h e o t h e r hand, t h e r e a r e two d i s t i n c t c a u s e s of 

a c t i o n s t a t e d a g a i n s t t h e o f f i c e r s and d i r e c t o r s of the Neoga 

Bank, which may be b r i e f l y summarized a s f o l l o w s : . 

1 . The n e g l i g e n t a d m i n i s t r a t i o n of t h e a f f a i r s of 
t he bank by the d i r e c t o r s caused the bank to b e -
come i n s o l v e n t and t h e p l a i n t i f f s w i l l l o s e a 
p a r t of t h e i r d e p o s i t s . . 

2 . The Neoga Bank was k e p t open and r e c e i v e d 
d e p o s i t s f rom p l a i n t i f f s a f t e r t he d i r e c t o r s 
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knew, or shou ld have known, t h a t the bank was 
i n s o l v e n t . 

B e a r i n g i n mind the d i s t i n c t c h a r a c t e r of t h e f o u r 

c l a i m s made by the amended b i l l , l e t u s examine t h e s t a n d a r d s 

which have been e s t a b l i s h e d by the F e d e r a l Cour t s f o r d e t e r -

m i n i n g q u e s t i o n s of m i s j o i n d e r o r o u l t i f a r i o u s n e s s . S ince 

F e b r u a r y 1 , 1913, the new e q u i t y r u l e s a d o p t e d by the Supreme 

Cour t have c o n t r o l l e d t h e p r a c t i c e on t h e e q u i t y s i d e of the 

F e d e r a l C o u r t . Rule 26 d e a l s s p e c i f i c a l l y w i t h j o i n d e r of 

c ause s of a c t i o n and r e a d s a s f o l l o w s : 

"Rule 3 6 . J o i n d e r of Causes of A c t i o n . 

The p l a i n t i f f may j o i n i n one b i l l a s many 
c a u s e s of a c t i o n , c o g n i z a b l e i n e q u i t y , a s h e 
may have a g a i n s t t he d e f e n d a n t . But when t h e r e 
a r e more t h a n one p l a i n t i f f , t he c a u s e s of a c t i o n 
j o i n e d must be j o i n t , and i f t h e r e be more t h a n 
one de fendan t the l i a b i l i t y must be one a s s e r t e d 
a g a i n s t a l l of t he m a t e r i a l d e f e n d a n t s , or s u f f i -
c i e n t grounds must appear f o r u n i t i n g the causes 
of a c t i o n i n o r d e r to promote the c o n v e n i e n t 
a d m i n i s t r a t i o n of j u s t i c e . I f i t appea r t h a t any 
such c a u s e s of a c t i o n cannot be c o n v e n i e n t l y 
d i s p o s e d of t o g e t h e r , t h e c o u r t may o r d e r s e p a r a t e 
t r i a l s . " 

This r u l e , a l t h o u g h i t h a d no p r o t o t y p e i n t h e e a r l i e r 

r u l e s of the Supreme Cour t , d i d not e s t a b l i s h a new s t a n d a r d 

f o r d e t e r m i n i n g q u e s t i o n s of m i s j o i n d e r or m u l t i f a r i o u s n e s s , 

b u t was r a t h e r a c r y s t a l i z a t i o n of t h o s e r u l e s or c r i t e r i a 

which h a d been deve loped and a p p l i e d over a l o n g p e r i o d of 

t ime by t h e F e d e r a l c o u r t s . Thus, i n Low v . McMaster, 255 

Fed . 235, 236, t he c o u r t r e c o g n i z e d t h a t t h e r u l e d i d not 

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



X-6130 
41 

e s t a b l i s h a new b a s i s and h e l d t h a t i t d i d no t p r o h i b i t any 

j o i n d e r of c ause s of a c t i o n which was p e r m i s s i b l e b e f o r e i t s 

p a s s a g e . I n view of t h i s h o l d i n g , i t w i l l be i n t e r e s t i n g to 

examine c a s e s d e c i d e d b e f o r e a s w e l l a s a f t e r t h e p r o m u l g a t i o n 

of Ru le 2 6 . 

Almost h a l f a c e n t u r y ago, t he Supreme Cour t , speak ing 

t h rough Mr. J u s t i c e M i l l e r , d e f i n e d m u l t i f a r i o u s n e s s i n an 

o p i n i o n which h a s been f r e q u e n t l y c i t e d and quo ted s i n c e t h a t 

t i m e . 

Walker v . Powers, 104 U. S . (14 O t t o ) , 245 . 

The Court s a i d , page 251: 

"By m u l t i f a r i o u s n e s s ' i s meant the i m p r o p e r l y 
j o i n i n g i n one b i l l d i s t i n c t and independen t 
m a t t e r s , and t h e r e b y confound ing them; a s , f o r 
example, the u n i t i n g i n one b i l l of s e v e r a l 
m a t t e r s , p e r f e c t l y d i s t i n c t and unconnec t ed , 
a g a i n s t one d e f e n d a n t o r t h e demand of s e v e r a l 
m a t t e r s of a d i s t i n c t and independen t n a t u r e 
a g a i n s t s e v e r a l d e f e n d a n t s i n t h e same b i l l . * 
S t o r y , Eq . P I . , s e c t . 271 . I n D a n i e l l ' s Chancery 
P r a c t i c e , 335, i t i s saicd i n e x p l a n a t i o n of t h i s 
t h a t ' i t may be t h a t the p l a i n t i f f s and d e f e n d a n t s 
a r e p a r t i e s to t he whole of t he t r a n s a c t i o n s which 
form t h e s u b j e c t of t he s u i t , and, n e v e r t h e l e s s , 
t h o s e t r a n s a c t i o n s may be so d i s s i m i l a r t h a t t he 
c o u r t w i l l not a l l o w them t o be j o i n e d t o g e t h e r , 
b u t w i l l r e q u i r e d i s t i n c t r e c o r d s . ' " 

The C i r c u i t Court of Appeals f o r t h i s c i r c u i t h a s h a d 

o c c a s i o n t o p a s s upon a q u e s t i o n of m i s j o i n d e r i n a s i t u a t i o n 

which was i n many r e s p e c t s s i m i l a r to t h a t now b e f o r e the 

c o u r t . I n Watson v . U. S. Sugar R e f i n e r y , 68 Fed . 769 (C.C.A. 

7 t h C i r c u i t 1895) . t h e b i l l a s k e d f o r d i s s o l u t i o n of a c o r -

p o r a t i o n and an a c c o u n t i n g upon v a r i o u s grounds and a l s o 
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sought to r e c o v e r judgment a g a i n s t c e r t a i n i n d i v i d u a l d e f e n d -

a n t s on the ground t h a t complainant h a d "been induced "by f a l s e 

r e p r e s e n t a t i o n s t o p u r c h a s e s t o c k i n the c o r p o r a t i o n . The 

c o u r t h e l d t h a t t h e r e was a m i s j o i n d e r of t h e causes of 

a c t i o n and tha t the cause of a c t i o n a g a i n s t t he c o r p o r a t i o n 

was e n t i r e l y d i s t i n c t f rom t h a t a l l e g e d a g a i n s t t he i n d i v i d u a l s 

f o r f a l s e r e p r e s e n t a t i o n s and s a i d (page 7 7 2 ) : 

" I f t h e a p p e l l a n t was induced "by f a l s e r e p r e -
s e n t a t i o n s to make a l o s i n g inves tmen t i n t h e 
c o r p o r a t e s t o c k , h i s remedy i s a t law a g a i n s t 
t h o s e who dece ived him, and no t a g a i n s t t h e 
c o r p o r a t i o n . * * * * * U n l e s s , t h e r e f o r e , t h e 
averments i n r e s p e c t to t he d e c e i t p r a c t i c e d 
upon him he r e j e c t e d a s mean ing le s s or s u p e r -
f l u o u s , t h e b i l l i s c l e a r l y m u l t i f a r i o u s , n o t 
only "because i t j o i n s d i s t i n c t and independen t 
m a t t e r s , b u t "because i t s eeks to e n f o r c e d i f f e r e n t 
r emed ies a g a i n s t d i s t i n c t p a r t i e s not j o i n t l y 
l i a b l e o r i n t e r e s t e d . " 

The r u l e l a i d down i n the Sugar R e f i n e r y Company c a s e 

by t h e C i r c u i t Court of Appeals f o r t h i s c i r c u i t h a s been 

r e c o g n i z e d by t h e c o u r t s of a p p e a l s i n o t h e r c i r c u i t s and has 

been a p p l i e d s i n c e the a d o p t i o n of t he new e q u i t y r u l e s . . 

Watson v . Hun t ing ton , 215 Fed . 472, C. C. A. 
2nd C i r c u i t . ( 1 9 1 4 ) . 

The d e c i s i o n of t h e c o u r t i s shown by the s y l l a b u s : 

"A b i l l by s t o c k h o l d e r s of a c o r p o r a t i o n t o 
r e c o v e r damages f rom the de fendan t on t h e 
ground of h i s f r a u d u l e n t a c t s a s an o f f i c e r of 
t he c o r p o r a t i o n by which, as a l l e g e d , c e r t a i n 
of t h e compla inan t s were induced t o p u r c h a s e 
t h e i r s t o c k , and o t h e r s , who h a d p r e v i o u s l y 
p u r c h a s e d , were o t h e r w i s e i n j u r e d , i s bad f o r 
m u l t i f a r i o u s n e s s ; t h e r i g h t to r e l i e f of t he two 
g roups b e i n g b a s e d on a d i f f e r e n t s t a t e of f a c t s . " 
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Backus v . Brooks , 195 Fed . 452, C.C.A. 2nd 
C i r c u i t , ( 1 9 1 2 ) ^ ~ 

The dec i s ion , of t h e Court i s shown "by the s y l l a b u s : 

"A b i l l i n e q u i t y which s t a t e s a cause of 
a c t i o n i n "behalf of i n d i v i d u a l compla inan t s 
"based on t h e f r a u d u l e n t conduct of m a j o r i t y 
s t o c k h o l d e r s toward the m i n o r i t y , and which 
a s s e r t s t h e r i g h t of s t o c k h o l d e r s t o f o l l o w 
c o r p o r a t e p r o p e r t y conveyed i n f r a u d , and which 
s t a t e s a cause of a c t i o n i n f a v o r of a c o r p o r a -
t i o n , a s compla inan t , f o r "breach of c o n t r a c t "by 
defendant c o r p o r a t i o n a n d i n d i v i d u a l d e f e n d a n t s 
f o r t he p u r c h a s e of a r t i c l e s , i s m u l t i f a r i o u s 
f o r m i s j o i n d e r of causes of a c t i o n . " 

P r i c e v . Union Land Co. 187 Fed . 886. C. C. A. 
8 t h C i r c u i t ( 1 9 1 1 ) . 

The d e c i s i o n of t he c o u r t i s shown "by t h e s y l l a b u s : 

"A r i g h t t o m a i n t a i n a s u i t a g a i n s t t he 
o f f i c e r s of a c o r p o r a t i o n f o r f r a u d u l e n t m i s a p p r o -
p r i a t i o n of i t s p r o p e r t y i s a r i g h t of t h e c o r -
p o r a t i o n , and s t o c k h o l d e r s s u i n g i n such r i g h t 
canno t j o i n t h e r e w i t h a c ause of a c t i o n f o r f r a u d 
and d e c e i t p r a c t i c e d on them when t h e y p u r c h a s e d 
t h e i r s t o c k which i s p e r s o n a l # " 

The c o u r t s a i d , page 889: 

"But r u n n i n g th rough t h e "bi l l i s a n a t t e m p t e d 
a s s e r t i o n of a cause of a c t i o n a g a i n s t t h e 
i n d i v i d u a l d e f e n d a n t s no t f o r the u s e and "bene-
f i t of t h e Fue l Company "but e x c l u s i v e l y a f f e c t -
i n g t h e compla inan t s a s i n d i v i d u a l s . I t i s f o r 
f r a u d and d e c e i t p r a c t i c e d upon them i n t h e 
o r i g i n a l s a l e and p u r c h a s e of t h e s t o c k which 
t h e y h o l d . C l e a r l y such a cause of a c t i o n h a s 
no p l a c e i n a s t o c k h o l d e r s ' s u i t "brought f o r t h e 
"benef i t of t h e c o r p o r a t i o n . 'A r i g h t to m a i n t a i n 
a s u i t a g a i n s t t h e o f f i c e r s of a c o r p o r a t i o n f o r 
f r a u d u l e n t m i s a p p r o p r i a t i o n of i t s p r o p e r t y i s a 
r i g h t of t h e c o r p o r a t i o n . • P o r t e r v . S a t i n , 149 
U. S . 473, 478, 13 Sup. C t . 1008, 37 L .Ed . 815. 
A r i g h t of a s t o c k h o l d e r t o suo f o r f r a u d and 
d o c o i t p r a c t i c e d upon him whon h e p u r c h a s e d s t o c k 
i s a p e r s o n a l o n e . " 
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I n view of S a l e 26 and the f o r e g o i n g a u t h o r i t i e s , i t 

a p p e a r s t h a t t h e r e a r e t h r e e d i s t i n c t r e a s o n s why a b i l l may 

"be m u l t i f a r i o u s . 

1 . M i s j o i n d e r of p a r t i e s p l a i n t i f f . 

2 . M i s j o i n d e r of p a r t i e s d e f e n d a n t . 

3 . M i s j o i n d e r of causes of a c t i o n . 

The p r e s e n t b i l l i s o b j e c t i o n a b l e upon a l l t h r e e of 

t h e s e grounds , and we w i l l examine i t s e p a r a t e l y w i t h r o s p e c t 

to o a c h . 

1 . MISJOINDER 0? PASTIES PLAINTIFF: 

As t o the j o i n d e r of p a r t i e s p l a i n t i f f , Rule 26 

p r o v i d e s : 

"Bat when t h e r e a r e more t h a n one p l a i n t i f f 
t h e cause s of a c t i o n j o i n e d must be j o i n t . " 

The second cause of a c t i o n which t h e w i l l a l l e g e s a g a i n s t t h e 

o f f i c e r s a n d d i r e c t o r s of t he Ueoga bank ( i . e . , t h e wrongfu l 

r e c e i p t of d e p o s i t s a f t e r i n s o l v e n c y ) , i s c l e a r l y one i n which 

the p l a i n t i f f s a r e s u i n g i n t h e i r i n d i v i d u a l c a p a c i t i e s . I n -

deed, t h e r e a r e a c t u a l l y a s many c a u s e s of a c t i o n a g a i n s t t h e 

i n d i v i d u a l d i r e c t o r s of the Neoga bank a s t h e r e a r e p l a i n t i f f s . 

I t i s e v i d e n t t h a t t he a c c e p t a n c e of d e p o s i t s by t h e d i r e c t o r s 

f rom t h e v a r i o u s p l a i n t i f f s when t h e Hooga bank was i n s o l v e n t 

was no t a n i n j u r y t o the c o r p o r a t i o n , tho Hooga bank, b u t was 

o n l y an. i n j u r y t o t h e i n d i v i d u a l d e p o s i t o r s whoso monoy was 

w r o n g f u l l y a c c e p t e d . 
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Cass idy v . Uhlmann, 170 N. Y. 505, 63 
E . 554 

I t i s p o s s i b l e that the f i r s t claim attempted to be 

a s s e r t e d aga ins t the Federal Reserve Bank of Chicago ( i . e . , 

the breach of duty to examine and superintend the ITeoga bank) 

i s a l s o an ind iv idual claim of the various d e p o s i t o r s . We 

have po in ted out that the Federal Reserve Bank had no such 

duty as i s claimed by the amended b i l l , but i f there wore such 

a duty, we could not determine the party aggrieved by a broach 

thereof without knowing whether the duty was owing to the ITeoga 

bank or the depos i tors of such bank or the publ i c a t large* 

On the other hand, the f i r s t claim aga ins t the o f f i c e r s 

and d i r e c t o r s of the ITeoga bank ( i . e . , for n e g l i g e n c e ) , and 

the second claim aga ins t the Federal Reserve Bank ( i . e . , f or 

appropriat ing the s e c u r i t y in i t s p o s s e s s i o n a f t e r the r e c e i v e r -

s h i p ) , are undoubtedly r i g h t s which were ves t ed i n the corpo-

r a t i o n and which the Receiver could have a s s o r t e d . The 

p l a i n t i f f s 1 only r i g h t to sue, there fore , must depend upon the 

f a c t that they have made a demand upon the Receiver to commence 

s u i t and that he has re fused . Thus, we have the p l a i n t i f f s 

as to a t l e a s t one cause of a c t i o n suing i n t h e i r ind iv idua l 

c a p a c i t i e s and i n a t l e a s t two other causes of a c t i o n suing 

merely i n t h e i r representa t ive c a p a c i t i e s , because the d i r e c t o r s 

or the r e c e i v e r who should compel a c t i o n by the corporation 

have f a i l e d to a c t . The s i t u a t i o n thus presented i s w i t h i n 

the ru le l a i d down i n Watson v . Huntington. Backus v . Brooks 
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a n d P r i c e v . Union Land. Co. , c i t ed , above . 

2 . MISJOINDER OF PARTIES nmiTOAICT: 

As to the m i s j o i n d e r of p a r t i e s d e f e n d a n t , Rule 26 s a y s : 

" I f t h e r e be more t h a n one d e f e n d a n t , t he 
l i a b i l i t y mast be one a s s e r t e d a g a i n s t a l l of 
t he m a t e r i a l d e f e n d a n t s . " 

The mere s t a t e m e n t of t h i s r u l e and t h e enumera t ion of 

t h e v a r i o u s causes of a c t i o n i n c l u d e d i n the b i l l makes i t 

c l e a r t h a t t h e r e i s a m i s j o i n d e r . The F e d e r a l Rese rve Bank 

of Chicago i s n o t , of c o u r s e , j o i n t l y l i a b l e w i t h t h e d i r e c -

t o r s , e i t h e r because of the d i r e c t o r s ' n e g l i g e n c e o r because 

d e p o s i t s were w r o n g f u l l y r e c e i v e d a f t e r the i n s o l v e n c y of t h e 

Neoga bank, and, on t h e o t h e r hand , t h e o f f i c e r s and d i r e c t o r s 

of t h e Neoga bank a r e n o t l i a b l e , a i t h o r f o r t he b r e a c h of t he 

supposed du ty of t he F e d e r a l Reserve Bank t o examine and s u p e r -

i n t e n d t h e Neoga bank or f o r t he a p p r o p r i a t i o n of t he s e c u r i t y 

by t h e F e d e r a l Reserve Bank a f t e r t h e r o c o i v o r s h i p . There 

a r e , t o bo s u r e , some a l l e g a t i o n s i n t h e n i n e t e e n t h p a r a g r a p h 

of t h e amended b i l l which sugges t t h a t the d i r e c t o r s and 

o f f i c e r s conn ived and c o o p e r a t e d w i t h t h e F e d e r a l Reserve Bank 

i n a p p r o p r i a t i n g t h e s e c u r i t y i n q u e s t i o n , b u t inasmuch a s 

t h i s was n o t done u n t i l a f t e r the r e c e i v e r s h i p , i t must be 

c l e a r t h a t t h e s e a l l e g a t i o n s which a r e mere ly i n t h e form of 

c o n c l u s i o n s a r e e n t i r e l y i n c o n s i s t e n t w i t h the s p e c i f i c f a c t s 

a l l e g e d "by t h e c o m p l a i n a n t . 
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3 , MISJOINDER 0? CAUSES OF ACTION: 

Rale 26 c o n t a i n s a n a d d i t i o n a l p r o v i s i o n which may 

j u s t i f y a j o i n d e r of d e f e n d a n t s which would o t h e r w i s e "be 

i m p r o p e r . I t r e a d s : 

" o r s u f f i c i e n t grounds must appear f o r u n i t i n g 
the causes of a c t i o n i n o r d e r to promote the 
conven ien t a d m i n i s t r a t i o n of j u s t i c e . " 

What a r e the grounds which "must a p p e a r " to j u s t i f y 

t h e j o i n d e r ? She c r i t e r i o n which had boon e s t a b l i s h e d by t h e 

F e d e r a l Cour t s p r i o r t o t he a d o p t i o n of Rule 26 and which has 

been a p p l i e d c o n s t a n t l y s i n c e t h a t t ime , i s t h a t t h e r e a r e 

such grounds f o r u n i t i n g c a u s e s of a c t i o n o n l y when t h e r e i s 

such i d e n t i f y of i s s u e s e i t h e r of f a c t or of law which w i l l be 

d e c i s i v e of the v a r i o u s causes of a c t i o n , t h a t t h e convenience 

of the p a r t i e s and of t h e c o u r t w i l l be s e r v e d by d e t e r m i n i n g 

t h o s e i s s u e s a t one t ime r a t h e r t h a n i n d i s t i n c t t r i a l s . I t 

i s , t h e r e f o r e , n e c e s s a r y t o c o n s i d e r t h i s p a r t of the r u l e i n 

c o n n e c t i o n w i t h the d i s c u s s i o n of m i s j o i n d e r of c ause s of 

a c t i o n . As s t a t e d by the Supreme Court i n Walker v . Powers 

( s u p r a , page 4 1 ) , m u l t i f a r i o u s n e s s means: 

"The u n i t i n g i n one b i l l of s e v e r a l m a t t e r s , 
p e r f e c t l y d i s t i n c t and unconnec ted , a g a i n s t one 
d e f e n d a n t , o r the demand of s e v e r a l m a t t e r s of 
a d i s t i n c t and independen t n a t u r e a g a i n s t s e v e r a l 
d e f e n d a n t s i n t h e same b i l l . " 

B e a r i n g i n mind t h i s r u l e , we can most e f f e c t i v e l y 

demons t r a t e t h e f u t i l i t y of c o n s o l i d a t i n g i n one case the 

c l a ims a g a i n s t t h e F e d e r a l Rese rve Bank of Chicago and the 
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c l a i m s a g a i n s t t he d i r e c t o r s of t h e ITeoga Bank "by enumera t ing 

t h e i s s u e s which a r e i n v o l v e d i n each case and t h u s d e t e r m i n -

i n g wha t , i f any , common p o i n t s of l i t i g a t i o n t h e r e a r e i n t h e 

two c a s e s . 

The case a g a i n s t t h e F e d e r a l Reserve Bank of Chicago, 

i f t h e r e i s a c a s e , i n v o l v e s the f o l l o w i n g q u e s t i o n s : 

1 . The r i g h t of a F e d e r a l r e s e r v e "bank to c a n c e l t he 

s t o c k of an i n s o l v e n t member t a n k and app ly the v a l u e t h e r e o f 

to t h e d e b t s of t he i n s o l v e n t member bank t o t h e F e d e r a l 

R e s e r v e Bank, a s p r o v i d e d f o r i n U. S . - C . A. T i t l e 12, s e c t i o n 

288. 

2 . The r i g h t of a F e d e r a l r e s e r v e bank to a s s e r t a 

l i e n o r s e t - o f f on the r e s e r v e d e p o s i t of an i n s o l v e n t member 

bank . 

3 . The r i g h t of a F e d e r a l r e s e r v e bank t o a p p l y the 

d i s c o u n t e d p a p e r and c o l l a t e r a l r e c e i v e d f rom an i n s o l v e n t 

member bank i n payment of t h e o b l i g a t i o n s of t h e member bank 

which such p a p e r was g i v e n to s e c u r e , 

4 . Whether t h e F e d e r a l Reserve Bank h a d any a c t u a l 

knowledge of t he c o n d i t i o n of t h e Heoga Bank. 

5 . Whether t h e F e d e r a l Reserve Bank was c h a r g e a b l e 

a s a m a t t e r of law w i t h n o t i c e of t h e c o n d i t i o n o f such bank . 

6 . Whether , i f t h e F e d e r a l Reserve Bank h a d knowledge 

e i t h e r a s a m a t t e r of f a c t o r a s a m a t t e r of law, such knowl-

. edge makes any d i f f e r e n c e i n t h e l i a b i l i t y of such F e d e r a l 
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Rese rve Bank. 

7 . Whether t he p l a i n t i f f s i n t h i s c a s e , a s d e p o s i t o r s , 

a c t u a l l y s u f f e r e d any damage th rough d e a l i n g s be tween the Heoga 

bank and the F e d e r a l Reserve Bank. 

8 . What, if any , d u t i e s a F e d e r a l r e s e r v e "bank owes 

t o t h e d e p o s i t o r s of member banks to p r o t e c t such d e p o s i t o r s 

a g a i n s t m i s f e a s a n c e , m a l f e a s a n c e o r non fea sance of t he 

d i r e c t o r s and o f f i c e r s of such member baiikt 

9» I f t h e r e i s such a du ty , whe ther t h e r e was any 

f a i l u r e oti the p a r t of the F e d e r a l Reserve Batik to p e r f o r m 

th&t d u t y i n the p reee i i t c&ee, 

1 0 . I f t h e r e was such a du ty and a f a i l u r e to p e r f o r m 

i t , whe the r t he Heoga Bank, or i t s d e p o s i t o r s , s u f f e r e d any 

damage of which such f a i l u r e was t h e p r o x i m a t e c a u s e . 

I t i s c l e a r t h a t no one of t h e s e i s s u e s i s a t a l l 

m a t e r i a l i n d e t e r m i n i n g the l i a b i l i t y of t h e d i r e c t o r s and 

o f f i c e r s of tho Heoga Bank t o the p l a i n t i f f s i n t h e p r e s e n t 

c a s e . 

On tho o t h o r hand, t h e c a s e a g a i n s t t h o d i r e c t o r s 

of t h e Heoga Bank i n v o l v e s , among o t h e r s , tho f o l l o w i n g 

q u e s t i o n s : 

1 . The knowledge o r l a c k of knowledge of each of tho 

n i n e d i r e c t o r s a s to t he c o n d i t i o n of t h e Heoga Bank a t 

v a r i o u s t imes f rom 1921 to J a n u a r y 1925. 

3 . The p a r t i c i p a t i o n o r l a c k of p a r t i c i p a t i o n i n the 
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a f f a i r s of the Heoga Bank of each of the nine, d i r e c t o r s , 

3 . The e x t e n t t o which t h e d i r e c t o r s , a s a m a t t e r of 

law, a r e c h a r g e a b l e w i t h knowledge of t he a f f a i r s of the "bank. 

4 . Whether t he d i r e c t o r s k e p t t he a f f a i r s and books 

of t h e "bank i n such c o n d i t i o n t h a t t h e y c o u l d e a s i l y a s c e r t a i n 

i t s c o n d i t i o n . 

5 . Whether f a i l u r e to keep t h e a f f a i r s arid "books of 

t h e "bank i n such c o n d i t i o n t h a t t he d i r e c t o r s c o u l d "be e a s i l y 

a d v i s e d of i t s so lvency or i n s o l v e n c y , amounted t o n e g l i g e n c e 

on t h e p a r t of t he o f f i c e r s o r d i r e c t o r s . 

6 . Whether v a r i o u s l o a n s mado "by the "bank and approved 

by the d i r e c t o r s were improper because of t h e inadequacy of t h e 

s e c u r i t y r e c e i v e d by t h e bank . 

7 . Whether v a r i o u s l o a n s made by the bank and a p p r o v -

ed by t h e d i r e c t o r s were improper because of the c h a r a c t e r of 

t h e i n d i v i d u a l s who mado tho l o a n s . 

8 . Whether exeoss ivo l o a n s were made t o p a r t i c u l a r 

p e o p l e i n view of the s i z e of the bank, the f u n d s a v a i l a b l e 

f o r l o a n s and the r e s p o n s i b i l i t y of t h e b o r r o w e r . 

9 . Whether f a l s e r e p o r t s , a s a l l e g e d i n the amended 

b i l l , were made by t h e d i r e c t o r s and r e s u l t e d i n m i s l e a d i n g 

the d e p o s i t o r s and tho Compt ro l l e r of t h e Cur r ency . 

1 0 . Any o t h e r f a c t s and c i r c u m s t a n c e s wha t soeve r which 

may t e n d t o show t h e n e g l i g e n t management of tho a f f a i r s of t he 

bank by i t s o f f i c e r s and d i r e c t o r s # 
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11 . Whether t h e Heoga Bank was i n s o l v e n t when d e p o s i t s 

were r e c e i v e d f rom the v a r i o u s p l a i n t i f f s . 

1 2 . Whether each o r any of t he d i r e c t o r s a c t e d im-

p r o p e r l y i n view of h i s knowledge, a c t u a l or c o n s t r u c t i v e , of 

t h e a f f a i r s of t he hank, i n c o n t i n u i n g t o o p e r a t e the "bank and 

r e c e i v e d e p o s i t s d u r i n g the y e a r 1924. 

We submit t h a t no one of tiiese i s s u e s i s a t a l l m a t e r i -

a l i n d e t e r m i n i n g t h e l i a b i l i t y of t h e F e d e r a l Reserve Bank to 

t h e p l a i n t i f f s i n t he p r e s e n t c a s e . 

I t i s s u b m i t t e d , i n view of t he f o r e g o i n g enumera t ion , 

t h a t t h e u n i t i n g of tBae causes of a c t i o n a g a i n s t t he d i r e c t o r s 

on t h e one hand and t h e F e d e r a l Reserve Bank on t h e o t h e r 

would not s e r v e to promote t h e conven ien t a d m i n i s t r a t i o n of 

j u s t i c e , b u t would be a s e r i o u s i nconven i ence t o the c o u r t and 

the p a r t i e s conce rned i n d i s p o s i n g of t he s e v e r a l e n t i r e l y 

d i s t i n c t c o n t r o v e r s i e s a t t e m p t e d to be s e t f o r t h i n t h e amend-

e d b i l l . 

CONCLUSION 

The fundament of t h e p l a i n t i f f s ' c l a i m i s t he m i s -

conduct a n d n e g l i g e n c e of t he o f f i c e r s of t h e Neoga Bank. 

T h e i r w r o n g f u l a c t s a r e a l l e g e d to have i n j u r e d t h e p l a i n t i f f s 

i n two d i s t i n c t ways: 

1 . The n e g l i g e n t management by the defendant d i r e c -

t o r s c a u s e d tho i n s o l v e n c y of the bank and t h e consequen t l o s s 

t o t h e d e p o s i t o r s . 
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2 . The de fendan t d i r e c t o r s w r o n g f u l l y c o n t i n u e d t o 

o p e r a t e t he "bank and a c c e p t d e p o s i t s f rom t h e p l a i n t i f f s a f t e r 

t h e y knew or s h o u l d have known t h a t the "bank was i n s o l v e n t . 

I t must "be c l e a r t h a t the F e d e r a l Reserve Bank of 

Chicago was n o t i n any way i n v o l v e d i n e i t h e r of t h e s e "breaches 

of du ty toward t h e p l a i n t i f f s and t h e r e a r e no f a c t s a l l e g e d 

i n the amended b i l l showing t h a t t h e F e d e r a l Reserve Bank was 

i n v o l v e d i n t h e s l i g h t e s t d e g r e e . The c l a ims which a r e made 

a g a i n s t t he F e d e r a l Reserve Bank i t s e l f a r e un founded i n law, 

c o n t r a r y to t h e e x p r e s s p r o v i s i o n s of the F e d e r a l Reserve 

Act and t h e d e c i s i o n s o f . t he Cour t s t h e r e u n d e r , and t h e mot ion 

of t h e d e f e n d a n t shou ld bo g r a n t e d bo th on t h e ground t h a t no 

cause of a c t i o n i s s t a t e d a g a i n s t t he F e d e r a l Rese rve Bank of 

Chicago and on t h e ground t h a t t h e r e i s a m i s j o i n d e r of t h e 

c a u s e s of a c t i o n s e t f o r t h i n the amended b i l l . 

R e s p e c t f u l l y s u b m i t t e d , 

A t t o r n e y f o r F e d e r a l Rese rve 
Bank of Ch icago . 

of Counsel 
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CHAS. L . POWELL, Counsel 
C o n t i n e n t a l and Commercial Bank Bldg . 

CHICAGO September 6 t h , 1928. 

Mr. Wal t e r Wyat t , 
Genera l Counsel , 
F e d e r a l Reserve Board, 
Washington, D. C. 

My dea r Mr. Wyat t : 

Two s u i t s have r e c e n t l y "been i n s t i t u t e d i n Iowa a g a i n s t 
t h e F e d e r a l Rese rve Bexik of Chicago which I f e e l i m p e l l e d 
to c a l l t o your a t t e n t i o n because of t h e manner i n which tBe 
p l a i n t i f f h a s a t t e m p t e d to g e t s e r v i c e on the F e d e r a l Reserve 
B&pk of Ch icago . 

These s u i t s ( t h e r e a r e two of them) were f i l e d i n the 
Page County, Iowa, D i s t r i c t Cour t , and I 9m e n c l o s i n g h e r e w i t h 
a copy of t h e p e t i t i o n i n one of t he s u i t s i n which J e n n i e 
E . B u l l i s t h e p l a i n t i f f # The o t h e r s u i t i s "brought i n t h e 
name of I . T. B u l l a s p l a i n t i f f , and t h e a l l e g a t i o n s of t h e 
p e t i t i o n a r e t h e same excep t a s t o t h e l i b e r t y bonds c l a i m e d 
t o have bben d e p o s i t e d . 

You w i l l n o t i c e t h a t t h e s e s u i t s grew out of t h e f a i l u r e 
of t he F i r s t N a t i o n a l Bank of Shenandoah, Iowa. S u i t s a r e 
begun i n t h e D i s t r i c t Court of Iowa, no t by t h e s e r v i c e of 
p r o c e s s , b u t by t h e s e r v i c e of what i s denominated a n o r i g i n a l 
n o t i c e , which n o t i c e i s s i g n e d by the a t t o r n e y f o r t h e p l a i n -
t i f f , A copy of t he n o t i c e i n t he J e n n i e E. B u l l ca se i s e n c l o s e d . 

The p l a i n t i f f f i r s t caused t h i s n o t i c e to be s e r v e d on t h e 
Shenandoah N a t i o n a l Bank of Shenandoah, Iowa, a s a g e n t f o r t h e 
F e d e r a l Rese rve Bank o fCh icago ; t h e n t h e y s e r v e d i t on 
H. J . Spurway, R e c e i v e r of t h e F i r s t N a t i o n a l Bank of Shenan-
doah, Iowa, a s a g e n t f o r the F e d e r a l Rese rve Bank of Chicago; 
and l a s t l y t h e y s e r v e d i t on G. C. R i n e h a r t a s a g e n t f o r t h e 
F e d e r a l Rese rve Bank of Chicago. 

G. C. R i n e h a r t i s a young lawyer employed by t h e F e d e r a l 
Reserve Bank of Chicago t o look a f t e r c l a ims a g a i n s t f a i l e d 
banks i n Iowa. 
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Mr. W a l t e r Wyatt September 6 th , 1928. 

Under t h e s t a t u t e s i n Iowa, a d e f e n d a n t can f i l e a 
s p e c i a l appea rance to o b j e c t to the j u r i s d i c t i o n of t h e 
c o u r t . I f i l e d such s p e c i a l appearance s u p p o r t e d by 
a f f i d a v i t s a t t a c k i n g t h e j u r i s d i c t i o n so f a r a s i t 
depends upon the s e r v i c e on Spurway, R e c e i v e r , and on t h e 
Shenandoah N a t i o n a l Bank, a s a g e n t s of t h e F e d e r a l Rese rve 
Bank. Tho day I f i l e d t h i s s p e c i a l appea ranco , t h e y s e r v e d 
the n o t i c e upon H i n e h a r t , and I am p r e p a r i n g t o f i l e a f f i -
d a v i t s to show t h a t he i s no t t h e agen t of t he F e d e r a l 
Reserve Bank; a n d t h e s u f f i c i e n c y of my s p e c i a l appea rance 
w i l l "be d e t e r m i n e d when t h e c o u r t convenes on t h e 3 r d of Oc t -
ober o r soon t h e r e a f t e r . 

I t i s q u i t e p o s s i b l e t h a t the D i s t r i c t Court of Page 
County may h o l d t h e s e r v i c e upon H i n e h a r t s u f f i c i e n t , b u t I 
do no t s e e how t h e c o u r t can p o s s i b l y h o l d t h a t t h e F e d e r a l 
Reserve Bank of Chicago i s do ing b u s i n e s s i n Iowa. 

You w i l l obse rve t h a t t h e J e n n i e E. B u l l c a s e , i n which 
1 am s e n d i n g you copy of t h e p e t i t i o n , i n v o l v e s l e s s t h a n 
$250. e x c l u s i v e of i n t e r e s t s and c o s t s ; and I am somewhat 
i n c l i n e d to t h e view t h a t I shou ld s t a n d on my s p e c i a l 
a p p e a r a n c e s h o u l d t h e c o u r t h o l d i t i n s u f f i c i e n t and l e t 
them t a k e t h e i r judgment and t h e n a p p e a l i t immedia te ly t o 
t h e Supremo C o u r t . 

I n t h i s c o n n e c t i o n , p e r h a p s I shou ld say to you t h a t i t 
seems t o be s e t t l e d i n Iowa t h a t one cannot p r e s e r v e h i s 
o b j e c t i o n t o the j u r i s d i c t i o n made on a s p e c i a l appea rance 
and answer over on t h e m e r i t s . 

I n o t h e r words , i f a f t e r my s p e c i a l appea rance i s h e l d 
i n s u f f i c i e n t s h o u l d I answer on t h e m e r i t s , t he Iowa Court 
h o l d s t h a t t h a t would be a g e n e r a l appea rance and t h e o b j e c -
t i o n on t h e s p e c i a l appea rance would bo wa ived . At any 
r a t e , such seems t o be t h e h o l d i n g i n t h e c a s e of S c o t t v . 
P r i c e B r o t h e r s , 217 N.W. Rep. 75 . 

When you g e t t ime I would be g l a d to h e a r f rom you a s 
to your r e a c t i o n on t h i s m a t t e r . I r a t h e r t h i n k I w i l l be i n 
Washington nex t Monday, and w i l l c a l l on you . 

Yours v e r y t r u l y , 

(S ) CHAS, L . POWELL, 
Counsel 

CLP 
E n c . 
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IN THE DISTRICT COURT OF' IOWA, IN AND FOR TH3 COUNTY OF PAGE 

AUGUST TERM, A..D. 1928 . 

J e n n i e 3D. D u l l 

P l a i n t i f f 

v s PETITION AT LAW. 

The F e d e r a l Rese rve Bank of NO. 10898 
Ch icago , I l l i n o i s , ) 

Defendan ts* ) 

Comes now t h e p l a i n t i f f and f o r h e r cause of a c t i o n 

h e r e i n , r e s p e c t f u l l y r e p r e s e n t s to t he c o u r t a s f o l l o w s , t o - w i t : 

That she i s a r e s i d e n t and c i t i z e n of the C i t y of 

Shenandoah, Page County, Iowa, and t h e d e f e n d a n t , t he F e d e r a l Reserve 

Bank of Chicago, I l l i n o i s , i s a c o r p o r a t i o n du ly o r g a n i z e d and e x i s t i n g 

u n d e r and by v i r t u e of t he Acts of Congress of t h e U n i t e d S t a t e s p e r -

t a i n i n g t h e r e t o , w i t h i t s p r i n c i p a l p l a c e of b u s i n e s s l o c a t e d i n t h e 

C i t y of Chicago, I l l i n o i s , which s a i d bank i s t he h e a d q u a r t e r s f o r 

F e d e r a l Rese rve D i s t r i c t number Seven. 

i s a c o r p o r a t i o n du ly o r g a n i z e d and e x i s t i n g unde r and by v i r t u e of t he 

laws and a c t s of Congress , w i t h i t s p r i n c i p a l p l a c e of b u s i n e s s a t 

Shenandoah, Iowa, which bank was engaged i n t h e g e n e r a l bank ing b u s i n e s s , 

was a member bank of t he F e d e r a l Reserve sys tem, b e i n g l o c a t e d i n t h e 

Seventh F e d e r a l Rese rve D i s t r i c t of t he U n i t e d S t a t e s , and which bank 

c o n t i n u e d i n b u s i n e s s a t a l l t imes ment ioned i n t h i s p e t i t i o n u n t i l t he 

13 th day of May, 1926, when s a i d bank c l o s e d i t s doo r s , and a R e c e i v e r , 

H. J . Spurway, was a p p o i n t e d t h e r e f o r by the U n i t e d S t a t e s Compt ro l l e r 

of t h e Currency , p u r s u a n t to a r e s o l u t i o n p a s s e d by i t s boa rd of 

d i r e c t o r s , a n d , t h a t s a i d bank i s . i n s o l v e n t and h a s been i n t h e c o u r s e 

That t h e F i r s t N a t i o n a l Bank of Shenandoah, Iowa, 
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of l i q u i d a t i o n a t a l l t imes s i n c e s a i d d a t e . 

That p r i o r to the 4 t h day of December, 1919, t h e 

p l a i n t i f f h e r e i n had purchased , and was t hb owner of c e r t a i n Th i rd 

Un i t ed S t a t e s l i b e r t y Loan 4 ^ coupon bonds, of a p a r va lue of 

${300»00J t h a t on s a i d da t e she d i d d e l i v e r s a i d bonds to the tfirst 

N a t i o n a l Bank of Shenandoah, Iowa, f o r s a f e - k e e p i n g , and, t h a t said. 

ba i lmen t was p u r s u a n t to the terms of a c e r t a i n w r i t t e n r e c e i p t t h e r e f o r 

t h a t was i s s u e d 'by s a i d bank to t h e p l a i n t i f f h e r e i n , which r e c e i p t i s 

i n words and f i g u r e s a s f o l l o w s ; 

No. 1765 U.S. Bond C e r t i f i c a t e of Depos i t 
Shenandoah, Iowa Dec. 4, 1919. 

This c e r t i f i e s t h a t Mrs. I . T. Bu l l has d e p o s i t e d w i t h 
THE FIRST NATIONAL BAH 

Throe Hundred and no/lOO - — — DOLLARS (PAR VALUE) 
i n U.S . T h i r d L i b e r t y Loan 4^ Per Cent Coupon Bonds, 
r e t u r n a b l e t o Her or to Her Order a t t h i s Bank, on Su r r ende r 
of t h i s C e r t i f i c a t e P r o p e r l y Endorsed . 

I n t e r e s t Payable Hereon i n Lieu of the I n t e r e s t on Such Bonds 
According to the Terms and Tenor of Such Bonds. A l l Matured 
Coupons to This Date Having Been Dotached. 

I n t e r e s t due S e p t . 15 and Mch 15, each y e a r . 

D. B. M i l l e r , 
A C a s h i e r . 

(With f o l l o w i n g endorsements) 

S e p t . 4 , 1930 Pd . $6 .36 I n t . to Mch 5, 1920, 
Mch 17, 1920 P d . $12 .75 I n t . to 3 / 1 5 / 2 1 , 
Dec. 12, 1921 Pd . $6.39 I n t . to 8 /15 /21 , 
J u l y , 1922, P d . $6 .36 I n t . t o 3 / 1 5 / 2 2 , 
J a n . 12, 1923, Pd . $6.39 I n t . t o 9 / 1 5 / 2 2 , 
Oc t . 28 , 1923 Pd . $12.75 I n t . t o 9 / 1 5 / 2 3 , 
J u l y 11, 1924, Pd, $6 .36 I n t . to 3 / 1 5 / 2 4 , 
J u l y 13, 1925, Pd . $12 .75 I n t . to 3 /15 /25 , 
May 12, 1925, Pd . $12.75 I n t . t o 3 / 1 5 / 2 6 . 

That t i t l e to s a i d bonds remained i n the p l a i n t i f f h e r e i n , 

and, t h e t i t l e t o s a i d bonds i s now, and a t a l l t imes s i n c e t h e d a t e 

of t h e i s s u a n c e of s a i d r e c e i p t has been, i n t h e p l a i n t i f f h e r e i n , 

and , t h a t t h e p l a i n t i f f h e r e i n i s now, and has been a t a l l t imes s i n c e Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



" 3 - X-6133-a 

said, d a t e , t h e a b s o l u t e owner of s a i d "bonds. 

That subsequent to the i s s u a n c e of s a i d r e c e i p t , t h e 

e x a c t d a t e of which i s unknown to t h i s p l a i n t i f f , t h e s a i d F i r s t 

N a t i o n a l Bank of Shenandoah, Iowa, d i d d e l i v e r s a i d bonds of t he 

p l a i n t i f f h e r e i n t o t he de fendan t h e r e i n , F e d e r a l Reserve Bank of 

Chicago, I l l i n o i s , and d i d p l e d g e s a i d "bonds to t h e s a i d d e f e n d a n t 

h e r e i n f o r t h e pu rpose of s e c u r i n g i n d e b t e d n e s s of t he F i r s t N a t i o n a l 

Bank of Shenandoah, Iowa, t o t h e s a i d F e d e r a l Reserve Bank of Chicago, 

I l l i n o i s ; t h a t s a i d p l e d g e was u n a u t h o r i z e d by the p l a i n t i f f h e r e i n , 

w i t h o u t h e r knowledge o r consen t and was unknown to h e r u n t i l a f t e r 

t he d a t e of t h e c l o s i n g of t h e s a i d F i r s t N a t i o n a l Bank of Shenaxt-

doah, Iowa. 

That t h e s a i d F i r s t N a t i o n a l Bank of Shenandoah, Iowa, 

a t no t ime h a s h a d any t i t l e or ownership i n s a i d bonds of t h e 

p l a i n t i f f h e r e i n , and h a s h a d no r i g h t to t r a n s f e r o r h y p o t h e c a t e t h e 

same. 

That t h e d e f e n d a n t h e r e i n , a t t h e t ime t h e s a i d bonds of 

t h e p l a i n t i f f h e r e i n were d e l i v e r e d to i t h a d n o t i c e and knowledge of 

t h e f a c t t h a t t h e s a i d F i r s t N a t i o n a l Bank of Shenandoah, Iowa, had 

no r i g h t t o p l e d g e t h e same a s c o l l a t e r a l s e c u r i t y to i t s i n d e b t e d n e s s ; 

and , t h a t t h e d e f e n d a n t h e r e i n a c q u i r e d no r i g h t , t i t l e o r i n t e r e s t 

i n and t o s a i d bonds by r e a s o n of s a i d p l e d g e . 

That on t h e d a t e of t h e c l o s i n g of t h e F i r s t N a t i o n a l 

Bank of Shenandoah, Iowa, t he s a i d bonds of t h e p l a i n t i f f h e r e i n were 

i n t h e hands of t h e d e f e n d a n t h e r e i n ; t h a t on s a i d d a t e t h e s a i d 

F i r s t N a t i o n a l Bank of Shenandoah, Iowa, was i n d e b t e d to t h e s a i d d e -

f e n d a n t h e r e i n on b i l l s p a y a b l e i n t h e p r i n c i p a l sum of $66 ,500 .00 , 

t o g e t h e r w i t h i n t e r e s t t he r eon a s ev idenced by c e r t a i n p r o m i s s o r y n o t e s , 
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a copy of which t h e p l a i n t i f f h e r e i n does no t h a v e ; t h a t on s a i d 

da t e t h e s a i d F i r s t N a t i o n a l Bank of Shenandoah, Iowa, was i n d e b t e d 

to t h e s a i d F e d e r a l Reserve Bank of Chicago, I l l i n o i s , f o r n o t e s 

r e d i s c o u n t e d i n t h e p r i n c i p a l sum of $234 ,652 .91 , t o g e t h e r w i t h 

i n t e r e s t t h e r e o n ; t h a t f o r t h e pu rpose of s e c u r i n g t h e payment of 

s a i d i n d e b t e d n e s s a t the s a i d F e d e r a l Reserve Bank of Chicago, 

I l l i n o i s , t h e s a i d F i r s t N a t i o n a l Bank of Shenandoah, Iowa, h a d 

p l e d g e d U n i t e d S t a t e s L i b e r t y "bonds i n c l u d i n g the bond of t h i s 

p l a i n t i f f , i n t h e sum of $81 ,700 .00 , of which bonds t o t h e e x t e n t 

of $ 6 6 , 5 0 0 . 0 0 were p l e d g e d to s e c u r e t h e s a i d l i a b i l i t y f o r b i l l s 

p a y a b l e a n d $ 1 5 , 2 0 0 . 0 0 of which was p l e d g e d t o s e c u r e the l i a b i l i t y 

f o r n o t e s r e d i s c o u n t e d . 

That on o r abou t t he 29 th day of J u l y , 1926, the s a i d 

d e f e n d a n t h e r e i n w i t h o u t the knowledge o r consen t of t h e p l a i n t i f f 

h e r e i n , d i d s e l l h e r s a i d bonds and app ly the p r o c e e d s from s a i d 

s a l e t o t h e payment of t h e i n d e b t e d n e s s of the s a i d F i r s t N a t i o n a l 

Bank of Shenandoah, Iowa to t h e s a i d F e d e r a l Rese rve Bank of 

Chicago, I l l i n o i s , and , w i t h knowledge and n o t i c e of t h e f a c t t h a t 

i t h e l d no t i t l e to the bonds of t he p l a i n t i f f h e r e i n , and t h e r e b y 

c o n v e r t e d t h e same t o i t s own use and b e n e f i t , a n d now r e t a i n s 

t h e p r o c e e d s t h e r e f r o m and r e f u s e s to pay t h e p l a i n t i f f h e r e i n t h e 

p r o c e e d s f rom h e r s a i d bonds . 

That s a i d bonds of t h e p l a i n t i f f were so s o l d by t h e s a i d 

d e f e n d a n t h e r e i n w i t h o t h e r bonds a g g r e g a t i n g the f a c e v a l u e of 

$81 ,700 .00 and d i d r e a l i z e f rom t h e s a l e of s a i d bonds a p r o f i t of 

$1281.31, and d i d r e a l i z e f rom s a i d s a l e a c c r u e d i n t e r e s t on s a i d 

bonds i n t h e sum of $971.91 , making a t o t a l r e c e i v e d by t h e s a i d 

d e f e n d a n t h e r e i n f rom t h e s a l e of s a i d bonds i n t h e sum of $ 8 3 , 9 5 3 . 3 2 . 
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That the s a i d d e f e n d a n t h e r e i n w r o n g f u l l y h o l d s t h e 

s a i d p r o c e e d s f rom the s a l e of t h e s a i d bonds of t h e p l a i n t i f f h e r e i n , 

and u s e s t h e same f o r i t s own b e n e f i t and w i t h o u t t i t l e or a u t h o r i t y 

f r o m t h e p l a i n t i f f h e r e i n . 

That on t h e d a t e of t he s a i d w r o n g f u l c o n v e r s i o n 

of s a i d bonds , t h e va lue t h e r e o f was t h e sum of $ 3 0 9 . 2 8 . 

That a f t e r t he appo in tment of s a i d H. J . Spurway, 

a s R e c e i v e r of t h e F i r s t n a t i o n a l Bank of Shenandoah, Iowa, on the 

13 th day of May* 1926, t h e p l a i n t i f f h e r e i n d i d f i l e a c l a im f o r 

s a i d bonds w i t h t h e s a i d Rece ive r of s a i d bank, i n t he sum of 

$303 ,11 ; t h a t s i n c e s a i d t ime she h a s r e c e i v e d f r o m s a i d r e -

c e i v e r two d i v i d e n d s of t o n p e r c e n t each , a g g r e g a t i n g t h e sum 

o f $60 .62 , which sum shou ld be c r e d i t e d a g a i n s t t ho damages 

s e t ou t h e r e i n . 

That by r e a s o n of t h e s a i d wrongfu l c o n v e r s i o n of 

s a i d bonds by t h e s a i d d e f e n d a n t h e r e i n , t h i s p l a i n t i f f h a s 

s u f f e r e d a damage i n t h e sum of $249.28 and i n t e r e s t t h e r e o n . 

WHEREFORE, P l a i n t i f f p r a y s judgment a g a i n s t t he 

de fendan t h e r e i n i n t h e sum of $249.28 t o g e t h e r w i t h i n t e r e s t 

t h e r e o n a s p r o v i d e d by law, and t h e c o s t s of t h i s s u i t . 

Fe rguson & Fe rguson 

A t t o r n e y s f o r P l a i n t i f f . 
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IN THE DISTRICT COURT OF IOWA, I F AND FOR H E COUNTY OF PASS 

AUGUST TERM, A, D. 1928. 

J e n n i e E. B u l l , 

P l a i n t i f f , 

v s . 

The F e d e r a l Rese rve Bank of 
Chicago, I l l i n o i s , 

D e f e n d a n t . 

ORIGINAL NOTICE. 

TO SAID DEFENDANT: 

You a r e h e r e t y n o t i f i e d t h a t t h e r e i s now 
on f i l e i n t h e o f f i c e of t he Cle rk of t he D i s t r i c t Court of 
Page County, Iowa, t h e p e t i t i o n of t h e p l a i n t i f f w h e r e i n -
she p r a y s t h e c o u r t f o r a judgment a g a i n s t you f o r t h e sum 
of $249 .28 , w i t h i n t e r e s t t h e r e o n a t s i x p e r c e n t , p e r annum 
f o r t h e w r o n g f u l c o n v e r s i o n of L i b e r t y Bonds of tho t h i r d 
i s s u e b e l o n g i n g t o t h i s p l a i n t i f f , t h e same "being a b a l a n c e 
on t h e p a r v a l u e of s a i d bonds , l e s s c r e d i t s by d i v i d e n d s t o 
the e x t e n t of twen ty p e r c e n t , which s a i d bonds were w r o n g f u l l y 
c o n v e r t e d by you on o r a b o u t t h e 29 t h day of J u l y , 1926, 
and t h e p r o c e e d s and b e n e f i t s t h e r e o f k e p t and r e t a i n e d by 
you . For f u r t h e r p a r t i c u l a r s , you a r e r e f e r r e d to the p e t i t i o n 
on f i l e . 

And now, u n l e s s you do appea r t h e r e t o and de f end 
by noon of t h e second day of t he e n s u i n g August t e rm of t h e 
s a i d D i s t r i c t Cour t of Page County, Iowa, f o r t he y e a r 1928, 
which w i l l convene i n t h e c o u r t room i n t h e c o u r t house i n 
C l a r i n d a , Page County, Iowa, on the 2 8 t h day of August , 1928, 
your d e f a u l t w i l l be t a k e n and judgment r e n d e r e d a g a i n s t you 
and i n f a v o r of t h i s p l a i n t i f f a s p r a y e d f o r i n s a i d p e t i t i o n . 

(S) Ferguson & Fe rguson . 
A t t o r n e y s f o r P l a i n t i f f . 
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F E D E R A L R E S E R V E B A S E 

O F R I C H M O N D 

September 12, 1928 . 

F e d e r a l Rese rve Board , 
Washington , D. C. 

A t t e n t i o n : Wa l t e r Wyat t . Genera l Counse l . 

Dear Mr. Wya t t : 

I have your l e t t e r of September 11 th w i t h r e s p e c t t o th# 
s u i t s "brought a g a i n s t t h e F e d e r a l Reserve Bank of Chicago i n t h e S t a t e 
c o u r t s of Iowa, 

As you s a y , I have h a d s e v e r a l c a s e s b r o u g h t a g a i n s t t h e 
F e d e r a l Rese rve Bank of Richmond i n t h e S t a t e c o u r t s of Nor th C a r o l i n a 
When we h a d no b r a n c h i n t h a t s t a t e . I n a l l of t h e s e c a s e s s e r v i c e of 
p r o c e s s was made on a d i r e c t o r of t h e F e d e r a l Reserve Bank of Richmond 
r e s i d e n t i n t h e s t a t e . My i n v e s t i g a t i o n of t h e a u t h o r i t i e s l e d me t o 
the c o n c l u s i o n t h a t t h e r e a r e a lways two e lement s i n v o l v e d i n the v a l i d i t y 
Of t h e s e r v i c e of p r o c e s s i n such c a s e s : (1 ) The a c t u a l o r c o n s t r u c t i v e 
p r e s e n c e of t h e c o r p o r a t i o n i n the s t a t e ; ( 2 ) The a u t h o r i t y of t h e o f f i c e r 
o r a g e n t upon whom t h e s e r v i c e i s a c t u a l l y made# 

I f a c o r p o r a t i o n i s p r e s e n t w i t h i n a s t a t e so t h a t i t i s s u b j e c t 
t o p r o c e s s a t a l l , t h e r e can be no doubt t h a t a d i r e c t o r i s a r e p r e s e n t a -
t i v e of t h e c o r p o r a t i o n upon whom p r o c e s s may be s e r v e d i f i t i s so 
p r o v i d e d by s t a t e l aw . Consequent ly , i n t h e c a s e s which I had t h e on ly 
q u e s t i o n i n v o l v e d was whe the r o r n o t t h e F e d e r a l Rese rve Bank of Richmond 
s h o u l d be r e g a r d e d a s r e s i d e n t o r do ing b u s i n e s s i n t h e S t a t e of Nor th 
C a r o l i n a . 

I n two of t h e c a s e s i n which t h i s q u e s t i o n was r a i s e d ; t h a t i s 
t o s a y , i n Mal loy v . F e d e r a l Reserve Bank of Richmond and i n Craven 
Chemical Company v . F e d e r a l Reserve Bank of Richmond, I u s e d the p o i n t a s 
a " t r a d i n g p o i n t " and abandoned i t i n c o n s i d e r a t i o n of t h e c o n s e n t of c o -
d e f e n d a n t s t o a removal to t h e F e d e r a l c o u r t . 

The p o i n t was a l s o r a i s e d i n t h e two ca se s ment ioned by you and 
i n a n o t h e r smal l c a s e c a l l e d C a r o l i n a Power Company v . F e d e r a l Rese rve 
Bank of Richmond. The l a s t ment ioned case i n v o l v e d a s u i t f o r t h e amount 
of a check which we h a d s e n t t o a non-member bank which f a i l e d b e f o r e we 
r e c e i v e d payment . The lower c o u r t dec ided t o s u s t a i n t h e s e r v i c e of 
p r o c e s s , b u t t he j udge remarked f rom the bench t h a t he f e l t g r e a t u n c e r t a i n -
t y . The amount i n t h i s c a s e was smal l and t h e f a i l e d bank p a i d l a r g e 
d i v i d e n d s . While t h e c a s e was p e n d i n g , t h e r e were s e v e r a l d e c i s i o n s u n d e r 
t h e amended c i r c u l a r s of t h e F e d e r a l Rese rve banks h o l d i n g t h a t the banks 
were e x p r e s s l y a u t h o r i z e d t o a c c e p t exchange d r a f t s , a n d the counse l f o r 
t h e p l a i n t i f f s , a f t e r r e a d i n g t h e s e d e c i s i o n s , t ook a n o n - s u i t . 
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I n t h e case t r o u g h t "by Page and Company the lower c o u r t a l s o 
d e c i d e d a g a i n s t me, t h e judge a g a i n e x p r e s s i n g g r e a t d o u b t . As you know, 
t h e j u r y r e n d e r e d a v e r d i c t i n our f a v o r on t h e m e r i t s i n t h a t c a s e , "but 
t h e v e r d i c t was s e t a s i d e . The case i s s t i l l pend ing , and r e c e n t l y my 
opponen t s n o t i f i e d me t h a t t h e y hoped to t r y i t d u r i n g t h e coming f a l l # 

I n t h e case of C. G. Morr i s t h e lower c o u r t a l s o dec ided a g a i n s t 
pe on t h i s p o i n t , b u t when the c a s e was t r i e d on the m e r i t s l a s t May, t h e 
c o u r t gave a pe rempto ry i n s t r u c t i o n i n my f a v o r on the m e r i t s . As you 
w i l l r e c a l l , t h e f a c t s i n t h i s case were i d e n t i c a l w i t h t h o s e s e t out i n 
Craven Chemical Company v . Cleve*. 

I n a r g u i n g t h e c a s e s ment ioned above, I c o l l e c t e d some a u t h o r i -
t i e s , and I am s e n d i n g Mr. Powel l a memorandum of t h e c a s e s upon which I 
f e l i e d and of some of t h o s e upon which my opponents r e l i e d . 

I a g r e e w i t h you and Mr. Powel l i n t h i n k i n g t h a t t h e q u e s t i o n 
i s no t of s u f f i c i e n t impor tance to make a "System m a t t e r " of a c a s e 
i n v o l v i n g i t . I t might he d e s i r a b l e t o o b t a i n a d e f i n i t e d e c i s i o n upon 
the p o i n t , b u t I have a lways f e l t t h a t i t was not c e r t a i n whether i t would 
tie more d e s i r a b l e to have tho p o i n t dec ided a g a i n s t u s o r i n our f a v o r . 

I f i t he d e c i d e d a g a i n s t u s , i t w i l l s u b j e c t u s t o some i n c o n -
v e n i e n c e and expense , h u t t h i s i nconven ience and expense w i l l n o t he l a r g e 
when compared w i t h t h e t o t a l expense of F e d e r a l Reserve hanks , and I have 
a lways f e l t t h a t i t i s r a t h e r "good p o l i t i c s " f o r t h e F e d e r a l Rese rve hanks 
ifo t a k e t h e p o s i t i o n t h a t thoy: a r o ' p r e s e n t i n a l l p a r t s of t h e i r d i s t r i c t 
and can he sued a s any o t h e r p e r s o n i n any s t a t e of t h e i r d i s t r i c t . The 
f a c t t h a t we can he sued means t h a t i f any p e r s o n h a s a smal l c l a i m a g a i n s t 
v|.s h e w i l l he a h l e t o a s s e r t i t i n the c o u r t s of h i s own s t a t e , h u t i f a 
p e r s o n i n South C a r o l i n a c o u l d not sue a F e d e r a l Rese rve hank e x c e p t i n 
Richmond, t h e n f o r a l l p r a c t i c a l p u r p o s e s , he c o u l d no t a s s e r t a smal l 
cjlAim a t a l l , f o r t h e expense i n p r o s e c u t i n g a c l a i m i n Richmond would 
exceed t h e amount i n v o l v e d , and i f we r e f u s e d such a c l a i m , i t would 
l e a v e t h e c l a i m a n t w i t h a f e e l i n g t h a t t h e F e d e r a l Rese rve hank was & remote 
a|nd a r b i t r a r y i n s t i t u t i o n which i g n o r e d h i s r i g h t s , r e l y i n g upon i t s 
p r a c t i c a l exempt ion f rom p r o c e s s i n h i s s t a t e . I t i s t r u e , of c o u r s e , 
t h a t i f we can he sued i n eve ry s t a t e , and p e r h a p s i n every coun ty of 
eve ry s t a t e , we a r e t h e o r e t i c a l l y s u b j e c t t o "hold- t ip s u i t s " on s h a l l 
c l a i m s ; h u t , i f we a d o p t t he p o l i c y of d e f e n d i n g to t h e l i m i t e v e r y 
c l a im which we do n o t c o n s i d e r j u s t , we w i l l no t he l o n g vexed w i t h such 
s u i t s a s I men t ioned . 

On t h e o t h e r hand , i f t h e c o u r t s dec ide t h a t t h e s u i t i n p e r s o n 
cannot he b rough t a g a i n s t u s i n eve ry s t a t e , t h e n i t w i l l f o l l o w t h a t 
i n m o s t s t a t e s our p r o p e r t y w i l l be s u b j e c t t o a t t a c h m e n t a s t h e p r o p e r t y 
of a n o n - r e s i d e n t , so t h a t a p l a i n t i f f , who knows our methods of doix^g 
b u s i n e s s , o r i s w i l l i n g t o t ake s u f f i c i e n t t r o u b l e t o d i s c o v e r p r o p e r t y b e -
l o n g i n g t o u s w i t h i n t h e s t a t e , cou ld s e c u r e j u r i s d i c t i o n by a t t a c h m e n t ; 
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and i f our p r o p e r t y i s a t t a c h e d a s t h a t of a n o n - r e s i d e n t , i n most s t a t e s 
we would, no t be e n t i t l e d , to t h e p r o t e c t i o n of a s t a t u t e of l i m i t a t i o n s , 
which we would have i f i t were dec ided t h a t we were doing b u s i n e s s i n 
t he s t a t e and s u b j e c t t o t h e p e r s o n a l s e r v i c e of p r o c e s s . 

While t he p o i n t remains d o u b t f u l , I have f o u n d t h a t t he u n c e r -
t a i n t y i s of i t s e l f an advan tage , f o r , a s you see above, we can r a i s e 
t h e p o i n t i n e v e r y case and f r e q u e n t l y embar rass our opponents by showing 
them t h a t t h e y may be compelled, t o go to t h e Supreme Court of t he U n i t e d 
Sf ta tes b e f o r e t h e y s e c u r e a f i n a l d e c i s i o n . 

I am s e n d i n g a copy of t h i s l e t t e r t o Mr. Powel l and a l o n g 
w i t h i t t h e memorandum of a u t h o r i t i e s which I men t ioned . 

Very t r u l y y o u r s , 

(S ) M. G-. Wal l ace , 
Counse l . 

MOW L 

Copy to -
Mr. Chas . L . Powe l l , Counsel , 
F e d e r a l Rese rve Bank of Chicago 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6134 

September 12 , 1 9 2 8 . 

SUBJECT: E l e c t i o n of C l a s s "A" a n d "B" D i r e c t o r s . 

Dear S i r : 

Th i s i s t o a d v i s e you t h a t t h e F e d e r a l 
R e s e r v e Board h a s d e s i g n a t e d November 15 , 1928, 
a s t h e d a t e f o r o p e n i n g t h e p o l l s i n t h e f o r t h -
coming e l e c t i o n s of C l a s s "A" and "B" D i r e c t o r s . 
You a r e a l s o a d v i s e d t h a t t h e r e w i l l be no change 
i n t h e g roup c l a s s i f i c a t i o n s which have g o v e r n e d 
i n t h e s e e l e c t i o n s f o r t h e p a s t s e v e r a l y e a r s . 

Very t r u l y y o u r s , 

J . C. N o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO CHAIRMEN OF ALL F . R. BANKS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d X~6135 

September 12, 1928, 

SUBJECT: Changes i n I n t e r - D i s t r i c t Time S c h e d u l e . 

Dear S i r : 

Upon agreement between the F e d e r a l r e s e r v e "banks i n v o l v e d , 
t h e Board h a s a p p r o v e d t h e f o l l o w i n g changes i n t h e i n t e r - d i s t r i c t 
t ime s c h e d u l e : 

From B u f f a l o t o San Anton io 
San F r a n c i s c o t o Bos ton 
Los Ange les " " 
S a l t Lake C i t y t o B u f f a l o 
Spokane t o P h i l a d e l p h i a 
S e a t t l e to C l e v e l a n d 
P o r t l a n d t o " 
S e a t t l e t o C i n c i n n a t i 
Los Angeles t o " 
San F r a n c i s c o t o Richmond 
Los Ange les " " 
S e a t t l e " " 
P o r t l a n d " " 
Los Ange les t o B a l t i m o r e 
San F r a n c i s c o t o C h a r l o t t e 
S a l t Lake C i t y 11 " 
San F r a n c i s c o to A t l a n t a 
S e a t t l e « " 
P o r t l a n d 11 " 
San F r a n c i s c o t o Hew O r l e a n s 
S e a t t l e t o Birmingham 
P o r t l a n d " " 
Spokane " " 
Los Ange les t o N a s h v i l l e 
S a l t Lake C i t y t o " 
Spokane t o " 
San F r a n c i s c o t o J a c k s o n v i l l e 
Los Angeles " " 
S a l t Lake C i t y " " 
S e a t t l e " " 
P o r t l a n d " " 
Spokane " " 
Los Ange les 
S e a t t l e 
P o r t l a n d 

D e t r o i t 
ii 

From 4 days t o 3 days 
6 " " 5 
6 « 11 5 
3 » " 4 
5 I I I I 4 

5 I I I I 4 

5 I I I I 4 

5 I I I I 4 

5 N I I 4 

6 « " 5 
6 " " 5 
6 " " 5 
6 " " 5 
6 " " 5 
6 " " 5 
5 I I I I 4 

6 " " 5 
6 " " 5 
6 " " 5 
5 - n I I 4 

6 " " 5 
6 11 " 5 
5 " " 4 
5 I I I I 4 

4 H I I 3 

5 ii I I 4 

6 " " 5 
6 " " 5 
5 " " 4 
6 " 11 5 
7 II II 5 

6 " " 5 
5 « " 4 
5 " " 4 
5 I I n 4 
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From S e a t t l e t o S t . Louis 
Los Ange les t o L o u i s v i l l e 
P o r t l a n d " " 
S a l t Lake C i t y t o Memphis 
Spokane " " 
Los Ange les to L i t t l e Rock 
S a l t Lake C i t y t o " " 
S e a t t l e » " " 
Spokane " 11 " 
S e a t t l e to M i n n e a p o l i s 
P o r t l a n d " " 
San F r a n c i s c o t o Helena 
Spokane to " 
Los Ange les t o Kansas C i t y 
Spokane " " " 
San F r a n c i s c o t o Denver 
S e a t t l e " " 
P o r t l a n d " " 
Los Ange le s " " 
S e a t t l e t o Oklahoma C i t y 
P o r t l a n d " " " 
Los Ange les to D a l l a s 
S a l t Lake C i t y t o " 
Spokane " " 
P o r t l a n d 11 11 

S a l t Lake C i t y to E l Paso 
Spokane t o 11 " 
S e a t t l e t o Houston 
P o r t l a n d " 11 

" " San Antonio 

From 5 days to 4 days 
ii 5 ii ii 4 ii 

it 5 it ii 4 ii 

it 4 » ii 3 ii 

ii 5 ii ii 4 ii 

ii 5 ii ii 4 ii 

ii 4 n ii 3 " 
ii 6 " ii 5 ii 

ii 5 ii ii 4 ii 

ii 4 ii ii 3 ii 

ii 4 ii ii 3 ii 

H 3 " ii 4 ii 

" 1 " ii 2 " 

n 4 ii ii 3 " 
ii 4 n ii 3 " 
ii 4 ii it 3 ii 

ii 4 ii ii 3 " 
ii 4 i i ii 3 ii 

ii 4 ii ii 3 ii 

ii 5 ii ii 4 ii 

ii 5 ii ii 4 ii 

ii 4 ii ii 3 " 
ii 4 ii ii 3 ii 

ii 5 ii ii 4 ii 

ii 5 n ii 4 ii 

" 4 " ii 3 ii 

" 5 " ii 4 ii 

ii 6 n " 5 " 
ii 6 ii ii 5 ii 

ii 5 " ii 4 ii 

Very t r u l y y o u r s , 

J . C. H o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F . R . BAMS. 
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FEDERAL RESERVE BOARD 

WASHINGTON X -6136 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

September 17, 1928. 

SUBJECT: Ho l idays du r ing Oc tober , 1928. 

Dear S i r : 

On F r i d a y , October 1 2 t h , t h e r e w i l l "be n e i t h e r 
Gold S e t t l e m e n t Fund nor F e d e r a l Reserve n o t e c l e a r i n g on 
a c c o u n t of t h e obse rvance of Columbus Day (Fa rmer s ' Day i n 
F l o r i d a ) and the books of t h e F e d e r a l Reserve B o a r d ' s Gold 
S e t t l e m e n t D i v i s i o n w i l l be c l o s e d . The o f f i c e s of the 
Board and t h e f o l l o w i n g F e d e r a l r e s e r v e banks and b r a n c h e s 
w i l l bo open f o r b u s i n e s s a s u s u a l : 

Richmond S t . Lou i s 
C h a r l o t t e L i t t l e Rock 

Memphis 
A t l a n t a 

Birmingham Minneapo l i s 
N a s h v i l l e 

Kansas C i t y 
D e t r o i t Denver 

Oklahoma C i t y 

I n a d d i t i o n to the h o l i d a y s men t ioned above, t he 
f o l l o w i n g b r a n c h e s of the F e d e r a l Rese rve Bank of A t l a n t a 
w i l l be c l o s e d on the d a t e s s p e c i f i e d : 

Tuesday Oc tober 9 Birmingham F r a t e r n a l Day 
Wednesday October 10 Havana Agency R e v o l u t i o n of Yara 

K ind ly n o t i f y b r a n c h e s . 

Very t r u l y y o u r s , 

J . C. N o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F . R . BANKS. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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September 13, 1928. 

Mr. Thomas B. P a t o n , J r . , 
A s s i s t a n t Genera l Counse l , 
American B a n k e r s ' A s s o c i a t i o n , 
110 E . 42nd. S t r e e t , 
New York C i t y . 

Dear Mr. P a t o n : 

Some t ime ago Mr. H. F . S t r a t e r , C a s h i e r of t h e F e d e r a l 
Rese rve Bank of C l e v e l a n d and Chairman of t h e S t a n d i n g Committee 
on C o l l e c t i o n s of t h e Conference of Governors of F e d e r a l Reserve 
Banks, f o r w a r d e d t o me a copy of a l e t t e r which you h a d a d d r e s s e d 
t o him unde r d a t e of May 1 8 t h , r e q u e s t i n g t h e views of h i s commit tee 
on t h e p r o p o s e d Uniform Bank C o l l e c t i o n Code which your o f f i c e i s 
p r e p a r i n g f o r t h e American Banke r s ' A s s o c i a t i o n . Mr. S t r a t e r c a l l e d 
my a t t e n t i o n to your s t a t e m e n t t h a t i t h a s "been the p o l i c y to e n -
courage a s much c o n s t r u c t i v e c r i t i c i s m a s p o s s i b l e and s u g g e s t e d t h a t 
I might t r a n s m i t c o p i e s of t h e r e v i s e d d r a f t of t he Code to Counsel 
f o r t h e v a r i o u s F e d e r a l r e s e r v e "banks and o b t a i n t h e i r comments on 
t h e same. I have done so and am t a k i n g t h e l i b e r t y of e n c l o s i n g 
f o r you r i n f o r m a t i o n such comments a s r have r e c e i v e d . 

Mr. P a r k e r , Counsel to the F e d e r a l Reserve Bank of A t l a n t a , 
a s k e d me t o a d v i s e you t h a t s i n c e w r i t i n g t h e e n c l o s e d l e t t e r he 
h a s r e a c h e d t h e c o n c l u s i o n t h a t the c o n s t i t u t i o n a l q u e s t i o n r a i s e d i n 
d i s c u s s i n g S e c t i o n 11 i s p r o b a b l y no t w e l l f o u n d e d . 

Due t o the f a c t t h a t you h a d i n v i t e d Counsel of some of t h e 
F e d e r a l r e s e r v e banks to submit t h e i r v iews w i t h r e f e r e n c e to the 
f i r s t t e n t a t i v e d r a f t of your Code, t h i s m a t t e r was b r o u g h t up f o r 
d i s c u s s i o n a t a c o n f e r e n c e of Counsel f o r a l l F e d e r a l r e s e r v e banks 
which was h e l d i n Washington l a s t w i n t e r to c o n s i d e r o t h e r l e g a l q u e s -
t i o n s of i n t e r e s t t o the e n t i r e F e d e r a l r e s e r v e system, and a t t h a t 
t ime i t was a g r e e d t h a t Counsel f o r a l l F e d e r a l r e s e r v e banks s h o u l d 
f u r n i s h t h i s o f f i c e w i t h c o p i e s of t h e i r comments r e s p e c t i n g t h i s 
Code i n o r d e r t h a t I might t r a n s m i t them t o you i n a body. B e f o r e I 
r e c e i v e d a l l of t h e i r comments I l e a r n e d t h a t you h a d a l r e a d y p r e p a r e d 
a r e v i s e d d r a f t of t h e Code f o r submis s ion to the E x e c u t i v e Counc i l of 
t he American B a n k e r s ' A s s o c i a t i o n a t a mee t i ng h e l d i n Augus ta , Georg ia , 
sometime i n A p r i l , and hence I d i d no t t r a n s m i t t hose comments t o you . 
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I n o r d e r t h a t you may have a complete s t a t e m e n t of t h e views of 
Counsel f o r t h e v a r i o u s F e d e r a l r e s e r v e "banks I am now e n c l o s i n g 
c o p i e s of t h e i r comments on t h e f i r s t t e n t a t i v e d r a f t . You u n -
d o u b t e d l y a l r e a d y have some of t h e s e , h u t I do no t t h i n k you have 
a l l of them. 

I n a u t h o r i z i n g me to f u r n i s h you w i t h c o p i e s of t h e i r 
l e t t e r s , Counsel f o r t h e F e d e r a l r e s e r v e "banks have a s k e d me to 
make i t c l e a r t h a t t h e s t a t e m e n t s c o n t a i n e d t h e r e i n a r e m e r e l y 
e x p r e s s i o n s of t h e i r own p e r s o n a l o p i n i o n s and do n o t r e p r e s e n t t h e 
v iews of t he F e d e r a l r e s e r v e "banks or t h e F e d e r a l r e s e r v e sys tem, 
Moreover , t h e y do no t d e s i r e t o have t h e i r v iews quo ted i n t h i s con-
n e c t i o n "but would p r e f e r t o have you t r e a t t h e i r l e t t e r s a s "being 
i n t e n d e d on ly f o r your c o n f i d e n t i a l i n f o r m a t i o n . 

I t r u s t t h a t you w i l l r e c e i v e t h i s i n f o r m a t i o n i n t h e 
s p i r i t i n which i t i s o f f e r e d - t h a t of h e l p f u l and c o n s t r u c t i v e 
c r i t i c i s m and t h a t i f t h e r e i s a n y t h i n g e l s e t h a t I can do t o be 
of a s s i s t a n c e to you, you w i l l no t h e s i t a t e to c a l l upon me. 

Very t r u l y y o u r s , 

Wal t e r Wyat t , 
Genera l C o u n s e l . 

E n c l o s u r e s . 

W:vdb 
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FEDERAL RESERVE BAH 
OF 

KANSAS C m 

H. C-. LEEDY, Counsel 
1503 F e d e r a l Rese rve Bank B l d g . , X-6137-a, 

Kansas C i t y , M i s s o u r i . 
September 11, 1928. 

Hon. Wal t e r Wyat t , Genera l Counsel , 
F e d e r a l Rese rve Board, 
Washington, D. C. . 

My dea r Mr. Wyat t : 

Upon my r e t u r n t o the o f f i c e a f t e r an absence of 
two weeks I f i n d your t e l e g r a m i n which you r e q u e s t my comments 
on t h e p r o p o s e d u n i f o r m bank c o l l e c t i o n code p r e p a r e d by Judge 
P a t on of t h e American Banke r s ' A s s o c i a t i o n . 

A f t e r r e a d i n g t h e comments of t h e counse l to t h e 
s e v e r a l F e d e r a l Rese rve Banks on the f i r s t d r a f t of t he p r o p o s e d 
code, I f e e l t h a t a l l q u e s t i o n s have been r a i s e d which might be 
r a i s e d c o n c e r n i n g the new d r a f t . Accord ing ly , I have n o t h i n g 
new t o a d d . 

I n my l e t t e r c o n c e r n i n g the f i r s t d r a f t of the code 
I q u e s t i o n e d t h e p r o v i s i o n s i n t h e l a t t e r p a r t of t h e s e c t i o n which 
a p p e a r s i n t h e r e v i s e d d r a f t a s S e c t i o n 10 . Th i s s e c t i o n r e l a t e s 
t o t he c o n t i n u e d l i a b i l i t y of t h e p a r t i e s to an i n s t r u m e n t f o r 
which payment h a s no t been made i n f i n a l l y c o l l e c t e d p a p e r . I am 
s t i l l u n a b l e t o see t h a t t h i s s e c t i o n a s d r a f t e d would be workable 
i n a l l c a s e s . 

The te rms t o which I have r e f e r e n c e a r e t h o s e which 
p r o v i d e t h a t when i t e m s a r e exchanged th rough t h e c l e a r i n g s and 
a d r a f t i s g i v e n f o r t h e d i f f e r e n c e between the i t ems exchanged, 
which d r a f t i s no t p a i d on accoun t of t h e i s s u i n g bank f a i l i n g , 
the makers , d rawers and e n d o r s e r s of the i t ems drawn on o r p a y a b l e 
a t the f a i l e d bank, s h a l l r emain l i a b l e on t h e i t ems f o r t h e 
p r o p o r t i o n a t e p a r t t h e r e o f which t h e t o t a l amount of t h e d r a f t 
so i s s u e d b e a r s t o t h e t o t a l amount of such i t e m s . I s ee no 
o b j e c t i o n to t h i s where an exchange of i t ems i s made between o n l y 
two banks , o r where each bank c l e a r i n g i t ems makes an exchange 
w i t h each o t h e r bank , and a s e t t l e m e n t i s made between each , which 
i s the same, of c o u r s e , a s i f on ly two banks were i n v o l v e d . I am 
unab l e t o see how i t would work, however, where t h e r e a r e a number 
of banks i n v o l v e d which make t h e i r c l e a r i n g s th rough t h e o r d i n a r y 
c l e a r i n g house a r r angemen t , where a n e t d e b i t or c r e d i t i s c a s t 
up a g a i n s t each c l e a r i n g bank, and t h e d e b t o r banks s e t t l e w i t h 
t h e c r e d i t o r banks w i t h o u t r e g a r d to whether t he p a y i n g banks , Digitized for FRASER 
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o r arty of them,, owe b a l a n c e s to the banks to which payments a r e 
made, on accoun t of i t ems which those "banks, a s "between t hemse lves , 
h e l d a g a i n s t each o t h e r . To i l l u s t r a t e : Assume t h a t t h e r e a r e 
e i g h t "banks which c l e a r t h e i r i tems th rough the c l e a r i n g house# 
The e i g h t h "bank i s i n s o l v e n t . ' The amount of i t ems which each of 
t he "banks h o l d s a g a i n s t t h e i n s o l v e n t bank v a r i e s g r e a t l y , a s do 
t he i t ems which t h e i n s o l v e n t "bank h o l d s a g a i n s t t h e o t h e r seveft 
banks + As t o some of the seven "banks, the i t ems which t h e i n -
s o l v e n t "bank h o l d s a g a i n s t them, exceeds t he amount of t h e i t ems 
which t h e y h o l d a g a i n s t the i n s o l v e n t bank . No b a l a n c e i s s t r u c k 
a s be tween the i n s o l v e n t bank and the o t h e r banks , b u t t he t o t a l 
of a l l of t h e i t ems h e l d a g a i n s t the i n s o l v e n t bank i s t aken , 
which , of c o u r s e , r e p r e s e n t s t he g r o s s debt of t h a t bank on 
accoun t of t h e c l e a r i n g s . There i s t h e n t o t a l l e d t h e amount o f 
a l l i t e m s which t he i n s o l v e n t bank: h o l d s a g a i n s t a l l of t he o t h e r 
banks , which i s i t s g r o s s c r e d i t i n the c l e a r i n g s * The same t h i n g 
i s done a s to each of the o t h e r banks , and i n each i n s t a n c e t h e 
d i f f e r e n c e be tween t h e g r o s s i n d e b t e d n e s s of t h e bank and i t s 
g r o s s c r e d i t i s t h e amount which i t i s r e q u i r e d t o pay , or i s 
e n t i t l e d to r e c e i v e , a c c o r d i n g t o whe ther i t s d e b i t s or i t s c r e d i t s 
a r e the l a r g e r . The amount a d e b t o r bank i s r e q u i r e d t o pay , ( and 
a bank about to suspend i s a lmos t i n v a r i a b l y a d e b t o r b a n k , ) b e a r s 
no r e l a t i o n wha tever to any i n d e b t e d n e s s owing to the bank o r banks 
t o which payment i s made on account of exchange of i t ems be tween 
them, bu t on the c o n t r a r y , the c r e d i t o r bank or banks so p a i d , may 
have a c t u a l l y been i n d e b t e d t o the deb to r bank, a s be tween them-
s e l v e s , on accoun t of t h e i r exchange of i t e m s . 

I r e a l i z e , of cou r se , t h a t f o r the p u r p o s e of d e t e r m i n i n g 
t h e e x t e n t of t h e r e l e a s e of each maker, drawer or e n d o r s e r of an 
i t em so h a n d l e d , i t would be p o s s i b l e f o r t he p r o p o r t i o n t h a t such 
p a r t i e s s h o u l d be h e l d l i a b l e f o r c o u l d be a r r i v e d a t by r e f e r e n c e 
t o the t o t a l amount of the n e t d e b i t b a l a n c e owing by t he i n s o l v e n t 
bank, a f t e r t h e exchange of a l l i t ems , and the a g g r e g a t e amount of 
a l l i t e m s c l e a r e d a g a i n s t i t , b u t the dilemma i s i n a d j u s t i n g t h e 
r i g h t s a s be tween t h e c l e a r i n g banks , and a s between t h e i r cus tomers , 
so a s t o p a s s back to t h e u l t i m a t e owners of t h e i t ems the r i g h t 
to e n f o r c e t he i t ems f o r t h e p r o p o r t i o n a t e amounts the p a r t i e s 
r emain l i a b l e f o r t h e r e o n , and so t h a t no c l e a r i n g bank may r e t a i n 
a g r e a t e r p r o p o r t i o n of any s e t t l e m e n t h a d f rom the c l e a r i n g s t h a n 
i t i s e n t i t l e d t o , a f t e r t he p r o p o r t i o n a t e l i a b i l i t y of d rawers , 
makers and e n d o r s e r s h a s been de te rmined , and p a s s e d on to t h e 
p a r t i e s e n t i t l e d t o e n f o r c e the same* For i n s t a n c e , assume t h a t 
f o u r o f t he banks i& the above t h e o r e t i c a l c a se a r e c r e d i t o r banks 
i n t h e c l e a r i n g s , and t h a t t he r ema in ing f o u r , i n c l u d i n g t h e 
i n s o l v e n t bank, a r e debtor©*, Three of t he c r e d i t o r b a n k s r e c e i v e 
s e t t l e m e n t f rom the d e b t o r banks o t h e r t h a n t he i n s o l v e n t bank* 
The f o u r t h c r e d i t o r bank r e c e i v e s s e t t l e m e n t f rom the i n s o l v e n t bank 
i n the form of i t s d r a f t * On t h e s u s p e n s i o n of t he i n s o l v e n t bariks 
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b e f o r e payment of t h e d r a f t , on ly the "bank w i t h which i t made 
s e t t l e m e n t h a s any "balance owing on accoun t of t h e i t ems h e l d a g a i n s t 
t h e i n s o l v e n t bank, and a l l of t h e o t h e r "banks, each of which may 
have h e l d a l a r g e r number of such i t e m s , have been p a i d i n f u l l . 
I f t h e i r i t e m s a r e t o be t r e a t e d a s on ly p a r t i a l l y p a i d , n o t w i t h -
s t a n d i n g t h e s e t t l e m e n t , t h e r e o b v i o u s l y mast be some a d j u s t m e n t 
be tween them and the bank h o l d i n g t h e u n p a i d d r a f t , a n d a s a l r e a d y 
i n d i c a t e d , t h e r e a p p e a r s to be no p r o v i s i o n i n t h e p r o p o s e d code 
by which t h i s may be accompl i shed . 

What I have s a i d I assume may a l r e a d y have r e c e i v e d t h e 
c o n s i d e r a t i o n of Judge Pa ton , b u t I a g a i n r e f e r to i t f o r wha teve r 
a d d i t i o n a l c o n s i d e r a t i o n he may t h i n k i t w a r r a n t s . 

With b e s t p e r s o n a l r e g a r d s , I am 

Yours v e r y t r u l y , 

(S) H. G. Leedy. 

HGL:CR 
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WILL IMS MD SXHLER 
ATTORNEYS' AT LA" 

601 Commercial T r u s t B u i l d i n g 
PHILADELPHIA 

X-6137-b 

September 10, 1928 

W a l t e r l y a t t , E s q . , Genera l Counsel , 

F e d e r a l Heserve Board, 

Washington, B. C. 

Dear Mr. Wya t t : 

The m a t t e r of t h e p r o p o s e d Uniform Check C o l l e c t i o n Code 

i s on ly a n o t h e r i n s t a n c e i n which I have not "been a b l e t o a f f o r d 

any p r a c t i c a l a s s i s t a n c e . 

When I h a d an o p p o r t u n i t y to c o n s i d e r the d r a f t s u b m i t t e d 

I f o u n d t h a t o t h e r counse l of F e d e r a l Reserve banks h a d be tween 

them a p p a r e n t l y made eve ry comment and s u g g e s t i o n t h a t seemed to 

me to be p e r t i n e n t # I s h o u l d a l s o say t h a t the m a t t e r b e i n g i n 

t h e hands of Judge P a t on i n t h e f i r s t i n s t a n c e a s counse l f o r t h e 

American B a n k e r s ' A s s o c i a t i o n , and h a v i n g v e r y p rompt ly r e c e i v e d 

the c o n s i d e r a t i o n and s t u d y which Mr. Agnew was a b l e t o g ive i t , I 

shou ld no t have been i n c l i n e d t o expec t t h a t f u r t h e r s u g g e s t i o n s 

of " a l t e r a t i o n s or r e p a i r s " would be c a p a b l e of s t r e n g t h e n i n g 

or improving i t . I have t a k e n o c c a s i o n t o make s u r e t h a t the 

o f f i c e r s of t h e F e d e r a l Reserve Bank of P h i l a d e l p h i a h a d c o n s i d e r e d 

the p r o p o s e d Code a n d have h a d an o p p o r t u n i t y t o comment on i t 

f rom a p r a c t i c a l s t a n d p o i n t . They have been i n communication 

w i t h c e r t a i n of our member, banks, b u t have a d v i s e d me t h a t t hey 

have no comments to make a t t h i p t i m e , 

My own e x p e r i e n c e w i t h r e s p e c t t o t h e enactment of Digitized for FRASER 
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Wil l iams aqd. S i n k i e r ^ 

{ Sheet Btiribey: 2 

Wa l t e r Wyatt* Esq . 
September 10, 1928 

l e g i s l a t i o n i n P e n n s y l v a n i a d u r i n g the p a s t f i f t e e n or twenty 

y e a r s h a s made me r a t h e r s k e p t i c a l a s to t h e chances of enac tment 

f o r any such comprehensive code a s compared w i t h the chance of 

g e t t i n g th rough one o r more s t a t u t e s to e f f e c t those s p e c i f i c 

changes which "bankers would r e c o g n i z e a s conforming t o good 

"banking custom and which unde r t h e d e c i s i o n s have no t "been 

d e f i n i t e l y e s t a b l i s h e d , a s , e . g . , t he d i r e c t t r a n s m i t t a l of checks 

t o "banks on which they a r e drawn, t he r i g h t t o a c c e p t "bank d r a f t s 

i n l i e u of c a s h , t he l i m i t a t i o n of t h e r e s p o n s i b i l i t y of the bank 

of d e p o s i t t o due c a r e i n t h e s e l e c t i o n of s u b - a g e n t s , and t h e 

c l a r i f i c a t i o n of t h e law a s to p r e f e r e n c e s i n the l i q u i d a t i o n of 

i n s o l v e n t b a n k s . Th is I n o t e i s a l s o the view of o t h e r c o u n s e l . 

The whole m a t t e r , however , i s p r i m a r i l y f o r t he American Banke r s ' 

A s s o c i a t i o n to c o n s i d e r and to p r e s s . C e r t a i n l y i n t h i s d i s t r i c t 

w h i l e the members of t h a t A s s o c i a t i o n know of our r e a d i n e s s t o c o -

o p e r a t e , the b e s t r e s u l t s c o u l d no t i n my judgment be e x p e c t e d f rom 

any a c t i o n on t h e p a r t of r e p r e s e n t a t i v e s of the F e d e r a l Rese rve 

Bank i n a p p e a r i n g t o t a k e t h e i n i t i a t i v e i n an e f f o r t t o s ecu re t h e 

enactment of such l e g i s l a t i o n . 

I s h a l l , of c o u r s e , wish t o keep i n touch w i t h the m a t t e r 

and hope i t may be p o s s i b l e a t some s t a g e t o r e n d e r some a i d . Th i s 

would be p r e f e r a b l e f rom my s t a n d p o i n t t o w r i t i n g i n t h e way of 

apo logy f o r no t h a v i n g any p r a c t i c a l a s s i s t a n c e to o f f e r , a s up 

t o t h i s d a t e . Very trialy. yours", 
E MS. iS)" P a r k e r S . W i l l i a m s . Digitized for FRASER 
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HERRICK, SMITH, DONALD & FAB.L3Y 

F i r s t Nationti.1 B u i l d i n g 
1 Fede ra l S t r e e t 

BOSTCH 
X-6137-c 

September 6, 1928. 

Mr. Wal t e r Wyat t , Genera l Counsel 
F e d e r a l Rese rve Board 
Washington, D. C. 

Dear Mr. Wya t t : 

You have s u b m i t t e d to me t h e second t e n t a t i v e d r a f t 

of a Uni form Bank C o l l e c t i o n Code p r e p a r e d "by Mr. Thomas B. 

P a t o n and have a s k e d f o r my comments. 

S e v e r a l months ago you s u b m i t t e d a copy of Mr. P a t o n ' s 

f i r s t d r a f t of t h e code w i t h a s i m i l a r r e q u e s t . Under d a t e o f . 

March 22 I wro te you a l e t t e r g i v i n g c e r t a i n l i m i t e d comments 

r e l a t i v e t o Mr. P a t o n ' s f i r s t d r a f t . I have rev iewed my own 

comments made a t t h a t t ime and I have a l s o r e a d over t h e v a r i o u s 

l e t t e r s w r i t t e n by counse l of o t h e r F e d e r a l Reserve Banks r e l a -

t i v e t o t h a t f i r s t d r a f t . 

Here a r e my comments c o n c e r n i n g t h e second d r a f t : 

I s h o u l d l i k e t o make r e f e r e n c e t o my l e t t e r of March 

22 i n which I made t h e . fo l lowing s t a t e m e n t } 

"We have neve r h a d a s i n g l e case i n c o u r t growing 
out of t h e c o l l e c t i o n of checks o r o t h e r i t e m s . 
Mr. C a r r i c k t e l l s me t h a t t h e r e h a s never been any 
c o l l e c t i o n c a s e i n v o l v i n g any l o s s to t h e Reserve Bank 
of Bos ton e x c e p t i n c o n n e c t i o n w i t h one smal l i t em where 
we m i s r o u t e d a check and p a i d up the l o s s a s soon a s 
our n e g l i g e n c e became a p p a r e n t . 

"Thus, a t l e a s t so f a r a s our p r a c t i c a l e x p e r i e n c e 
i s conce rned , t h e r e i s n o t h i n g i n e x i s t i n g c o n d i t i o n s to 
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To W.W. 

F o l i o 3 September 6, 1928 

i n d i c a t e the n e c e s s i t y of f o r m u l a t i n g any c o d e . P e r h a p s 
your committee w i l l t a k e under advisement a s t o whe ther 
a new code i s n e c e s s a r y . I t h i n k i t might be "borne i n 
mind t h a t a l l new l e g i s l a t i o n , however c a r e f u l l y p r e p a r e d , 
t u r n s ou t a lmos t i n e v i t a b l y to "be d e f e c t i v e o r ambiguous 
i n some r e s p e c t . " 

When I made the above s t a t e m e n t I f e l t more s t r o n g l y 

t h a n I e x p r e s s e d a g rave doubt a s t o t h e wisdom of f o r m u l a t i n g 

any comprehensive code r e l a t i v e t o c o l l e c t i o n s . 

I n o t e w i t h i n t e r e s t t he l e t t e r of Mr. P a r k e r , counse l 

f o r t h e Rese rve Bank of A t l a n t a , i n which he makes t h e f o l l o w i n g 

s t a t e m e n t : 

"We migh t remark a t the o u t s e t t h a t we r a t h e r doubt 
b o t h t h e f e a s i b i l i t y and a d v i s a b i l i t y of s e c u r i n g t h e 
enac tment of a n y t h i n g which might p r o p e r l y "be termed a 
Uniform C o l l e c t i o n Code. We b e l i e v e t h a t i t would he vegy 
h e l p f u l were t h e s e v e r a l S t a t e s to e n a c t l e g i s l a t i o n de-
s i g n e d t o accompl i sh c e r t a i n s p e c i f i c t h i n g s , namely: 
( a ) t he r i g h t to send checks d i r e c t to drawee or p a y o r 
"banks; (b ) t h e r i g h t to a c c e p t / S ^ S r t s i n l i e u of 
cash ; ( c ) exempt ion f rom l i a b i l i t y on accoun t of t he de-
f a u l t or omis s ions of s u b a g e n t s ; and (d ) t h e c l a r i f i c a t i o n 
of t he law on t h e s u b j e c t of p r e f e r e n c e s i n i n s o l v e n t 
"bank l i q u i d a t i o n . We b e l i e v e , however, t h a t i t would "be 
b e t t e r t o l i m i t t h e a c t i v i t i e s of t h e A s s o c i a t i o n to t h e 
accompl ishment of t h e s e p a r t i c u l a r ends r a t h e r t h a n to 
a t t e m p t t o have e n a c t e d a somewhat a m b i t i o u s code which 
r u n s c o u n t e r t o t h e common law i n a number of r e s p e c t s , 
and which e x p e r i e n c e might demons t ra te to be d e f e c t i v e if 
not d a n g e r o u s . " 

I t seems to me t h a t Mr. P a r k e r 1 s p o i n t s a r e w e l l t a k e n . 

I am not p r e p a r e d to s t a t e whe the r I s h o u l d recommend l e g i s l a t i o n 

c o v e r i n g t h e same s p e c i f i c t h i n g s a s he does , bu t I do t h i n k t h e 

g e n e r a l i d e a he e n u n c i a t e s i s sound. 

ITow w i t h r e s p e c t t o t h e second d r a f t of t h e code I can 

o n l y say t h a t I have r e a d i t over c a r e f u l l y t o g e t h e r w i t h the 

e x p l a n a t o r y remarks which accompany the d r a f t . I t c e r t a i n l y seems 
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HER3ICK, SUITH, D02TALD & FAELET X-6137 

To W . f . 

F o l i o 3 September 6, 1928 

t o "be an improvement over t he f i r s t d r a f t and on t h e whole would 

seem to "be a f a i r l y c l e a r e n u n c i a t i o n of the p r i n c i p l e s which 

s h o u l d gove rn "bank c o l l e c t i o n s . Based on such e x p e r i e n c e a s I 

have h a d i n t h i s d i s t r i c t I obse rve no p a r t i c u l a r p r o v i s i o n i n 

t h e code which I would c o n s i d e r to "be o b j e c t i o n a b l e . However, a s 

I have h e r e t o f o r e s t a t e d to you s e v e r a l t i m e s , we hatie h a d no e x -

p e r i e n c e i n t h i s d i s t r i c t i n the m a t t e r of l i t i g a t i o n . 

These a r e my p e r s o n a l views and do n o t n e c e s s a r i l y r e -

f l e c t t h e views of t h e o f f i c e r s of the Bos ton Bank. 

Very t r u l y y o u r s , 

(S) Ar thu r H. Weed. 

AHW:M 
CC-Mr. C a r r i c k 

Mr. P a r k e r 
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Law O f f i c e Of 
LOCKE, LOCKE, STROUD & RANDOLPH, 

American Exchange B u i l d i n g , 
D a l l a s , Texas . 

X-5137-d 

September 6, 1928. 

F e d e r a l Rese rve Board, 
Washington, D. C. 

Q-entlemen: A t t e n t i o n Wa l t e r Wyatt , Genera l Counse l . 

P u r s u a n t to t h e t e l e g r a p h i c communications t h a t 
have p a s s e d "between our Mr. B r e i b e l b i s and Mr. Wyat t , we have 
t o a d v i s e t h a t we have r ev iewed t h e second d r a f t of t he p r o -
p o s e d Uniform Bank C o l l e c t i o n Code p r e p a r e d "by Mr. Thomas B. 
P a t o n , Genera l Counsel of American B a n k e r s ' A s s o c i a t i o n . 

We do no t f i n d t h i s d r a f t s u b s t a n t i a l l y d i f f e r e n t 
f rom t h e f i r s t d r a f t , upon which we made d e t a i l e d comments 
some t ime a g o . We e n c l o s e a copy of our n o t e s of compar ison 
of t he second d r a f t w i t h the f i r s t d r a f t * 

As a c o n c r e t e whole , we doubt t h e a d v i s a b i l i t y of the 
a d o p t i o n of t h i s code . 

We i n c l i n e to the o p i n i o n t h a t i t w i l l c a u s e more 
t r o u b l e s t h a n i t w i l l s o l v e and w i l l p roduce more l i t i g a t i o n 
t h a n i t w i l l a v o i d . 

Yours ve ry t r u l y , 

(S) Locke, Locke, S t r o u d & Randolph . 

gPD-h. 
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COPY X-6137-d 
Rotes made i n c o n n e c t i o n w i t h 

second t e n t a t i v e d r a f t of 
P roposed Uniform C o l l e c t i o n Code. 

< - o - * 

SECTION 1 - i s s u b j e c t t o the same c r i t i c i s m made i n 
our c r i t i c i s m of f i r s t t e n t a t i v e d r a f t . 

SECTION 2 - i s s u b j e c t t o same c r i t i c i s m made i n our 
c r i t i c i s m of S e c t i o n 2 of f i r s t t e n t a t i v e d r a f t , e x c e p t , however, 
t h a t i t a p p e a r s t o g i v e the d e p o s i t o r y "bank "broader r i g h t s t h a n 
were g i v e n unde r s e c t i o n 2 of f i r s t t e n t a t i v e d r a f t , which would 
seem to make i t even more s u b j e c t to our c r i t i c i s m * 

SECTION 3 - a p p e a r s to have been m a t e r i a l l y changed 
from s e c t i o n 3 of t h e f i r s t t e n t a t i v e d r a f t , by- m r e . l y g i v i n g 
t h e d e p o s i t a r y r i g h t t o revoke t h e c r e d i t w i t h o u t r e q u i r i n g t h a t 
checks be p a i d i n t h e o r d e r of t h e i r r e c e i p t , 

SECTION 4 - does no t appear t o have been changed from 
s e c t i o n 4 of t h e f i r s t t e n t a t i v e d r a f t , w i t h t h e e x c e p t i o n of t h e 
omis s ion of t h e word "mis s ing" f rom the l a s t sen te i ice o f t h e same, 
and i s s u b j e c t t o t h e same c r i t i c i s m a s was o r i g i n a l l y made. 

SECTION 5 - does n o t appear t o have been changed. 

SECTION 6 - a p p e a r s to have been changed, o m i t t i n g the 
o b j e c t e d p r o v i s o s which were made the s u b j e c t of c r i t i c i s m and, 
a l s o , by t h e omis s ion of s u b - s e c t i o n ( c ) , which we c r i t i c i z e d * 

SECTION 7 - mere ly s t a t e s t he r a l e of law now f o l l o w e d 
i n t h i s s t a t e , w i t h the e x c e p t i o n of t h e u s e of t h e words " s o l v e n t 
drawee o r p a y o r b a n k " . Th is might l e a d to a q u e s t i o n of f a c t a s to 
when a check i s p a i d , t h e answer to such q u e s t i o n b e i n g dependent 
upon t h e so lvency of t he drawee o r payor bank . 

SECTION 8 - h a s been s t r i c k e n o u t . 

SECTION 9 - The r e d r a f t of s e c t i o n 9 a p p e a r s t o meet our 
c r i t i c i s m of t h e same. S u b s e c t i o n (b ) a p p e a r s to have been b r o a d e n -
ed t o g i v e t h e r i g h t t o t h e drawee bank t o pay the check w i t h a 
c a s h i e r ' s check . There i s some doubt i n our mind of t h e wisdom of 
s p o n s o r i n g l e g i s l a t i o n which would p e r m i t a bank to pay a check 
upon i t s e l f w i t h i t s own c a s h i e r ' s chock . 

(SECTION 10 - of t he o r i g i n a l d r a f t a p p e a r s t o have boon 
o m i t t e d . ) 

SECTION 10 - of t he second d r a f t does no t a p p e a r to have 
been m a t e r i a l l y changed f rom s e c t i o n 11 of t h e f i r s t t e n t a t i v e 
d r a f t w i t h t h e e x c e p t i o n of the i n c l u s i o n of t h e words " i n d o r s e r s " 
a l o n g w i t h drawers and makers of i t e m s . 

There a p p e a r s t o u s to be some q u e s t i o n a s t o whether o r 
n o t s e c t i o n 7 does n o t c o n f l i c t w i t h t h i s s e c t i o n i n view of the 
f a c t t h a t s e c t i o n 7 p r o v i d e s t h a t under c e r t a i n c o n d i t i o n s the 
i t e m s s h a l l be deemed t o be p a i d , whereas t h i s s e c t i o n p r o v i d e s Digitized for FRASER 
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f o r a c o n t i n u e d l i a b i l i t y even a f t e r payment a s o u t l i n e d i n s e c -
t i o n 7 . 

SECTION 11 - This appea r s to on ly "broaden s e c t i o n 12 
of t h e f i r s t t e n t a t i v e d r a f t , and i t l i k e w i s e a p p e a r s t o u s t o he 
i n c o n f l i c t w i t h s e c t i o n 7 . 

SECTION 12 - This s e c t i o n i s s u b j e c t t o the o r i g i n a l 
c r i t i c i s m of s e c t i o n 12 of the f i r s t t e n t a t i v e d r a f t > 

SECTION 13 - This s e c t i o n does no t appea r to have "been 
changed f rom s e c t i o n 14 of the f i r s t t e n t a t i v e d r a f t and i s sub -
j e c t t o t h e same c r i t i c i s m a s made of t h a t s e c t i o n * 

- o -
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FEDERAL RESERVE BAH OF CHICAGO 

CHAS. L. POWELL, Counsel 
C o n t i n e n t a l and Commercial Bank 31 cig. 

X-6137-e 

CHICAGO September 4 , 1928 

Mr. Wa l t e r Wyat t , 
Genera l Counsel , 
F e d e r a l Rese rve Board, 
Washington, D. C. 

Dear Mr. Wya t t : 

Re Uniform Bank C o l l e c t i o n Code 

Your w i r e of t he 2 9 t h u l t . , c a l l e d my a t t e n t i o n 
to Mr. V e s t ' s l e t t e r of J u l y 10 th w i t h r e f e r e n c e t o t h e above 
m a t t e r . I was out of town when your w i r e r e a c h e d my o f f i c e , a s 
you were a d v i s e d "by Mr. McKay. I have no t o v e r l o o k e d Mr. V e s t ' s 
l e t t e r , bu t I had l e t o t h e r more impor t an t m a t t e r s push i t t o 
one s i d e . 

I n the f i r s t p l a c e , I do no t b e l i e v e t h a t t h e r e i s any 
g e n e r a l c a l l f o r t h e enactment of t h i s p r o p o s e d c o l l e c t i o n code . 
We a l r e a d y have , i n most of t he S t a t e s , t h e u n i f o r m n e g o t i a b l e 
i n s t r u m e n t a c t , and I doubt the p r o p r i e t y of e n a c t i n g t h i s p r o p o s e d 
code, which i n some r e s p e c t s w i l l i n t e r f e r e w i t h t h a t a c t . 

I am n o t a v e r s e , however, t o e x p r e s s i n g my views on 
s e v e r a l of the s e c t i o n s of the p r o p o s e d code : 

S e c . 2 . The word " i t ems" i n nex t to t h e l a s t l i n e 
s h o u l d be changed t o 11 i t e m " . 

S e c . 3 . I n s e r t a comma a f t e r t h e word "hour s" i n t h e 
f i f t h l i n e , and a comma a f t e r the word "day" i n the s i x t h l i n e ; 
and omit t h e l a s t s e n t e n c e i n s a i d s e c t i o n ; and i f t he l a s t s e n t e n c e 
i s no t o m i t t e d i n s e r t the word "nex t " b e f o r e the word " f o l l o w i n g " 
i n the l a s t l i n e . 

I can see no r e a s o n whatever f o r t h e l a s t s en t ence b e -
cause i t i s a r e p e t i t i o n of what i s above . 

S e c . 5 . Change the word " c o l l e c t i o n " to t h e word 
" c o l l e c t i n g " i n the second l i n e of t h i s s e c t i o n . 

Sec . 9 . Sub-paragraph (b ) i s n o t c l e a r . I t might mean 
t h a t an a g e n t f o r c o l l e c t i o n cou ld a c c e p t i n payment of an i t em 
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a c a s h i e r ' s check on t h e c o l l e c t i o n "bank. This s h o u l d never 
he p e r m i t t e d . I f the words "upon i t s e l f " c o u l d he c l a r i f i e d 
so as t o make i t c l e a r t h a t they meant a check upon the bank 
which s e n t t h e i t em f o r c o l l e c t i o n i t would he s a t i s f a c t o r y . 

S e c . 10 . The word " o r " , "being t h e f i r s t word i n the 
s i x t h l i n e of t h i s s e c t i o n , shou ld he changed t o " a n d " . The 
l a s t s en t ence i n t h i s s e c t i o n needs c l a r i f y i n g ; and i n f a c t , 
t h e whole s e c t i o n i s of d o u b t f u l p r o p r i e t y i n t h a t i t a t t e m p t s 
to d e a l w i t h t h e r i g h t s of t h e drawers o r makers of t he i tems 
and no t w i t h the r i g h t s of t h e e n d o r s e r s a l o n e . From a b a n k e r ' s 
s t a n d p o i n t , i t would be h i g h l y d e s i r a b l e t o d e a l w i t h t h e s e 
r i g h t s , "but I do no t b e l i e v e i t i s p r a c t i c a l , and I do no t b e l i e v e 
i t can eve r be e n a c t e d i n t o l aw. 

S e c . 11 . The l a s t s en t ence i s e n t i r e l y i m p r a c t i c a l . 
How cou ld a r e c e i v e r or o t h e r o f f i c i a l r e t u r n ev idence which 
would e n a b l e t h e owners t o h o l d the d rawers , makers o r e n d o r s e r s ? 
He c e r t a i n l y cou ld no t de te rmine what t h e c o u r t would a c c e p t a s 
e v i d e n c e . He might w e l l f u r n i s h i n f o r m a t i o n a s t o t h e e x a c t 
s i t u a t i o n . 

S e c . 12 . Th i s s e c t i o n does no t go f a r enough. I t h i n k 
i t shou ld i n c l u d e , and be so r e - d r a f t e d a s t o i n c l u d e , i t e m s h e l d 
f o r c o l l e c t i o n , even though such i t ems a r e drawn on t h e agen t 
bank, a s t h e whole t h e o r y of the c o l l e c t i o n code r e c o g n i z e s a 
drawee bank a s a p r o p e r a g e n t f o r c o l l e c t i o n , a s a p p e a r s i n S e c t i o n 
6; and I can see no r e a s o n t o make t h e d i s t i n c t i o n h e r e made 
i n r e g a r d t o e s t a b l i s h m e n t of a p r e f e r e n c e under t h e t r u s t f u n d 
t h e o r y . 

I am v e r y s o r r y t h a t I have so l o n g d e l a y e d r e p l y i n g 
t o Mr. Ves t s l e t t e r ; t h e f a c t s a r e t h a t I deemed the m a t t e r of 
so l i t t l e impor t ance t h a t I d i d not g i v e i t my u s u a l prompt a t t e n -
t i o n . 

With k i n d r e g a r d s , I am 

Yours t r u l y , 

(S) CHAS. L . POWELL, 
C O U N S E L . 

CLP 
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August 30, 1928. 
Mr. Wa l t e r Wyat t , 
Genera l Counsel , 
F e d e r a l Reserve Board, 
Washington, D. C. 

Dear Mr. Wya t t : 

R e f e r r i n g t o your t e l e g r a m of 8 / 2 9 / 2 8 r e l a t i v e to t h e 
Second T e n t a t i v e d r a f t of t he Uniform C o l l e c t i o n Code p r e p a r e d 
"by Mr. P a t o n . 

P r i o r to t he r e c e i p t of Mr. V e s t ' s l e t t e r of 7 / 1 0 / 2 8 , 
f o r w a r d i n g Mr. P a t o n ' s Second T e n t a t i v e D r a f t of t h e Uniform 
Bank C o l l e c t i o n Codo t o - g e t h e r w i t h s u g g e s t i o n s made by Counse l , 
of t he s e v e r a l F e d e r a l Reserve Banks, on the F i r s t T e n t a t i v e 
d r a f t , Mr. A t t e b e r y , our Deputy Governor and a member of t h e 
S t a n d i n g Committee on C o l l e c t i o n s , h a d r e c e i v e d f rom Mr. S t r a t e r , 
Chairman of t h e Committee, a copy of t h e Second T e n t a t i v e d r a f t 
which h a d been fo rwa rded d i r e c t by Mr. P a t o n to Mr. S t r a t e r . 
Upon e x a m i n a t i o n of t he Second T e n t a t i v e d r a f t s u b m i t t e d by 
Mr. S t r a t e r , I f o u n d t h a t the changes s u g g e s t e d i n my l e t t e r t o 
you unde r d a t e of 2 / 2 9 / 2 8 had been s a t i s f a c t o r i l y t a k e n c a r e of 
and so a d v i s e d Mr. A t t e b e r y . 

When Mr. V e s t ' s l e t t e r of 7 / 1 0 / 2 8 was r e c e i v e d , I r o u t e d 
i t t o g e t h e r w i t h t h e s u g g e s t i o n s of Counsel , of t h e F e d e r a l Reserve 
Banks, on t o Mr. A t t e b e r y f o r h i s u s e i n answer ing Mr. S t r a t e r ' s 
l e t t e r , i n t e n d i n g t o answer Mr. V e s t ' s l e t t e r a s soon a s Mr. A t t e r -
b e r y h a d h a d s u f f i c i e n t t ime to go over t h e comments of Counsel , 
answer Mr. S t r a t e r ' s l e t t e r , and , r e t u r n Mr. V e s t ' s l e t t e r t o 
oy f i l e s . A f t e r Mr. A t t e b e r y h a d f i n i s h e d w i t h t h e l e t t e r and 
s u g g e s t i o n s of Counsel and answered Mr. S t r a t e r ' s l e t t e r (copy 
of which I e n c l o s e ) th rough some e r r o r t he l e t t e r and s u g g e s t i o n s 
wer6 r o u t e d on / t f i e Genera l F i l e s of t he bank i n s t e a d of b e i n g 
r e t u r n e d f o r t h e l e g a l f i l e s . T h e r e f o r e , i t was o v e r l o o k e d 
u n t i l your t e l e g r a m came i n . 

Having i n mind t h e o b j e c t i o n s r a i s e d by Counsel t o t he 
F i r s t T e n t a t i v e d r a f t , I have compared t h e f i r s t t e n t a t i v e d r a f t 
w i t h t h e second t e n t a t i v e d r a f t , and, w h i l s t no t a l l t h e s u g g e s t i o n s 
of Counsel have been f o l l o w e d , I b e l i e v e t h a t t h e d r a f t , a s amended, 
i s n o t o b j e c t i o n a b l e f rom a F e d e r a l Rese rve B a n k ' s s t a n d p o i n t . 

S e c t i o n 5 , which a d o p t s t h e M a s s a c h u s e t t s r u l e , i s w e l l 
a d a p t e d to the E i g h t h F e d e r a l Reserve D i s t r i c t where we have , i n 
s e v e r a l S t a t e s , t h e d i r e c t s end ing S t a t u t e , and, w h e r e i n some 
q u e s t i o n s have been r a i s e d , unde r t h i s d i r e c t s e n d i n g S t a t u t e , whether 
under t h e M a s s a c h u s e t t s r u l e t he drawee o r p a y e r bank i s the agen t 
of t h e owner of t h e i tem, o r , whether the F e d e r a l Reserve Bank Digitized for FRASER 
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f o r w a r d i n g t h e i t e m to the drawee o r payo r "bank i s t he l a s t agen t 
of t he owner of t h e i t e m . 

I have a lways t a k e n t h e p o s i t i o n t h a t unde r t h e d i r e c t 
s e n d i n g a c t t h e drawee or payo r t a n k i s the agen t of the owner-
h u t , have neve r h a d t o t e s t i t ou t i n C o u r t . 

The l a s t t h r e e l i n e s of S e c t i o n 5 s e t t l e s t h i s q u e s t i o n 
and w i l l be ve ry advan tageous to t h e F e d e r a l Rese rve Bank of 
S t . Lou i s s i n c e we have h a d so many non-member bank f a i l u r e s -
i n n e a r l y e v e r y one of which we were caught w i t h o u t s t a n d i n g 
u n p a i d cash l e t t e r s . 

A f t e r go ing over t he Second T e n t a t i v e D r a f t w i t h t h e 
o p e r a t i n g S f f i c e r s of our Bank, we cannot f i n d any s e r i o u s 
o b j e c t i o n s to i t s f o rm . 

I t a k e i t t h a t a s Counsel f o r t he American Bankers 
A s s o c i a t i o n , Mr. P a t o n i s p r e p a r i n g t h i s Code no t f rom a 
F e d e r a l . ^Reserve Bank s t a n d p o i n t bu t r a t h e r f rom a commercial 
bank s t a n d p o i n t , and , t h a t some of t h e changes s u g g e s t e d 
would n o t meet w i t h t h e commercial b a n k s ' d e s i r e s i n t h e 
m a t t e r . 

Very t r u l y y o u r s , 

(S) 
J a s . G-. McCorikey 

Counse l . 
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S t . Lou i s , Ho. J u l y 14, 1928. 

Dear Mr. S t r a t e r ; 

I r e f e r to your l e t t e r s of May 2 4 t h and June 1 0 t h , 
r e l a t i v e to u n i f o r m b a n k _ c o l l e c t i o n code^ r e c e i v e d f rom the General 
Counsel of the American Bankers A s s ' n . 

I have c a r e f u l l y gone over the code and t h e comments 
made by F e d e r a l Reserve c o u n s e l . The p r o p o s e d code con t emp la t e s 

^meet ing p r e s e n t day p r a c t i c e s on the p a r t of many hanks , "but i t seems 
t o me t h a t i n q u i t e a few i n s t a n c e s , i t r e l i e v e s banks - t h a t i s , 
c o l l e c t i n g banks - of r e s p o n s i b i l i t i e s which, p r o b a b l y due to t h e 
manner i n which I have been accustomed t o h a n d l i n g i t e m s , I do no t 
f e e l i s d e s i r a b l e . On the o t h e r hand, f rom a F e d e r a l Reserve 
s t a n d p o i n t , t h e r e does no t appear to be a n y t h i n g p a r t i c u l a r l y 
o b j e c t i o n a b l e i n t he code, a s now p r e s e n t e d . I t does c l a r i f y 
q u i t e a few t h i n g s , b u t , i f adop ted , w i l l undoub ted ly r e q u i r e 
many l e g a l d e c i s i o n s b e f o r e i t s meaning i s w e l l e s t a b l i s h e d . 

I am no t a t t e m p t i n g to make any s p e c i f i c s u g g e s t i o n s or 
c r i t i c i s m s , p r i m a r i l y f o r the r e a s o n t h a t t h i s i s c l e a r l y a l e g a l 
s u b j e c t , and e x p e r i e n c e of r e c e n t y e a r s h a s conv inced me t h a t the 
i n t r i c a c i e s of p r e s e n t day law a r e too much f o r me. I am 
o b l i g e d t o a g r e e w i t h Mr. Walden ' s s u g g e s t i o n s a s c o n t a i n e d 
i n h i s l e t t e r of June 1 5 t h , copy of which you f o r w a r d e d to me. 

Yours ve ry t r u l y , 

O.M.Attebery , 
Deputy Governor . 

Mr. H. F . S t r a t e r , Chairman, 
S t a n d i n g Committee on C o l l e c t i o n s , 
F e d e r a l Rese rve Bank of C leve land , 
C leve land , Ohio . 
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Law O f f i c e s 
UELAND & UELAHD 

401 New York L i f e B u i l d i n g 
'MHEBAPOLIS 

August 30, 1928 

Mr. W a l t e r Wyat t , Counsel , 
F e d e r a l Rese rve Board, 
Washington, D. C. 

Dear Mr. W y a t t : 

Upon r e c e i p t of your w i r e of y e s t e r d a y , we have 
gone over t h e second t e n t a t i v e d r a f t of the UNIFORM BAHK 
COLLECTION CODE p r e p a r e d "by Thomas B. P a t o n , Genera l Counsel 
of the American Bankers A s s o c i a t i o n . 

We make the f o l l o w i n g c r i t i c i s m s of t he second 
t e n t a t i v e d r a f t : 

S e c t i o n 4 . We q u e s t i o n the u s e of t he words " i n 
"blank o r i n f u l l " i n t h i s s e c t i o n . The words "by u n r e s t r i c t e d 
endorsement" shou ld "be s u b s t i t u t e d . 

S e c t i o n 5 . I t i s not e x p r e s s l y s t a t e d i n t h i s s e c -
t i o n , o r e l s e w h e r e i n the second t e n t a t i v e d r a f t , t h a t any 
i n t e r m e d i a t e bank i n the c h a i n of c o l l e c t i o n i s t h e a g e n t of 
t h e owner of t h e i t e m . This shou ld be made e x p r e s s so as to 
s e t t l e t h e q u e s t i o n whe ther t he owner of t he p a p e r can main-
t a i n a s u i t a g a i n s t t h e i n t e r m e d i a t e c o l l e c t i n g bank . 

S e c t i o n 7 . We b e l i e v e t h a t t h e o m i s s i o n of t h i s 
s e c t i o n would c o n s t i t u t e an improvement. 

S e c t i o n 12 . We b e l i e v e t h i s s e c t i o n s h o u l d be 
o m i t t e d a l t o g e t h e r . The q u e s t i o n of p r e f e r r e d c la ims i s so 
i n t r i c a t e t h a t we b e l i e v e t h a t s e c t i o n 12 would add to the 
c o n f u s i o n r a t h e r t h a n s i m p l i f y m a t t e r s . 

S e c t i o n 1 3 . The l a s t c l a u s e r e a d i n g "bu t such l i e n 
may be a c q u i r e d upon any such i t em or p r o c e e d s f o r an i n d e b t -
e d n e s s of the r e a l owner t h e r e o f . " ought to be o m i t t e d . On 
p r i n c i p l e a c o l l e c t i n g bank shou ld n o t have a l i e n on i t ems 
coming i n t o i t s p o s s e s s i o n w i thou t t he consen t of i t s d e b t o r . 

Yours ve ry t r u l y , 

SUiME 

(S) A, Ueland, 
S i g u r d Ue land . 
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August 30, 1928. 

Wal t e r Wyat t , E s q . , 
Genera l Counse l , 
F e d e r a l Reserve Board, 
Washington, D. C. 

Dear Mr. Wyat t i 

Responding to your s u g g e s t i o n f o r f u r t h e r comments on the 
Uniform Bank C o l l e c t i o n Code p r e p a r e d "by Judge P a t o n , General Counsel t o 
t h e American Bankers A s s o c i a t i o n , and r e f e r r i n g t o t h e r e d r a f t of t he code, 
I have t oday w i r e d you p e r e n c l o s e d copy . 

Supplement ing my w i r e , I "beg l e a v e to submit t h e f o l l o w i n g ; 

You w i l l r e c a l l t h a t on December 23 , 1927, I wro te t o Judge 
P a t o n , commenting i n d e t a i l on t h e o r i g i n a l d r a f t of t h e code . This 
l e t t e r i s embodied i n t h e c o m p i l a t i o n of co r respondence be tween your o f -
f i c e and Counsel f o r t h e v a r i o u s F e d e r a l r e s e r v e "banks and i s d e s i g n a t e d 
X-6085-h . 

Without i n t e n d i n g t o "be e g o t i s t i c a l , I must say t h a t t he com-
p a r i s o n of t he o r i g i n a l code w i t h t h e r e v i s e d one i n d i c a t e s t h a t Judge 
P a t o n h a s a d o p t e d a lmos t i n e n t i r e t y t h e s u g g e s t i o n s c o n t a i n e d i n my 
l e t t e r of December 23, 1927. The on ly s u g g e s t i o n made which was no t 
a d o p t e d i s i n r e g a r d t o the u s e of 11 s o l v e n t " i n s e c t i o n 1 ( h ) , d e f i n i n g 
s o l v e n t c r e d i t . I n view of t h e subsequen t p r o v i s i o n s c o n t a i n e d i n p a r a -
g raphs 9 and 11, I am i n c l i n e d to "believe t h a t t h e u s e of t h e word " s o l -
v e n t " i s n e c e s s a r y . 

I s u g g e s t t h a t i n S e c t i o n 4 , a f t e r t h e word ""banker" i n l i n e 
7, page 2 , t he words "o r o t h e r s i m i l a r p h r a s e " he added so t h a t t h e l i n e a s 
amended w i l l r e a d : "An indorsement ' pay any "bank or h a n k e r ' o r o t h e r 
s i m i l a r p h r a s e s h a l l he deemed a r e s t r i c t i v e indorsement e t c . " I make 
t h i s s u g g e s t i o n f o r t h e r e a s o n t h a t many hanks u s e t h i s t y p e of i n d o r s e -
ment w i t h a s l i g h t l y d i f f e r e n t wording, some of them "being, "pay t o any 
hank, hanke r o r t r u s t company." To c o n f i n e t h e indorsement t o t h e e x a c t 
words s e t f o r t h i n t h e p r o p o s e d s t a t u t e to one p a r t i c u l a r word ing migh t , 
unde r a s t r i c t c o n s t r u c t i o n , exc lude any o t h e r word ing h a v i n g s i m i l a r 
impor t "but s l i g h t l y d i f f e r e n t p h r a s e o l o g y . 

I s u g g e s t t h a t i n s e c t i o n 6 ( a ) a f t e r t h e word " r e c e i p t " i n 
l i n e 4 , t h e word " e i t h e r " "be added, and t h a t i n l i n e 5 of t he same s e c t i o n 
a f t e r t h e word "hank" t h e r e he added t h e words , " o r a t t he d i s c r e t i o n of 
t he c o l l e c t i n g hank ; " t h e s e a d d i t i o n s b e i n g f o r t he p u r p o s e of making i t 
e n t i r e l y c l e a r t h a t t h e c o l l e c t i n g hank h a s the a b s o l u t e o p t i o n of s e n d i n g 
t h e i tem d i r e c t t o t h e drawee o r payor o r t o a n o t h e r bank . 

X-6137-h 
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Wal te r Wyat t , E s q . , 

X-6137-h 

August 30, 1928 

I a l s o s u g g e s t t h a t i n s e c t i o n 6, p a r a g r a p h ( b ) , a f t e r t h e 
word " o r " , "being the f i r s t word i n t h e e i g h t h l i n e of t h a t p a r a g r a p h , 
t h e r e "be added the words " i n any o t h e r manner . " 

I n S e a t t l e , Los Angeles and P o r t l a n d t h e r e a r e a number of 
sma l l o u t l y i n g "banks w i t h i n the c o r p o r a t e l i m i t s of t h e c i t i e s ment ioned , 
which a r e no t members of t h e c l e a r i n g house and i n r e l a t i o n t o which p r e -
s e n t a t i o n by messenger would consume t h e ma jo r p o r t i o n of t h e b u s i n e s s 
day i n t h e round t r i p . I havo no doubt t h a t t h i s s i t u a t i o n e x -
i s t s i n many o t h e r l a r g e c i t i e s * I n t h e s e c a s e s we have f o l l o w e d t h e 
p r a c t i c e of s e n d i n g t h e i t ems d i r e c t to t he drawee by m a i l and a c c e p t i n g 
t h e d r a w e e ' s d r a f t i n s e t t l e m e n t th rough t h e m a i l . I b e l i e v e t h e code 
s h o u l d make i t c l e a r t h a t such method of c o l l e c t i o n , i f n e c e s s a r y , and 
i n a cco rdance w i t h l o c a l custom, c o n s t i t u t e s o r d i n a r y c a r e . We have 
p e n d i n g now a s u i t a g a i n s t u s a r i s i n g f rom p u r s u i n g t h i s method of c o l l e c -
t i o n i n P o r t l a n d , t h e drawee bank b e i n g l o c a t e d w i t h i n t h e c i t y l i m i t s 
of P o r t l a n d b u t a t a g r e a t d i s t a n c e f rom the c e n t e r of p o p u l a t i o n . The 
a d d i t i o n s u g g e s t e d would c l a r i f y our r i g h t t o p u r s u e t h e c o u r s e i n d i c a t e d , 

I c anno t see t h a t s e c t i o n 7 i s n e c e s s a r y o r t h a t i t adds a n y t h i n g 
t o t h e s t r e n g t h of t h e code . I b e l i e v e i t shou ld be l e f t o u t . 

I n r e g a r d t o s e c t i o n 9 , I have s u g g e s t e d t h a t t h e words " i t s e l f 
o r " a t t h e end of l i n e 3 be e l i m i n a t e d . I do n o t b e l i e v e t h a t a c o l l e c t i n g 
bank s h o u l d be g r a n t e d t h e r i g h t of a c c e p t i n g i n s e t t l e m e n t of c a s h i t ems 
t h e check of t h e drawee bank drawn upon i t s e l f . To p e r m i t t h i s , l e g a l i z e s 
t h e a c c e p t a n c e of one o b l i g a t i o n t>£ t h e drawee i n s u b s t i t u t i o n f o r a n o t h e r . 
I t c r e a t e s t h o r e l a t i o n of d e b t o r and c r e d i t o r a s be tween t h e drawee bank 
or payo r bank a n d t h e c o l l e c t i n g a g e n t a n d i f p u r s u e d to t h e p o i n t p e r m i t t e d 
by t h e code, would e n a b l e the drawee to s u b s t i t u t e one c a s h i e r ' s check a f t e r 
a n o t h e r i n p u r p o r t e d s e t t l e m e n t of cash i t e m s . While i t i s t r u e t h a t i n 
t h e c o l l e c t i o n of l o c a l i t ems a c o l l e c t i n g bank sometimes a c c e p t s a c a s h i e r N 
check f rom t h e drawee i n p u r p o r t e d s e t t l e m e n t , I b e l i e v e t h a t when t h i s 
i s done, t h e c o l l e c t i n g bank s h o u l d r e c o g n i z e and a c c e p t t h e r i s k e n t a i l e d 
i n such p r o c e d u r e . 

I 
I n my o p i n i o n s e c t i o n 13 of t h e p r o p o s e d code c o n s t i t u t e s , m e r e l y 

a n a t t e m p t t o s t a t e t h e g e n e r a l law of b a n k e r s ' l i e n s . The wording of t h e 
s e c t i o n a s d r a f t e d i s somewhat i n v o l v e d and I b e l i e v e t h a t the code would 
be s t r o n g e r and more r e a d i l y a d o p t e d i f t h i s s e c t i o n were o m i t t e d . I ob-
s e r v e t h a t Judge P a t o n e v i d e n t l y e n t e r t a i n s some such views inasmuch a s 
he s u g g e s t s t h a t t h e s e c t i o n cou ld be o m i t t e d w i t h o u t much l o s s . , 

I have r e c e n t l y been p r e p a r i n g a b r i e f on ou r P o r t l a n d c a s e and 
a t t e m p t i n g to g e t someth ing h e l p f u l f o r Mr. Logan i n c o n n e c t i o n w i t h the 
R a i c h l e s u i t , which a c c o u n t s f o r my d e l a y i n t a k i n g up the code m a t t e r . 
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Wal te r Wyat t , E s q . , 

X-6137-h 

August 30, 1928 

I t r u s t t h a t my t e l e g r a m and t h i s l e t t e r w i l l r e a c h you i n t ime to be 
of some s e r v i c e . 

Yours ve ry t r u l y , 

(S ) A l b e r t C. Agnew 
Counse l . 
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COPY 

FZDERAL RESERVE BAM OF SA1T ZRAHCISCO 

X-6137-h. 

TELEGRAM 

TO WYATT 

FEDERAL RESERVE BOARD August SO, 1928 

PRONTO 

R e f e r r i n g r e d r a f t Uniform Bank C o l l e c t i o n Code P a t o n has a d o p t e d 
p r a c t i c a l l y a l l of our s u g g e s t i o n s c o n t a i n e d i n ' X - 6 9 8 5 h , our 
l e t t e r December 23 , 1927, and we c o n s i d e r r e d r a f t of code g e n e r a l l y 
s a t i s f a c t o r y . Sugges t however, f o l l o w i n g minor changes . 

Add a f t e r word ""banker11 s even th l i n e p a f e 2 "o r o t h e r s i m i l a r p h r a s e . " 

In S e c t i o n 6 p a r a g r a p h A add a f t e r word " r e c e i p t " i n l i n e 4 word " e i t h e r " . 

A f t e r word "bank" s e c t i o n 6 - a l i n e 5 add "o r a t the d i s c r e t i o n of t he 
c o l l e c t i n g h a n k . " 

i n s e c t i o n 6~b l i n e 8 a f t e r word "o r " f i r s t word of t h a t l i n e , a d d 
" i n any o t h e r manner . " 

Advise e l i m i n a t i o n of s e c t i o n 7 . 

S e c t i o n 9 page 3 l i n e 3 a d v i s e e l i m i n a t i o n o f " i t s e l f o r " a t t h e end 
of t h a t l i n e . 

Also a d v i s e e l i m i n a t i o n S e c t i o n 13 . 

R e f e r r i n g t o s u g g e s t i o n f o r e l i m i n a t i o n df words " i t s e l f or" b e i n g l a s t 
words l i n e 3 s e c t i o n 9 page 3 we do no t b e l i e v e t h a t c o l l e c t i n g bank 
i s j u s t i f i e d i n a c c e p t i n g i n s e t t l e m e n t check of drawee bank o r p a y o r 
bank upon i t s e l f . Th i s of cou r se i n c l u d e s c a s h i e r ' s checks t h e a c -
cep tance of which i n e v i t a b l y c r e a t e s r e l a t i o n of d e b t o r and c r e d i t o r 
be tween c o l l e c t i n g bank and payor bank , Such method of s e t t l e m e n t cannot 
be c o n s t r u e d a s f i n a l payment and i f a d o p t e d by law might r e s u l t 
i n grave a b u s e s . While a c c e p t a n c e of c a s h i e r s checks i n s e t t l e m e n t of 
c o l l e c t i o n i t e m s i s common p r a c t i c e on l o c a l i t e m s we c o n s i d e r t h a t 
c o l l e c t i n g bank s h o u l d r e c o g n i z e and a c c e p t r i s k involved* L e t t e r f o l l o w s . 

' AGHEW 
AC 
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COPY X-6137-

FEDEM! RESERVE BAH 

OF RICHMOND 

August 29, 1928 

F e d e r a l Reserve Board, 
Washington, D. C. 

A t t e n t i o n : Mr, Wal te r ffyatt, Genera l Counse l . 

Dear S i r : 

I have your t e l e g r a m of August 2 9 t h . I have 

no t h a d an o p p o r t u n i t y to g i v e the r e v i s e d form of the 

Uniform Bank C o l l e c t i o n Code thorough s t u d y , b u t I have 

r e a d i t over and have no s u g g e s t i o n s to o f f e r which a r e 

n o t c o n t a i n e d i n the l e t t e r s f rom t h e Counsel of o t h e r 

F e d e r a l Reserve h a n k s . 

Very t r u l y y o u r s , 

(S) M. G-. Wal l ace , 
Counse l . 

MGW L 

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



OCBPt 
X-6137- j c 

SQUIRE, SM3EHS & DEMPSEY 
COUNSELLORS AT LAW 

THE TOTIOIT TRUST BUILDING-
CLEVELAND 

August 22, 1928. 

Mr. Wa l t e r Wyat t , 
Genera l Counse l , 

EDBEBAL RESERVE BOARD, 
Washington, D. C. 

Dear S i r : I n r e : Uniform Bank C o l l e c t i o n Code 

We du ly r e c e i v e d your l e t t e r of J u l y 10 e n c l o s i n g copy of 

second t e n t a t i v e d r a f t of the Uniform Bank C o l l e c t i o n Code and have 

made a c a r e f u l r ev iew of t he p roposed code i n i t s p r e s e n t form a s r e -

q u e s t e d by you . 

The f o l l o w i n g s u g g e s t i o n s a s to form have o c c u r r e d t o u s 

i n r e v i e w i n g t h e p r o p o s e d d r a f t of t h e code : 

S e c t i o n 3 . I t em on same hank . The l a s t s e n t e n c e i n 

s e c t i o n t h r e e a p p e a r s to he a r e p e t i t i o n of the p r o v i s i o n e x p r e s s e d i n 

the l a t t e r p a r t of the f i r s t s en t ence of t h i s s e c t i o n and i s a p p a r e n t l y 

s u p e r f l u o u s and s h o u l d he o m i t t e d . We a l s o t h i n k t h e r e i s a chance of 

c o n f u s i o n i n i n t e r p r e t i n g t h e l anguage of t h i s s e c t i o n . We t a k e i t 

t h a t t h e i n t e n t i o n i s t o r e s t r i c t the r i g h t of r e v o c a t i o n to such 

r e a s o n s on ly a s may e x i s t a t t he t ime t h e i n i t i a l c r e d i t i s made and 

no t t o e x t e n d t h e r i g h t to r e a s o n s deve lop ing b e f o r e the end of the day 

on which the i t e m i s d e p o s i t e d or t he f o l l o w i n g b u s i n e s s day i n the 

case of d e p o s i t s a f t e r bank ing h o u r s . As e x p r e s s e d , we t h i n k t h e r e 

i s danger of a c o u r t i n t e r p r e t i n g the r i g h t of r e v o c a t i o n to e x t e n d 

t o any r e a s o n a r i s i n g w i t h i n the t ime l i m i t s f o r r e v o c a t i o n (which would 
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make the i t e m no t p a y a b l e ) . For i n s t a n c e , i f a s t o p o r d e r i s r e c e i v e d 

"by t h e "bank on the same day t h a t t h e i t em i s d e p o s i t e d "but subsequent 

to t he d e p o s i t of t h e i t em and the c r e d i t of t h e i t e m t o t h e account of 

t h e d e p o s i t o r , t h e l anguage a s a t p r e s e n t e x p r e s s e d might "be c o n s t r u e d 
% 

to p e r m i t t h e "bank t o revoke the c r e d i t p r e v i o u s l y g iven* This we assume 

was no t t h e i n t e n t i o n . To c l a r i f y the s e c t i o n i n t h i s r e s p e c t , we would 

s u g g e s t t h a t i t be changed t o r e a d a s f o l l o w s ! 

"Any c r e d i t a l l o w e d by any bank f o r any i t e m drawn on 
or p a y a b l e a t ths same bank i n which i t i s d e p o s i t e d , 
s h a l l be p r o v i s i o n a l s u b j e c t to r e v o c a t i o n a t or b e f o r e 
the end of t h e day on which t h e i t em was d e p o s i t e d whenever 
such d e p o s i t h a s been made d u r i n g bank ing h o u r s o r a t o r 
b e f o r e t h e end of t he nex t f o l l o w i n g b u s i n e s s day when 
such d e p o s i t ha s been made a f t e r bank ing h o u r s i n any 
c a s e i n which t h e i t em i s found no t to have been p a y a b l e 
f o r any r e a s o n e x i s t i n g a t the t ime c r e d i t was made t o the 
d e p o s i t o r ' s a c c o u n t . The bank s h a l l be r e q u i r e d t o g i v e 
due n o t i c e of such r e v o c a t i o n to i t s d e p o s i t o r . " 

As ide f rom t h e m a t t e r s of form commented on above we f e e l 

t h a t the code shou ld be so de s igned a s no t t o make the drawer of a check 

a g u a r a n t o r of t h e so lvency of t he bank upon which h i s check i s drawn 

a s i s t h e e f f e c t of s e c t i o n t e n . I t seems t o u s t h a t i t would be more 

e q u i t a b l e and a t t h e same t ime be a p r o v i s i o n more e a s i l y a d m i n i s t e r e d 

i f t h i s s e c t i o n of t h e code were d r a f t e d a l o n g the l i n e s of t h e Ohio 

code which c r e a t e s a t r u s t f u n d i n the i n s o l v e n t b a n k ' s a s s e t s where an 

i t em drawn on i t by i t s d e p o s i t o r has been p r e s e n t e d f o r payment and charged 

a g a i n s t t h e d e p o s i t o r ' s accoun t p r i o r t o i n s o l v e n c y of t he bank . 

We b e l i e v e t h a t the p r o v i s i o n s of t h e p r o p o s e d code shou ld 

go a s f a r a s p o s s i b l e i n p r o v i d i n g a s t a b l e b a s i s f o r commercial p a p e r 

i n course of c o l l e c t i o n and t h a t t he t r u s t f u n d t h e o r y w i t h i t s a t t e n d a n t 

p r e f e r e n c e a s f o u n d i n t h e Ohio code a t t a i n s t h a t o b j e c t i v e more n e a r l y 

t h a n the p r o v i s i o n s of t h e p roposed code . 

Yours v e r y t r u l y , 

PJ5H:HIB (S) S q u i r e , Sanders & Dempsey. Digitized for FRASER 
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Federal Reserve Bank of St. Louis



COPY X-6137-k 

FSDSEiil EESEEVS BAM 

Of ATLAZEA 

J u l y 21, 1928. 

Mr. Wa l t e r Wyatt , Genera l Counsel , 
F e d e r a l Eese rve Board, 
Washington, D. C. 

Dear Mr. Wyat t : 

S ince t h e r e c e i p t of your l e t t e r of J u l y 10, a d d r e s s e d 
to my f i r m , I have made such s tudy as I cou ld of the second 
t e n t a t i v e d r a f t of the "Uniform B a n k , C o l l e c t i o n Code" a s p r e p a r e d 
"by Mr. P a t on, and , p u r s u a n t t o your r e q u e s t , I am s u b m i t t i n g 
h e r e i n my views w i t h r e s p e c t t h e r e t o . 

5$ie second t e n t a t i v e d r a f t e l i m i n a t e s many of t h e 
o b j e c t i o n a b l e f e a t u r e s which were i n t h e o r i g i n a l d r a f t ; however, 
i n my o p i n i o n , the p roposed code s t i l l c o n t a i n s p r o v i s i o n s which 
I b e l i e v e would p rove dangerous and, i n f a c t , s i nce my f u r t h e r 
s tudy of t h e q u e s t i o n , I am more f i r m l y convinced t h a n I was when 
I wro te you i n March, w i t h r e f e r e n c e to the f i r s t d r a f t , t h a t t h e 
e f f o r t t o s e c u r e t h i s l e g i s l a t i o n would be of doubtful a d v i s a b i l i t y . 
L e g i s l a t i o n des igned to accompl ish ( a ) the r i g h t t o send i t ems 
d i r e c t t o drawee o r payor bank; (b) the r i g h t t o a c c e p t bank 
d r a f t s i n l i e u of cash ; and ( c ) exemption from l i a b i l i t y on a c -
count o f the d e f a u l t s o r omiss ions of subagen t s , would be h e l p f u l , 
but I b e l i e v e t h a t the p roposed code "cover s too much t e r r i t o r y . " 

My comments w i t h r e f e r e n c e to the code, c o n s i d e r e d 
s e c t i o n by s e c t i o n , a r e a s f o l l o w s : 

Sec . l:*n The d e f i n i t i o n s c o n t a i n e d i n t h i s s e c t i o n seem 
to be a c c u r a t e , r e g a r d e d i n the a b s t r a c t . I f , however, t h e term 
" s o l v e n t c r e d i t " i s t o be u s e d i n the code, i t should be g i v e n a 
d i f f e r e n t d e f i n i t i o n f o r r e a sons which I s h a l l t r y t o make p l a i n 
i n subsequent comments. 

Sec . 2 : - I doubt the a d v i s a b i l i t y of a s t a t u t o r y p r o -
v i s i o n t o the e f f e c t t h a t a bank r e c e i v i n g an i tem payab l e a t 
a n o t h e r bank s h a l l , i n t h e absence of an exp re s s agreement to t h e 
c o n t r a r y , become an agen t of t h e d e p o s i t o r f o r t h e c o l l e c t i o n of 
such i t em and not deb to r to i t s d e p o s i t o r t h e r e f o r , u n t i l i t ha s 
r e c e i v e d t h e p roceeds i n a c t u a l money o r a s o l v e n t c r e d i t . I 
know, of cou r se , t h a t most banks p r o v i d e by c o n t r a c t w i t h t h e i r 
customers f o r a s t a t u s h a v i n g v i r t u a l l y the same l e g a l concomi-
t a n t s as would a p p e r t a i n t o the agency r e l a t i o n s h i p s e t up i n 
t h i s s e c t i o n ; b u t i t i s q u i t e a d i f f e r e n t t h i n g , p a r t i c u l a r l y 
when the i n t e r e s t s of t h i r d pe r sons a r e invo lved , f o r a "bank 
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X-6137-k 
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and i t s d e p o s i t o r t o e n t e r by p r i v a t e agreement i n t o t h e r e l a t i o n -
s h i p of p r i n c i p a l and a g e n t , quoad i t ems p l a c e d on d e p o s i t w i t h 
the bank, and f o r a s t a t u t e to c r e a t e t h i s r e l a t i o n s h i p i n a l l 
c a s e s where t h e r e i s no agreement to t h e c o n t r a r y . 

I t seems to me, f u r t h e r m o r e , t h a t t he e f f e c t of t h i s 
s e c t i o n would be t o make any endorsement of a n e g o t i a b l e i n s t r u -
ment, a l t h o u g h i n b l a n k o r w i t h o u t any r e s t r i c t i o n s o r q u a l i f i c a -
t i o n s , t o a l l i n t e n t s and p u r p o s e s a r e s t r i c t i v e endorsement , 
s i n c e t h e e f f e c t of t h e same would be t o " c o n s t i t u t e t h e e n d o r s e e 
the a g e n t of the e n d o r s e r . " The f i d u c i a r y c h a r a c t e r of t h e 
endorsee would be e s t a b l i s h e d by s t a t u t e , and I doubt whe the r t he 
o b j e c t i o n s which would be i n h e r e n t i n t h i s s i t u a t i o n would be r e -
moved by t h a t p a r t of S e c t i o n 4 which p u r p o r t s t o g i v e t o 
" subsequen t h o l d e r s t h e r i g h t t o r e l y on t h e p r e s u m p t i o n 
tha t ' the bank of d e p o s i t i s t h e owner of the i t e m . " In o t h e r 
words, t he "p re sumpt ion" a s t o t he r e l a t i o n s h i p be tween t h e 
d e p o s i t o r and t h e bank i s d i r e c t l y c o n t r a r y t o the a c t u a l s t a t u s 
a s f i x e d by s t a t u t e . 

The e f f e c t of S e c t i o n 2 of t h e Code, c o n s i d e r e d i n t h e 
l i g h t of S e c t i o n s 36 and 37 of t h e N e g o t i a b l e I n s t r u m e n t s Law, 
i n v o l v e s t h e f rubther s e r i o u s q u e s t i o n a s to whether t h e i n i t i a l 
bank, or o t h e r banks h a n d l i n g such i t e m s , would t a k e t h e same 
s u b j e c t t o a l l e q u i t i e s e x i s t i n g between p r i o r p a r t i e s . I have 
no ted , of c o u r s e , t h a t S e c t i o n 2 u n d e r t a k e s t o c o n f e r upon a 
c o l l e c t i n g bank t h e r i g h t to e n j o y " a l l the r i g h t s of a h o l d e r 
i n due c o u r s e a g a i n s t p r i o r p a r t i e s . " I s i t p o s s i b l e , however , 
by l e g i s l a t i v e enac tment t o c r e a t e the anomalous s i t u a t i o n of a 
mpre c o l l e c t i o n a g e n t , h a v i n g a l l t he r i g h t s of a h o l d e r i n due 
c o u r s e , w i t h o u t a t l e a s t r e p e a l i n g by i m p l i c a t i o n one o r more 
s e c t i o n s of N. I . L . ? Again , might no t the p r o v i s i o n t h a t t h e 
bank s h o u l d be r e g a r d e d a s a h o l d e r i n due cou r se be c o n s t r u e d 
by t h e c o u r t s a s p e r m i t t i n g a t most a r e c o v e r y by t h e bank on ly 
t o the e x t e n t of w i t h d r a w a l s t h a t might have been made by t h e 
d e p o s i t o r a g a i n s t h i s u n c o l l e c t e d b a l a n c e ? I n such l a t t e r 
even t t he bank would be p u t to t he n e c e s s i t y , in s u i n g upon any 
i n s t r u m e n t which i t h a d r e c e i v e d on d e p o s i t , of p r o v i n g i t s a c t u a l 
l o s s i n t he p r e m i s e s . 

A f u r t h e r c o m p l i c a t i o n might a r i s e f rom the f a c t t h a t 
the p r i n c i p a l and a g e n t r e l a t i o n s h i p , t o u c h i n g any i t e m r e c e i v e d 
on d e p o s i t , would e x i s t u n t i l the bank had r e c e i v e d t h e p r o c e e d s 
i n " a c t u a l money o r a s o l v e n t c r e d i t . " A s o l v e n t c r e d i t i s 
d e f i n e d i n the Act t o mean an u n c o n d i t i o n a l c r e d i t of money on 
the books of a s o l v e n t bank to the accoun t of a n o t h e r bank, e t c . 
I f t h i s d e f i n i t i o n be t a k e n l i t e r a l l y , t he q u e s t i o n of whe ther or 
not a bank had , i n f a c t , r e c e i v e d a " s o l v e n t c r e d i t " would be 
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d e t e r m i n a b l e "by the so lvency of t h e bank, upon the "books of 
which t h e c r e d i t a p p e a r s , a s of the t ime t h e c r e d i t was en te red . . 
I t f o l l o w s t h a t t h e c o l l e c t i n g a g e n t might d i s c o v e r , sometime 
a f t e r i t was g i v e n c r e d i t on the books of a supposed ly s o l v e n t 
bank, t h a t t h e l a t t e r was i n f a c t i n s o l v e n t a t t h e t ime of t h e 
c r e d i t * I n such even t i t might , i f t h e Code i s t o be t a k e n 
l i t e r a l l y , cha rge back a n i t em to a d e p o s i t o r Who h a d supposed 
the same t o have been f i n a l l y p a i d , s i n c e the bank of i n i t i a l 
d e p o s i t h a d , i n f a c t , r e c e i v e d an i n s o l v e n t c r e d i t , a l t h o u g h 
a l l p a r t i e s supposed t h e same t o have been a s o l v e n t c r e d i t . 
While i t i s d o u b t l e s s t r u e t h a t the c o u r t s would no t p e r m i t 
a w such happen ing , t h e d e f i n i t i o n of " so lve r i t c r e d i t " s h o u l d be 
changed . Mr. Agnew h a s t ho rough ly d i s c u s s e d t h i s p a r t i c u l a r 
q u e s t i o n i n h i s f o r m e r l e t t e r and I s h a l l not e n l a r g e on t h e 
same* 

S6c. 3 : - I have no comments to make w i t h r e f e r e n c e 
to S e c t i o n 3 , e x c e p t t h a t t h e f i r s t s e n t e n c e of t h e same i s 
i n v o l v e d and a r e d r a f t would d o u b t l e s s make f o r c l a r i t y * 

Sec* 4 : ^ <6hat potf t i f t i i of t h i s s e c t i o n c r e a t i n g a 
p r e s u m p t i o n of ownersh ip i n an e n d o r s e e , d e s p i t e t h e s t a t u t o r y 
p r e a t i o n , by t h e p r o v i s i o n s of S e c t i o n 2 , of a r e l a t i o n s h i p which 
i s i n c o m p a t i b l e w i t h such p r e s u m p t i o n , h a s a l r e a d y been d i s -
c u s s e d . I have a l s o d i s c u s s e d what I r e g a r d a s t h e i n a d v i s t -
a b i l i t y of u n d e r t a k i n g t o change t h e p r e s e n t law r e g a r d i n g t h e 
l e g a l e f f e c t of a n endorsement i n b l a n k o r i n f u l l a s a p p l i e d 
to t h e d e p o s i t of a. check o r o t h e r i t e m i n a bank . There a r e 
always a d v a n t a g e s a c c r u i n g f rom the removal by s t a t u t e of a 
c o n f l i c t i n j u d i c i a l h o l d i n g s . T h e r e f o r e , a s e t t l e m e n t of t h e 
much mooted q u e s t i o n a s to whether an endorsement " t o any bark" 
or banke r" i s r e s t r i c t i v e or u n r e s t r i c t i v e might be of something 
more t h a n academic i n t e r e s t . I t would seem, however, t h a t the-
m a t t e r i s of l i t t l e p r a c t i c a l impor t ance . 

S e c . 5 ;~ I have no c r i t i c i s m to make of t h i s s e c t i o n . 

S e c . 6 : - I have no c r i t i c i s m to make of t h i s s e c t i o n . 

S e c . 7 : - I am i n c l i n e d to b e l i e v e t h a t t h i s s e c t i o n 
shou ld be o m i t t e d . 

S e c . 9 : - I s ee no o b j e c t i o n to t h e f i r s t s e n t e n c e i n 
S e c t i o n 9 . I t h i n k t h a t t h e word " s o l v e n t " shou ld be s t r i c k e n 
f rom the second s e n t e n c e of t h i s s e c t i o n . I n any case where a 
bank a c c e p t s i n payment of an i t em a c r e d i t on the books of 
a n o t h e r bank , i t shou ld be e s t o p p e d to a s s e r t t h a t i t h a s not 
r e c e i v e d r e t u r n s s h o u l d t h e bank, t h e c r e d i t of which i t had so 
a c c e p t e d , p r o v e to be i n s o l v e n t . 
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Sec . 1 0 : - I do no t "believe t h a t t h i s s e c t i o n c o u l d "be 
e n a c t e d w i t h o u t e n t a i l i n g dangerous p o s s i b i l i t i e s . Even were 
the q u e s t i o n s which a r i s e " out of t h e u se of t he p h r a s e "'a s o l v e n t 
c r e d i t " e l i m i n a t e d , o t h e r p u z z l i n g q u e s t i o n s p r e s e n t t h e m s e l v e s . 
O r d i n a r i l y , payment upon p r e s e n t a t i o n "by t h e drawee or payor 
"bank d i s c h a r g e s makers , drawers and e n d o r s e r s . By S e c t i o n 10 
i t i s p r o v i d e d t h a t t h e r e s h a l l "be no d i s c h a r g e u n t i l t he drawee 
or p a y o r h a s made a c t u a l payment i n money o r a s o l v e n t c r e d i t . 
I assume t h a t a f a i l u r e on t h e p a r t of t h e drawee o r payo r t o 
make payment a s p r e s c r i b e d i h t h i s s e c t i o n would /%°Mr&is -
honor of t h e i t e m , which , under t h e Code, would remain u n p a i d 
a l t h o u g h t h e same h a d been a c t u a l l y cha rged t o the accoun t of 
some p a r t y l i a b l e the reon* i t had been h e l d t h a t the drawer of 
a check i s d i s c h a r g e d by a f a i l u r e t o g i v e n o t i c e of d i s h o n o r , 
t h e bank h a v i n g refused t o pay because i t was s h o r t of f u n d s and 
S u b s e q u e n t l y bec&k&e i n s o l v e n t . What would be the s i t u a t i o n , 
t o u c h i n g p r d t b s t and n o t i c e of d i s h o n o r , i n a c a s e where a bank 
cha rged i t e m s t o t h e a c c o u n t s of drawers o r makers , r e m i t t i n g 
t h e r e f o r by bank d r a f t which was never p a i d because of t he i n -
so lvency of t h e r e m i t t i n g bank? Would i t no t be v e r y d i f f i c u l t , 
i f r .a t i m p o s s i b l e , f o r t h e " h o l d e r s " of the i t ems which h a d been 
c h a r g e d t o c u s t o m e r s ' a c c o u n t s , or p e r h a p s d e l i v e r e d t o such 
cus tomers , t o p r o c u r e , unde r t h e s e c o n d i t i o n s , a p r o t e s t of such 
^terns and t o e f f e c t n o t i c e of d i shonor t o p a r t i e s e n t i t l e d 
t h e r e t o ? I n many c a s e s p a r t i e s e n t i t l e d to n o t i c e of p r o t e s t 
wigh t be r e l e a s e d and t h e owners of the i t ems would n o t even have 
» c l a im a g a i n s t t he c l o s e d bank because of t h e p r o v i s i o n s of 
S e c t i o n 11 o f t h e Code. 

I am no t e n t i r e l y c e r t a i n of my ground i n r a i s i n g t h i s 
o b j e c t i o n t o S e c t i o n 10, b u t I bel ieve* t h a t t h e q u e s t i o n s a r e 
wor thy of c l o s e s t u d y . 

I do n o t b e l i e v e t h a t t h e second s e n t e n c e of S e c t i o n 10 
would be a p p r o p r i a t e f o r enactment i n any e v e n t . The p r a c t i c a l 
e f f e c t of i t s p r o v i s i o n s would be t o l e a v e t h e owner of an i t e m , 
which had been " p a i d " t h rough a c l e a r i n g h o u s e , w i t h a n u n s a t i s -
f i e d c l a i m a g a i n s t t he maker , drawer , or e n d o r s e r of t h e i t e m f o r 
a p o r t i o n of t h e same and a g a i n s t t h e f a i l e d bank f o r t he b a l a n c e . 
The d i f f i c u l t i e s and c o n f u s i o n which would r e s u l t a r e o b v i o u s . 

S e c . 1 1 : - Assuming f o r t h e moment t h e c o n s t i t u t i o n a l i t y 
of S e c t i o n 11 of t h e Code, t h e r e a r e q u e s t i o n s of p o l i c y i n v o l v e d 
which s h o u l d be g i v e n c o n s i d e r a t i o n . O r d i n a r i l y a n i n s o l v e n t 
bank r e c e i v e s f rom o t h e r banks , up t o the t ime of c l o s i n g , i t e m s 
drawn on i t and e n c l o s e d w i t h "cash l e t t e r s I t p a y s such i t ems 
and r e m i t s t h e r e f o r i n exchange, by a t r a n s f e r of c r e d i t s , o r i n 
dome o t h e r way. Each owner of such i t ems h a s an e q u i t a b l e , a n d 
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sometimes a l e g a l , i n t e r e s t i n the " r e m i t t a n c e " which h a s been 
o b t a i n e d f o r h i s b e n e f i t by an agen t a c t i n g i n h i s b e h a l f . I t 
i a c o n t e m p l a t e d i n S e c t i o n 11 t h a t upon t h e appo in tment of a 
r e c e i v e r a l l i t ems drawn upon or p a y a b l e by o r a t such i n s o l v e n t 
bank which have n o t been p a i d i n money or s o l v e n t c r e d i t , whe ther 
or no t t h e d r a f t of t he i n s o l v e n t bank h a s been i s s u e d t h e r e f o r , 
s h a l l bo r e t u r n e d t o t h e p r e s e n t e r of such i t e m s . I s i t no t 
c o n c e i v a b l e t h a t t h e owners of the i t ems would p r e f e r t o have , i n 
many c a s e s , a c l a i m a g a i n s t t h e i n s o l v e n t bank r a t h e r t h a n one 
a g a i n s t a s t i l l more i n s o l v e n t maker o r drawer? I a Georg ia , and 
p e r h a p s i n o t h e r S t a t e s , an u n p a i d r e m i t t a n c e d r a f t i s made a 
l i e n upon t h e a s s e t s of an i n s o l v e n t bank and the amount t h e r e o f 
i s e n t i t l e d t o p r e f e r e n t i a l payment . By j u d i c i a l i n t e r p r e t a t i o n 
of t h e common law i n o t h e r S t a t e s , the same r u l e h a s been 
e s t a b l i s h e d . I n any j u r i s d i c t i o n h e would have some k i n d of 
a c l a i m . Where p a r t i e s l i a b l e on an i n s t r u m e n t remain s o l v e n t 
d e s p i t e t h e c l o s i n g o f . a bank, i t would d o u b t l e s s be to t h e a d -
van tage o f t h e owner of such i t em to be a b l e to e n f o r c e the same 
a g a i n s t p a r t i e s l i a b l e t h e r e o n ; b u t t h e r e a r e p r o b a b l y j u s t a s 
many c a s e s where t h e r e i s more change of a r e c o v e r y a g a i n s t t h e 
bank t h a n a g a i n s t t h e p a r t i e s l i a b l e on the i n s t r u m e n t . I 
doubt whe the r i t would be f e a s i b l e to g i v e t h e h o l d e r of an i t em 
the o p t i o n of r e c l a i m i n g t h e same or of p r o v i n g a g a i n s t the bank 
f o r t he amount t h e r e o f , b u t , u n l e s s t he Code c o n f e r r e d such 
o p t i o n , i t s c o n s t i t u t i o n a l i t y would be s u b j e c t t o s e r i o u s ques t ion# 
I f t h e a g e n t of t h e owner of an i t e m h a s o b t a i n e d f o r him a 
r e m i t t a n c e d r a f t , o r an i n t e r e s t t h e r e i n , upon which a c l a i m 
a g a i n s t t h e bank may be made by him or f o r h i s a c c o u n t , i t would 
seem t o be c o n t r a r y t o the C o n s t i t u t i o n to dep r ive him of t h e 
p r o p e r t y , i n which h e h a s a l e g a l o r e q u i t a b l e i n t e r e s t , by the 
r e q u i r e m e n t t h a t t h e r e c e i v e r of t he c l o s e d bank " c a n c e l " such 
p r o p e r t y , r e t u r n i n g t o him a check o r o t h e r i n s t r u m e n t which he 
may n o t w i sh t o a c c e p t . 

S e c . 12 : - ' I have no c r i t i c i s m of S e c t i o n 1 2 . 

S e c . 13 : - I t h i n k t h a t t h i s s e c t i o n s h o u l d be o m i t t e d 
f r o # the Code. I f t h e r e wore any need f o r the enac tment of a 
u n i f o r m s t a t u t e c o n c e r n i n g b a n k e r s ' l i e n s , such need would be 
occa s ioned l a r g e l y by t h e p r o v i s i o n s of S e c t i o n 2 of t he Code, 
t o u c h i n g t h e r e l a t i o n s h i p of a bank to p a p e r which i t h a s r e c e i v e d 
from a n o t h e r bank and w i t h r e s p e c t to which i t i s m e r e l y t h e a g e n t 
of t h e o r i g i a a l d e p o s i t o r . This c o n s i d e r a t i o n , t o my mind, 
emphasizes t h e dangers which , a s I see i t , a r e i n h e r e n t i n 
S e c t i o n 2 . 

I a p o l o g i z e f o r t h e l e n g t h of t h i s l e t t e r , b u t the im~ 
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p o r t a n c e of t he s u b j e c t h a s seemed t o j u s t i f y a complete d i s -
c u s s i o n . I do n o t w i sh to "be u n d e r s t o o d a s "being undu ly c r i t i c a l 
of a p a p e r which i s the c a r e f u l , s c h o l a r l y work of a v e r y a b l e 
l a w y e r . I t may be t h a t some of t he o b j e c t i o n s s t a t e d a r e w i t h o u t 
m e r i t and, i f so , I am open t o x c o n v i c t i o n . Every lawyer f e e l s 
a d i s t r u s t of enac tmen t s which r u n c o u n t e r t o the common law and 
which w i l l u p s e t d e c i s i o n s and p r e c e d e n t s w i t h which h e i s 
famiitiar and i t i s p o s s i b l e t h a t I have c o n j u r e d up e v e n t u a l i t i e s 
which would no t i n f a c t f o l l o w an enactment i n t o law of t h e Code. 

I have no t u n d e r t a k e n to sugges t s u b s t i t u t e s f o r t h o s e 
p o r t i o n s of t h e Code which I have c r i t i c i z e d . I f I were t o 
u n d e r t a k e t o f o r m u l a t e a code I c o u l d no t do n e a r l y so w e l l a s 
ha s Mr. P a t o n . My f e e l i n g i s t h a t any c o l l e c t i o n code , p r e p a r e d 
to cover a n y t h i n g excep t t h e few impor t an t s u b j e c t s men t ioned a t 
t h e o u t s e t of t h i s l e t t e r , would be s u b j e c t t o c r i t i c i s m and t o 
o b j e c t i o n s . 

With k i n d p e r s o n a l r e g a r d s , I am, 

C o r d i a l l y y o u r s , 

(S) Bobt . S . P a r k e r , 

BSP/w. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-6138 

September 19 , 1928 . 

SUBJECT: Expense , Main L i n e , Leased Wire System, 
Augus t , 1928. 

Dear S i r : 

E n c l o s e d h e r e w i t h you w i l l f i n d two mimeo-
g r a p h s t a t e m e n t s , X-6138-a a n d X-6138-"b, c o v e r i n g i n 
d e t a i l o p e r a t i o n s of t h e main l i n e , L e a s e d Wire S y s -
tem, d u r i n g the month of Augus t , 1928. 

P l e a s e c r e d i t t h e amount p a y a b l e "by your 
"bank i n t h e g e n e r a l a c c o u n t , T r e a s u r e r , U. S . , on 
y o u r "books, and i s s u e C/D Form 1 , N a t i o n a l Banks, 
f o r a c c o u n t of " S a l a r i e s and Expenses , F e d e r a l Re-
s e r v e Board , S p e c i a l Fund" , L e a s e d Wire System, 
s e n d i n g d u p l i c a t e C/D t o t h e F e d e r a l Rese rve B o a r d . 

Very t r u l y y o u r s , 

F i s c a l A g e n t . 

E n c l o s u r e s . 

TO GOVERNORS OF ALL F . R. 2A13CS EXCEPT CHICAGO, 
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J REPORT SHOWING- CLASSIFICATION AMD NUMBER OF WORDS TRANSMITTED OVER MAIN LINE 
TDF THE FEDERAL RESERVE LEASED WIRE SYSTEM FOR THE MONTH OF AUGUST, 1928. 

X - 6 l 3 2 - a 

B u s i n e s s Words s e n t "by Net F e d e r a l P e r c e n t of t o t a l 
r e p o r t e d New York c h a r g e - Reserve bank b u s i n e s s ( * ) 

"by a b l e t o o t h e r Bank 
From "banks F . R . Banks (1) "business 

Bos ton 32 ,357 1 ,270 33,627 3 . 5 4 
New York l 4 6 $ 4 4 2 - l46 -.442 15-42 
P h i l a d e l p h i a 34 ,709 9 6 l 35 ,670 3*76 
C leve land 88 ,218 2 ,403 90 ,621 9 -54 
Richmond 56 ,535 2 ,207 58 ,792 6 .19 
A t l a n t a 66 ,112 6 ,886 72,998 7 .69 
Chicago 114,264 2 ,499 116,763 12 .30 
s t . Louis 78,304 726 79 ,030 8 .32 
Minneapo l i s 31 ,917 2 ,280 34,197 3-60 
Kansas Ci ty 80 ,812 2 ,533 83,345 8 .78 
D a l l a s 73 ,174 7 ,241 80,415 8 .47 
San F r a n c i s c o 1 1 5 , l 6 l 2 ,530 117,691 12 .39 

T o t a l 918 ,055 31,536 949,591 100.00 

F . R. Board "business 259.661 1 , 2 0 9 , 2 5 2 

T r e a s u r y Department "business - Incoming and Outgoing 190,381 

Total- words t r a n s m i t t e d ove r main l i n e s 1 , 3 9 9 , 6 3 3 

( * ) These p e r c e n t a g e s u s e d i n c a l c u l a t i n g t h e p ro r a t a s h a r e of l e a s e d wi re expenses a s shown 
on t h e accompanying s t a t e m e n t (X-6l38~"b). 

( l ) Number of words s e n t "by New York t o o t h e r F . R. Banks f o r t h e i r s o l e "benef i t cha rged to 
"banks i n d i c a t e d i n accordance w i t h a c t i o n t a k e n a t Governors ' Conference 

November 2 - 4 , 1925 ' 

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



REPORT OF EXPENSE MAIN LIES 
FEDERAL RESERVE LEASED WIRE SYSTEM, AUGUST, 1928. 

X-6l3&-b 

Pro Rata Payable t o 
Share of F e d e r a l 

Ope ra to r s 1 O p e r a t o r s 1 Wire Tota l To ta l Reserve 
Name of Bank S a l a r i e s Overtime Renta l Expenses Expenses C r e d i t s Board 

Boston $ 260.00 .-$ — $ - $ 260.00 $ 711.92 $ 260 .00 $ 451 .98 
New York 1 ,149 .45 6 .00 - 1,155 .46 3 ,101 .32 1 ,155 -46 1 ,945 .86 
P h i l a d e l p h i a 225-00 - — 225.00 756.22 225.00 531.22 
Cleve land 296.66 — - 296.66 1 ,918 .72 296.66 1 ,622 .06 
Richmond 232.00 - 230.00(&) 462.00 1 ,244 .95 462 .00 782.95 
A t l a n t a 270.00 — - 270.00 1 ,546 .64 270 .00 1 , 2 7 6 . 6 4 
Chicago 4 , 1 4 9 . 2 3 ( # ) - - 4 ,149 .23 2 ,473 .21 4 , 1 4 9 . 2 3 1 , 6 7 5 . 4 2 (*) 
S t . Louis 205.00 - - 205.00 1 ,673 .34 205.00 1 ,468 .34 
Minneapo l i s 177.90 - - 177.90 724.04 ' 177 .90 546.14 
Kansas City- 275*64 - - 275.64 1 ,765 .86 275 .64 1 , 4 9 0 . 2 2 
D a l l a s 251.00 - - 251.00 1 ,703 .51 251.OO 1 ,452 .51 
San F r a n c i s c o 370.00 - 370.00 2 , 4 9 1 . 9 2 370.00 2 , 1 2 1 . 9 2 
F e d e r a l Reserve Board - - 15,ISO.84 15 ,180.84 - - -

T o t a l $7 ,861 .89 $ 6 . 0 0 $15,410.84 $23,278.73 $20,112.31 $8 ,097 .89 $13,689-84 
3 .166 . 42 ( a ) 1 . 6 7 5 . 4 2 ( b ) 

$20,112.31 $12 ,014 . 42 
(&) Main l i n e r e n t a l ^ ^Richmond-Washington. 
(#) I n c l u d e s s a l a r i e s of Washington o p e r a t o r s . 
*) C r e d i t . 
a ) Received $3 ,166 .42 from Treasu ry Department cover ing "business f o r the month of August , 1928. 

(b) Amount r e imbursab le t o Chicago. 

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



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

STATEMEM" FOR TEE PRESS 

For r e l e a s e Thursday morning, 
September 20, a t 1 1 . 0 0 o ' c l o c k 
And. no t b e f o r e . 

Address d e l i v e r e d by 

Governor Roy A. Young, 

b e f o r e the 

I n d i a n a Bankers A s s o c i a t i o n , 

a t i t s 

Annual Convent ion 

a t Gary, I n d i a n a . 

September 20, 1928. 
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X-6139 

The P r e s e n t C r e d i t S i t u a t i o n 

R e p r e s e n t a t i v e s of F e d e r a l r e s e r v e "banks have a p p e a r e d "before a u -

d iences so many t imes t o d e s c r i b e c u r r e n c y , d i s c o u n t and o t h e r o p e r a t i o n s of t he 

System t h a t t o d a y I am go ing t o d i g r e s s somewhat and t a l k abou t t h e p r e s e n t c r e d i t 

s i t u a t i o n . This i s a l a r g e s u b j e c t , b u t inasmuch a s I am s p e a k i n g t o an aud ience 

t h a t i s q u i t e f a m i l i a r w i t h bank ing p r a c t i c e , I f e e l I w i l l be a b l e t o g e t over to 

you a c o n c i s e s t o r y i n t h e t ime t h a t h a s been a l l o t t e d t o me. 

I n o r d e r to b r i n g the p i c t u r e up t o d a t e , i t i s n e c e s s a r y to review 

what h a s happened d u r i n g t h e p a s t e i g h t y e a r s . Gold i s t he b a s i s of our c r e d i t 

s t r u c t u r e and w h i l e t h e g o l d s t a n d a r d , p e r h a p s , h a s some f a u l t s , i t i s t h e b e s t 

b a s i s t h a t h a s y e t been d e v i s e d and p u b l i c f a i t h i n i t s e f f i c i e n c y h a s been demon-

s t r a t e d c o n c l u s i v e l y d u r i n g t h e p a s t f i v e y e a r s by t h e w i l l i n g n e s s and eage rnes s 

w i t h which many c o u n t r i e s have r e t u r n e d to soma form of g o l d s t a n d a r d . A l l t h a t 

h a s happened f o r t h e p a s t e i g h t y e a r s , t h e r e f o r e , can b e s t be r ev iewed by r e f e r r i n g 

t o g o l d movements. 

S ince September 1920 and up to December 1924, g o l d f l owed i n t o the 

U n i t e d S t a t e s c o n t i n u o u s l y , t h e n e t import movement f o r t he p e r i o d a g g r e g a t i n g a p -

p r o x i m a t e l y $ 1 , 6 6 0 , 0 0 0 , 0 0 0 , From September 1920 t o the s p r i n g of 1922, t h e g o l d 

r e c e i v e d f rom a b r o a d was u s e d l a r g e l y by member banks t o r educe t h e i r bor rowings 

f rom t h e F e d e r a l r e s e r v e banks and t h u s improve t h e g e n e r a l c o n d i t i o n of t h e member 

,banks and t h e r e s e r v e p o s i t i o n of t h e r e s e r v e b a n k s . G e n e r a l l y speak ing , g o l d r e -

c e i v e <3. d u r i n g t h i s p e r i o d d i d n o t , t h e r e f o r e , become a p a r t of t h e r e s e r v e s of mem-

b e r banks and d i d not form t h e b a s i s of c r e d i t e x p a n s i o n . 

Between 1922 and 1924 g o l d impor t s were s u f f i c i e n t t o meet the 

c o u n t r y ' s growing demand f o r c u r r e n c y , and i n a d d i t i o n , t o i n c r e a s e t h e r e s e r v e s 
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of member banks which were t h u s enab led t o expand t h e i r l o a n s and i n v e s t m e n t s w i t h -

out i n c r e a s i n g t h e i r bor rowings a t the F e d e r a l r e s e r v e b a n k s . From 1924 to the 

s p r i n g of 1927 t h e g o l d impor t s j u s t about o f f s e t g o l d e x p o r t s , so t h a t t h e t o t a l 

i n c r e a s e i n g o l d h o l d i n g s of our coun t ry between September 1920 and the s p r i n g of 

1927 a g g r e g a t e d , a s I have s t a t e d b e f o r e , a p p r o x i m a t e l y $ 1 , 6 6 0 , 0 0 0 , 0 0 0 . 

With t h i s a d d i t i o n t o the g o l d b a s i s , t h rough t h e i n v e r t e d pyramid 

p r i n c i p l e of c r e d i t , banks were a b l e to expand t r emendous ly . A l l of t h i s growth, 

however, c o u l d no t go i n t o the o l d - f a s h i o n e d forms of c r e d i t b a s e d upon p r o d u c t i o n 

and d i s t r i b u t i o n o t h e r w i s e known a s e l i g i b l e p a p e r , and t h e r e f o r e the banks h a d to 

seek o t h e r forms of c r e d i t . N a t u r a l l y t h e y t u r n e d to t h e i nves tmen t c r e d i t m a r k e t . 

With t h i s s t i m u l u s and s u p p o r t f rom the banks th roughou t t h e c o u n t r y , the i n v e s t -

ment b a n k e r s a c c e p t e d t h e o p p o r t u n i t y and f i n a n c e d no t on ly now e n t e r p r i s e by l o n g -

t ime c r e d i t s , b u t o l d e s t a b l i s h e d e n t e r p r i s e a s w e l l , w i t h the r e s u l t t h a t the p r o -

p o r t i o n of e l i g i b l e p a p e r d i m i n i s h e d i n t h e p o r t f o l i o s of t he banks w h i l e t he p r o -

p o r t i o n of i n v e s t m e n t c r e d i t h e l d by the banks i n c r e a s e d r a p i d l y . For a l l the banks 

of t h e U n i t e d S t a t e s a s of June 30, 1928, the f i g u r e s a r e a p p r o x i m a t e l y a s f o l l o w s : 

U. S . Government bonds . $ 6 , 000 ,000 ,000 

Othe r s t o c k s and bonds 1 2 , 0 0 0 , 0 0 0 , 0 0 0 

Loans on s e c u r i t i e s (Of which amount 
$3* 000 ,000 ,000 i s r e p r e s e n t e d by s o - c a l l e d 
b r o k e r s ' l o a n s ) . . 1 3 , 0 0 0 , 0 0 0 , 0 0 0 

Loans on r e a l e s t a t e s e c u r i t y 5 , 0 0 0 , 0 0 0 , 0 0 0 

Loans t o cus tomers (Of which amount i t i s e s t i m a t e d 
t h a t a p p r o x i m a t e l y $5 ,000 ,000 ,000 i s e l i g i b l e 
p a p e r h e l d by member banks) 2 0 , 0 0 0 , 0 0 0 , 0 0 0 

T o t a l l o a n s and i n v e s t m e n t s $56 ,000 ,000 ,000 

There h a s been some compla in t of l a t e t h a t i n v e s t m e n t and s p e c u l a -

t i v e c r e d i t have no t r e c e i v e d t h e i r p r o p o r t i o n of t he bank c r e d i t a v a i l a b l e , b u t 
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i t seems to me f r o m t h e s e f i g u r e s - when you add t h e t o t a l amount of bonds t o the 

t o t a l amount l e n t on s e c u r i t i e s and a r r i v e a t t he t o t a l of $31 ,000 ,000 ,000 - t h a t 

t h e s e forms of c r e d i t have "been t r e a t e d l i b e r a l l y "by the "banks. 

A l l of t h i s expans ion of c r e d i t , up to May 1927, was accompl i shed 

w i thou t i n c r e a s i n g the amount of F e d e r a l r e s e r v e c r e d i t , "because t h e f i g u r e s show 

t h a t excop t f o r s e a s o n a l and h o l i d a y c u r r e n c y r e q u i r e m e n t s , t h e t o t a l a s s e t s of 

the Reserve System have c o n t i n u e d a round $1 ,000 ,000 ,000 s i n c e 1922, 

In May of 1927, however, something happened to which the American 

b u s i n e s s p u b l i c and f i n a n c i a l i n t e r e s t s d i d not a t t a c h s u f f i c i e n t impor t ance . This 

was a r e v e r s a l i n t h e d i r e c t i o n of g o l d movements. From May u n t i l t h e e a r l y p a r t 

of November the Rese rve System o f f s e t t he e x p o r t s of g o l d "by p u r c h a s e s of U. S . 

Government s e c u r i t i e s , f e e l i n g t h a t the t ime was. no t oppor tune t o d i s t u r b our own 

domest ic s i t u a t i o n when the r e g u l a r s e a s o n a l a g r i c u l t u r a l r e q u i r e m e n t s were on and 

s t a b i l i z a t i o n p l a n s f o r some of our f o r e i g n f r i e n d s were not comple ted - and s t a b -

i l i z a t i o n of f o r e i g n c u r r e n c i e s , i n d i r e c t l y , was of g r e a t impor tance to our domest ic 

s i t u a t i o n . Dur ing November and December, when g o l d c o n t i n u e d t o f low f rom t h i s 

c o u n t r y , the System d i d not o f f s e t the expor t movements. Th i s should have h a d the 

e f f e c t of r e t a r d i n g t h e r a p i d growth of c r e d i t , bu t i t d i d n o t , l a r g e l y because any 

i n c r e a s e i n F e d e r a l r e s e r v e bank c r e d i t a t t h a t t ime was i n t e r p r e t e d by t h e banks 

and t h e p u b l i c a s b e i n g i n r e s p o n s e to customary s e a s o n a l r e q u i r e m e n t s , even though 

i t h a d gone $200 ,000 ,000 h i g h e r t h a n t h e y e a r b e f o r e . The r e t u r n f low of h o l i d a y 

cu r rency i n the l a t t e r p a r t of December and e a r l y p a r t of J a n u a r y was g r e a t e r than 

i t h a d been i n any y e a r f o r f i v e y e a r s and t h e r e f o r e t h e System s o l d a d d i t i o n a l 

Government s e c u r i t i e s to p a r t l y o f f s e t t h i s r e t u r n f l o w . Gold h o l d i n g s changed b u t 

l i t t l e d u r i n g t h e months of J a n u a r y and Feb rua ry b u t c r e d i t expanded a t more than 

t h e normal r a t e , and c e r t a i n l y t h e r e was no ev idence t h a t t h i s a d d i t i o n a l c r e d i t 
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There i s an i m p r e s s i o n i n the, mind£ of many p e o p l e , i n c l u d i n g somo 

"bankers, t h a t a member bank d e l i b e r a t e l y borrows frotn i t s r e s e r v e bank a t a low 

r a t e t o e n a b l e i t to l e n d a t a h i g h e r r a t e s o l e l y f o r t h e p r o f i t i n t he t r a n s a c -

t i o n . I have been a s s o c i a t e d w i t h the System f o r t e n y e a r s and I can say w i thou t 

f e a r of c o n t r a d i c t i o n t h a t t h i s seldom h a p p e n s . What does happen g e n e r a l l y , however, 

i s t h i s : 

A member bank accumula tes d e p o s i t s i n the o r d i n a r y course of i t s 

b u s i n e s s and , i f i t e x p e c t s to c o n t i n u e i t s b u s i n e s s a t a p r o f i t , i t mast employ 

t h o s e funds a l m o s t i n s t a n t a n e o u s l y i n t h e c r e d i t f i e l d t h a t o f f e r s the b e s t r a t e s 

c o n s i s t e n t w i t h s a f e t y . L a t e r i t has a r e d u c t i o n i n d e p o s i t s and must r e p l e n i s h 

i t s r e s e r v e i n one of two ways . One i s by bor rowing f rom the F e d e r a l r e s e r v e bank 

and the o t h e r i s by s e l l i n g some of i t s r e a d i l y m a r k e t a b l e a s s e t s . In the g r e a t 

m a j o r i t y of c a s e s the member bank which h a s wide f l u c t u a t i o n s i n i t s d e p o s i t s b o r -

rows f rom the r e s e r v e bank . By doing t h i s the bank a v o i d s d i s t u r b i n g i t s p o r t f o -

l i o and u s e s t h e r e s e r v e bank f o r t he l e g i t i m a t e pu rpose of b r i d g i n g over a tem-

p o r a r y s h o r t a g e i n r e s e r v e s . N a t u r a l l y , when the r e d i s c o u n t r a t e i s low and t h e 

open marke t r a t e h i g h , t h e r e i s an i n c e n t i v e f o r t he banke r to con t i nue to borrow 

r a t h e r t han to c u r t a i l h i s i n v e s t m e n t s . When t h i s p r a c t i c e becomes s i m u l t a n e o u s l y 

g e n e r a l i t f u r n i s h e s one r e a s o n , b u t on ly one, f o r r a i s i n g t h e r e d i s c o u n t r a t e s . 

There was e v i d e n c e of t h i s i n Feb rua ry , w i t h t h e r e s u l t t h a t a 4 f o 

r a t e was i n i t i a t e d by t h e d i r e c t o r s of the v a r i o u s F e d e r a l r e s e r v e b a n k s . However, 

c r e d i t c o n t i n u e d to expand and t h e banks c o n t i n u e d to borrow from t h e F e d e r a l r e -

s e r v e banks on r e d i s c o u n t s to make up the l o s s i n g o l d and t h e s a l e of Government 

s e c u r i t i e s . No one p a r t i c u l a r bank was i n deb t any g r e a t l e n g t h of t ime ; i n f a c t , 

t h e i n f o r m a t i o n we have i n Washington i s t h a t t he bank t h a t borrowed to cover a 

l o s s of d e p o s i t s g o t ou t of deb t by l i q u i d a t i n g some of i t s i n e l i g i b l e a s s e t s . 
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When i t did so, however , d i r e c t l y or indirectly, it iaade it n e c e s s a r y f o r some o t h e r 

"bank to borrow and so the bor rowings of member banks were p a s s e d around f rom one 

bank to a n o t h e r w i t h o u t r e d u c i n g the t o t a l i n d e b t e d n e s s of t h e member banks t o the 

F e d e r a l r e s e r v e banks , b u t on t h e c o n t r a r y , i n c r e a s i n g i t . 

Again , i n A p r i l , t h e d i r e c t o r s of one of the F e d e r a l r e s e r v e banks 

i n i t i a t e d a r e d i s c o u n t r a t e of 4 - l / 2 $ . This was e v e n t u a l l y f o l l o w e d by a l l of t h e 

o t h e r r e s e r v e b a n k s . By June t h e member banks owed the System a p p r o x i m a t e l y 

$1 ,000 ,000 ,000 upon r e d i s c o u n t s and were i n a p o s i t i o n where t h e y c o u l d no t g e t 

out of debt so r e a d i l y by s h i f t i n g t h e l o a d f rom one bank to a n o t h e r ; i n f a c t , the 

l o a d c e n t e r e d m o s t l y i n t h e l a r g e r c i t i e s . There was a r a p i d i n c r e a s e i n d i s c o u n t s 

i n t he l a t t e r p a r t of June and a l s o i n J u l y , some of which, of c o u r s e , r e p r e s e n t e d 

cu r r ency r e q u i r e m e n t s , b u t t he i n c r e a s e h a d t h e earmarks of f u r t h e r py ramid ing of 

c r e d i t and no t of b e i n g the o l d - f a s h i o n e d c r e d i t b a s e d upon p r o d u c t i o n and d i s t r i -

b u t i o n , f r i t h t h e r e s u l t t h a t some of the F e d e r a l r e s e r v e banks , where many of t h e i r 

member banks wore heavy b o r r o w e r s , i n i t i a t e d a r e d i s c o u n t r a t e of 5$ . Th i s a c t i o n , 

however, was no t t a k e n i n t h e f o u r s t r i c t l y a g r i c u l t u r a l d i s t r i c t s west of t h e 

M i s s i s s i p p i R i v e r where a 4-1/2fa r a t e i s s t i l l m a i n t a i n e d , l a r g e l y because t h e mem-

b e r banks were not heavy bo r rower s and because i t was a t t h e t ime of t h e y e a r when 

l e g i t i m a t e s e a s o n a l a g r i c u l t u r a l r e q u i r e m e n t s h a d t o be m e t . 

From June up t o t h e p r e s e n t t ime t h e r e h a s been b u t l i t t l e change 

i n t h e g o l d h o l d i n g s of t he U n i t e d S t a t e s . The System h a s no t s o l d a d d i t i o n a l Gov-

ernment s e c u r i t i e s s i n c e t h a t t ime and h a s u n d e r t a k e n no open market o p e r a t i o n s , 

e x c e p t / a temporary n a t u r e . 

To summarize, t he bank ing system of America b u i l t up a c r e d i t 

s t r u c t u r e by r e s o r t i n g t o the i n v e r t e d pyramid p r i n c i p l e of c r e d i t on $4 ,600 ,000 ,000 

of g o l d which we h e l d i n May 1927, and today , on $ 4 , 1 0 0 , 0 0 0 , 0 0 0 , i t i s no t o n l y 

s u p p o r t i n g t h a t c r e d i t s t r u c t u r e b u t a much l a r g e r one . Th is i s shown by t h e June Digitized for FRASER 
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30 r e p o r t s 6f member banks which i n d i c a t e an i n c r e a s e above l a s t yea r of $ 2 , 5 0 0 , -

000,000 i n l o a n s and i n v e s t m e n t s . To suppor t t h i s c r e d i t s t r u c t u r e , member 

banks have found i t n e c e s s a r y t o i n c r e a s e t h e i r bor rowings a t t he F e d e r a l r e -

se rve banks a p p r o x i m a t e l y $500 ,000 ,000 . From t h i s i t seems to me t h a t t he r e s e r v e 

banks a r e f u n c t i o n i n g j u s t a s t h e law i n t e n d e d t h a t t hey should f u n c t i o n . M i s c a l -

c u l a t i o n s a s t o t he f u t u r e a lways have and p e r h a p s a lways w i l l occu r w i t h the banks 

and the b u s i n e s s p u b l i c and t h a t i s one of t h e r e a s o n s why we need r e s e r v e banks , 

i n o t h e r words , i n s t i t u t i o n s which enab le the p u b l i c t o a d j u s t t h e i r m i s c a l c u l a t i o n s 

i n an o r d e r l y and s y s t e m a t i c way. So many f a c t o r s have an i n f l u e n c e on bank ing t h a t 

i t i s a m i s t a k e to a r r i v e a t the c o n c l u s i o n t h a t the F e d e r a l Rese rve System a l o n e , 

th rough i t s p o l i c i e s , makes c r e d i t s i t u a t i o n s . I t i s r e a s o n a b l e to b e l i e v e from 

what I have c i t e d t h a t c o n d i t i o n s , over many of which the System h a s no c o n t r o l , 

form t h e b a s i s of r e s e r v e bank c r e d i t p o l i c i e s and r a t e s . 

Many p e o p l e i n America seem to be more concerned abou t the p r e s e n t 

s i t u a t i o n t h a n t h e F e d e r a l Reserve System i s . I f unsound c r e d i t p r a c t i c e s have de-

ve loped , t h e s e p r a c t i c e s w i l l i n t ime c o r r e c t t hemse lves , and i f some of t he o v e r -

i n d u l g e n t g e t " b u r n t " d u r i n g t h e p e r i o d of c o r r e c t i o n , t h e y w i l l have t o s h o u l d e r 

t h e blame t h e m s e l v e s and no t a t t e m p t to s h i f t i t t o someone e l s e . Great concern i s 

e x p r e s s e d ove r t h e m y s t e r y of F e d e r a l r e s e r v e p o l i c i e s . D i s s a t i s f a c t i o n i s e x p r e s s -

ed because t h e F e d e r a l Reserve System r e f r a i n s f rom p r e d i c t i o n and can no t a lways 

a n t i c i p a t e . I have s t a t e d to you t h a t c o n d i t i o n s , t o a l a r g e e x t e n t , b r i n g about 

F e d e r a l r e s e r v e p o l i c i e s r a t h e r than t h a t F e d e r a l r e s e r v e p o l i c i e s b r i n g abou t con-

d i t i o n s . That i s j u s t t h e p o s i t i o n of t h e System a t t h e moment. I f p a s t expe r i ence 

means a n y t h i n g , we know t h a t t h e a d d i t i o n a l r e s e r v e c r e d i t needed between now and 

December 31 w i l l a g g r e g a t e a p p r o x i m a t e l y $300 ,000 ,000 . This w i l l come from t h e 

u s u a l s e a s o n a l r e q u i r e m e n t s of a g r i c u l t u r e . , and b u s i n e s s . I t i s the e x p e c t a t i o n of 

the System t h a t t h i s a d d i t i o n a l c r e d i t w i l l be s e c u r e d by t h e member banks r e d i s -Digitized for FRASER 
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coun t ing w i t h o u t h e s i t a n c y to t ake ca re of t h e s e r e q u i r e m e n t s and t h a t t h e y w i l l 

l e n d t o t h e i r cus tomers a t r e a s o n a b l e r a t e s . I t f u r t h e r e x p e c t s t h a t t h i s a d d i -

t i o n a l r e s e r v e c r e d i t w i l l no t "be u s e d i n f u r t h e r expanding a bank c r e d i t s i t u a t i o n 

t h a t grew up when our g o l d r e s e r v e s were $500,000,OCX) l a r g e r t h a n they a r e now and 

which h a s c o n t i n u e d t o grow w h i l e t he r e s e r v e s have been s h r i n k i n g . I f a f t e r 

J a n u a r y 1929 f o l l o w i n g t h e r e t u r n f l ow of h o l i d a y c u r r e n c y , the banks s t i l l owe 

the System a p p r o x i m a t e l y $ 1 , 0 0 0 , 0 0 0 , 0 0 0 i n r e d i s c o u n t s , I , p e r s o n a l l y , w i l l f e e l 

t h a t the s i t u a t i o n h a s been h a n d l e d admi rab ly and I s h a l l have no cause f o r con-

ce rn , because w i t h the t r a d i t i o n which t h e member banks have abou t borrowing con-

t i n u a l l y f rom the Federa l . Reserve System, a deb t to the System of $ 1 , 0 0 0 , 0 0 0 , 0 0 0 

w i l l have a more m o d e r a t i n g e f f e c t upon the too r a p i d growth of bank c r e d i t t han 

any o t h e r s i n g l e c o n d i t i o n t h a t I know o f . 
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STATEMENT OF BUREAU OF ENGRAVING AMD FEINTING 

Cost of p r e p a r i n g F e d e r a l Reserve Notes d u r i n g J u l y , 1928. 

1928 
J u l y 2 t o 6 F e d e r a l Reserve No te s , 1914. 

$10 $20 T o t a l S h e e t s 

San F r a n c i s c o 201,000 298,000 499 ,000 

499,000 s h e e t s Q #35 .50 p e r M, #17 ,714 .50 

C r e d i t a p p r o p r i a t i o n s , 1929, a s f o l l o w s : 

Comp. of Emp. Bur . Eng. & P r t g , , $9 ,555 .85 
P I . P r t g . Bur . Eng. & P r t g . 4 , 0 4 1 . 9 0 
M t l s . & Mis. Exp. Bur . Eng. & P r t g - 4 , 1 1 6 . 7 5 

Bureau of Engrav ing and P r i n t i n g , 

Per C. R. Long, 
A s s i s t a n t D i r e c t o r . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l . r e s e r v e b o a r d 

X-6142 

September 22 , 1928. 

SUBJECT: Topic f o r G o v e r n o r s ' and A g e n t s ' 
C o n f e r e n c e s . 

Dear S i r : 

There a r e a t t a c h e d h e r e t o c o p i e s of 
s e l f - e x p l a n a t o r y l e t t e r s exchanged "between t h e 
F e d e r a l R e s e r v e Bank of D a l l a s and the Board , 
a n d i t i s r e q u e s t e d t h a t t h e s u g g e s t i o n r e f e r r e d 
t o t h e r e i n , of a n n u a l m e e t i n g s be tween t h e Members 
of t h e F e d e r a l R e s e r v e Board and t h e d i r e c t o r s of 
t h e F e d e r a l r e s e r v e b a n k s , be c o n s i d e r e d a t t h e 
f o r t h c o m i n g c o n f e r e n c e s of Governors and F e d e r a l 
R e s e r v e A g e n t s . 

Very t r u l y y o u r s , 

<J. C« N o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO ALL GOVERNORS AND 
AGENTS OF F . R. BANKS. 

I 
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September 18, 1928. 

Dear Mr. Walsh: 

R e c e i p t i s acknowledged, of your l e t t e r of September 15, w i t h 
r e g a r d t o the r e s o l u t i o n a d o p t e d a t t h e r e c e n t mee t ing of t h e 
Adv i so ry Committee of your "bank's S t o c k h o l d e r s A s s o c i a t i o n , s u g g e s t i n g 
t h a t a j o i n t c o n f e r e n c e between the Members of t he Board and t h e 
d i r e c t o r s of t h e F e d e r a l Reserve Banks be h e l d each y e a r i n Washington 
f o r the pu rpose of g i v i n g c o n s i d e r a t i o n t o c o n f i d e n t i a l m a t t e r s 
which have been b rough t t o the a t t e n t i o n of t h e d i r e c t o r s , or of which 
the Board s h o u l d have p e r s o n a l and i n t i m a t e knowledge. The Board has 
c a r e f u l l y c o n s i d e r e d the p r o p o s a l of t h e Advisory Committee and w i l l 
bo v e r y g l a d t o f o l l o w t h e s u g g e s t i o n t h a t t h e m a t t e r be r e f e r r e d 
to the f o r t h c o m i n g c o n f e r e n c e s of Governors and F e d e r a l Reserve Agen t s . 

I n the meantime, however, shou ld a n y t h i n g develop i n your 
t e r r i t o r y r e g a r d i n g which your d i r e c t o r s would l i k e t o c o n f e r w i t h 
the Board you may be s u r e t h a t t h e Board would be v e r y g l a d to 
meet w i t h your d i r e c t o r s a t any time they f e e l t h a t t hey have a 
compla in t or p rob lem of s u f f i c i e n t impor tance to w a r r a n t such a 
c o n f e r e n c e . At d i f f e r e n t t imes the d i r e c t o r s of o t h e r F e d e r a l 
Rese rve Banks have c o n f e r r e d w i t h t h e Board and we have a lways 
assumed t h a t t h e d i r e c t o r s of any r e s e r v e bank would f e e l a t l i b e r t y 
to do so whenever t h e y thought i t t o be n e c e s s a r y . I f such a 
p r o c e d u r e s h o u l d p l a c e too much inconven ience upon the t ime of your 
d i r e c t o r s , t h e Board a t t h e i r r e q u e s t , would be v e r y g l a d to make 
a r r angemen t s t o have Members of t h e Board meet w i t h them i n your own 
d i s t r i c t . The l a t t e r p r o c e d u r e might be p r o d u c t i v e of t h e b e s t r e s u l t s 
and i n c i d e n t l y i t would be l e s s e x p e n s i v e . I want t o a s s u r e you t h a t 
t h e Board would be w i l l i n g to f o l l o w e i t h e r p r o c e d u r e a t the p l e a s u r e 
of your d i r e c t o r s . 

With k i n d p e r s o n a l r e g a r d s , I am, 

Very t r u l y y o u r s , 

(S ) R. A. Young, 
Governor . 

Mr. C. C. Walqh, Chairman, 
F e d e r a l Reserve Bank, 
D a l l a s , Texas . 
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« • FEDERAL RESERVE BASK 

OF DALLAS 

X-6142-b 

September 15, 1928 

C. C. Walsh . 
Chairman of t h e Board 

and Fede ra l Rese rve Agent 

F e d e r a l Reserve Board 
Washington, D. C. 

Gentlemen: 

The Advisory Committee of t he S t o c k h o l d e r s 1 A s s o c i a t i o n , of 
t he F e d e r a l Rese rve Bank of D a l l a s , i n a mee t ing h e l d on September 12, 
1928, i n t h i s "bank, p a s s e d a r e s o l u t i o n s u g g e s t i n g t h a t a j o i n t con-
f e r e n c e between t he members of t he F e d e r a l Reserve Board, a n d t h e 
d i r e c t o r s of t h e F e d e r a l Reserve banks , be h e l d each y e a r i n Washington, 
D. C . , a t a t ime to be d e s i g n a t e d by t h e Board, f o r t he pu rpose of g i v -
i n g c o n s i d e r a t i o n t o any c o n f i d e n t i a l m a t t e r s which may have been 
b rough t t o t h e a t t e n t i o n of t h e d i r e c t o r s of t he F e d e r a l Rese rve banks , 
e i t h e r t h rough t h e Adv i so ry Committee of t he S t o c k h o l d e r s 1 A s s o c i a t i o n , 
o r by t h e member b a n k e r s t hemse lves , and of which t he F e d e r a l Reserve 
Board s h o u l d have p e r s o n a l and i n t i m a t e knowledge# 

The r e a s o n s g i v e n by t he Advisory Committee f o r t h e h o l d i n g 
of such c o n f e r e n c e s a r e , s u b s t a n t i a l l y , a s f o l l o w s : 

F i r s t - That many member b a n k e r s h e s i t a t e t o submit t o t he 
o f f i c e r s of a F e d e r a l Reserve Bank any m a t t e r s of c r i t i c i s m , or 
c o m p l a i n t , a r i s i n g out of t r a n s a c t i o n s had be tween the member 
banks and the F e d e r a l Reserve banks , or t he t e x t and a p p l i c a -
t i o n of t he law and t h e Board 1 s r e g u l a t i o n s . The s u g g e s t i o n 
b e i n g f u r t h e r b a s e d upon the o p i n i o n of t h e members of t h e 
Adv i so ry Committee, g a i n e d th rough c o n t a c t w i t h banke r s i n 
t h i s d i s t r i c t , t h a t 90$ of t he s m a l l e r banks i n t h e d i s t r i c t 
approach the F e d e r a l Reserve Bank w i t h a s p i r i t of awe, h a r b o r -
i n g t h e though t t h a t i t s o p e r a t i o n i s su r rounded w i t h an ^atmos-
p h e r e of s e c r e t i v e n e s s and m y s t i c i s m . 

Second - That such member b a n k e r s would not h e s i t a t e t o 
d i s c u s s such problems w i t h the d i r e c t o r of the F e d e r a l Reserve Bank 
coming f rom t h e i r r e s p e c t i v e d i s t r i c t s , f o r t h e r e a s o n t h a t t h e 
member banker r e g a r d s t h e d i r e c t o r s of a F e d e r a l Reserve Bank, 
i r r e s p e c t i v e of t he c l a s s which they r e p r e s e n t , a s h i s d i r e c t 
r e p r e s e n t a t i v e i n h i s r e l a t i o n s w i t h t h e F e d e r a l Reserve Bank, 
and he f e e l s f r e e r t o go t o the d i r e c t o r i n h i s r e s p e c t i v e com-
muni ty w i t h any g r i e v a n c e , o r m i s u n d e r s t a n d i n g , whe ther r e a l or 
i m a g i n a r y , i n s t e a d of go ing d i r e c t t o the o f f i c i a l s of the F e d e r a l 
Rese rve Bank. 

T h i r d ~ That i f such c o n f e r e n c e s between t h e F e d e r a l Rese rve 
Board and t he d i r e c t o r s of the F e d e r a l Reserve "banks were h e l d Digitized for FRASER 
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t h e member b a n k e r s f e e l t h a t t hey would, be b rough t i n c l o s e r 
touch w i t h t h e Board a t Washington, th rough the i n d i v i d u a l 
members of the Board of D i r e c t o r s , w i t h r e f e r e n c e t o a l l 
m a t t e r s a r i s i n g between t h e member banks and the F e d e r a l 
Reserve b a n k s . 

A s u g g e s t i o n was made t h a t t h i s was the f u n c t i o n of t h e 
Advisory Counc i l , i t b e i n g t h e duty of t h e Advisory C o u n c i l -
man f rom each d i s t r i c t t o p r e s e n t t h e s e m a t t e r s , b u t t h e 
s u g g e s t i o n was immedia te ly o f f s e t by t h e s t a t e m e n t t h a t 90$ 
of t he s m a l l e r banks i n a F e d e r a l Reserve D i s t r i c t d i d not 
know t h a t we h a d an Advisory Counc i l , nor were t h e y a c q u a i n t e d 
w i t h i t s r e l a t i o n s h i p between t h e member banks and the F e d e r a l 
Rese rve Board . 

F o u r t h - They a l s o f e e l t h a t i f such c o n f e r e n c e s can be 
a r r a n g e d a much c l o s e r c o n t a c t w i l l be e s t a b l i s h e d between t h e 
member banks and t h e i r own F e d e r a l Reserve Bank and the F e d e r a l 
Rese rve Board; and t h a t a s a f u r t h e r r e s u l t a b e t t e r u n d e r s t a n d -
i n g , a more c o r d i a l f e e l i n g , and a much more s a t i s f a c t o r y co -
o p e r a t i o n , w i l l o b t a i n th roughou t t h e d i s t r i c t s , a s w e l l a s t h e 
System. 

F i f t h - That by f a r and wide a g r e a t m a j o r i t y of t he member 
b a n k e r s of the F e d e r a l Reserve System a r e s t r o n g p r o p o n e n t s of 
t h e F e d e r a l Reserve banks , and of the F e d e r a l Reserve System, 
and h e a r t i l y endor se t h e c o n s t r u c t i v e c r e d i t p o l i c i e s l a i d down; 
t h a t they a r e s t r o n g b e l i e v e r s i n t he e f f i c a c y and e f f e c t i v e n e s s 
of t he economic views sponsored by the System, and t h a t i t ha s 
p r o v e n t h e g r e a t e s t p i e c e of c o n s t r u c t i v e l e g i s l a t i o n t h a t ha s 
e v e r been p a s s e d by a N a t i o n a l Congress or a S t a t e L e g i s l a t u r e . 

S i x t h - That i t i s t h e e a r n e s t d e s i r e of such member b a n k e r s , 
a s p r o p o n e n t s and a d v o c a t e s of the p o l i c i e s of t h e System, t o 
cement each y e a r t h e bonds of u n i o n more c l o s e l y , and i n do ing 
so to e l i m i n a t e , i n so f a r a s t h i s may be accompl i shed , a l l 
c a p t i o u s and i r r e l e v a n t c r i t i c i s m s which have been o f f e r e d f rom 
t ime to t ime by opponents of t he System. 

Seven th - That the d e s i r e f o r t h e s e j o i n t c o n f e r e n c e s between 
the d i r e c t o r s of the va r ious F e d e r a l Reserve banks , and t h e Board a t 
Washington, i s prompted s o l e l y f o r the pu rpose of c r e a t i n g a more 
harmonious and f r i e n d l y r e l a t i o n , and a more i n t e l l i g e n t u n d e r -
s t a n d i n g of t h e u s e s , b e n e f i t s and r e s p o n s i b i l i t i e s of t h e System 
to t h e member b a n k e r s , and t h e i r d u t i e s and o b l i g a t i o n s t o t h e 
F e d e r a l Reserve Bank of t he d i s t r i c t , t o t h e F e d e r a l Reserve Board, 
a n d t o t h e p r o f e s s i o n of b a n k i n g . 

E i g h t h - I t was the o p i n i o n of t he Advisory Committee t h a t 
a l l of t h e d i r e c t o r s of each F e d e r a l Reserve Bank shou ld be 
p r e s e n t a t t h e j o i n t c o n f e r e n c e between t h e F e d e r a l Reserve Board 
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and the "bank' s d i r e c t o r s a t t e n d i n g the same, a t which t ime they 
c o u l d d i s c u s s f r e e l y m a t t e r s and r e l a t i o n s h i p s a r i s i n g out of 
t he r e s p e c t i v e bank* s o p e r a t i o n s , g i v i n g p u b l i c i t y to such i n -
f o r m a t i o n a s t h e F e d e r a l Reserve Board might see f i t t o r e l e a s e . 

Nin th - I t was the i d e a of the i n d i v i d u a l members of the 
S t o c k h o l d e r s 1 Adv i so ry Committee t h a t i f , and when, t h e s e con-
f e r e n c e s a r e i n s t i t u t e d , they shou ld "be h e l d s e p a r a t e l y "by t h e 
Board w i t h the d i r e c t o r s of each F e d e r a l Reserve Bank i n t h e 
System. Th i s , of cou r se , i n t he even t a l l of t h e F e d e r a l Re-
s e r v e "banks i n t h e System d e s i r e d to t ake p a r t i n such a con-
f e r e n c e , would r e q u i r e one c o n f e r e n c e f o r each "bank i n t h e 
System d u r i n g t h e y e a r , and would n e c e s s i t a t e t h e a r rangement 
of twelve d i f f e r e n t c o n f e r e n c e s ; "but t he t h o u g h t was a l s o 
s u g g e s t e d t h a t i t might "be p o s s i b l e t h a t some of t he F e d e r a l 
Reserve "banks th roughou t the System might n o t have m a t t e r s of 
s u f f i c i e n t impor tance t o r e q u i r e a mee t ing eve ry y e a r , h u t 
i f t h e y d i d t h a t t h e y shou ld have the o p p o r t u n i t y of m e e t i n g 
t h e Board t h r o u g h t h e i r d i r e c t o r s and d i s c u s s i n g the same. 

Tenth - I t was a l s o sugges t ed "by the Advisory Committee 
t h a t t h i s m a t t e r "be p l a c e d on the program f o r d i s c u s s i o n a t 
t h e Agen t s 1 and Governors* c o n f e r e n c e s to he h e l d i n Washington 
November 12-17, 1928. 

I a s s u r e d t h e Advisory Committee t h a t I would t r a n s m i t i t s 
views i n r e g a r d to those c o n f e r e n c e s to the F e d e r a l Reserve Board, and 
I shou ld be p l e a s e d to r e c e i v e your r e a c t i o n in r e f e r e n c e t h e r e t o , f o r 
the p u r p o s e of r e p o r t i n g t h e same back to the Advisory Committee a t i t s 
nex t m e e t i n g . 

Yours v e r y t r u l y , 

(S) C. C. Walsh, 
Chairman of the Board . 

CCW/MK 
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Memorandum f o r Mr. Hamlin September 20 , 1928. 

From Mr, G i l b e r t . 

R e f e r r i n g to t h e s e v e r a l q u e s t i o n s r a i s e d by you in c o n n e c t i o n w i t h my 

memorandum of September 1 0 t h , 1928, embodying p r o p o s a l s c o n t e m p l a t i n g an im-

proved a d m i n i s t r a t i o n of t he p r o v i s i o n s of t h e F e d e r a l R e s e r v e Act a p p l i c a b l e 

to S t a t e member banks and c o n d i t i o n s of membership, may I be p e r m i t t e d to submit 

t h e f o l l o w i n g : 

The p r o p o s a l s of my memorandum r e l a t e e x c l u s i v e l y to S t a t e member banks 

of t he F e d e r a l R e s e r v e System and n o t to N a t i o n a l member b a n k s . 

S t a t e member banks , a s I u n d e r s t a n d the law, a r e s u b j e c t to a p p r o x i m a t e l y 

t h i r t e e n g e n e r a l r e g u l a t o r y p r o v i s i o n s of t he F e d e r a l R e s e r v e Act ( l i s t e d in my 

memorandum) and a d d i t i o n a l c o n d i t i o n s of membership which I b e l i e v e taken t o -

g e t h e r may be c o n s i d e r e d a s c o n s t i t u t i n g a f a i r l y complete and s a t i s f a c t o r y 

s t a n d a r d of b a n k i n g , c a l c u l a t e d to p r o t e c t d e p o s i t o r s and promote sound banking 

o p e r a t i o n s . That Congress i n t ended t h a t S t a t e member banks shou ld comply w i t h 

t h e s e e x p r e s s p r o v i s i o n s of the F e d e r a l Rese rve Act and t h e c o n d i t i o n s of member-

s h i p p u r s u a n t t h e r e t o , p r e s c r i b e d by t h e F e d e r a l Rese rve Board unde r a u t h o r i t y 

s p e c i f i c a l l y g r a n t e d by t h e Ac t , seems c l e a r . 

That t h e enforcement of t h e s e same p r o v i s i o n s of t h e Act and c o n d i t i o n s 

of membership i s a d u t y of t h e F e d e r a l Rese rve Board seems e q u a l l y c l e a r , s i n c e 

under S e c t i o n 1 1 ( i ) t h e Board i s r e q u i r e d to p e r f o r m t h e d u t i e s , f u n c t i o n s o r 

s e r v i c e s s p e c i f i e d i n t h e F e d e r a l Rese rve Act and to make a l l r u l e s and r e g u l a -

tions* n e c e s s a r y to enab le the Board e f f e c t i v e l y to p e r f o r m t h e same. 
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Kb o t h e r governmenta l a u t h o r i t y , S t a t e o r N a t i o n a l , i s d i r e c t e d or 

a u t h o r i z e d to a d m i n i s t e r or e n f o r c e t h e s e p a r t i c u l a r p r o v i s i o n s . Unques t ion-

a b l y , S t a t e b a n k i n g a u t h o r i t i e s have no r e s p o n s i b i l i t y or power to e n f o r c e the 

p r o v i s i o n s of F e d e r a l law. S t a t e bank ing a u t h o r i t i e s a r e l e g a l l y r e s p o n s i b l e 

on ly f o r t h e a d m i n i s t r a t i o n and enforcement of the bank ing laws of t h e i r r e s p e c -

t i v e s t a t e s , which may or may no t c o n t a i n p r o v i s i o n s t h a t a r e t h e a::me or sim-

i l a r to t he p r o v i s i o n s of t he F e d e r a l Heserve Act r e l a t i n g to S t a t e member banks . 

L ikewise , no F e d e r a l Rese rve Bank, a s such, i s charged w i t h t h e du ty 

and r e s p o n s i b i l i t y o f a d m i n i s t e r i n g or e n f o r c i n g the r e g u l a t o r y p r o v i s i o n s of 

t he F e d e r a l Rese rve Act . I t i s t r u e t h a t F e d e r a l Reserve Banks a r e a u t h o r i z e d 

to make examina t ions of member banks , b o t h S t a t e and N a t i o n a l , b u t such exam-

i n a t i o n s u n d o u b t e d l y were i n t e n d e d by Congress f o r c r e d i t p u r p o s e s o n l y . When 

such e x a m i n a t i o n s , o r examina t ions by examiners of F e d e r a l Rese rve Agents or 

t he Compt ro l l e r of t h e Currency, d i s c l o s e v i o l a t i o n s of t h e r e g u l a t o r y p r o v i s -

i o n s of t he F e d e r a l Rese rve Act o r N a t i o n a l Bank Act o r of c o n d i t i o n s of member-? 

s h i p , t he c o r r e c t i o n of v i o l a t i o n s by S t a t e member bonks i s the f u n c t i o n of the 

F e d e r a l Rese rve Board , and v i o l a t i o n s by N a t i o n a l banks the f u n c t i o n of t h e 

Comptro l le r of t h e Currency. 

Cont ro l of t he enforcement of r e g u l a t o r y p r o v i s i o n s of t he law r e l a t i n g 

N a t i o n a l banks i s n o t con templa ted i n my p r o p o s a l s f o r t h e r e a s o n , a s above 

i n d i c a t e d , t h a t i t i s my u n d e r s t a n d i n g t h a t the F e d e r a l R e s e r v e Board now has 

no du ty or r e s p o n s i b i l i t y f o r t h e a d m i n i s t r a t i o n of such r e g u l a t o r y p r o v i s i o n s 

a s r e l a t e to N a t i o n a l banks whatever may have been i t s a u t h o r i t y d u r i n g £hc 

o r g a n i z a t i o n p e r i o d of t he System. That du ty and r e s p o n s i b i l i t y has been p l a c e d 

by Congress w i t h the Compt ro l l e r of t h e Currency whose o f f i c i a l a c t s in t h e main 

a r e n o t s u b j e c t to t h e c o n t r o l of the F e d e r a l Reserve Board . 
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The F e d e r a l Reserve Board h a s , however, as above s u g g e s t e d , a r e s p o n s i 

b i l i t y to Congress f o r t h e a d m i n i s t r a t i o n and enforcement of t h e r e g u l a t o r y p r o -

v i s i o n s of t h e F e d e r a l Reserve Act and c o n d i t i o n s of membership a f f e c t i n g S t a t e 

member b a n k s . 

My c o n c l u s i o n in the m a t t e r i s based upon t h e f a c t t h a t Congress has 

imposed upon S t a t e member banks t h e t h i r t e e n r e g u l a t o r y p r o v i s i o n s , mandatory 

i n c h a r a c t e r , enumerated i n my memorandum and has r e q u i r e d t h e F e d e r a l Reserve 

Board to -perform t h e d u t i e s , f u n c t i o n s o r s e r v i c e s s p e c i f i e d i n t h e F e d e r a l 

Reserve A c t . I t i s a m a t t e r of common e x p e r i e n c e t h a t r e g u l a t o r y p r o v i s i o n s 

of law a r e not s e l f - e n f o r c i n g , a f a c t t h a t Congress undoub ted ly took i n t o 

account i n f r a m i n g t h e F e d e r a l Rese rve Ac t . The B o a r d ' s r e s p o n s i b i l i t y i n 

t h i s m a t t e r e x i s t s , I b e l i e v e , r e g a r d l e s s of whether one of t h e main purposes , 

of t h e Act , a s s t a t e d i n the p reamble , " t o e s t a b l i s h a more e f f e c t i v e s u p e r -

v i s i o n of bank ing i n t h e Uni ted S t a t e s " s h a l l be i n t e r p r e t e d to mean improved 

s u p e r v i s i o n by F e d e r a l Reserve a u t h o r i t i e s over member banks of t h e System, 

S t a t e o r N a t i o n a l , o r a mandate to t h e Board or o t h e r F e d e r a l Rese rve a u t h o r i -

t i e s to u n d e r t a k e by wha teve r methods may be a v a i l a b l e t o p r e v a i l upon a l l 

bank s u p e r v i s o r s to r a i s e t h e i r s t a n d a r d s of examina t ions and enforcement of 

banking laws and sound banking p r a c t i c e s . 

Moreover, I b e l i e v e t h a t t h e B o a r d ' s r e s p o n s i b i l i t y to Congress 

e x i s t s i n t h i s phase of a d m i n i s t r a t i o n and enforcement of t h e law, r e g a r d l e s s 

of whether any f a i l u r e on t h e p a r t of t h e Board t o e n f o r c e t h e s e r e g u l a t o r y 

s t a t u t e s s h a l l r e n d e r i n d i v i d u a l Board members l i a b l e i n p e r s o n a l damages to 

t h e d e p o s i t o r s o r o t h e r c r e d i t o r s of S t a t e member banks who may s u s t a i n l o s s e s 

as n r e s u l t of such n o n - e n f o r c e m e n t . 

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



X-61U3• ' 1 

- H -

But , i t would seem, whatever may be t h e r i g h t s of member "bank c r e d i -

t o r s damaged "by non~enforcement , t h a t Congress would have t h e u s u a l remedy a g a i n s t 

Board members who f a i l e d to e n f o r c e t h e law. 

The p r o p o s a l s of my memorandum of September 10 th do no t con templa t e any 

h a s t y o r a b r u p t t e r m i n a t i o n of t h e membership of any S t a t e member bank nor any 

h a r s h or o p p r e s s i v e method of enforcement* I b e l i e v e t h a t a S t a t e member bank 

found t o be v i o l a t i n g t h e p r o v i s i o n s of the F e d e r a l Rese rve Act o r c o n d i t i o n s 

of membership i s e n t i t l e d as a m a t t e r of common f a i r n e s s to a w r i t t e n n o t i c e 

from t h e F e d e r a l Rese rve Agent of what p r o v i s i o n s o r c o n d i t i o n s i t has v i o l a t e d 

and what w i l l c o n s t i t u t e s a t i s f a c t o r y c o r r e c t i o n and t h a t , f u r t h e r m o r e , t h e mem-

be r bank should be g i v e n a r e a s o n a b l e t ime i n which to e f f e c t a l l c o r r e c t i o n s . 

What c o n s t i t u t e s a r e a s o n a b l e t ime w i l l va ry g r e a t l y a c c o r d i n g to c i r cums tances 

and i s a m a t t e r t h a t cannot be governed by any f i x e d r u l e . I f a S t a t e member 

bank, a f t e r n o t i c e of v i o l a t i o n s and t h e pa s sage of a r e a s o n a b l e t ime , s h a l l f a i l , 

t h rough u n w i l l i n g n e s s o r i n a b i l i t y , t o comply w i t h t h e law or c o n d i t i o n s of mem-

b e r s h i p , t h e n t h e q u e s t i o n of t e r m i n a t i o n of membership should be c o n s i d e r e d . A l l 

e f f o r t s t o c o r r e c t m a t t e r s s u b j e c t t o c r i t i c i s m i n S t a t e member banks should , I 

b e l i e v e , be made, a s f a r as p r a c t i c a b l e , in c o o p e r a t i o n w i t h t h e S t a t e bank ing 

a u t h o r i t i e s conce rned , bu t when such c o o p e r a t i o n cannot be o b t a i n e d , t h e F e d e r a l 

Reserve Agent should a c t i n d e p e n d e n t l y . In a l l m a t t e r s p e r t a i n i n g to t h e admin-

i s t r a t i o n of t h e r e g u l a t o r y p r o v i s i o n s under c o n s i d e r a t i o n , I see no need f o r any 

d i r e c t communication between t h e F e d e r a l Reserve Board and member banks except in 

connec t i on w i t h e x p u l s i o n p r o c e e d i n g s , A l l co r r e spondence or o t h e r communication, 

w i t h t h e banks should be handled by t h e Agents , as t h e r e p r e s e n t a t i v e s of t h e 
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In my o p i n i o n the improved a d m i n i s t r a t i o n con templa t ed i n my p r o p o s -

a l s w i l l not i n v o l v e any s u b s t a n t i a l i n c r e a s e i n the expenses of t h e Board o r 

F e d e r a l Reserve Agen t s . In s u b s t a n c e , what I am p r o p o s i n g i s t h a t a l o g i c a l 

a d m i n i s t r a t i v e u s e s h a l l be made of i n f o r m a t i o n a l r e a d y b e i n g assembled ; t h a t 

t r e a t m e n t of S t a t e member "banks i n the m a t t e r of a d m i n i s t r a t i o n of t h e law s h a l l 

be r ende red u n i f o r m , a t l e a s t i n p r i n c i p l e , th roughout t h e System and t h a t ap-^ 

p a r e n t l a x i t y i n enforcement of F e d e r a l law r e l a t i n g to S t a t e member "banks s h a l l 

be c o r r e c t e d t o t h e end t h a t S t a t e and N a t i o n a l member banks s h a l l "be p l a c e d upon 

terms of e q u a l i t y i n t h e m a t t e r of enforcement of t h e F e d e r a l laws r e l a t i n g to 

b o t h and t h i s shou ld i n v o l v e no s u b s t a n t i a l i n c r e a s e i n expense . I n t h i s con-

n e c t i o n , i t should be s t a t e d t h a t t he Compt ro l le r of t h e Currency has long had 

w e l l d e f i n e d methods and p r o c e s s e s f o r t h e a d m i n i s t r a t i o n and enforcement of t h e 

law r e l a t i n g to t h e banks under h i s j u r i s d i c t i o n whereas t h e Board has had an 

incomple te p o l i c y w i t h r e s p e c t t o t h e enforcement of F e d e r a l law r e l a t i n g to 

S t a t e member banks . 
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September 10, 1928. 
The Examining Committee 

Mr. G i l b e r t 

P r i o r t o A p r i l 1 4 t h , 1927, the Board had no agehcy Ghai-ged w i t h this du ty 

of k e e p i n g i t c u r r e n t l y i n fo rmed of the c o n d i t i o n of S t a t e member banks of t he 

Fede ra l Reserve System and whether or no t such S t a t e member banks were o b s e r v i n g 

the p r o v i s i o n s of t he F e d e r a l Reserve Act a p p l i c a b l e t o them and t h e c o n d i t i o n s 

of membership imposed by t h e Board a t the t ime of t h e i r a d m i s s i o n to t h e System. 

On the d a t e men t ioned , f o l l o w i n g c o n s i d e r a t i o n of my r e p o r t d a t e d March 7, 

1927, d e a l i n g w i t h t h e examina t ion p r a c t i c e and p o l i c y of t h e F e d e r a l Reserve 

Agent a t S t . L o u i s , t h e Board a d o p t e d the f o l l o w i n g t h r e e r e s o l u t i o n s : 

(1 ) " I n view of t he recommendations c o n t a i n e d i n t h e r e p o r t of 
t h e su rvey made by Mr. G i l b e r t of t h e work of examining s t a t e 
member banks , t he Board con t i nue the examina t i on p r a c t i c e a s 
a t p r e s e n t , under t h e d i r e c t s u p e r v i s i o n of t h e F e d e r a l Reserve 
A g e n t s . " 

(2 ) "That t he S u p e r v i s o r of Examina t ions , s u b j e c t t o t h e a p p r o v a l 
of t h e F e d e r a l Rese rve Board, be i n s t r u c t e d t o make such a r r a n g e -
ments a s w i l l develop the d e t a i l e d r o u t i n e o p e r a t i o n s de s igned 
t o e n a b l e the Board to keep i t s e l f i n fo rmed a s t o t he c o n d i t i o n 
of S t a t e member banks , and whether o r n o t such banks a r e o b s e r v -
i n g the c o n d i t i o n s of membership imposed, and whe the r o r no t 
t h e y a r e c o n d u c t i n g t h e i r b u s i n e s s w i t h i n the p r o v i s i o n s of t h e 
F e d e r a l Rese rve Act r e l a t i n g t o s t a t e member b a n k s . " 

(3 ) "That t h e S u p e r v i s o r of Examina t ions be i n s t r u c t e d t o p r e p a r e 
a form of a n a l y s i s t o be u s e d by the r e s p e c t i v e F e d e r a l Reserve 
Agents c o v e r i n g each r e p o r t of examina t ion , and t o p r e p a r e f o r 
submis s ion t o t h e Board f o r i t s a p p r o v a l a s t a n d a r d r e p o r t form 
t o be u s e d by •examiners i n the f i e l d unde r the d i r e c t i o n of t he 
F e d e r a l Reserve A g e n t s . " 

A few days p r i o r t o t h e a d o p t i o n of t he r e s o l u t i o n s quoted above, t h e 

B o a r d ' s Counsel on A p r i l 6, 1927, r e n d e r e d an o p i n i o n on t h e d u t i e s and 

powers of t he F e d e r a l Reserve Board, t he F e d e r a l Reserve Agents and t h e 

F e d e r a l Rese rve Banks w i t h r e s p e c t t o t h e examina t ion of S t a t e member banks 

and t h e a d m i n i s t r a t i o n of t h e p r o v i s i o n s of t h e F e d e r a l Reserve Act r e l a t i n g 

t o such b a n k s . Th i s o p i n i o n h a s a v e r y impor t an t b e a r i n g upon t h e work of 
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the S u p e r v i s o r of Examina t ions a u t h o r i z e d and d i r e c t e d i n t h e above q u o t e d 

r e s o l u t i o n s . Among o t h e r c o n c l u s i o n s , Counsel h e l d i n e f f e c t t h a t t h e u l t i m a t e 

r e s p o n s i b i l i t y f o r t he en fo rcemen t of the p r o v i s i o n s of t h e F e d e r a l Reserve 

Act r e l a t i n g t o S t a t e member banks r e s t s upon the F e d e r a l Reserve Board 

r e g a r d l e s s of whe ther examina t i ons of such banks s h a l l be made by examiners of 

the S t a t e b a n k i n g depa r tmen t s , F e d e r a l Reserve Agents or F e d e r a l Reserve Banks• 

In view of t h e B o a r d ' s r e s p o n s i b i l i t y a s t h u s d e f i n e d by Counsel , i t h a s been 

n e c e s s a r y f o r tne S u p e r v i s o r of Examinat ions in a n a l y z i n g and r e v i e w i n g r e p o r t s 

of examina t ion and r e p o r t i n g to the Board to t ake i n to accoun t t h e numerous 

p r o v i s i o n s of t h e F e d e r a l Reserve Act r e l a t i n g to S t a t e member banks , t o g e t h e r 

w i t h the c o n d i t i o n s of membership imposed by the Board p r i o r to admiss ion of 

such banks to t h e System. 

B e s i d e s v i o l a t i o n s of t h e v a r y i n g c o n d i t i o n s of membership, v i o l a t i o n s 

f a l l i n g unde r t h e f o l l o w i n g p r o v i s i o n s of t he F e d e r a l Reserve Act have been 

c o n s i d e r e d and r e p o r t e d t o the Board when d i s c l o s e d by the r e p o r t s : 

( a ) Rese rve r e q u i r e m e n t s of the F e d e r a l Reserve Act ( S e c t i o n s 9 and 19) , 
z 

(b) C a p i t a l r e q u i r e m e n t s ( S e c t i o n 9 of t h e F e d e r a l Rese rve Act and 
S e c t i o n s 5204 and 5205, Rev i sed S t a t u t e s ) , 

( c ) P r o h i b i t i o n a g a i n s t l e n d i n g on or p u r c h a s i n g own s t o c k ( S e c t i o n 9, 
F e d e r a l Rese rve Act and S e c t i o n 5201, U .S . Rev i s ed S t a t u t e s ) , 

(d ) P r o h i b i t i o n a g a i n s t payment of u n e a r n e d d i v i d e n d s ( S e c t i o n 9, 
F e d e r a l Rese rve Act , and S e c t i o n 5204, U.S . Rev i sed S t a t u t e s ) , 

( e ) Cr imina l p r o v i s i o n s ( S e c t i o n 9 , F e d e r a l Reserve Act and S e c t i o n 
5209, U .S . R e v i s e d S t a t u t e s ) , 

( f ) C e r t i f i c a t i o n of checks by o f f i c e r s , c l e r k s , e t c . when d e p o s i t o r 
h a s i n s u f f i c i e n t f u n d s to h i s c r e d i t ( S e c t i o n 9, F e d e r a l Rese rve A c t ) , 

( g ) Making of l o a n s or payment of d i v i d e n d s when l e g a l r e s e r v e i s 
d e f i c i e n t ( S e c t i o n 19, F e d e r a l Reserve A c t ) , 

(h ) The k e e p i n g of b a l a n c e s w i t h nonmember banks i n e x c e s s of 10^ of the 
p a i d - u p c a p i t a l and s u r p l u s ( S e c t i o n 19, F e d e r a l Reserve A c t ) , 

( i ) The making of l o a n s or g r a n t i n g of g r a t u i t i e s t o any bank examiner 
( S e c t i o n 22 , F e d e r a l Reserve A c t ) , 
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( j ) The a c c e p t a n c e of f e e s , commissions, e t c . by bank o f f i c e r s , e t c . 
f o r p r o c u r i n g o r endeavor ing to p r o c u r e l o a n s f rom own bank f o r o t h e r s . 
( S e c t i o n 22, F e d e r a l Reserve A c t ) , 

(k ) P u r c h a s e f rom or s a l e to a bank of s e c u r i t i e s or p r o p e r t y by d i r e c t o r s 
on more f a v o r a b l e te rms t h a n would be g r a n t e d t o o t h e r s ( S e c t i o n 22, 
F e d e r a l Reserve A c t ) , 

( l ) Payment of i n t e r e s t on d e p o s i t s of d i r e c t o r s , o f f i c e r s , e t c . a t a 
g r e a t e r r a t e t h a n t h a t p a i d to o t h e r s ( S e c t i o n 22, F e d e r a l Reserve Act) 
and 

(m) R e s t r i c t i o n s upon amounts, s e c u r i t y and o b j e c t s of a c c e p t a n c e by 
member banks ( S e c t i o n 13, F e d e r a l Reserve A c t ) . 

I n r e s p o n s e t o t h e B o a r d ' s t h i r d r e s o l u t i o n above quoted , d r a f t s of a r e p o r t 

of examina t ion fo rm and form of a n a l y s i s have been p r e p a r e d . The examina t i on 

form has been d i s c u s s e d w i t h F e d e r a l Reserve Agents and i n t e r e s t e d o f f i c e r s of 

the F e d e r a l Reserve Banks of A t l a n t a , C leve land , Kansas C i t y , M i n n e a p o l i s , Richmond -

and S t . Louis and w i t h t h e Examining Committee of t he F e d e r a l Reserve Agents and 

m o d i f i c a t i o n s i n a cco rdance w i t h t h e i r s u g g e s t i o n s have been made. I t i s r e s p e c t -

f u l l y s u g g e s t e d t h a t t h e m o d i f i e d form be s u b m i t t e d to a l l F e d e r a l Rese rve Agents 

and t h e i r c h i e f examiners p r i o r t o submiss ion to the Board f o r f i n a l a d o p t i o n . 

From such i n v e s t i g a t i o n s a s have been made by the S u p e r v i s o r of Examinat ions 

du r ing the p a s t two y e a r s and f rom r e a d i n g and a n a l y z i n g r e p o r t s of examina t i on 

of S t a t e member banks , i t a p p e a r s t h a t enforcement of t h e a p p l i c a b l e p r o v i s i o n s 

of t h e Fede ra l ' R e s e r v e Act , c o n d i t i o n s of membership and g e n e r a l s t a n d a r d s of the 

System has l a c k e d u n i f o r m i t y i n a marked degree and i n some d i s t r i c t s r e a s o n a b l e 

e f f e c t i v e n e s s * This h a s r a n g e d from what a p p e a r s t o be f a i r l y complete e n f o r c e -

ment i n some d i s t r i c t s t o what seems to be ve ry n e a r l y no enforcement i n o t h e r s , 

o r , a t l e a s t , u n r e a s o n a b l y de l ayed e n f o r c e m e n t . 

Admi t t ed ly , i t i s i m p o s s i b l e to de te rmine w i t h e x a c t n e s s what t he degree of 

enforcement may be f rom r e a d i n g and s t u d y i n g r e p o r t s of examina t i on and r e -

l a t e d cor respondence r e c e i v e d by t h e Board f rom the F e d e r a l Reserve Agents , a s 
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i t has not "been and i s no t now t h e p r a c t i c e of a l l Agents to r e p o r t t o t he Board 

the s t e p s t a k e n "by thbm e i t h e r d i r e c t l y or through the S t a t e bank ing depar tments 

to o b t a i n c o r r e c t i o n oi* c r i t i c i s e d m a t t e r s . Fu r the rmore , examina t i on r e p o r t forms 

i n u se i n t h e v a r i o u s d i s t r i c t s and s t a t e s e i t h e r do not p r o v i d e f o r r e p o r t i n g on 

a l l v i o l a t i o n s of the F e d e r a l Reserve Act or e n t i r e l y omit r e f e r e n c e to them. 

However, f rom such ev idence a s i s f u r n i s h e d by s u c c e s s i v e r e p o r t s of examina t ion 

showing c o n t i n u a t i o n of t he same or s i m i l a r v i o l a t i o n s i n a ve ry s u b s t a n t i a l 

number of banks , i t may be assumed t h a t en fo rcemen t i n g e n e r a l h a s been below a 

f a i r l y sound s t a n d a r d i n c e r t a i n d i s t r i c t s . 

The g e n e r a l s i t u a t i o n , i t i s b e l i e v e d , c a l l s f o r r e m e d i a l a c t i o n and i t i s 

r e s p e c t f u l l y s u g g e s t e d f o r the B o a r d ' s p r o t e c t i o n a g a i n s t c r i t i c i s m t h a t may be 

e x p e c t e d to develop l a t e r , shou ld p r e s e n t c o n d i t i o n s c o n t i n u e , t h a t t h e m a t t e r of 

enforcement be r e g u l a r l y and s y s t e m a t i c a l l y f o l l o w e d up w i t h a view to a s c e r t a i n -

i n g a l l p e r t i n e n t f a c t s , a l l of which, excep t a s to a few d i s t r i c t s , a s above 

no ted , a r e not s e t f o r t h i n r e p o r t s of examina t i on and r e l a t e d co r re spondence , 

and i s s u i n g wherever n e c e s s a r y a p p r o p r i a t e i n s t r u c t i o n s to such F e d e r a l Reserve 

Agents a s may not be o b t a i n i n g s a t i s f a c t o r y r e s u l t s . 

P r o c e d u r e i n s u b s t a n t i a l a c c o r d w i t h the f o r e g o i n g was s u g g e s t e d by the 

examining committee of t h e F e d e r a l Reserve Agents i n a r e p o r t d a t e d August 24, 

1926, which was a d o p t e d i n s u b s t a n c e by a l a t e r c o n f e r e n c e of F e d e r a l Rese rve 

Agents , i n which was the f o l l o w i n g recommendation: 

" I n view of t h e Board 1 s power to examine member banks and t h e 
r e s p o n s i b i l i t y t h i s i n v o l v e s , t he Board shou ld s a t i s f y i t s e l f t h a t t he 
examina t ions o b t a i n e d or made by the F e d e r a l r e s e r v e a g e n t s a r e adequa te , 
and t h a t a d e q u a t e s t e p s a r e t a k e n to c o r r e c t u n s a t i s f a c t o r y c o n d i t i o n s , 
d ie Board now r e c e i v e s c o p i e s of a l l examina t ions of member banks 
by the l e g a l s u p e r v i s o r s and of a l l examina t ions and c r e d i t i n v e s t i -
g a t i o n s made by the F e d e r a l r e s e r v e a g e n t s . The B o a r d ' s a n a l y s i s 
and s t u d y of t h e s e r e p o r t s shou ld enab le i t t o de te rmine whether 
the e x a m i n a t i o n s a r e a d e q u a t e or n o t , and where t h e Board f i n d s them 
i n a d e q u a t e t h e Board shou ld d i r e c t the F e d e r a l r e s e r v e a g e n t s to 
t a k e such s t e p s a s may be a p p r o p r i a t e under t he c i r c u m s t a n c e s to 
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o b t a i n a d e q u a t e e x a m i n a t i o n s . In our o p i n i o n t h e Board, shou ld r e " 
q u i r e t h e F e d e r a l r e s e r v e a g e n t s to m a i n t a i n an o r g & h i a a t i o n adequa te 
f o r t h e p u r p o s e , whether i t i n v o l v e s l a r g e r p a r t i c i p a t i o n i n examina-
t i o n s made "by n a t i o n a l or s t a t e s u p e r v i s o r s , or e n t i r e l y independen t 
e x a m i n a t i o n s . The commit tee, however, f o r t he r e a s o n s a l r e a d y 
s t a t e d , "bel ieves t h a t t h e soundes t p r o c e d u r e i s f o r t h e F e d e r a l 
r e s e r v e a g e n t s to he r e s p o n s i b l e f o r t h e s e c u r i n g of a d e q u a t e examina-
t i o n s and i n f o r m a t i o n r a t h e r t han to have the work done d i r e c t l y "by 
the Board.1 1 

One of t h e p r i n c i p a l c a u s e s f o r t he l a c k of u n i f o r m i t y and e f f e c t i v e n e s s 

i n the a d m i n i s t r a t i o n of t he p r o v i s i o n s of t he F e d e r a l Reserve Act under con-

s i d e r a t i o n i s due to what a p p e a r s t o "be a s u b s t a n t i a l d i v e r s i t y of o p i n i o n 

among F e d e r a l Rese rve Agents a s to t h e i r powers and d u t i e s r e l a t i n g t o t h e 

enforcement of t h e Act and the meaning of i t s v a r i o u s p r o v i s i o n s and t h e s e v e r a l 

and v a r y i n g c o n d i t i o n s of membership. To a l l a p p e a r a n c e s , t h i s h a s been p r i m a r i l y 

the cause of no enforcement of some p r o v i s i o n s i n some d i s t r i c t s o r of p a r t i a l 

e n f o r c e m e n t . The m a t t e r i s one t h a t can be e a s i l y c o r r e c t e d by the i s s u a n c e of 

g e n e r a l o r s p e c i a l i n s t r u c t i o n s t o the Agents s e t t i n g f o r t h a u t h o r i t a t i v e i n t e r -

p r e t a t i o n s of t h e p o i n t s i n v o l v e d . 

I n d e v i s i n g t h e s t e p s of an a d m i n i s t r a t i v e check upon the o p e r a t i o n s of 

F e d e r a l Reserve Agents i n c o n n e c t i o n w i t h t h e en fo rcemen t of t he F e d e r a l Reserve 

Act a s i t a p p l i e s t o S t a t e member banks , some m a t t e r s of p r a c t i c e and p o l i c y 

must of n e c e s s i t y be c o n s i d e r e d and a d o p t e d . These a r e m a t t e r s t h a t r e q u i r e 

thought and s tudy beyond t h a t which can c u r r e n t l y be g i v e n by the e x e c u t i v e 

o f f i c e r s of t he Board i n view of t he m u l t i p l i c i t y of t h e i r r o u t i n e d u t i e s , and i t 

i s r e s p e c t f u l l y s u g g e s t e d , t h e r e f o r e , t h a t i n the e a r l y s t a g e s of the work, a t 

l e a s t , t h e S u p e r v i s o r of Examina t ions be a u t h o r i z e d and d i r e c t e d t o r e p o r t d i -

r e c t l y t o a s p e c i a l commit tee of one Board member and t h a t t he Board member 

s e l e c t e d be a u t h o r i z e d to p e r f o r m t h e f o l l o w i n g g e n e r a l f u n c t i o n s : 

( l ) To d i r e c t and s i g n s p e c i a l co r re spondence w i t h F e d e r a l Reserve 
Agents d e s i g n e d to develop p e r t i n e n t f a c t s i n p a r t i c u l a r c a s e s no t 
covcred o r f u l l y cove red i n r e p o r t s of examina t ion and accompanying 
c o r r e s p o n d e n c e . 

(3 ) To d i r e c t t h e f o r m u l a t i o n f o r the B o a r d ' s a p p r o v a l of g e n e r a l 
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i n s t r u c t i o n s to F e d e r a l Beserve Agents o u t l i n i n g t h e d e t a i l s of 
i n f o r m a t i o n , a s i d e f rom those s u p p l i e d i n t h e r e p o r t s of examina t ion , 
which a r e r e g u l a r l y n e c e s s a r y f o r a complete u n d e r s t a n d i n g of t h e 
A g e n t s ' a c t i v i t i e s . 

The p r e p a r a t i o n of g e n e r a l or s p e c i a l i n s t r u c t i o n s to Agents , 
c o v e r i n g a u t h o r i t a t i v e i n t e r p r e t a t i o n s of the a p p l i c a b l e p r o v i -
s i o n s of t h e F e d e r a l Reserve Act and c o n d i t i o n s of membership and 
d e a l i n g w i t h m a t t e r s of p o l i c y . 

The p r e p a r a t i o n and p r e s e n t a t i o n to the Board, w i t h recommendat ions, 
of a l l c a s e s t h a t i n v o l v e the e x e r c i s e of tho B o a r d ' s s t a t u t o r y power 
t o expe l banks f rom membership. 

Genera l s u p e r v i s i o n over t he a c t i v i t i e s of t h e S u p e r v i s o r of 
E x a m i n a t i o n s . 
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I E B E R.A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For r e l e a s e i n Morning P a p e r s , 
F r i day , September 28, 1928. 

The f o l l o w i n g i s a summary of g e n e r a l 
b u s i n e s s and. f i n a n c i a l c o n d i t i o n s th rough-
out t h e s e v e r a l F e d e r a l Reserve D i s t r i c t s , 
ba sed upon s t a t i s t i c s f o r t he months of 
August and. September , a s w i l l appea r i n 
the f o r t h c o m i n g i s s u e of t he F e d e r a l Re-
se rve B u l l e t i n and the monthly r e p o r t s of 
the F e d e r a l r e s e r v e b a n k s . 

Volume of i n d u s t r i a l and t r a d e a c t i v i t y i n c r e a s e d i n August , and t h e r e 

was a f u r t h e r advance i n w h o l e s a l e commodity p r i c e s . Reserve bank c r e d i t o u t -

s t a n d i n g i n c r e a s e d i n September r e f l e c t i n g i n p a r t s e a s o n a l demands f o r cu r r ency 

and c r e d i t . Money r a t e s remained f i r m . 

P r o d u c t i o n — P r o d u c t i o n of bo th m a n u f a c t u r e s and m i n e r a l s i n c r e a s e d c o n s i d -

e r a b l y i n August , t h e o u t p u t of m a n u f a c t u r i n g p l a n t s b e i n g l a r g e r t h a n a t t h i s 

s eason of any e a r l i e r y e a r . Automobile p r o d u c t i o n was i n r e c o r d volume i n Aug-

u s t , and a v a i l a b l e i n f o r m a t i o n i n d i c a t e s t h a t o u t p u t was m a i n t a i n e d by many 

p r o d u c e r s a t a h i g h l e v e l d u r i n g September . I r o n and s t e e l p r o d u c t i o n con-

t i n u e d l a r g e i n August and September, and o u t p u t of n o n f e r r o u s m e t a l s i n c r e a s e d 

between J u l y and Augus t . T e x t i l e m i l l a c t i v i t y , which had been somewhat r e -

duced i n r e c e n t months, a l s o showed a s u b s t a n t i a l i n c r e a s e . F a c t o r y employment 

and p a y r o l l s have i n c r e a s e d s i n c e midsummer and i n August were c l o s e to the 

l e v e l s of a y e a r ago . I n the b u i l d i n g i n d u s t r y t h e r e was ev idence of r e c e s s i o n 

i n a sha rp d e c l i n e a f t e r t h e e a r l y summer i n c o n t r a c t s awarded, which were i n 

s m a l l e r volume d u r i n g August t han i n the c o r r e s p o n d i n g month of any y e a r s i n c e 

1924. In the f i r s t t h r e e weeks of September, however, awards were somewhat 

l a r g e r t h a n l a s t y e a r . 
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E s t i m a t e s of t h e Department of A g r i c u l t u r e f o r September 1 i n d i c a t e 

t h a t y i e l d s of p r i n c i p a l c rops w i l l be l a r g e r t han l a s t y e a r and above the 

average f o r t h e p r e c e d i n g f i v e y e a r s . 

T r a d e — D i s t r i b u t i o n of commodities showed s e a s o n a l i n c r e a s e s i n August , 

a l t h o u g h s a l e s i n most l i n e s of w h o l e s a l e and r e t a i l t r a d e d i d no t e q u a l t h e 

u n u s u a l l y l a r g e s a l e s of August 1927. Department s t o r e s s t o c k s i n c r e a s e d a s 

i s u s u a l i n August bu t c o n t i n u e d s m a l l e r t han a y e a r ago, w h i l e i n v e n t o r i e s 

i n s e v e r a l l i n e s of w h o l e s a l e t r a d e were somewhat l a r g e r than l a s t y e a r . 

F r e i g h t - c a r l o a d i n g s were i n abou t the same volume i n August a s a y e a r e a r l i e r . 

Shipments of m i s c e l l a n e o u s commodities and g r a i n s were l a r g e r and t h o s e of 

c o a l , l i v e s t o c k , and f o r e s t p r o d u c t s s m a l l e r than l a s t y e a r . 

P r i c e s — T h e g e n e r a l l e v e l of commodity p r i c e s i n c r e a s e d i n August and the 

Bureau of Labor S t a t i s t i c s index , a t 9 8 . 9 p e r cen t of the 1926 a v e r a g e , was 

t h e h i g h e s t i n n e a r l y two y e a r s . I n c r e a s e s i n August were c h i e f l y i n t he 
and l i v e s t o c k 

p r i c e s of l i v e s t o c k / p r o d u c t s , which a r e now h i g h e r t h a n a t any t ime s i n c e 

1920. There were a l s o smal l i n c r e a s e s i n f u e l s , m e t a l s , and b u i l d i n g m a t e r i a l s . 

Gra ins and c o t t o n showed s h a r p d e c l i n e s , and t h e r e were d e c r e a s e s a l s o i n h i d e s 

and s k i n s and wool . S ince t h e f i r s t of September t h e r e have been some dec l ines 

i n l i v e s t o c k and mea t s , and a sha rp f u r t h e r d e c r e a s e i n c o t t o n , w h i l e p r i c e s 

of p i g i r o n , copper , and p e t r o l e u m have advanced . 

Bank c r e d i t — B e t w e e n t h e middle of August and the middle of September 

t h e r e was a c o n s i d e r a b l e i n c r e a s e i n the l o a n s and i n v e s t m e n t s of member banks 

i n l e a d i n g c i t i e s . P a r t of t he i n c r e a s e was i n l o a n s on s e c u r i t i e s and p a r t 

r e f l e c t e d a s e a s o n a l i n c r e a s e i n o t h e r l o a n s . Depos i t s of t he member banks 

a l s o i n c r e a s e d d u r i n g t h e p e r i o d . 

Volume of r e s e r v e bank c r e d i t o u t s t a n d i n g i n c r e a s e d d u r i n g the f o u r 

weeks end ing September 19 i n r e sponse to s e a s o n a l demands f o r c u r r e n c y and 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



>w 

- 3 - X-6144 

growth i n member "bank r e s e r v e r e q u i r e m e n t s . The i n c r e a s e i n t o t a l "b i l l s and 

s e c u r i t i e s was l a r g e l y i n h o l d i n g s of a c c e p t a n c e s and i n d i s c o u n t s f o r member 

"banks. 

During t h e same p e r i o d t h e r e were f u r t h e r i n c r e a s e s i n open-market r a t e s 

on c o l l a t e r a l l o a n s and on commercial p a p e r , w h i l e r a t e s on "bankers' a c c e p t -

ances were r e d u c e d f rom 4 5 / 8 p e r c e n t to 4§- p e r c e n t . 
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FEDERAL RESERVE BOARD 
WASHINGTON X-6145 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o - , - . 
t h e f e d e r a l r e s e r v e b o a r d s e p t e m b e r CO, -LZPlOO . 

SUBJECT: P r o p o s e d Amendment t o R e g u l a t i o n A -
Topic f o r C o n f e r e n c e s of Governors 
a n d F e d e r a l Rese rve A g e n t s . 

Dear S i r : 

The F e d e r a l R e s e r v e Board h a s v o t e d t o r e f e r t o t h e 
f o r t h c o m i n g c o n f e r e n c e s of Governors and F e d e r a l r e s e r v e a g e n t s 
f o r t h e i r c o n s i d e r a t i o n a s u g g e s t i o n made by t h e F e d e r a l R e s e r v e 
Bank of D a l l a s t h a t S e c t i o n IX of t h e B o a r d ' s R e g u l a t i o n A, which 
t r e a t s of p a p e r a c q u i r e d f rom nonmember "banks, he so amended a s t o 
e x c e p t f r o m t h e p r o h i b i t i o n on t h e d i s c o u n t of p a p e r "bearing t h e 
s i g n a t u r e or endorsement of nonmember "banks " b i l l s of exchange p a y -
a b l e a t s i g h t o r on demand of t h e k i n d d e s c r i b e d i n S e c t i o n VII of 
R e g u l a t i o n A. There i s e n c l o s e d h e r e w i t h a copy of t h e l e t t e r r e -
c e i v e d by t h e Board f rom t h e F e d e r a l R e s e r v e Bank of D a l l a s i n 
t h i s c o n n e c t i o n . 

The s t a t u t e w i t h r e g a r d t o t h e d i s c o u n t by a F e d e r a l r e -
s e r v e bank of s i g h t o r demand d r a f t s was amended by a c t of Congress 
a p p r o v e d May 29, 1928, so as t o make e l i g i b l e f o r d i s c o u n t such b i l l 
p r o p e r l y s e c u r e d by s h i p p i n g documents , which a r i s e ou t of t h e expor 
t a t i o n , a s w e l l a s t he domes t i c sh ipment , of n o n p e r i s h a b l e , r e a d i l y 
m a r k e t a b l e s t a p l e s , w h e t h e r or no t such s t a p l e s a r e of a n a g r i c u l t u r 
a l c h a r a c t e r . S e c t i o n VII of t h e B o a r d ' s R e g u l a t i o n A h a s no t been 
amended t o meet t h e changes made by t h e new law on t h i s s u b j e c t . I f 
R e g u l a t i o n A i s t o be amended so a s t o p e r m i t s i g h t or demand b i l l s 
c o n f o r m i n g t o S e c t i o n V I I of t h e R e g u l a t i o n to be d i s c o u n t e d by a 
F e d e r a l r e s e r v e bank , even though b e a r i n g t h e s i g n a t u r e o r e n d o r s e -
ment of a nonmember bank , i t would seem a p p r o p r i a t e a t t h e same t i m e 
to amend S e c t i o n VII t o conform to t h e t e r m s of t h e Act of May 29 , 
1928 . 

There a r e e n c l o s e d h e r e w i t h f o r y o u r c o n s i d e r a t i o n c o p i e s 
of s u g g e s t e d amendments t o S e c t i o n IX and S e c t i o n VII o f t h e B o a r d ' s 
R e g u l a t i o n A which would e f f e c t t he changes above d e s c r i b e d . 

Very t r u l y y o u r s , 

J . C. N o e l l , 
A s s i s t a n t S e c r e t a r y . 

E n c l o s u r e s . 

TO ALL F . R . AGENTS AND GOVERNORS. 
Digitized for FRASER 
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FEIERAL RES3RV1 BAM OF DALLAS. 

September 11, 1928. 

F e d e r a l Heserve Board, 
Washington, D. C. 

Gentlemen: 

Accord ing t o our i n t e r p r e t a t i o n of t he Act and t h e Board1 s 
R e g u l a t i o n s a F e d e r a l r e s e r v e bank may n o t , w i t h o u t t he p e r m i s s i o n of 
t he F e d e r a l Rese rve Board, e i t h e r d i s coun t or p u r c h a s e s i g h t d r a f t s 
s e c u r e d "by b i l l s of l a d i n g b e a r i n g t h e s i g n a t u r e o r indorsement of a 
nonmember bank, a l t h o u g h they may be o t h e r w i s e e l i g i b l e f o r d i s c o u n t 
or p u r c h a s e unde r S e c t i o n 13 of t he Act and R e g u l a t i o n s A and B. 

We h a d o f f e r e d to u s on September 7 by t h e F i r s t N a t i o n a l 
Bank of Duran t , Oklahoma, a s i g h t d r a f t f o r $2,415.95* s e c u r e d by 
s h i p p e r s o r d e r b i l l of l a d i n g c o v e r i n g 25 b a l e s of co t ton* This d r a f t 
was made p a y a b l e to and i n d o r s e d by a nonmember bank and t h e F i r s t 
N a t i o n a l Bank of Durant h a d a p p a r e n t l y a c q u i r e d i t d i r e c t l y f rom t h e 
nonmember b a n k . . We d e c l i n e d to d i s coun t t h i s d r a f t and e n t e r e d i t f o r 
c o l l e c t i o n f o r c r e d i t t o the account of t he o f f e r i n g bank when p a i d , 
and i n w r i t i n g t o t h e member bank g i v i n g our r e a s o n s f o r d e c l i n i n g to 
d i s c o u n t t h e i t em wb quoted p a r a g r a p h ( a ) , S e c t i o n 9 of R e g u l a t i o n A. 
Wo d i d n o t , however, d i s c u s s w i t h the o f f e r i n g member bank the d e s i r -
a b i l i t y o r t he p r o c e d u r e f o r o b t a i n i n g t h e B o a r d ' s p e r m i s s i o n to d i s -
count o r p u r c h a s e such i t e m s . 

• Obvious ly , t h e r e a s o n f o r e x c l u d i n g p a p e r b e a r i n g the s i g n a -
t u r e o r indorsement of nonmember banks , e x c e p t w i t h t h e B o a r d ' s p e r -
m i s s i o n o r e x c e p t a s s e t ou t i n p a r a g r a p h ( a ) , S e c t i o n 9 of R e g u l a t i o n 
A, i s t o p r e v e n t the i n d i r e c t u se of r e s e r v e c r e d i t by banks which g ive 
no s u p p o r t t o t h e Reserve System. I t i s no t l i k e l y , however, t h a t a 
member bank d e s i r i n g to u s e the r e d i s c o u n t f a c i l i t i e s of a r e s e r v e bank 
f o r t h e b e n e f i t of a nonmember bank would o f f e r p a p e r of t he c h a r a c t e r 
ment ioned , and we s u g g e s t , f o r the B o a r d ' s c o n s i d e r a t i o n , an amendment 
t o R e g u l a t i o n A, making such p a p e r e l i g i b l e w i t h o u t r e q u i r i n g a member 
bank to o b t a i n s p e c i a l p e r m i s s i o n . Such p a p e r i s of a s e l f - l i q u i d a t i n g 
c h a r a c t e r , a r i s e s out of t r a n s a c t i o n s i n v o l v i n g t h e movement of commodi-
t i e s , and i s a c q u i r e d by our member banks i n the due c o u r s e of b u s i n e s s . 
I n a l l r e s p e c t s t h e p a p e r i s of a ve ry h i g h t y p e - i t s c r e a t i o n doe's not 
con templa te t he e x t e n d e d u s e of r e s e r v e bank c r e d i t , and w h i l e t h e Act 
p r o v i d e s t h a t e l i g i b l e p a p e r of t h i s c h a r a c t e r d i s c o u n t e d may be h e l d 
f o r a p e r i o d n o t exceed ing n i n e t y days, our e x p e r i e n c e i s t h a t i t i s 
l i q u i d a t e d w i t h i n f rom t h r e e t o t e n d a y s . 

1% t h e p a r t i c u l a r c a s e r e f e r r e d to we f e e l q u i t e c e r t a i n t h a t 
t he nonmember bank i s w i t h o u t any knowledge t h a t t h e d r a f t was o f f e r e d 
f o r d i s c o u n t to t he F e d e r a l r e s e r v e bank by t h e member bank . 

We shou ld be g l a d to have the b e n e f i t of t h e B o a r d ' s v iews on 
t h i s m a t t e r . 

Yours very t r u l y , 
( S g d . ) R.R. GILBERT 

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



COPY X-6145~"b 

(PARAGRAPH ( a ) OF SECTION IX OF REGULATION A, IF AMENDED AS 
SUGGESTED.) 

SECTION IX. PAPER ACQUIRED FROM NONMEMBER BAMS 

( a ) Except w i t h t h e p e r m i s s i o n of t he F e d e r a l Reserve Board, no 

F e d e r a l r e s e r v e hank s h a l l d i s c o u n t any p a p e r a c q u i r e d "by a member hank 

from a nonmember hank o r b e a r i n g t h e s i g n a t u r e or indorsement of a non-

member bank; e x c e p t t h a t F e d e r a l r e s e r v e banks may d i s c o u n t ( l ) b a n k e r s ' 

a c c e p t a n c e s and o t h e r e l i g i b l e p a p e r b e a r i n g t h e s i g n a t u r e or indorsement 

of a nonmember bank, i f such p a p e r was bought by the o f f e r i n g bank i n 

good f a i t h on t h e open market f rom some p a r t y o t h e r t h a n t h e nonmember 

bank, a n d ( 2 ) b i l l s of exchange b e a r i n g the s i g n a t u r e o r indorsement of a 

nonmember bank which a r e p a y a b l e a t s i g h t or on demand and which conform 

to t h e r e q u i r e m e n t s of S e c t i o n VII of t h i s r e g u l a t i o n # 
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( S e c t i o n VI I of R e g u l a t i o n A, i f amended a s s u g g e s t e d . ) 

SECTtOIT V I I . SIGHT DRAFTS SECURED BY BILLS OF LADING. 

A F e d e r a l r e s e r v e bank may d i s c o u n t f o r any of i t s member 
"banks b i l l s of exchange payab l e a t s i g h t o r on demand which-

( a ) Grow ou t of t he domest ic shipment o r t h e 
e x p o r t a t i o n of n o n p e r i s h a b l e , r e a d i l y m a r k e t a b l e s t a p l e s ; 
and 

( b ) Are s e c u r e d by b i l l s of l a d i n g or o t h e r s h i p p i n g 
documents conveying o r s e c u r i n g t i t l e to such s t a p l e s . 

A l l such b i l l s of exchange s h a l l be fo rwarded p rompt ly f o r 
c o l l e c t i o n , and demand f o r payment s h a l l be made p rompt ly , u n l e s s 
t h e drawer i n s t r u c t s t h a t t hey be h e l d u n t i l a r r i v a l of c a r , i n 
which even t t h e y must be p r e s e n t e d f o r payment w i t h i n a r e a s o n -
a b l e t ime a f t e r n o t i c e of a r r i v a l of such s t a p l e s a t t h e i r d e s -
t i n a t i o n h a s b e e n r e c e i v e d . In no even t s h a l l any such b i l l be h e l d 
by or f o r t h e accoun t of a F e d e r a l r e s e r v e bank f o r a p e r i o d i n 
e x c e s s of 90 days . > 

In d i s c o u n t i n g such b i l l s F e d e r a l r e s e r v e banks may compute 
the i n t e r e s t t o be deduc ted on the b a s i s of the e s t i m a t e d l i f e 
of each b i l l and a d j u s t t he amount thus deduc ted a f t e r payment 
of such b i l l s t o conform to the a c t u a l l i f e t h e r e o f . 
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STATEMENT FOR THE PRESS 

For r e l e a s e Wednesday morning, 
October 3, a t 1 1 . 3 0 a .m . 
And not "before . 

Address d e l i v e r e d "by 

Governor Roy A. Young, 

b e f o r e t h e 

American Bankers A s s o c i a t i o n 

a t i t s 

Annual Convent ion 

a t P h i l a d e l p h i a , P a . 

October 3, 1928. 
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THE BAIIKER'S RESPONSIBILITY 

I f t h e economic l i f e of t h e coun t ry "be compared to the a u t o m o b i l e , 

t he n a t u r a l r e s o u r c e s r e p r e s e n t t h e machinery and human endeavor the f u e l . The 

f u n c t i o n of t h e "banking sys tem i n t h i s machine would he to p r o v i d e p r o p e r l u b r i c a -

c a t i o n . Banks can no t c r e a t e n a t u r a l r e s o u r c e s nor can t h e y he a s u b s t i t u t e f o r 

human l a b o r , b u t t h e y can work toward a more e f f i c i e n t u s e of r e s o u r c e s and a more 

e f f e c t i v e a p p l i c a t i o n of l a b o r and t h e r e b y c o n t r i b u t e to a smoother and more even-

working of t h e mechanism to p r e v e n t o v e r h e a t e d p a r t s and p o s s i b l e e x p l o s i o n s . 

There i s n o t h i n g i n the c o u n t r y ' s b u s i n e s s l i f e t h a t approaches the 

banks i n the w i d e - s p r e a d i n f l u e n c e of t h e i r a c t i v i t i e s which a r e no t c o n f i n e d to any 

p a r t i c u l a r l i n e of commerce o r i n d u s t r y b u t r e a c h and i n f l u e n c e a l l l i n e s of endea-

v o r . I t i s f o r t h i s r e a s o n t h a t bank ing can not be c o n s i d e r e d a s a p u r e l y p r i v a t e 

b u s i n e s s and so banks a r e s u p e r v i s e d by Government a g e n c i e s and r e g u l a t e d by s t a t u -

t o r y l i m i t a t i o n s . 

E s s e n t i a l l y , t h e f u n c t i o n of a bank i s t o c o n v e r t a p e r s o n ' s a b i -

f l i t y to pay i n t h e f u t u r e i n t o a b i l i t y t o pay a t once . A s t o r e k e e p e r who wishes to 

l a y i n a s t o c k of goods may no t be i n a p o s i t i o n to pay f o r a l l of them a t the t ime, 

bu t w i l l be a b l e to p a y f o r them a f t e r some of t h e goods have been s o l d to t h e pub -

l i c . I t i s t h e b a n k ' s f u n c t i o n , by l e n d i n g him money, t o e n a b l e him t o c o n v e r t h i s 

f u t u r e p a y i n g c a p a c i t y i n t o p r e s e n t pay ing c a p a c i t y . This i s a s imple and fundamen-

t a l f u n c t i o n . I t i n v o l v e s no g r e a t o r c o m p l i c a t e d mechanism and c o n t a i n s no mys t e r -

i e s i n i t s w o r k i n g s . The g r e a t Dunbar s a i d many y e a r s ago : "These f u n c t i o n s imply 

no v e r y complex o p e r a t i o n s . They r e q u i r e p r u d e n c e , i n t e g r i t y , and p a t i e n c e , b u t 

t h e y have 110 m y s t e r y " . 

With t h i s d e f i n i t i o n of t he p r i m a r y f u n c t i o n s of banks i n mind, l e t 

me a n a l y z e the n a t u r e and o r d e r of impor tance of t h e i r r e s p o n s i b i l i t i e s . F i r s t and 
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fo remos t , t h e i r r e s p o n s i b i l i t y i s to t h e i r d e p o s i t o r s who have e n t r u s t e d them w i t h 

f u n d s and a r e e n t i t l e d to r e c e i v e them e i t h e r on demand or on d a t e s s t a t e d i n t h e i r 

d e p o s i t c o n t r a c t . I n o r d e r to p r o v i d e a d d i t i o n a l s a f e g u a r d f o r the i n t e r e s t s of 

the d e p o s i t o r s , t he owners of t h e hanks c o n t r i b u t e c a p i t a l , and to t h i s t h e y g r adu -

a l l y add u n d i s t r i b u t e d p r o f i t s i n t he form of s u r p l u s . These f u n d s p l a c e d by the 

owners of t h e b u s i n e s s i n a bank, vouch f o r t h e good f a i t h of t he p r o p r i e t o r s . 

They a r e a l s o a b u f f e r between t h e b a n k ' s l i a b i l i t i e s to t h e i r d e p o s i t o r s and t h e i r 

c la ims on t h e i r b o r r o w e r s . An adequa te p r o p o r t i o n of c a p i t a l f u n d s i s , t h e r e f o r e , 

e s s e n t i a l t o t he d i s c h a r g e of a b a n k e r ' s r e s p o n s i b i l i t i e s . 

More i m p o r t a n t , however, t h a n the c a p i t a l c o n t r i b u t i o n i s the e x e r -

c i s e of ca r e i n making l o a n s and buying i n v e s t m e n t s . A bad l o a n i s r a r e l y a k i n d -

n e s s t o the b o r r o w e r . Too many bad l o a n s a r e a b e t r a y a l of t h e t r u s t p l a c e d i n 

the banks by t h e d e p o s i t o r s . T h e r e f o r e , the banker must d i s c h a r g e h i s r e s p o n s i -

b i l i t y to d e p o s i t o r s by a c a r e f u l s c r u t i n y of h i s l o a n s . I f i t were p o s s i b l e 

f o r a banker to c o n f i n e a l l h i s advances i n h i s own community t o c o n s e r v a t i v e and 

s a f e l o a n s b a s e d upon p r o d u c t i o n and d i s t r i b u t i o n , w i t h the a s s u r a n c e of a s s i s t a n c e 

f rom the F e d e r a l r e s e r v e bank f o r s ea sona l and emergency r e q u i r e m e n t s , t h e r e could 

be no s e r i o u s o b j e c t i o n to h i s conduc t i ng h i s i n s t i t u t i o n i n such a manner . How-

e v e r , I know f rom my own e x p e r i e n c e t h a t l o a n s of t h i s c h a r a c t e r a r e no t a lways 

a v a i l a b l e and even i f t h e y were a v a i l a b l e , such a p o l i c y would r e s u l t i n t h e 

banker h a v i n g h i s d e p o s i t s employed only a p a r t of the t i m e . 

Loans of a c a p i t a l or s p e c u l a t i v e n a t u r e made l o c a l l y , even though 

they a r e good, do no t a lways r e p r e s e n t good bank ing . A bank shou ld no t be e n t i r e l y 

dependent f o r so lvency on developments i n i t s own community, b u t shou ld , i n t he 

g r e a t m a j o r i t y of c a s e s , c a r r y secondary r e s e r v e s i n t he form of l i q u i d i n v e s t -

ments - f u n d s p l a c e d on d e p o s i t w i t h o u t - o f - t o w n banks , commercial p a p e r , b a n k e r s ' 

a c c e p t a n c e s or s e c u r i t y l o a n s the l i q u i d i t y of which depends upon the m a r k e t a b i l i t y 
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of the s e c u r i t i e s "back of the l o a n . A c e r t a i n p r o p o r t i o n of f u n d s not d i r e c t l y 

dependent upon t h e developments i n a community h a s come to "be c o n s i d e r e d a s a 

fundamenta l c o n d i t i o n of sound hank ing . 

Second to the b a n k e r ' s r e s p o n s i b i l i t y t o h i s d e p o s i t o r s i s h i s r e -

s p o n s i b i l i t y t o t he b a n k ' s s t o c k h o l d e r s . They have c o n t r i b u t e d c a p i t a l to the 

e n t e r p r i s e and a r e e n t i t l e d to a s l a r g e a r e t u r n on t h i s c a p i t a l a s can be o b t a i n e d 

by s a f e and l e g i t i m a t e u s e of t h e f u n d s . I t i s t h e u n i v e r s a l a c c e p t a n c e of t he 

p r i o r i t y of the d e p o s i t o r s ' c l a ims over t h o s e of t he s t o c k h o l d e r s t h a t i n d i c a t e s 

t he e x t e n t to which a bank i s a p u b l i c u t i l i t y . F o r t u n a t e l y , however, t h e concern 

of s t o c k h o l d e r s about bad l o a n s i s g r e a t e r t han t h a t of t he d e p o s i t o r s ; i n f a c t , 

d e p o s i t o r s b e g i n to be concerned a b o u t , b a d l o a n s on ly when t h e i r magni tude i s such 

a s to endanger t h e b a n k ' s a b i l i t y to meet i t s l i a b i l i t i e s . S t o c k h o l d e r s , on the 

o t h e r hand, a r e c o n s t a n t l y i n t e r e s t e d i n t h e s u c c e s s of t h e b a n k ' s o p e r a t i o n s , b e -

cause every p r o f i t made by t h e bank i n c r e a s e s the va lue of t h e s t o c k h o l d e r s ' e q u i t y 

i n t h e b u s i n e s s . 

R e s p o n s i b i l i t y of banks does no t end w i t h t h e i r d e p o s i t o r s and s t o c k -

h o l d e r s . Banks a l s o have a r e s p o n s i b i l i t y to the community i n which t h e y a r e 

l o c a t e d and from which t h e y d s r i v c t h e i r d e p o s i t s . I f a bank i n v e s t s a l l of i t s 

d e p o s i t s i n o u t s i d e l o a n s and s e c u r i t i e s , i t i s no t f a i r t o i t s community. I f i t s 

o u t s i d e l o a n s and i n v e s t m e n t s a r e s a f e and p r o f i t a b l e , i t i s d e a l i n g f a i r l y w i t h 

i t s d e p o s i t o r s and s t o c k h o l d e r s , bu t i t f a i l s i n i t s r e s p o n s i b i l i t y to i t s own 

community. I n so f a r a s t h e u s e of a b a n k ' s f u n d s i n i t s own community i s con-

s i s t e n t w i t h s a f e t y , l o c a l i n d u s t r i e s and e n t e r p r i s e s a r e e n t i t l e d to t h e f i r s t 

c l a im on t h e s e f u n d s . Th is does n o t mean t h a t banker s must be p h i l a n t h r o p i s t s . 

I t s imply means t h a t t h e i r s e l f - i z t e r e s t must be i n t e l l i g e n t and f a r - s i g h t e d . 

For i f a community s h o u l d be c o n s t a n t l y d e p r i v e d of i t s f u n d s by inves tment o u t -

s i d e , sooner or l a t e r t h i s i s bound to a r r e s t i t s growth and p r o s p e r i t y . U l t i m a t e -

l y i t would l e a d t o a d r y i n g up of t h e f low of d e p o s i t s which s u p p l i e d the bank 
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w i t h f u n d s f o r i t s o p e r a t i o n s . The r e s p o n s i b i l i t y of the banke r to h i s community 

i s an a p p l i c a t i o n of en l igh t ened , s e l f - i n t e r e s t . In p o p u l a r p a r l a n c e , the "barker 

must p l a y t h e game and do h i s b i t i n t he community* s work. 

At t h i s p o i n t I want to c o n s i d e r i n what way the F e d e r a l r e s e r v e 

banks e n t e r i n t o the p i c t u r e . The i r c a p i t a l , a s you know, i s s u p p l i e d by t h e i r 

members. They a r e i n s u b s t a n c e a c o o p e r a t i v e e n t e r p r i s e among banks f o r t he p u r -

pose of t a k i n g c a r e of s e a s o n a l and emergency needs f o r c r e d i t and c u r r e n c y . They 

p r e v e n t e x c e s s i v e s t r a i n s by l e n d i n g the suppor t of t h e f i n a n c i a l s t r e n g t h of the 

e n t i r e System to the needs of any community t h a t r e q u i r e s and i s e n t i t l e d to i t . 

Even more t h a n the commercial banks , t he Fede ra l r e s e r v e banks a r e p u b l i c i n s t i t u -

t i o n s and t h e p u b l i c i n t e r e s t i s paramount i n t h e i r r e s p o n s i b i l i t i e s # 

I t i s the b u s i n e s s of t h e r e s e r v e banks to see to i t t h a t t h e r e i s 

no shadow of doubt c a s t upon the v a l i d i t y of t h e i r no te i s s u e . The r e s e r v e banks 

must a l s o s a f e g u a r d t h e i r own d e p o s i t s , which a r e the r e s e r v e s of t he o t h e r banks . 

These d e p o s i t s must be u s e d i n such a way as not to p e r m i t t he s l i g h t e s t doubt of 

t h e i r immediate a v a i l a b i l i t y upon demand. I t i s f o r t h i s r e a s o n t h a t t h e F e d e r a l 

Reserve Act p r e s c r i b e s r i g i d l i m i t a t i o n s about the u s e of r e s e r v e bank f u n d s • 

While the d i r e c t r e s p o n s i b i l i t y of t h e r e s e r v e banks on d e p o s i t s i s to t h e i r member 

banks , i t goes beyond t h a t . I t ex t ends to t he d e p o s i t o r s of t he member banks , b e -

cause the s a f e t y of t h e i r f u n d s depends to a c e r t a i n e x t e n t upon the s a f e t y of t h e i # 

r e s e r v e s c a r r i e d w i t h the r e s e r v e banks . Back of t h e s e r e s e r v e b a l a n c e s of t h e 

member banks a r e the r e s e r v e s of the r e s e r v e banks t h e m s e l v e s . These a r e t h e u l t i -

mate r e s e r v e b a s i s of our e n t i r e bank ing s t r u c t u r e . An a l l - i m p o r t a n t r e s p o n s i b i l i t y 

of the F e d e r a l Rese rve System i s the c o n s e r v a t i o n of t h e s e r e s e r v e s upon a p r o p e r 

g o l d b a s i s • 

At t h e r i s k of t i r i n g you 'by s t a t i n g what you a l r e a d y know, I r e -

mind you t h a t f o r $100 of d e p o s i t s c a r r i e d by a member bank, the r e s e r v e bank r e -

c e i v e s on the ave rage abou t $7*56 a s a r e s e r v e b a l a n c e . Aga ins t t h i s r e s e r v e 
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"balance of $7 .50 t h e r e s e r v e banlc must h o l d about $2 .50 i n g o l d o r l a w f u l money# 

Thus the $ 2 . 5 0 h e l d by a r e s e r v e "bank i s the b a s i s of $100 of member "bank c r e d i t * 

This i n t u r n may "be the "basis of a s t i l l l a r g e r amount of non-member badk c r e d i t * 

because a l a r g e p a r t of t he r e s e r v e s of non-member banl:s i s h e l d w i t h member b a n k s . 

This a p p a r e n t l y narrow base of our c r e d i t s t r u c t u r e i s s u f f i c i e n t f o r s a f e t y only 

because of the c o o p e r a t i o n of t he banks through t he F e d e r a l Rese rve System. I t 

emphasizes t h e e x t e n t of t he r e s p o n s i b i l i t y of the r e s e r v e banks i n p r o t e c t i n g 

t he se r e s e r v e s . The r e s e r v e banks must t ake a f a r - s i g h t e d view of t h e needs of 

the community and must m a i n t a i n a s t ock of g o l d s u f f i c i e n t t o p r o v i d e f o r t he 

c o u n t r y ' s growing n e e d s . 

I t i s , t h e r e f o r e , a r e s p o n s i b i l i t y of t he F e d e r a l Reserve System 

to shape i t s p o l i c y i n such a manner a s t o p r o t e c t our g o l d r e s e r v e s a g a i n s t too 

r a p i d d e p l e t i o n . During the p a s t y e a r , we l o s t $500,000 ,000 i n g o l d , and no one 

knows whether t h e r e d i s t r i b u t i o n of go ld h a s been completed o r whether the Un i t ed 

S t a t e s w i l l l o s e a d d i t i o n a l g o l d to the r e s t of the w o r l d . Our g o l d r e s e r v e s a t 

t h e p r e s e n t t ime a r e $ 1 , 0 0 0 , 0 0 0 , 0 0 0 i n exces s of t he l e g a l r e q u i r e m e n t s and i t 

i s f o r t u n a t e t h a t they a r e , because i t p u t s the banke r s i n a p o s i t i o n to hand le 

f u r t h e r expor t movements of g o l d i f they shou ld develop and to meet the growing 

c r e d i t needs of t he c o u n t r y . The l o s s of g o l d f o r the p a s t y e a r h a s been a de~ , 

s i r a b l e t h i n g , n o t on ly f rom t h e p o i n t of view of t h o s e who r e c e i v e d i t and u s e d 

i t a s the b a s i s of monetary r e c o n s t r u c t i o n , b u t a l s o from t h e p o i n t of view of 
... , . a 

t he U n i t e d S t a t e s . I t h a s removed from t h e f o r e i g n t r a d e of the U n i t e d S t a t e s 

t h e r i s k s a r i s i n g f rom u n s t a b l e exchanges and d i s o r g a n i z e d c o n d i t i o n s among i t s 

f o r e i g n cus tomer s . The Rese rve Sys t em ! s r e s p o n s i b i l i t y i s to make such u s e of 

i t s r e s e r v e s a s a r e i n t he i n t e r e s t s of t he coun t ry i n the b r o a d e s t sense of the 

word. This i n v o l v e s c l o s e a t t e n t i o n to developments bo th h e r e and ab road and 

makes the f r a m i n g of F e d e r a l r e s e r v e p o l i c i e s no t on ly a m a t t e r of n a t i o n a l b u t 

of i n t e r n a t i o n a l impor tance of the f i r s t magn i tude . 
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, The F e d e r a l Beserve System h a s a l s o a measure o f r e s p o n s i b i l i t y f o r 

t h e r a p i d i t y of t h e growth of "bank c r e d i t i n t h i s coun t ry , a l t h o u g h the e x p e r i e n c e 

of the l a s t 14 y e a r s h a s demons t r a t ed c o n c l u s i v e l y t h a t t h i s movement f r e q u e n t l y 

a t t a i n s such momentum t h a t i t i s some t ime b e f o r e F e d e r a l r e s e r v e p o l i c i e s b e -

come e f f e c t i v e . You a r e f a m i l i a r w i t h the methods a t the d i s p o s a l of t he Reserve 

System to accompl i sh t h e s e e n d s . They a r e p r i m a r i l y changes i n d i s c o u n t and open-

market r a t e s and open-marke t p o l i c i e s i n the p u r c h a s e and s a l e of Government s e -

c u r i t i e s . Through t h e s e means the System can be an i n f l u e n c e toward e a s i e r or 

t i g h t e r c o n d i t i o n s i n t he money marke t , even though the i n f l u e n c e may be slow i n 

o p e r a t i n g . I t can, t h e r e f o r e , t o a c e r t a i n e x t e n t , encourage o r d i s c o u r a g e the 

growth of hank c r e d i t . A l l l o a n s and i n v e s t m e n t s of t h e member banks r e s u l t i n 

t h e c r e a t i o n of d e p o s i t s . The growth of d e p o s i t s i n t u r n i n c r e a s e s r e s e r v e r e -

qu i rements of member banks and when t h e s e a r e met by r e d i s c o u n t i n g , r e s e r v e p o l i c i e s 

and r a t e s "begin t o be e f f e c t i v e . I t i s a m i s t a k e , t h e r e f o r e , t o assume t h a t on ly 

one or a n o t h e r c l a s s of l o a n s or i n v e s t m e n t s may be s u p p o r t e d by the r e s e r v e banks , 

w h i l e o t h e r c l a s s e s of l o a n s and i nves tmen t s may n o t . 

S ince t h e F e d e r a l r e s e r v e banks f u r n i s h t h e b a s i s of c r e d i t growth 

i n any f i e l d , whether i t be commerce, i n d u s t r y , a g r i c u l t u r e o r t he t r a d i n g i n 

s e c u r i t i e s , ' t h e Rese rve System f e e l s concern about e x c e s s i v e growth i n any l i n e 

of c r e d i t . I t i s i m p o s s i b l e f o r a r e s e r v e bank to earmark the c r e d i t i t r e l e a s e s , 

b u t when too r a p i d growth i n any l i n e of c r e d i t t h r e a t e n s to u p s e t the f i n a n c i a l 

s t r u c t u r e of t h e c o u n t r y and make undue demands on t h e r e s e r v e f u n d s , which shou ld 

be conse rved f o r t h e l e g i t i m a t e growth of the c o u n t r y ' s b u s i n e s s , t he Rese rve Sys-

tem can p r o p e r l y u s e i t s i n f l u e n c e a g a i n s t t h e s e u n d e s i r a b l e deve lopment s . 

W i t h i n t h e l i m i t s of i t s powers , the r e s p o n s i b i l i t y of t h e Fede ra l 

Rese rve System i s f o r t h e c r e d i t s t r u c t u r e a s a whole . A h e a l t h y bank ing s i t u a -

t i o n must be f o r e v e r t h e p r i m a r y concern of t he managers of t he F e d e r a l r e s e r v e 

banks and of the F e d e r a l Reserve Board . These r e s p o n s i b i l i t i e s a r e s u f f i c i e n t to 
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r e q u i r e our b e s t e f f o r t s i n the d e t e r m i n a t i o n of the wise cour se of a c t i o n . This 

i s one of t h e r e a s o n s why i t would "be u n f o r t u n a t e i f t h e F e d e r a l Reserve System 

were to "be c h a r g e d w i t h s t i l l f u r t h e r r e s p o n s i b i l i t i e s which a r e not d i r e c t l y r e -

l a t e d to "banking, such a s r e s p o n s i b i l i t y f o r the s t a b i l i t y of t he g e n e r a l p r i c e 

l e v e l or f o r t h e mode ra t i on of ups and downs i n b u s i n e s s c o n d i t i o n s . I t i s my 

c o n v i c t i o n , and I want to l e a v e t h i s thought i7ith you i n c o n c l u s i o n , t h a t a 

h e a l t h y bank ing s i t u a t i o n i s the b e s t gua ran t ee of a h e a l t h y economic development 

i n so f a r a s i t depends on the u s e of bank c r e d i t , I t i s towards sound banking 

c o n d i t i o n s t h a t the F e d e r a l r e s e r v e banks must work i n c o o p e r a t i o n w i t h t h e i r 

member banks and w i t h o t h e r banks which a r e a p a r t of our bank ing s t r u c t u r e * 

In my o p i n i o n , t h e c o u n t r y ' s e n t i r e banking system, f rom the s m a l l e s t c o u n t r y 

bank to the g r e a t e s t f i n a n c i a l i n s t i t u t i o n , and t h i s i n c l u d e s t he F e d e r a l Reserve 

System, can b e s t d i s c h a r g e i t s p u b l i c r e s p o n s i b i l i t y by c o n c e n t r a t i n g i t s e f f o r t s 

on the main tenance of sound bank ing c o n d i t i o n s . 
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C O P Y ™OMAS P . PATON X-6148 
110 Eas t 42nd S t r e e t 

New York 

GENERAL COUNSEL S e p t e m b e r 18, 1928# 
AMERICAN BANKERS ASSOCIATION 

Honorab le W a l t e r Wya t t , Genera l Counse l , 
The F e d e r a l Rese rve Board, 
Wash ing ton , D. C. 

Dear Mr. Wya t t : 

Judge P a t o n and I were i ndeed a g r e e a b l y s u r p r i s e d t o r e c e i v e from 
you your l e t t e r of September 13, t o g e t h e r w i t h a doub le f i l e of e n c l o s u r e s 
c o n t a i n i n g t h e comments and c r i t i c i s m s of t h e v a r i o u s c o u n s e l of t h e 
F e d e r a l r e s e r v e b a n k s . We a r e v e r y g r a t e f u l t o you f o r t h e p a i n s t a k i n g work 
which you have so s u c c e s s f u l l y accompl i shed i n our b e h a l f and we migh t add 
t h a t t h e s e c o n s t r u c t i v e c r i t i c i s m s have been i n d i s p e n s a b l e i n t h e work of 
p r e p a r i n g t h e t h i r d t e n t a t i v e d r a f t which we have t h i s day c o m p l e t e d . 

We a r e e n c l o s i n g a t t h i s t i m e two c o p i e s of t h i s d r a f t f o r your 
f i l e s and w i l l be g l a d t o f u r n i s h you w i t h a d d i t i o n a l c o p i e s i f you d e s i r e 
them. 

You w i l l n o t e f rom t h e c i r c u l a r l e t t e r s e n t o u t t o t h e members 
of our S t a t e L e g i s l a t i v e Committee t h a t t h e code w i l l be u n d e r d i s c u s s i o n 
a t t h e coming c o n v e n t i o n of our A s s o c i a t i o n i n P h i l a d e l p h i a on Oc tober 1 . 

I n o t e t h a t you c a l l my a t t e n t i o n t o t h e f a c t t h a t t h e c r i t i c i s m s 
which you have f o r w a r d e d a r e t h e p e r s o n a l o p i n i o n s of t h e c o u n s e l r e p r e s e n t -
ing t h e F e d e r a l r e s e r v e banks and does n o t r e p r e s e n t t h e v iews of t h e F e d e r a l 
r e s e r v e banks or t h e F e d e r a l r e s e r v e s y s t e m . In t h i s c o n n e c t i o n you have 
my a s s u r a n c e t h a t t h e s e v iews w i l l be t r e a t e d s t r i c t l y c o n f i d e n t i a l l y . 

With many t h a n k s f o r your s p l e n d i d c o o p e r a t i o n , I am, 

Very t r u l y y o u r s , 

(S) THOMAS B. PATON, J R . 

TBPJr -b . 
E n d s • 
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FEDERAL RESERVE BOARD 
WASHINGTON X-6151 

ADDRESS OFFICIAL CORRESPONDENCE TO QctOter 5, 1928. 
THE FEDERAL RESERVE BOARD 

Dear S i r : 

Pr ior to the l a s t several months the Federal Reserve 
Board in the exercise of i t s function of "review and determina-
tion" over r a t e s of discount establ ished "by the d i rec tors of 
the Federal reserve banks has been obliged to re ly upon data 
as to conditions in the respective d i s t r i c t s furnished by i t s 
own research department and scat tered information received from 
the Federal reserve banks. More recently, i t adopted the in-
formal procedure, upon receiving advice that the directors of 
any Federal reserve bank had voted to change the r a t e in e f f e c t , 
of wiring the o f f i c e r s of the bank to furnish i t with a s t a t e -
ment of the reasons fo r the change in r a t e . Responses received 
to these inqui r ies have proven to be of value to the Board in 
act ing upon suggested ra te changes, 

The Board f e e l s that i t would be of very great a s s i s t -
ance to i t , i f a t the time the directors of the Federal reserve 
bank vote to make a change in the rediscount ra te they would 
authorize the Chairman in advising the Board of the i r act ion to 
inform i t also of the reasons which actuated them in making the 
change. 

The Board, therefore , has formally requested me to have 
you s t a t e to your Board of Directors that if the suggested pro-
cedure i s followed by them, i t wi l l be of great benef i t to the 
Board. 

Yours very t ru ly , 

B. A. Young, 
Governor. 

TO CHAIRMEN OF AIL F. R. BANKS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6152 

October 8, 1928. 

SUBJECT: Code Word to cover.new Issue of Treasury 
Cer t i f i ca t e s of Indebtedness, Series TS-
1929, in Telegraphic Transactions; 

Dear S i r ; 

In connection with telegraphic t ransact ions 
in Government secur i t i e s between Federal reserve banks 
the code word "BIGOTED" has been designated to cover 
the new issue of Treasury Cer t i f i ca tes of Indebtedness, 
Series TS-1929, dated October 15, 1928, due September 
15, 1929. 

This word should be inser ted in the Federal 
Reserve Telegraphic Code Book following the code word 
"BIGOT" a t the bottom of page 27. 

Very t ru ly yours, 

J . C. Uoell, 
Assistant Secretary. 

TO GOVERNORS OF AIL F. R. EAMS. 
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FEDERAL RESERVE BOARD 
X-6154 

WASHINGTON 
ADDRESS OFFICIAL CORRESPONDENCE TO OCtOtGT 9, 1928 • 

THE FEDERAL RESERVE BOARD 

SUBJECT: E l i g i b i l i t y Of paper re discounted, for Federal Intermediate Credit 
Banks as co l l a t e ra l securi ty for Federal reserve notes. 

Dear Si r : 

The Federal Reserve Board has recently "been asked for a ru l ing on 
the question whether ag r i cu l tu ra l paper re discounted "by a Federal reserve 
hank for a Federal Intermediate Credit Bank under the provisions of Section 
13(a) of the Federal Reserve Act may he used as co l l a t e ra l securi ty for Fed-
eral reserve notes. 

After considering th i s question the Board has reached the conclusion 
that notes, d r a f t s and "bills of exchange re discounted "by a Federal reserve "bank 
for a Federal Intermediate Credit Bank under the provisions of Section 13(a) 
may lawfully "be used as co l l a t e r a l securi ty for Federal reserve notes . Section 
13(a) provides that upon the endorsement of a member bank a Federal reserve bank 
may discount notes, d r a f t s and b i l l s of exchange issued or drawn for an agr i -
cul tural purpose or based upon l ive stock and haying a maturity not exceeding 
nine months and makes such notes, d ra f t s and b i l l s e l i g ib l e as co l l a te ra l secur-
i t y for Federal reserve notes . I t i s then provided that Federal reserve banks 
may "rediscount such notes, d r a f t s and b i l l s for any Federal Intermediate Credit 
Bank" (with a s t a ted exception). In the Board's opinion i t i s the in tent ion of 
the s t a tu t e that a l l notes, d r a f t s and b i l l s lawfully discounted by a Federal 
reserve bank under the provisions of Section 13(a), whether re discounted for a 
member bank or for a Federal Intermediate Credit Bank, may be used as co l la te ra l 
secur i ty for the issuance of Federal reserve notes . Where the maturity of such 
paper exceeds s ix months, i t must, in order to be used as secur i ty for Federal 
reserve notes, be secured by warehouse rece ip ts or other such documents as r e -
quired by the s t a tu te 5 

In t h i s connection i t may be noted that the Federal Reserve Board i s 
authorized to prescr ibe regulat ions and l imi ta t ions governing the rediscount of 
notes, d r a f t s and b i l l s fo r Federal Intermediate Credit Banks. This author i ty 
c lear ly i s broad enough to permit the Board to regulate , l imit or p roh ib i t the 
use of such paper re discounted fo r Federal Intermediate Credit Banks as col -
l a t e r a l securi ty f o r Federal reserve notes, if a t any time i t sees f i t to do 
so. 

By order of the Federal Reserve Board. 

Very t r u ly yours, 

J . C. Noell, 
Assistant Secretary. 

TO ALL GOVERNORS AND FEDERAL RESERVE AGENTS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X*-6155 

October 9, 1928. 

SUBJECT: Changes in In te r -Dis t r i c t 
Time Schedule, 

Dear S i r ; 

At the request of the Federal Reserve 
Bank of Philadelphia, the Federal Reserve Board 
has approved changes in the t r a n s i t time from 
Philadelphia to Portland and Sea t t le from f ive 
days to four days. 

Very t ru ly yours, 

J . C. Noel1j 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BAMS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

X-6156 
ADDRESS OFFICIAL CORRESPONDENCE TO . 

THE FEDERAL RESERVE BOARD 
October 11, 1928. 

SUBJECT: Amendment to Regulation A. 

Bear S i r : 

This i s to advise you that the Federal Reserve Board has 
amended Section XI (3) of Regulation A, Series of 1928, so as to 
r^ id as follows: 

"(3) The storage in the United States or in any foreign 
country of readi ly marketable s taples , provided that the b i l l 
i s secured a t the time of acceptance by a warehouse, terminal, 
or other s imilar receipt , conveying securi ty t i t l e to such 
s taples , issued by a party independent of the customer or issued 
by a grain elevator or warehouse company duly bonded and l icensed 
and regular ly inspected by State or Federal au thor i t i e s with whom 
a l l rece ip ts for such s taples and a l l t r ans fe r s thereof are regis -
tered and without whose consent no s taples may be withdrawn; and 
provided fu r the r that the acceptor remains secured throughout the 
l i f e of the acceptance. In the event that the goods must be with-
drawn from storage p r io r to the maturity of the acceptance or the 
retirement of the c red i t , a t rus t receipt or other s imilar document 
covering the goods may be subst i tuted in l i e u of the or iginal docu-
ment, provided that such subst i tu t ion I s conditioned upon a reason-
ably prompt l iqu ida t ion of the credit* In order to insure compli-
ance with t h i s condition i t should be required, when the original 
document i s released, e i the r (a) that the proceeds of the goods 
wi l l be applied withiti a speci f ied time toward a l iquidat ion of the 
acceptance credi t or (b) that a new document, s imilar to the or iginal 
one, w i l l be resubs t i tu ted within a speci f ied time," 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

TO ALL GOVERNORS AND CHAIRMSN. Digitized for FRASER 
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COPY 
IN THE DISTRICT COURT OF THE UNITED STATES 

FOR THE DISTRICT OF OREGON 

THE FIRST NATIONAL BANK OF ILWACO, 

Complainant, 

- v s -

THE ASTORIA NATIONAL BANK, W. C. 
CRAWLEY, RECEIVER OF THE ASTORIA 
NATIONAL BANK, and FEDERAL RESERVE 
BAM OF SAN FRANCISCO, CALIFORNIA, 

No. E-8994 

SUBPOENA AND RESPONDENDUM 

Defendants. 

THE PRESIDENT OF THE UNITED STATES OF AMERICA 

X-6157 

TO 

The Astoria National Bank W. C. Crawley, Receiver of the 

Astoria National Bank, and Federal Reserve Bank of San 

Francisco, 

GREETING: 

You, and each of you, are hereby commanded that you "be and appear in said 
Dis t r i c t Court of the United States , fo r the Dis t r ic t of Oregon, a t the Court room 
thereof, in the City of Portland, in sa id D i s t r i c t , to answer the exigency of a 
B i l l of Complaint exhibi ted and f i l e d against you in our said Court, wherein 

The F i r s t National Bank of Ilwaco i s 

complainant, and you are defendants, and fu r the r to do and receive what our said 
Di s t r i c t Court shal l consider in th is "behalf, and th i s you are in nowise to omit 
under the pains and penal t ies of what may be fa l l thereon. 

And th i s i s to command you, the marshall of said Dis t r i c t , or your Deputy, 
to make due service of t h i s our Writ of Subpoena, and to make due re turn of the 
same with your proceedings thereon into th i s Court within twenty days from th i s 
date. 

Hereof f a i l not . WITNESS, the Honorable Robert S. Bean and the 
Honorable John H. McNary 

Judges of said court, and the Seal thereof 
a f f ixed a t Portland, in said Di s t r i c t , t h i s 
26th day of September, 1928 

(SEAL) 
G. H. Marsh 

By F. L. Buck, 
Chief Deputy Clerk 

Clerk 

A TRUE COPY 
G. H. MARSH, Clerk By: 

F. L. Buck, Chief Deputy Clerk. 
MEMORANDUM, pursuant to Equity Rule No. 12 of the Supreme Court of the United 
Sta tes : 

The defendant i s required to f i l e h i s answer or other defense in the c l e rk ' s 
o f f ice on or before the twentieth day a f t e r service, excluding the day thereof ; 
otherwise the b i l l may be taken pro confesso. Digitized for FRASER 

http://fraser.stlouisfed.org/ 
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C O P Y X-5157-

IN THE DISTRICT COURT OF THE UNITED STATES 

FOR THE DISTRICT OF OREGON 

THE FIRST NATIONAL BANK OF ittiACO, 

P l a i n t i f f , 

vs. 

THE ASTORIA NATIONAL BANK, W. C. 
CRAY/LEY, Receiver of the Astoria 
National Bank, and FEDERAL RESERVE 
BANK OF SAN FRANCISCO, CALIFORNIA, 

Defendants, 

No. 

C O M P L A I N T 

Comes now the p l a i n t i f f , and for cause of su i t against the defendants, 

and each of them, a l l eges : 

I . 

The p l a i n t i f f i s , and was a t a l l times he re ina f t e r mentioned, a national 

"banking corporation, incorporated, organized and exis t ing under and "by v i r tue of 

an Act of Congress known and designated as The National Banking Act, and having 

i t s pr inc ipa l o f f i c e and place of business a t Ilwaco, Washington. 

I I . 

The defendant Astoria National Bank i s , and was at a l l times he re ina f t e r 

mentioned, a national banking corporation, incorporated, organized and exis t ing 

under and by v i r tue of an Act of Congress known and designated as The National 

Banking Act, and having i t s p r inc ipa l o f f i c e and place of business a t Astoria, 

Oregon. 

I I I . 

That the defendant.Federal Reserve Bank of San Francisco, Cal i fornia , 

i s , and was a t a l l times he re ina f t e r mentioned, a national banking corporation, 

incorporated, organized and exis t ing under and by v i r tue of an Act of Congress 

Page 1. Complaint, 
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X-6157 -
known and designated as the Federal Reserve Act, and having i t s pr incipal offici i 

and place of business a t San Francisco, Cal i fornia , having a "branch o f f i ce and 

place of business in Portland, Oregon. 

IV. 

That the defendant W. C. Crawley has been heretofore appointed by the 

United States Comptroller of Currency, the receiver of defendant Astoria National 

Bank, has duly qua l i f i ed , and i s now act ing as such receiver . 

V. 

That on February 17th, 1928, the p l a i n t i f f had oil deposit with defendant 

Astoria national Bank, Subject to check, d ra f t or order for payment, 8L sum in ex-

cess of Three Thousand t$3,000i00) Dollars. 

V I . 

That on February 17th, 1928, the p l a i n t i f f forwarded to the United States 

National Bank of Portland, Oregon, for col lec t ion and c red i t , i t s d ra f t on defend-

ant Astoria National Bank, in the sum of $3,000.00, against the funds of the p la in-

t i f f on deposit in said Astoria National Bank; that immediately upon receipt of 

said d ra f t and p r io r to the 21st day of February, 1928, the United States National 

Bank of Portland, Oregon, deposited said d r a f t with other d r a f t s and orders for the 

payment of money, with the Portland Branch of defendant Federal Reserve Bank of 

San Francisco, Cal i fornia , and defendant Federal Reserve Bank of San Francisco, 

Cal ifornia, by and through i t s said Portland Branch, forwarded the d r a f t s so de-

posi ted with i t by the United States National Bank of Portland, Oregon, to defendant 

Astoria National Bank, fo r col lect ion, and said d r a f t s were received by defendant 

Astoria National Bank p r io r to the close of banking hours on February 21st , 1928. 

VII. 

That on February 2 l s t , 1928, defendant Astoria National Bank had funds 

on deposit to i t s credi t with the Portland Branch of defendant Federal Reserve Bank 

of San Francisco, Cal i fornia , subject to check, d ra f t or order for payment, in ex-

cess of the sum of $3,000.00, represented by the d ra f t of the p l a i n t i f f here in-
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x - 6 1 5 7 ; 
. . * 

above described* and ih 6$£6teBs the to t a l amount of the d r a f t s forwarded for col-

l ec t ion to said Astoria National Bank "by said Portland Branch of the Federal Reserve 

Bank of San Francisco, Cal i forn ia . 

VIII. 

That defendant Astoria National Bank continued to t ransact i t s usual and 

ordinary banking business up to the close of banking hours on February 21st, 1928, 

in the usual and ordinary manner; that i t was, and had been at a l l times p r io r to 

February 21st , 1928, the usual and established custom of business and dealings 

between defendant Astoria National Bank and defendant Federal Reserve Bank of San 

Francisco, Cal i fornia , and the Portland Branch thereof , that charges should be made 

by said Federal Reserve Bank against funds of defendant Astoria National Bank on 

deposit with said Federal Reserve Bank in accordance with wr i t ten ins t ruc t ions of 

the Astoria National Bank forwarded by United States mail to the Portland Branch 

of Federal Reserve Bank of San Francisco, California, upon pr in ted blanks provided 

by the Federal Reserve Bank fo r that purpose. 

IX. 

That on February 21st , 1928, before the close of banking hours on said 

date, defendant Astoria National Bank paid p l a i n t i f f ' s said d r a f t fo r $3,000.00 by 

forwarding to the Port land Branch of defendant Federal Reserve Bank of San Francisco, 

California, by United States mail, i t s wri t ten order tha t said d r a f t , with other 

d ra f t s therein spec i f ied , should be charged to the account of said Astoria National 

Bank, and by expressly authorizing defendant Federal Reserve Bank to make such 

charge against said account, and said d r a f t was thereupon, and before the close of 

banking hours on said February 21st, 1928, duly marked "paid" by defendant Astoria 

National Bank, and was t h e r e a f t e r returned to the p l a i n t i f f , with statement of 

p l a i n t i f f ' s account, as voucher and evidence of such payment. 

X. 

... That February 22nd, 1928, was a legal holiday, and the wri t ten authoriza-

t ion and l e t t e r of ins t ruc t ions from defendant Astoria National Bank to the Portland 
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X-6157 >1 - I I 

Branch of defendant Federal Reserve Bank of San Francisco, Cal i fornia , was not 

delivered u n t i l the morning of February 23rd, 1928; that on February 23rd, 1928, 

defendant Astor ia nat ional Bank f a i l e d to open i t s doors or t ransact business, and 

thereaf te r 77. C. Crawley was appointed receiver thereof by the United States Comp-

t r o l l e r of Currency, and for thwith took possession of said bank. 

XI. 

That the p l a i n t i f f has made demand upon the defendants W. C. Crawley, as 

receiver of defendant Astoria National Bank, and upon the Portland Branch of defen-

dant Federal Reserve Bank, fo r payment of said d r a f t , but that the defendants, and 

each of them, have wholly refused, f a i l e d and neglected to pay the same. 

XII. 

That defendant Federal Reserve Bank of San Francisco* Cal i fornia , has 

refused to chargo, in accordance with the wr i t ten ins t ruc t ions and authorizat ion of 

February 21st , 1922, from defendant Astoria national Bank, against the funds of 

Astoria National Bank on deposit with i t , the amount of p l a i n t i f f ' s d ra f t i n the sum 

of $3,000.00 hereinabove described, and has charged the same back against the United 

States National Bank, and tha t the p l a i n t i f f has been compelled to reimburse said 

United States National Bank with the amount thereof . 

XIII . 

That p l a i n t i f f has no p l a in , speedy or adequate remedy a t law. 

IvHEREFORS, p l a i n t i f f prays that the funds of defendant Astoria National 

Bank and W. C. Crawley, as receiver of defendant Astoria National Bank, on deposit 

with the Portland Branch of defendant Federal Reserve Bank of San Francisco, Cal i for -

nia, be charged with the sum of Three Thousand ($3,000.00) Dollars, and defendant 

Federal Reserve Bank of San Francisco, Cal i forn ia be ordered and directed to remit 

the sum of $3,000.00 so charged to the p l a i n t i f f , and that the p l a i n t i f f have such 

other and fu r the r r e l i e f as to the court shal l seem equitable in the premises. 

JOHN K. BOLLOCK 
Attorney fo r P l a i n t i f f . 
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X-6157^ r , ± 2 

STATE OF WASHINGTON ) 
) 88. 

COUNTY OF PACIFIC ) 

I , S. C. LOCHRIE, 'being f i r s t duly sworn, depose and say that I am 
the president of The F i r s t National Bank of Ilwaco, p l a i n t i f f in the above en t i t l ed 
suit^ and that the foregoing complaint i s true as I ve r i ly "believB. 

S. C, Lochrie 

Subscribed and sworn to "before me th i s 
20th day of September 1928. 

NOBMAN A. HOWERTON 
Notary Public for the s t a te of 
Washington 
My commission expires 2/27/31 

STATE OF OREGON ) 
) s s . 

COUNTY OF MULTNOMAH ) 

I , the undersigned, at torney fo r p l a i n t i f f do hereby c e r t i f y that I 
have prepared the foregoing copy of ccmplaint and have ca re fu l ly compared the 
same with the or ig ina l thereof ; that i t i s a correct t r anscr ip t therefrom and 
of the whole thereof , 

Portland, Oregon, dated the,25th -day of September 1928. 

JOHN K. KOLLOCK 

•£age 5. Complaint. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6159 

October 12, 1928. 

SUBJECT: Topic for Agents' Conference -
Class i f i ca t ion of Member Banks 
by Electoral Groups. 

Dear S i r : 

Section 4 of the Federal Reserve Act as or ig ina l ly 
passed provided that member banks in each Federal reserve 
d i s t r i c t were to be c l a s s i f i e d into 3 groups or divis ions for 
the purpose of e lec t ing directors , and that each group should 
contain as nearly as may be one-third of the aggregate number 
of member banks in the d i s t r i c t and should consist of banks of 
similar cap i t a l i za t ion . The September 26, 1918, anendment to 
the Act modified th i s provision by eliminating the requirement 
that one-third of the aggregate number of member banks in the 
d i s t r i c t be included in each group. Following the adoption of 
the amendment and a f t e r obtaining suggestions from each Federal 
reserve bank, the Board on October 3, 1918, ( l e t t e r X-1240) a-
dopted a new c l a s s i f i c a t i o n of member banks into e lec tora l groups 
fo r each Federal reserve d i s t r i c t . 

I t now appears that owing to changes in membership and 
growth in capi ta l accounts, the c l a s s i f i c a t i o n approved by the 
Board in 1918 does not work s a t i s f a c t o r i l y in some of the dis-
t r i c t s . Before authorising any changes in the c l a s s i f i c a t i o n of 
member banks in these d i s t r i c t s , the Board would l ike to have the 
present c l a s s i f i c a t i o n reviewed by a l l Federal reserve agents, 
and accordingly, has placed the subject on the program fo r d i s -
cussion a t the forthcoming agents ' conference. In reviewing 
t h i s question the Board would l ike to have you give consideration 
to the adv i sab i l i ty of adopting the rule that whenever member banks 
are r e c l a s s i f i e d for e lec tora l purposes group 2 shal l contain ap-
proximately one-third of the to t a l number of member banks and that 
groups 1 and 3 be determined with reference to both number of banks 
and aggregate amount of capi ta l and surplus. 

I t wi l l be appreciated if you wi l l furnish the Board in 
advance of the forthcoming conference with a statement of the number 
of member banks in your d i s t r i c t grouped according to capi ta l and 
surplus, together with cumulative f igures of both capi ta l and sur-
plus and number of banks. To f a c i l i t a t e i t s use, i t wi l l be ap-
prec ia ted i f the information i s set up in the following form: 
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X-6159 

—2— 

NUMBER AH) CAPITAL AND SURPLUS OF MEMBER BAMS IS FEE3RAL 
RESERVE DISTRICT, GROUPED ACCORDING TO CAPITAL AND SURPLUS 

(Based on June 30, 1928 condition reports) 

Capital Number of "banks j Cumulative f igures 
and with capi ta l and] Capital Number of 

surplus surplus shown | and surplus "banks 

$25,000 3 $75,000 3 
26,000 2 127,000 5 
27,000 2 181,000 7 

The Board wi l l welcome any suggestions your d i rec tors may have 
make regarding the c l a s s i f i c a t i on of member "banks "by e lec tora l groups, and 
i f p rac t icable , would l ike to have you "bring the i r suggestions to i t s a t ten-
t ion a t the time you furnish the f igures abovo requested. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

TO ALL CHAIRMEN. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6160 

October 16, 1928. 

SUBJECT: Expense, Main Line, Leased Wire System, 
September, 1928. 

Dear S i r : 

-Enclosed herewith you wil l f i nd two mimeo-
graph statements, X-6160-a and X-6160-"b, covering in 
de ta i l operations of the main l ine , Leased Wire Sys-
tem, during the month of September, 1928. 

Please credi t the amount payable "by your 
hank in the general account, Treasurer, U. S. , on 
your "books, and issue C/D Form 1, National Banks, 
fo r account of "Salaries and Expenses, Federal Re-
serve Board, Special Fund", Leased Wire System, 
sending duplicate C/D to tho Federal Reserve Board. 

Very t ru ly yours, 

Fiscal Agont. 

Enclosures. 

TO GOVERNORS OF ALL F, R. BAMS EXCEPT CHICAGO. 
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$ 
REPORT SHOWING CLASSIFICATION AID NUMBER (F WORDS TRA27SKITTSD OVER MAIN LIKE 

OF TEE FEDERAL RESERVE "EEASED WIRE SYSTEM FOR TIE MOUTH OF SEPTEMBER, 1928 
X-6l60-a 

Business Words sent by Net Federal Percent of t o t a l 
reported New York charge- Reserve bank business(*) 

able to other Bank 
From banks F. R. Banks ( l ) business 

Boston 27,982 844 28,826 3.19 
New York 143,755 143,755 15.89 
Phi ladelphia 33,352 866 34,218 3.78 
Cleveland 83,072 2,249 85,321 9.43 
Richmond 53,550 2,095 55,645 6.15 
Atlanta 61,192 6,767 67,959 7.51 
Chicago 102,608 2,439 105,047 11.61 
St. Louis 76,395 508 76,903 8.50 
Minneapolis 30,496 2,514 33,010 3.65 
Kansas City 78,570 2,788 81,358 8.99 
Dallas 74,447 8,463 82,910 9.16 
San Francisco 107,337 2.514 109,851 12.14 

Total 872,756 32,047 904,803 100.00 

F. R. Board, "business 229,882 1,134,685 

Treasury Department "business - Incoming and Outgoing 305,852 

JTotal words transmitted over main l ines 1,440,537 

(*) T h e s e percentages used in calculating the pro rata share of leased wire expenses as shown 
on the accompanying statement (X-6l60-b). 

( l ) Number of words sent by New York to other F. R. Banks for their sole benefit charged to 
banks indicated in accordance with action taken at Governors' Conference 

November 2 - 4 , 1925. 
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- REPORT OF EXPENSE MAIN LIKE 
FEDERAL RESERVE LEASED WIRE SYSTEM, SEPTEMBER, 1922. 

X-6lo0-b 

Name of Bank: 
Operators' 
Salaries 

Operators4 

Overtime 
Wire 

Rental 
Total 

Expenses 

Pro Rata 
Share of 
Total 
Expenses Credits 

Boston $ 260.00 
New Yoik 987.46 
Philadelphia 225.00 
Cleveland 296.66 
Richmond 225.00 
Atlanta 270.00 
Chicago " 3,967-17 (#) 
St. Louis 205.00 
Minneapolis 186.53 
Kansas City . 275-64 
Dallas 251.00 
San Francisco 370.00 
Federal Reserve Board -

Total $7,519.46 

$ . 2.00 $ 
2.00 

$ 

230.00(&) 

5-.00 

.75 

1 5 . 1 9 6 . 6 U 

262.00 
959.46 
225.00 
296.66 
455.00 
270.00 

3,972.17 
205.00 
126.53 
275-64 
251.75 
370.00 

15,196.64 

$ 576.81 
2,873.22 

683.50 
1.705.13 
1,112.04 
1.357.95 
2,099.31 
1.536.96 

659.99 
1,625.56 
1,656.30 
2.195.14 

$ 9-75 $ 15,426.64 

(&) Main l ine rental, Richmond-Washington. 
(#) Includes salaries of Washington operators. 
(*) Credit. 
(a) Received $4,873-94 from Treasury Department 
(b) Amount reimbursable to Chicago. 

$22,955-85 
4.875.94( 

$18,081.91 

$18,081.91 
a) 

Payable to 
Federal 
Reserve 
Board 

$ 262.00 
989.46 
225.00 
296.66 
455.00 
270.00 

3,972.17 
205.00 
186.53 
275.64 
251.75 
370.00 

$7,759.21 

$ 314.81 
1,883.76 

458.50 
1,408.47 

657.04 
1.087.95 
1,872.86 (*) 
1.331.96 

473-46 
1,349.92 
1,404.55 
1,825.14 

$12,195.56 
1.872.86(b) 

$10,322.70 

covering "business for the month cf September, 1928. 
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X-6161 

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

STATEMENT FOR THE PRESS 

For immediate re lease . October 16, 1928. 

In the absence of Governor Young, who i s in Texas, 
Mr. Edmund. Piat t* Vice Governor of the Federal Reserve Board, 
gave out the following: 

11 The report of the death of Governof Benjamin Strong 
of the Federal Reserve Bank of iTew York was a surpr ise and a 
severe shock to the members of the Federal Reserve Board# He 
was the outstanding personal i ty of the Federal Reserve System, 
a man of great foihse of character, of highest idea ls , unsparing 
of himself i n h i s devotion to duty. For several years he has 
been handicapped by recurring i l l n e s s , but could r a re ly be per -
suaded to escape completely, even for a season, from the responsi-
b i l i t i e s of h i s pos i t ion , and he was ra re ly so f a r away that he 
could not be reached for consultat ion. He played a large pa r t 
in the or ig inal working out of the organization and functioning 
of the Federal Reserve Banks and was the leader in a l l conferences 
of the Federal Reserve Banks with the Federal Reserve Board so long 
as h i s heal th permitted. His advice and cooperation were eagerly 
sought by the Central bankers of Europe on the recent reconstruction 
of monetary systems from the demoralization caused by war. 

The members of the Federal Reserve Board are profoundly 
grieved a t h i s l o s s . " 
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FEDERAL RESERVE BOARD 
WASHINGTON 

October 17, 1928. 
ADDRESS OFFICIAL CORRESPONDENCE TO 

THE FEDERAL RESERVE BOARD 

SUBJECT: Holidays during November, 1928. 

Dear Sir; 

On Thursday, November 1s t , the New Orleans Branch of the Federal 
Reserve Bank of At lanta w i l l be closed in observance of All Saints• Day atod 
the Havana Agency on account of Elect ion Day. Please include c r e d i t s for 
New Orleans Branch f o r November 1st in the Gold Fund c lea r ing of November 
2nd. 

On Tuesday, November 6th, General Elec t ion Day, there w i l l be 
ne i the r Gold Settlement Fund nor Federal Reserve note c lear ing, and the 
books of the Board's Gold Settlement Fund wi l l be closed. For your informa-
t ion, the o f f i c e s of the Federal Reserve Board and the following banks and 
branches w i l l be open fo r business on that day: 

Boston 

Cleveland ) ^ i l 1 p.m. 
Cincinnat i /Eastern Standard 

time 
At lan ta 
Hew Orleans 
Birmingham 

L i t t l e Rock 
Louisv i l le 

Omaha 

Sal t Lake City 

On Monday, November 12th, in observance of Armistice Day which 
f a l l s on Sunday, and on Thursday, November 29th, Thanksgiving Day,- there 
wi l l be ne i the r Gold Settlement Fund nor Federal Reserve note c lear ing, and 
the books of the Board's Gold Settlement Fund wi l l be closed. For your i n -
formation, the o f f i c e s of the Federal Reserve Board and the fol lowing banks 
and branches w i l l be open fo r business on Monday, November 12th: 

New York Cleveland 
Buffa lo Cincinnati 

Detroit 

Please n o t i f y branches. 

Very t r u l y yours, 

J . C. Noell, 
Ass i s tan t Secretary . 

TO GOVERNORS OF ALL F. R. BANKS. Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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X-6165 

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

STATEMENT FOR THE PRESS 

For release in Morning Papers, 
Monday, October 29., 1928. 

The following i s a summary of general 
business and f inanc ia l conditions through-
out the several Federal Reserve Dis t r i c t s , 
based upon s t a t i s t i c s for the months of 
September and October, as wi l l appear in 
the forthcoming issue of the Federal Re-
serve Bul le t in and the monthly reports of 
the Federal reserve banks. 

Volume of production and d i s t r ibu t ion of commodities increased seasonally 

in September and was larger than a year ago. There was a fu r the r advance in 

the general p r ice l e v e l . Loans of member banks in leading c i t i e s increased in 

September and October in response to the seasonal demand fo r commercial c red i t . 

Production—Industrial production increased fu r ther in September, and the 

•utput of manufactures was in larger volume than in any previous month. Factory 

employment and payrol ls also increased. Production of iron and s tee l and of 

automobiles was unusually large during September and October, although there 

has recent ly been some curtailment of operations in these indus t r ies . There 

were also increases in September in the ac t i v i t y of the t ex t i l e , meat-packing, 

and t i r e indus t r ies , and in the output of coal, petroleum, and copper, while 

lumber production showed a decline. 

Building contracts awarded, a f t e r declining in volume fo r three months, 

increased considerably in September and exceeded a l l previous records for that 

month. The increase was due chief ly to cer ta in large contracts for indust r ia l 

p lants and subway construct ion. During the f i r s t three weeks of October awards 

exceeded those fo r the same period l a s t year, the excess being especial ly large 

in the eastern d i s t r i c t s . 
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Department of Agriculture estimates of this year1 s crop y ie lds indicate-

that the production of a l l crops in the aggregate wi l l exceed l a s t year's out-

put by about 5 per cent. The corn crop i s estimated at 2,903,000,000 bushels, 

or 5 per cent above l a s t year's production. The October 8 estimate indicated 

a cotton crop of 13,993,000 bales, or 446,000 bales l e s s than was forecast on 

September 8, compared with a y i e ld of 12,955,000 in 1927. 

Trade—Department store sales increased considerably in September and 

were larger than a year ago, r e f l ec t ing in part the influence of cooler weather. 

Inventories of department stores at the end of the month were smaller than on 

the same date of l a s t year. Wholesale distribution in a l l leading l i n e s except 

meats was somewhat smaller than in September 1927. Freight-car loadings showed 

more than a seasonal increase in September and continued large in October. 

Shipments of miscellaneous commodities in recent weeks have continued in larger 

volume than in previous years. 

Prices—Wholesale commodity prices increased further in September and the 

Bureau of Labor S t a t i s t i c s index advanced to 100.1 per cent of the 1926 average. 

Increases, which were largest in farm products and foods, occurred in nearly all 

groups except hides and leather and t e x t i l e s , which showed s l ight decl ines. 

Since the l a t t e r part of September there have been decreases in the prices of 

l ivestock and meats, grains, wool, and hides, and increases in cotton, s i lk , 

rubber, and iron and s t e e l . 

Bank Credit—Demand for bank credit for commercial purposes increased 

between the middle of September and the middle of October r e f l e c t i n g seasonal 

a c t i v i t y in trade and the marketing of crops. There was also a growth in loans 

to brokers and dealers in . s ecur i t i e s , though total loans on securi t ies of re-

porting member banks showed l i t t l e change. 

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



X-6165 

Daring the four weeks ending on October 24, a growth of about $40,000,000 

in the t o t a l volume of reserve bank credit in use was due ch ief ly to continued 

increase in the demand for currency, o f f s e t in par t by a small inflow of gold 

from abroad. Reserve bank holdings of acceptances increased by about $140,000-

000 during the period, while the volume of discounts for member banks declined 

by about$100,000,000. United States securi ty holdings remained p rac t i ca l ly 

unchanged. 

Open market r a t e s on commercial paper and on bank acceptances remained 

unchanged between the middle of September and the l a t t e r par t of October, while 

ra tes on securi ty loans declined in October. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6166 

October 27, 1928. 

SUBJECT: Holidays during November, 1928. 

Dear S i r : 

Referr ing to the Board's l e t t e r X-6162, 

subject , "Holidays during November", the Board i s 

now advised that the Denver Branch of the Federal 

Reserve Bank of Kansas City wi l l be open fo r busi-

ness on Monday, November 12th. 

Please no t i fy branches. 

Very t ruly yours, 

J . C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BANKS. 
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WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO V C I fi7 
THE FEDERAL RESERVE BOARD A - O l O f 

October 29, 1928. 

SUBJECT: Expenses of Special Counsel in 
the Neoga National Bank case, 

Dear S i r : 

There i s enclosed herewith a statement in the amount of 
$10,065.09 received from Honorable Newton D. Baker covering profes -
sional services and expenses in connection with the sui t brought by 
the depositors of the Neoga National Bank of Neoga, I l l i n o i s , against 
the d i rec tors and receiver of that bank and against the Federal Re-
serve Bank of Chicago, in which the United States D i s t r i c t Court fo r 
the Eastern Dis t r i c t of I l l i n o i s sustained the motion of the Federal 
Reserve Bank of Chicago that i t be dismissed from the s u i t . This 
statement has been approved by the Federal Reserve Board and the 
Federal Reserve Bank of Chicago and payment has been made by the 
Chicago Bank to Mr. Baker„ 

Inasmuch as Mr. Baker's services in the case were authorized 
by the Board as a system matter i t i s requested that each Federal Re-
serve Bank remit to the Federal Reserve Bank of Chitiagd i t s proportion-
ate share of the expenses (based on capi ta l and surplus as of September 
26, 1928), as follows: 

Boston $ 742.36 
New York 2,983.45 
Philadelphia 958.28 
Cleveland 1,018.02 
Richmond 489.42 
Atlanta 404.64 
Chicago 1,358.35 
St . Louis 419.56 
Minneapolis 267.05 
Kansas City 351.78 
Dallas 340.94 
San Francisco 731.24 

Total $10,065.09 

By d i rec t ion of the Federal Reserve Board. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

FEDERAL RESERVE BOARD 

TO GOVERNORS OF ALL F. R. BANKS EXCEPT CHICAGO. 
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X-6167-a 

BAKER, HOSTBTLEH & SIDLO 
Counsellors at Law, 
Union Trust Building, 

Cleveland. 

Federal Reserve Bank of Chicago 
Chicago, I l l i n o i s . October 17, 1928. 

To profess iona l services in re prepara t ion for t r i a l 
of the case of J . F. J a rv i s et a l v. Otto Kcpp, e t a l . 
(Neoga National Bank v. Federal Reserve Bank of Chicago) $10,000.00 

Disbursements 

1928 
June 19 Telegram to Mr. Baker a t Hanover, New Hampshire $1.09 

Expenses (Mr. Baker) t r i p to S t . Louis 64.00 65.09 
$10,065.09 
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C O P Y 

UNITED STATES DISTRICT COURT 

SOUTHERN DISTRICT OP MEW YORK 

FRANK &. RAICHLE, 

P l a i n t i f f , 

- aga ins t -

FEDERAL RESERVE BANK OF FEW YORK 

Defendant. 

E 46 - 113 

Appearances 

Frank G. Raichle, Attorney for P l a i n t i f f , 
(Carlos C. Alden, of Counsel); 

Walter S. Logan, Counsel for Defendant, 
(Newton D. Baker, of Counsel). 

Wins low, D. J . 

At this l a t e day, the power of the dongreSs to es tabl ish a 

banking system wi l l hardly he questioned. The necessary l imi ta t ion or 

r e s t r a i n t s and subjection of individual opinion to o f f i c i a l discret ion 

incidental to the establishment and present operation of the nat ional 

banking system do not , in my judgment, run counter to the provisions 

of the F i f t h Amendment. 

A carefu l study of the b i l l of Complaint leads me to the 

inevi table conclusion that i t does not s ta te f a c t s s u f f i c i e n t to 

const i tu te a cause of action. The b i l l wi l l be dismissed. 

New York, November 2, 1928. 

Francis S. f inslow, 
U. S. Dis t r i c t Judgft. Digitized for FRASER 
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STATBIfflNT OF BUREAU OF ENGRAVING AND PRINTING 

Cost of preparing Federal Reserve Notes,during 0<sto"ber, 1928% 

Oct. 31, 1928* Federal Reserve Notes, ser ies 1914. 

35,000 sheets $10, New York, @ $35.50 per M, $1,242.50 

Credit appropriat ions, 1929, as fol lows: 

Comp. of employees, Bur. Eng. & Prtg. $670.25 
Plate p r in t ing , " " " 283.50 
Mtls. & Miscel. Exp. " " " 288.75 

Bureau of Engraving and Pr int ing, 

Per C. R. Long 
Assistant Director . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6171 

November 7, 1928. 

SUBJECT: Changes in In te r -Dis t r i c t Time Schedule. 

Dear Si r : 

Upon agreement between the Federal reserve banks involved, 
the Board has approved the following changes in the i n t e r - d i s t r i c t 
time schedule: 

Cincinnati to Detroit From 2 days to 1 day 
Cleveland 11 St. Louis II 2 " I* I N 

Cleveland H Louisvi l le II ^ II II i II 

Cleveland 11 Oklahoma City II 3 II 11 2 days 
Cincinnati TT Oklahoma City H 3 H II 2 « 

Pit tsburgh II Oklahoma City II 3 U it 2 " 

Cleveland U Dallas it 3 II II 3 n 
Cincinnati it Dallas TI 3 N II 2 " 

Pit tsburgh II Dallas N 3 " U 2 IT 

Cleveland II El Paso u 4 N II 3 II 

Pit tsburgh N El Paso IT 4 II II 3 II 

Cleveland II Los Angeles II 5 II II 4 II 

Cleveland II Portland II 5 II II 4 II 

Cleveland it San Francisco II 5 II it 4 U 

Cleveland II Seat t le TI 5 n n 4 n 
Cincinnati II Los Angeles II 5 II it 4 it 
Cincinnati II San Francisco II 5 U ti 4 II 

Cincinnati IT Seat t le IT 5 II II 4 N 

Pit tsburgh II Los Angeles ti 5 II N 4 II 

Pit tsburgh II Portland II 5 II II 4 II 

Pit tsburgh II San Francisco II 5 II n 4 u 
P i t t sburgh n Seat t le II 5 U ii 4 ii 

Very t ru ly yours, 

E. M. McClelland, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BANKS. * 
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F E D E R A L R E S E R V E B O A R D V COPY x-6172 
November 3, 1928 

9 

To Federal Reserve Board. 

Prom Governor Young 

In view of the recent developments in reference to the granting of 
f iduciary powers, wherein the Board may be in the embarrassing posi t ion of having 
granted f iduc ia ry powers to one i n s t i t u t i on in one d i s t r i c t and almost simultaneous-
ly considering the r e fu sa l of the applicat ion of another nat ional bank in another 
d i s t r i c t surrounded by the same circumstances and conditions, I bel ieve i t i s time 
for the Board to review the whole matter and lay down cer ta in d e f i n i t e pr inc ip les 
regarding the granting of f iduc iary powers. 

Br i e f ly , the law s ta tes that nat ional banks may exercise t ru s t pow-
ers if not in contravention of State law, when so authorized and empowered by the 
Federal Reserve Board. The law i s spec i f ic about many legal requirements, and with 
these the Board and the banks have had no d i f f i c u l t y because we", have been able to 
be spec i f i c . The law also s t a t e s , however, that the Board, in granting permission 
to exercise t r u s t powers, may take into consideration the amount of cap i t a l and sur-
plus of the applying bank, the needs of the community to be served, and any other 
f a c t s and circumstances that seem to i t proper. This i s the discre t ionary par t of 
the law. Just what i s meant by i t may be debated. The h i s to ry of the l eg i s l a t ion , 
however, leads me to bel ieve that Congress intended to give to nat ional banks, 
r i gh t s equal to those enjoyed by State banks. When the law spec i f i c a l l y mentioned 
capi ta l i t obviously placed discret ion with the Board as to whether or not a na-
t ional bank with a capi ta l of $100,000, located in a community of two hundred thou-
sand or more inhabi tants , should be granted f iduc iary powers. Also, i t obviously 
l e f t d iscre t ion with the Federal Reserve Board as to whether or not a nat ional bank 
with a cap i t a l of $25*000 in any community i s en t i t l ed to f iduc ia ry powers. 

Past majori ty performance of the Federal Reserve Board has demon-
s t ra ted conclusively to me that cap i ta l has been given l i t t l e if any consideration 
by the Board and I believe i t acted wisely, because if we assume that cap i ta l r e -
quirements of nat ional banks are su f f i c i en t under exis t ing law to meet the needs, 
of the business of the bank and of the community, and recognize the f a c t demonstrat-
ed by information in our possession that in the great majori ty of cases nat ional 
banks voluntar i ly increase thei r capi ta l as thei r business expands, we must arr ive 
a t the conclusion that the cap i ta l requirements as establ ished by the Rational 
Bank Act are s u f f i c i e n t fo r the exercise of f iduciary powers, and i f they become 
insu f f i c i en t the nat ional banks voluntar i ly wi l l increase thei r cap i t a l with the 
growth of their business. 

The law i s also spec i f i c in s ta t ing that the Board shal l take into 
consideration the needs of the community to be served. Outside of a few isolated 
pnd crossroad communities in the United States , the need, in my opinion, exists 
in every community; in f a c t , the r igh t to exercise f iduciary powers i s one of the 
most valuable asse t s tha t can be acquired by any banking i n s t i t u t i on if i t expects 
to continue in business. The national banks of America have not been thoroughly 
awakened to the p o s s i b i l i t i e s of fu tu re p r o f i t s from th i s business. Sooner or l a t e r 
they wi l l discover i t , and I am going to venture the predict ion that within the next 
ten years f iduciary funct ions wi l l be a house-to-house canvass with the strongest 
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competition between a l l banks that are permitted to exercise t r u s t funct ions. In 
other words, not a t the moment but in the years to come, t rus t business i s going 
to be a source of p r o f i t fo r banks which, in periods of depression wi l l contribute 
very mater ia l ly toward thei r successful existence as well as being a safeguard to 
depositors and a possible fac tor for the continuation of our independent un i t bank-
ing system which i s rapidly sl ipping. 

The law also s t a t e s that the Board can take into consideration any 
other f a c t s and circumstances that seem to i t proper. When I was in Minneapolis 
my in terpre ta t ion of t h i s pa r t of the law was that if a bank was properly conducted 
o r , i f i t got into d i f f i c u l t i e s and because of the resourcefulness of i t s management 
was able to put i t s e l f in good condition, i t was en t i t l ed to everything Congress 
intended to give i t . That was about a l l the consideration I did give to the ap-
p l ica t ion because I assumed that Congress intended that na t iona l banks should be 

: granted f iduc ia ry powers under such conditions. 

I have since learned that some people associated with the Federal 
Reserve System f e e l tha t the exercise of t r u s t powers i s of f a r more importance than 
the exerqise of the ordinary banking powers. In one way there i s s t rength in thei r 
argument, but from a p rac t i ca l standpoint, experience has taught mo that when a 
bank i s performing both banking and t r u s t funct ions , the combined i n s t i t u t i o n wi l l 
f a i l quicker because of i t s banking mistakes than i t wi l l because of mistakes in 
i t s t ru s t funct ions . This i s because there are no l imi t s as to how a bank can lend 
i t s money except the amount i t may lend upon r ea l es ta te securi ty or the amount i t 
may lend to any one person, f i rm or corporation, while the investment of t r u s t 
funds, in the great majori ty of c a s e s , . i s safeguarded by wi l l s , deeds of t r u s t , 
State laws, court orders, e tc . If f raud, embezzlement, or other criminal ac ts are 
to be taken into consideration, i t seems to me that with the survei l lance exercised • 
over nat ional banks, the opportunit ies for culpable ac ts are greater in the bank-
ing department than they are in the t rus t department. 

In the case of new banks applying fo r f iduciary powers so that they 
can open the i r doors under the t i t l e o f , " Bank and Trust Company" , J be-
l ieve any bank that i s en t i t l ed to banking powers i s also e n t i t l e d to t r u s t powers. 
Others f e e l that in the majori ty of cases the organizers of new banks should demon-
s t r a t e thei r a b i l i t y to successful ly conduct a banking business before f iduciary 
powers are granted. I take the posi t ion tha t if an organizing bank requests f i -
duciary powers a t the s t a r t , i f there i s anything in the p ic tu re that would prompt 
the Board to re fuse such powers, the reasons for the r e fu sa l should apply jus t as 

. strongly to the applicat ion for banking powers. 

I have therefore arr ived a t the conclusion that i t should be the 
policy of the Board to grant f iduciary powers in every case where i t s appointed 
Agent has recommended the granting of banking powers and where the Board i s s a t i s -
f i e d that the applying in s t i t u t i on i s en t i t l ed to banking powers. With exis t ing 
banks I bel ieve powers should be granted in a l l cases upon application where the 
repor t of examination discloses a well-managed ins t i tu t ion and the information r e -
ceived from other sources leads the Board to believe that there i s no question of 
the app l ican t ' s honesty and in teg r i ty . 
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x i . j J u K A i i K J S b i i i i V J S B O A R I . 
COPY X-5172-a 

November 5, 1928. 

To Governor Young SUBJECT: Granting of t rus t powers to 

From Mr. Wyatt- General Counsel new nat ional banks. 

You have aslced me to give you a memorandum of my views 
with regard to the Board's general policy of waiting a year a f t e r 
the organization of a new nat ional bank before granting t r u s t powers 
to i t . 

In my opinion, t h i s policy i s contrary to the pol icy of 
Congress in granting t ru s t powers to nat ional banks. 

The purpose of Congress in granting t ru s t powers to 
nat ional banks was to preserve the existence of the National Banking 
System by enabling nat ional banks to. meet the competition of State 
banks and t ru s t companies which had the advantage of being able to 
combine the exercise of t r u s t powers with the exercise of ordinary 
commercial banking powers. Whether th i s was sound in theory or not 
i s immaterial. Congress was confronted with a s i tua t ion and adopt-
ed t h i s means of meeting i t . National banks were converting into 
State banks in order to engage in the t ru s t business and persons or-
ganizing new banks were taking State charters instead of nat ional 
charters in order to be able to combine the exercise of t r u s t powers 
with the commercial banking business. 

In order to meet th i s s i tua t ion , Congress authorized the 
Federal Reserve Bdard to grant t ru s t powers to nat ional banks under 
cer ta in conditions. The conditions prescribed were intended p r inc ipa l -
ly to enable nat ional banks to exercise t ru s t powers on a bas i s of sub-
s t a n t i a l equal i ty with competing corporations exercising such powers. 

This purpose i s defeated to a cer ta in extent by the Board's 
policy of requir ing newly organized nat ional banks to wait a year a f -
ter the i r organization before obtaining t rus t powers. Under the 
Board's present pol icy, persons desir ing to organize a new i n s t i t u t i o n 
to exercise both banking and t ru s t funct ions can obtain a State charter 
and immediately embark upon the exercise of both functions; but i f they 
take a nat ional charter they must wait a year before they can exercise 
thei r t ru s t funct ions . The natural r e su l t of t h i i pol icy i s to cause 
such persons to se lect a State charter instead of a nat ional charter ; 
and t h i s defeats the purpose which Congress had in mind when i t granted 
t r u s t powers to nat ional banks. I t encourages the organization of State 
banks and t r u s t companies in l i eu of nat ional banks. 

This memorandum was prepared very has t i ly , because you asked 
me th i s morning to l e t you have i t in time fo r today's Board meeting; 
but i t contains a concise expression of my views on t h i s matter. 

Respectfully, 

Walter Wyatt, 
General Counsel. Digitized for FRASER 
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COPY 

TO Federal Reserve Board 

FROM Governor Young 

X-6173 
FEDERAL RESERVE 

BOARD 
DATE October 12, 1928 

SUBJEGT: Examination of State Member 

Banks 

I "believe the resolut ion adopted "by the Board l a s t Wednesday morning i s 
an excellent statement of the r e spons ib i l i t i e s of the Federal Reserve Board with 
reference to State member bank examinations, and i t seems to me that i t i s now the 
duty of the Board to consider the mechanics by which i t wi l l discharge i t s responsi-
bi l i ty . . Obviously, i t was not the intent ion of Congress that the de ta i led work was 
to be ac tual ly done by members of the Federal Reserve Board, but that they could 
employ a s s i s t an t s or delegate appointees to see that the r e spons ib i l i t i e s are ad-
ministered properly. Therefore, the problem from now on i s one of mechanical ad-
minis trat ion, and in an e f f o r t to avoid duplications, t r i p l i c a t i o n s and unnecessary 
expense of operation which now ex i s t , I make the following proposals: 

1. That the present set-up of the Federal Reserve Board, known as the 
Department of State Bank Examination, be abolished. 

2 . That the Federal reserve agents be acquainted by l e t t e r with the 
r e spons ib i l i t i e s of the Federal Reserve Board as the Board sees them, 
and that the agents be charged with the duty of seeing to i t that the 
Board's views are car r ied out . 

3. As protect ion to the Board that the agents funct ion properly, I pro-
pose that t h i s respons ib i l i ty be placed under the Chief Examiner, who 
now does a good deal of th i s work, and that a qua l i f i ed tiaan t ravel with 
the examining force and spend s u f f i c i e n t time in the agents« departments 
of the reserve banks v i s i t e d to invest igate the agents ' bank examina-
t ion departments to see that the ins t ruct ions of the Board are being 
carr ied out . 

4. That the Federal reserve agents be ins t ructed to discontinue the i r 
present prac t ice of furnishing the Board with repor ts of examination 
of State member banks, except in extreme cases where the agents may 
wish to ask fo r advice or request the Board to cancel membership. In 
l i e u of the complete report of examination, I suggest that the agents 
furn ish the Board with a modified analysis of the bank's condition, a 
wr i t ten statement as to i t s general condition, a l i s t of v io la t ions of 
the law, and other viola t ions a f f e c t i n g the terms of membership of the 
bank. This report should also be accompanied, i f necessary, by a l e t -
t e r from the agent s t a t ing the corrective measures that have been taken 
by State au thor i t i e s or by the Federal reserve agent himself . 

5. That a l e t t e r of ins t ruc t ion be given to Mr. Herson as to what the 
Board wants him to watch pa r t i cu la r ly , and a t any time he has a case 
where he f e e l s everything i s not being done that could be done by the 
agent, or where he f e e l s the State member bank i s in such a condition 
that i t s membership i s not desirable, he should bring such s i tua t ion to 
the a t t en t ion of e i the r the Governor or the Vice Governor fo r determina-
t ion as to whether or not the matter should go before the Federal Reserve 
Board. Digitized for FRASER 
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In order to carry t h i s program out, I propose tha t the attached l e t -
te r "be sent to the Federal reserve agents. 
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COPY" X-6173-a'V *^^34: 

October 12, 1928 

Dear Si?: 

The Federal Reserve Act requires that the cost of examinations 
of member banks made by the Federal reserve banks or the Federal Reserve Board 
through the Federal reserve agents, be assessed against the member bank examined. 
The Board has already recommended to Congress that the law be amended in such a 
way as to make the charges for member bank examinations discret ionary with the 
Board. I t wi l l again present the amendment at the opening of Congress in Decem-
ber . 

Upon several occasions in the past the Board has attempted, by c i r -
cular l e t t e r , to define a credi t invest igat ion, but a f t e r several years exper-
ience i t has a r r ived a t the conclusion that a f a r too l i be r a l in te rp re ta t ion has 
been placed upon credi t invest igat ions by the agents; in f a c t , those we have in 
our possession bear such a close resemblance to an examination that we are unable 
to dis t inguish the d i f ference , except by the l abe l . This procedure has developed 
an expense of approximately $630,000 a year with reimbursement f o r assessments 
against member banks of approximately $24,000. 

The Board has had t h i s matter under review fo r some time and on 
October 10 passed the following resolut ions which deal with the respons ib i l i ty of 
the Federal Reserve Board in reference to member banks as i t i n t e rp re t s the law: 

"33 IT RESOLVED, That the Federal Reserve Board recognizes 
i t s duty under the Federal Reserve Act to keep i t s e l f informed as to 
the condition of a l l member banks; 

"BE IT FURTHER RESOLVED, That the Board i s of the opinion that 
i t is j u s t i f i e d in re ly ing upon the Comptroller of the Currency for 
such information as to National banks; 

"BE IT FURTHER RESOLVED, That whenever the repor ts of examina-
t ion of State member banks furnished by the State au thor i t i e s are not 
deemed sa t i s f ac to ry e i the r to the Federal reserve bank of the d i s t r i c t 
concerned or to the Federal Reserve Board, the Federal reserve bank or the 
Board shal l cause to be made a t l eas t one examination or inves t iga t ion 
each year of such character as to furnish sa t i s f ac to ry information, the 
cost of such examinations to be assessed against the member banks examin-
ed." 

In order to avoid duplications, t r i p l i c a t i o n s , unnecessary expense 
of operation, which now ex i s t , the Board has ins t ructed me to advise you that the 
Department of State Bank Examination, now in operation in the Board's quarters in 
Washington, w i l l be abolished and that you are charged with the duty of seeing to 
i t tha t the Board's views, as covered in the above resolut ions , are carr ied out 
in your d i s t r i c t . This does not mean that the Board i s attempting to re l ieve i t -
self of a l l r espons ib i l i ty , and you are advised that through i t s examining force 
i t w i l l check ca r e fu l l y your bank examination department. 
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Die following ins t ruct ions wi l l serve as a guide to you in perform-
ing your dut ies : 

1. The Comptroller of the Currency i s a member of the Federal 
Reserve Board and under the law i s charged with the respons ib i l i ty of 
enforcing the terms of the National Bank Act and also of the Federal 
Reserve Act. The Board therefore r e l i e s upon the Comptroller of the 
Currency to perform h i s duties and i t wi l l not he necessary for the Fed-
e ra l reserve agents to duplicate the work. 

2. In our opinion, State reports of examination can he r e l i ed 
upon in the great majori ty of cases to furnish the necessary information 
to the agents. 

3. If a State examination i s unsat i s fac tory , a c red i t invest 
t i ga t ion wi l l not he s u f f i c i e n t information for the agents to ac t i n t e l -
l igen t ly upon and a complete examination should he made fo r which the 
member bank should be charged. This does not prohib i t invest igat ions of 
member banks by Federal reserve banks or Federal reserve agents without 
cost, because the Board rea l i zes that unusual s i tua t ions require unusual 
ac t ion. Therefore, the Board wi l l act promptly by approving or disapprov-
ing the request of any Federal reserve bank or any Federal reserve agent 
for permission to make an invest igat ion without cos t . The Federal r e -
serve banks, however, and the Federal reserve Agents, i n making such re -
quest for inves t iga t ion without cost must bear in mind that i f the inves-
t iga t ion contemplates anything covered "by the following language, which 
appears in Section 21 of the Federal Reserve Act, the Board cannot waive 
the cost : "The expense of such examinations f h a l l be borne by the bank 
examined. Such examination shal l be so conducted as to inform the Feder-
a l reserve bank of the condition of i t s member banks and of the l ines of 
c redi t which are being extended by them." 

4. If Federal reserve agents have evidence in the form of l e t -
t e r s or otherwise, tha t o f f i c e r s and di rectors of State member banks 
have had the i r a t t en t ion ca l led to violat ions of the law and unsound 
banking p rac t i ces by State au thor i t i e s , i t i s not necessary fo r agents 
to duplicate t h i s work. 

5. If t h i s supervision i s not conducted by f t a t e au tho r i t i e s 
Federal reserve agents are di rected to take such action, as in t he i r op-
inion, wi l l discharge the r e spons ib i l i t i e s of the Board. 

6. When a State member bank f a i l s to show any disposi t ion what-
ever to correct these i r r e g u l a r i t i e s within a reasonable time so as to 
show improvement i n i t s condition, the Federal reserve agent wi l l be ex-
pected to lay the information before the directors of h i s bank and as}c 
them to make a formal recommendation to the Federal Reserve Board, with 
reasons, as to whether or not the State member bank should continue as 
a member. 

7. Federal reserve agents are ins t ructed to discontinue the i r 
present prac t ice of furnishing the Federal Reserve Board with reports of 
examination of State member banks, except in extreme cases where they 
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may wish to ask for adviee or request the Board to cancel membership. 
In l i e u of these reports , agonts wi l l furnish the Board with an analy-
s i s of each report received or made by them (form of analysis enclosed). 

The Federal reserve agents are advised that the Board thoroughly 
rea l i zes that i t i s u t t e r l y impossible to lay down uniform, de ta i led procedure in 
each and every d i s t r i c t "because of the local conditions which exis t in the 48 
s t a t e s . I t does "believe, however, that cer ta in fundamental po l i c i e s can "be l a id 
down and asks your cooperation toward that end. 

Yours very t ru ly , 

R, A. Young, 
Governor. 

$0 ALL EEEBRAL RESERVE AGENTS. 
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X-6175 

SUGGESTED REVISION OF OPEN MARKET INVESTMENT 

PROCEDURE. 

(1) That the Open Market Investment Committee, as a t present 
cons t i t u t ed , be discontinued. 

(2) That a Committee to be known as The Open Market Policy 
Conference be set up with a represen ta t ive from each of the twelve 
Federal reserve banks, the represen ta t ive to be designated by the 
Board of Direc tors of the bank. 

(3) The Open Market Pol icy Conference to be under the chai r -
manship of the Governor of the Federal Reserve Board and to meet 
with the Federal Reserve Board a t such times as may be arranged by 
or with the Federal Reserve Board. 

(4) That i t sha l l be the funct ion of She Open Market Pol icy 
Conference to consider, prepare and recommend plans with regard 
to the purchase or sa le of s e c u r i t i e s in the open market f o r 
account of the Federal Reserve System and p a r t i c i p a t i n g Federal 
reserve banks. 

(5) That the time, manner, character and volume of such pur-
chases and sa les sha l l be governed pr imar i ly with the view of ac-
commodating commerce and business and with regard to t he i r bearing 
upon the general c r e d i t s i t ua t i on . 

(6) That f o r the purpose of oxocuting such purchases and 
sa l e s of s e c u r i t i e s f o r System account as may be approved by 
Federal reserve banks and the Federal Reserve Board there sha l l 
be cons t i tu t ed a committee to be known as The Open Market Executive 
Committee. 

i 

November 10, 1928. 
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COPY 
X-6176 

FEDERAL RESERVE 
BOARD October 27, 1928. 

To Federal Reserve Board SUBJECT: Topic for Advisory Council 

From Governor Young. Meeting. 

Section 19 of the Federal Reserve Act permits the Federal Reserve 
Board, upon the af f i rmat ive vote of f i ve members, to reduce the reserve 
requirements of member banks on demand deposits when they are located in 
the outlying d i s t r i c t of a reserve or cent ra l reserve c i t y or in the t e r r i -
tory added to such c i ty by the extension of i t s corporate char te r . The 
Board has already granted lower reserve requirements to some of i t s member 
banks and in such cases the determining fac to r s have been distance and the 
character of the deposit business handled. In cases where the applying bank 
was conducting a country bank business, the Board has f e l t j u s t i f i e d in deny-
ing the request , even though the bank was at a s u f f i c i e n t distance from the 
main f inanc ia l section to grant the request on distance alone. 

Recently several member banks in what could no doubt be properly 
defined as outlying d i s t r i c t s of a reserve c i ty have made applicat ion for 
lower reserve requirements. If the Board t r e a t s these banks f a i r l y , which 
i t must do, i t w i l l no doubt grant the requests in some cases because of 
precedents which have already been established and because similar condi-
t ions exis t elsewhere where lower reserve requirements have been granted. 

The d i rec tors of the Federal reserve bank' in the d i s t r i c t in which 
these applying banks are located recommend- . to the Federal Reserve Board 
that the lower reserve requirements be not granted, supporting thei r 
recommendation with reasons. If the Board cooperates with the d i rec tors 
of th i s pa r t i cu l a r reserve bank, which of course i t wants to do, i t wi l l 
obviously be in the r idiculous posi t ion of granting a lower reserve require-
ment for an outlying bank in one d i s t r i c t and denying i t to a bank in another 
d i s t r i c t s imi lar ly s i tua ted and with the same character of business. 

I t would appear, therefore , that the time i s opportune to recon-
sider th is whole matter and when conclusions are reached, have those con-
clusions apply both to fu tu re requests and also exist ing permits . In or-
der to enable the Board to get the best opinions and information avai lable , 
i t would be appreciated if the Council would acquaint us with i t s views 
in reference to the following: 

1. Should an outlying d i s t r i c t be determined by .distance 
alone and if so, what distance? 

2. If distance alone i s not a determining f ac to r , should 
the Board givo consideration to a l l of the following fac-
tors , or if not a l l , which ones: 

(a) Outlying banks located in business d i s t r i c t s 
which depend for the i r existence to any extent up-
on commercial business. 
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X-6176 

(b) Banks located in outlying d i s t r i c t s but in the 
center of indus t r ia l a c t i v i t y and depending upon 
manufacturers and others to a large extent for 
their existence. 

(c) Outlying banks which s o l i c i t and perform a 
city-wide business by mail, truck, s o l i c i t o r s , 
or otherwise. 

(d) Outlying banks which depend largely upon 
savings accounts and checking accounts of indi-
viduals and small shopkeepers. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6178 

November 17, 1928# 

SUBJECT: Complimentary Copies of Federal 
Reserve Bullet in for State Bank 
Examiners. 

Dear S i r : 

The Federal Reserve Board, as 
here tofore , wi l l furnish State "bank ex-
aminers with a complimentary copy of the 
Federal Reserve Bul le t in , and you are 
requested to furnish th i s o f f i c e , not 
l a t e r than December 15th, with a l i s t of 
the names of such examiners in your d is -
t r i c t to whom a complimentary copy should 
"be sent during the year 1929. 

Very t ru ly yours, 

J . C. Uoell, 
Assistant Secretary. 

TO ALL FEDERAL RESERVE AGENTS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6179 

November 19, 1928. 

\ 

SUBJECT: Holidays during December, 1928. 

Dear S i r : 

The Havana Agency of the Federal Reserve 
Bank of Atlanta wil l be closed on Friday, December 
7th, Cuban Memorial Day. 

On Christmas Day the o f f i ce s of the Fed-
e ra l Reserve Board and a l l Federal reserve tanks 
and branches wil l be closed. 

Please advise branches. 

Very t ru ly yours, 

J . C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BANKS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6180 

November 19, 1928. 

Dear S i r : 

Recently an o f f i c e r of one of the Federal reserve banks 
expressed the desire to secure for the h i s t o r i c archives of h i s 
bank a complete set of impressions from the engraved p l a t e s , 
faces and backs, of a l l denominations of Federal reserve notes 
and Federal reserve bank notes of the old s ize . The matter was 
taken up with the proper o f f i c i a l s of the Treasury Department 
and the Board advised that the Treasury "will be pleased to ac-
cede to the request of any Federal He serve Bank for the prepara-
t ion of complete se ts of impressions of Federal reserve notes 
and/or Federal reserve bank notes of the old s ize, as issued by 
that bank, provided, of course, the bank, bears the cost of pre-
paring the set or s e t s . This cost i s estimated by the Bureau of 
Engraving and Pr in t ing at $60, more or l e s s , for each set of 
e i the r Federal reserve notes or Federal reserve bank notes, im-
p r i n t s to be made on thin paper and mounted on boards ready for 
'framing, - the framing not being included in the estimate of 
cost ." 

If you desire to obtain a set of the impressions for 
your bank, please so advise Mr. Wm. S. Broughton, Commissioner 
of the Public Debt, Treasury Department. 

Very t ru ly yours, 

J . C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BANKS EXCEPT CLEVELAND. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6181 

November 21, 1928. 

Bear S i r : 

In May of t h i s year the th i rd paragraph of 
Section 13 of the Federal Reserve Act was amended to 
permit reserve banks to discount and purchase b i l l s 
of exchange payable at sight or on demand which grow 
out of the domestic shipment or the exportation of 
nonperishable, readi ly marketable agr icu l tura l and 
other s tap les . 

Inquiry has been made as to what extent the 
member banks have taken advantage of t h i s l i b e r a l i z a -
t ion of the law. Could you furnish the Board with 
f igures in connection with th i s matter which could be 
r e fe r red to a member of the United States Senate? 

Yours very t ru ly , 

i 

R. A. Young, 
Governor. 

TO GOVERNORS OF ALL F. R. BAffiS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6183 

November 23, 1928. 

SUBJECT: Expense, Ilain Line, Leased. Wire System, 
October, 1928. 

Dear Sir ; 

Enclosed herewith you v;ill f ind two mimeo-
graph statements, X-6183-a and X-6183-b, covering in 
de ta i l operations of the main l ine , Leased Tfirc Sys-
tem, daring the month of October, 1S28. 

Please credi t the amount payable by your 
bank in the general account, Treasurer, U.. S. , on 
your books, and issue C/D Form 1, Rational Banks-, 
for account of "Salaries and Expenses, Federal Re-
serve Board, Special Fund", Leased Wire System, send-
ing duplicate C/D to the Federal Reserve Board. 

Yours very t ru ly . 

Fiscal Agent 

Enclosures. 

TO GOVERNORS OF ALL F. R. BAMS EXCEPT CHICAGO. 
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S | REPORT SHOTIITG CLASSIFICATION AITD MJMBER OF WORDS TRANSMITTED OVER ™'AI1T LIKE 
0? THE FEDERAL R3STRV3 LEASED WIR3 SYST7, 7 FOR THE "OHTH OF OCTOBER, 1928. 

/ X-6l53-a 

Business Words sent by Net Federal Percent of t o t a l 
reported New York charge- Reserve "bank business(*) 

"by able to other Bank 
From banks F. R. Banks (1) business 

Boston 32,532 1,435 34,017 3.27 
Hew York 178,483 - 178,483 17*15 
Phi lade lphia 38,420 1,195 39,615 3-80 
Cleveland 95,972 2,701 98,673 9*48 
Richmond 6l ,588 2,39° 63,984 6.15 
A t l a n t a 1 0 , ^ 0 0 7,856 78,356 7 - 53 
Chicago 120,308 2,657 .122,965 11.81 
S t . Louis 83,203 2,223 85,426 8.21 

-Minneapolis 33,634 2,921 36,555 3*51 
Kansas City 87,077 2,735 89,812 8.63 
Dallas 86,796 11,627 98,423 9.45 
San Francisco 111.936 2,678 l lU,6l4 11-01 

Total ;1,000,499 40,424 1,040,923 100.00 

F. R. Board business . 258.876 1,299,799 

Treasury Department business - Incoming and Outgoing 197.872 

Total words t ransmit ted over main l i n e s 1,497,671 

(*) These percentages used in ca lcu la t ing the r>ro r a t a share of leased wire exoense as shown 
on the accompanying statement (X-6l83~b). 

( l ) Number of words sent by Mew York to other F. R. Banks for the i r sole benef i t charged to 
banks indicated in accordance with act ion taken a t Governors' Conference 

November 2 - 4 , I925. 

1 
» 
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Name of Bank 

REPORT OF EXPENSE MAIN LINE 
FEDERAL RESERVE LEASED WIRE SYSTEM, OCTOBER, 1928. 

X-6l83-b 

Operators ' 
Sa la r ies 

Operators1 

Overtime 
Wire 

Rental 
Total 

Expenses 

Pro Rata 
Share of 
Total 
Expenses Credits 

Payable to 
Federal 
Reserve 
Board 

Boston 
New York 
Phi ladelphia 
Cleveland 
Richmond 
Atlanta 
Chicago 
St . Louis 
Minneapolis 
Kansas City 
Dallas 
San Francisco 
Federal Reserve 

$ 260.00 
987.46 
225.00 
296.66 
190.00 
270.00 

3,940.69 
205.00 
177.90 
275-64 
251.00 
370.00 

Board 

$ - $ - - $ 260.00 $ 649.33 
1.00 - 982.46 3,405.50 

225.00 754.57 
296.66 1 ,882 .46 

230.00 (&) 420.00 1,221.22 
270.00 1,495.25 

(#) 1.00 - . 3,941.69 2,345.13 
6.00 - 211.00 1,630.27 

177.90 696.99 
275.64 1,713.67 
251.00 1,876.50 
370.00 2,186.27 

15,192.72 15.192.72 

$ 260.00 
988.46 
225.00 
296.66 
420.00 
270.00 

3,941.69 
211.00 
177.90 
275.64 
251.00 
370.00 

$ 389-33 
2,417.04 

529.57 
1,585.80 

801.22 
1,225.25 
1,596.56 
1,419.27 

519.09 
1,438.03 
1,625.50 
1,816.27 

Total $7,449.35 $ 8.00 $15,422.72 $22,880.07 $19,857.16 
3.022.91(a) 

$19,857.16 

(*) 

$7,687-35 $13,766.37 
1.596.56(b) 

$12,169.81 (&) Main Line r e n t a l , Richmond—Washington. 
(#) Includes s a l a r i e s of Washington operators . 
(*) Credi t . 
(a) Received $3,022.91 from Treasury Department covering business fo r the month of October, 1928. 
(b) Amount reimbursable to Chicago. 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For release in morning papers, 
Saturday, November 24, 1928. 

Address delivered "by 

Governor Roy A. Young, 

"before the 

Annual Dinner Meeting 

of the 

Academy of Po l i t i c a l Science, 
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In the eighteenth century Frederick the Great, who knew whereof he 

spoke, said that there were three things necessary for war: f i r s t - money; 

second - money, and t h i rd - money. This statement made more than two 

hundred years ago i s even more completely true at the present time. Changes 

in methods of doing "business, however, have changed the character of money 

which was then primarily specie, and now consis ts largely of hank c red i t . 

The fundamental importance of money and, therefore, of "banks to the prose-

cution of wars makes "banks carry the chief f inancia l "burden of the struggles, 

and central "banks which conduct thei r "business primarily with reference to 

the public i n t e r e s t f ee l the s t r a i n of war even more than do commercial hanks. 

I t i s the central "bank that supplies to the government whatever currency i t 

may need during periods of war in f l a t ion , and central "bank reserves in times 

of war are put a t the disposal of the nation and, therefore , become one of the 

stakes whose f a t e depends on the fortunes of war. 

The t e r r i b l e experiences of the struggles of 1914-1918 have demonstrated 

that the soundness of monetary conditions cannot withstand the onslaught of 

war. Central hanks at the present time, therefore , are in te res ted in main-

ta ining peace and for that purpose of maintaining in ternat ional goodwill. As 

a matter of f ac t , cooperation between the central hanks ra ther than mutual 

jealousies , has characterized the post-war period. The United States , for 

example, has come to the assis tance of a l l the pr incipal central hanks when 

they have undertaken the reconstruction of thei r currencies, and a l l the im-

portant hanks of issue have joined together in supporting the endeavors of 

smaller countries to rees tab l i sh the i r currencies on a sound basis• When 

Belgium s tab i l i zed her currency there were fourteen or f i f t e e n central banks 

tha t l en t the i r support to the undertaking and the same was true a t the time 
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of s t ab i l i z a t i on in I t a l y and in Poland. This cooperation between central 

"banks towards a common end has contributed to the establishment of mutual 

respect and understanding which wi l l be helpful in f inding solutions to in-

ternat ional f inancia l problems long before they can develop into causes of 

misunderstanding or f r i c t i o n , to say nothing of war. 

In playing i t s par t in the world's monetary reconstruction, the Federal 

reserve system has been placed in a posi t ion that has enabled i t to render 

more valuable assistance to other countries than could at th i s time be rendered 

by any other central banking system. As a consequence of the war, the United 

States has 40 per cent, or more, of the world's monetary gold stock,* and also 

has larger foreign investments than any other country in the world. In these 

circumstances, the Federal reserve eastern has rea l ized that cooperation with 

other countries towards the reestablishment of sound monetary conditions is 

not merely an act of internat ional comity, but i s also essent ia l in the in-

t e re s t s of th is country i t s e l f . Sound money conditions abroad enable American 

producers to supply the needs of the i r foreign customers without running the 

hazards a r i s ing from unstable foreign exchanges. They also increase and 

s t ab i l i ze the buying power of foreign countries and thus contribute to the 

a b i l i t y of these countries to purchase our goods# In these post war days, 

the United States can no longer remain economically aloof from the a f f a i r s of 

the world. Her foreign trade amounts to close to $10,000,000,000 a year; her 

foreign investments aggregate no less than $25,000,000,000, and her f inancia l 

and commercial r e l a t ions with the outside world have become a much greater 

fac tor in national prosperi ty than they were f i f t e e n or twenty years ago. 

Sound domestic credit policy, therefore, as well as the desire to be of service 

in world reconstruction, have caused the Federal reserve system, in formulating 
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i t s c redi t po l i c i e s , to take into consideration the e f f e c t that these po l ic ies 

may have on the reestablishment and maintenance of the internat ional gold 

standard. 

The course of c redi t developments in the United States since the middle 

of 1937 i l l u s t r a t e s the manner in which foreign conditions may enter into the 
on 

consideration/which Federal reserve policy i s "based and i t wi l l "be of in teres t 

to review "briefly events during th is period. In the summer of 1927 credit con-

di t ions in Europe were extremely t i gh t . Of the great countries England, 

though on the gold standard for over two years, was struggling under the handi-

cap of a serious economic depression; France and I t a ly had maintained stable 

the value of the i r currencies, "but had not yet es tabl ished a def in i t e legal 

re la t ionship between the i r monetary uni t s and gold. Autumn was approaching, 

when foreign countries import the largest volume of American products, and 

when the i r exchanges are under the severest pressure for making payments to 

the United S ta tes . I t appeared as though i t would be impossible for European 

countries to pass through the period of autumn s t r a in without e i ther losing 

gold, which they could i l l a f ford , or t ightening in t e r e s t r a tes , which would 

fur ther delay the recovery of trade and industry. In the United States trade 

and industry were showing signs of recession. Commodity pr ices had been de-

clining for about two years; the temper of the business community was cautious, 

though the stock exchange was act ive and the volume of c red i t i t employed was 

large and growing. After carefu l ly canvassing the s i tua t ion the Federal re -

serve system reached the conclusion that i t s influence should be exerted to-

wards easier money conditions in t h i s country, which would encourage business 

a t home and simultaneously would a s s i s t the foreign countries to pass safely 

through a period which otherwise might endanger the maintenance of the gold 

standard. Although the system real ized that easy money in th i s country might 
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"be an enc-ourageiaent to fu r the r stock exchange a c t i v i t y , nevertheless i t de-

termined that t h i s would he the l esse r of two ev i l s and decided to adopt 

a pol icy of easing the money market. 

In carrying out t h i s plaii discount ra tes a t a l l the twelve Federal 

reserve banks were reduced from 4 to 3 l / 2 per cent in August and September 

and the system also purchased a moderate amount of Government secur i t i e s . 

By thus placing funds at the disposal of member banks the reserve banks en-

abled them to reduce the i r indebtedness a t the reserve banks and to put 

themselves i n a pos i t ion of granting loans to the i r customers a t r e la t ive ly 

low r a t e s . This pol icy had a good e f f ec t on business in the United States 

and pa r t i cu l a r ly on the volume of agr icu l tura l exports. At the same time, i t 

not only obviated the necessi ty for foreign countries of shipping gold to the 

United States , but brought about a reversal in the di rect ion of gold movements, 

so that gold began to move in large volume out of the United S ta tes . Owing to 

the lower r a t e s of i n t e r e s t in th is country a par t of the f inancing, which 

would normally have been done in England and on the Continent, was done in the 

United Sta tes . Also surplus funds, which always flow to the most p ro f i t ab le 

market, were moved from the United States to Europe thus fu r t he r re l ieving 

the tension. S te r l ing exchange advanced sharply and the Bank of England was 

able to maintain i t s discount r a t e without losing gold. 

The gold movement, which began at that time and in the aggregate amounted 

to about $500,000,000, has been an important f ac to r in strengthening the re -

serve pos i t ion of European central banks. I t a ly and France have now legal ly 

s t ab i l i zed t he i r currencies, and f inancia l conditions have been so much 

strengthened by th i s autumn that the f irm money policy adopted by the reserve 

system with reference to domestic conditions has caused no embarrassment to 

fore ign count r ies . 

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



:* *52 
X-6184 

-5-

In the autumn of 1927/ when the gold movement f i r s t began, the Federal 

reserve system, in pursuance of i t s policy of easier money, purchased Gov-

ernment secur i t i e s to o f f s e t the e f f e c t s of gold exports on the money market, 

hut when the period of greatest s t r a in was passed i t discontinued th is process 

and since tha t time exports of gold have been permitted to exert the i r i n f l u -

ence on credi t conditions in th i s country. Speculation on the stock exchange 

continued, and in view of a rapid expansion of loans on secur i t i e s with only a 

moderate demand for credi t from trade and industry, the Federal reserve system 

not only permitted the gold exports to operate as a t ightening influence on 

credi t conditions, "but also exerted i t s influence in other ways toward firmer 

money conditions. Beginning in January the reserve banks sold a large amount 

of Government secur i t i e s , and early in the year began gradually to advance dis-

count ra tes from 3 l / 2 per cent to a level of 5 per cent a t eight of the re-

serve banks and 4 l / 2 per cent at the remaining four banks. 

Because of the loss of gold and of the system's firm money policy, to-

gether with a growth in the ear ly par t of the year in the volume of bank 

credi t , money conditions became increasingly firm and in t e re s t r a tes in the 

autumn of t h i s year have been higher than at any time since 1921. These firm 

conditions in the money market have resul ted in discontinuance of the outward 

gold movement, and in f a c t , since the middle of the summer there have been 

gold imports amounting to nearly $50,000,000. The advance in money ra tes has 

been f e l t pa r t i cu l a r l y "by dealers in secur i t i es , as the ca l l ra te has f r e -

quently been as high as 8 per cent th i s autumn. The growth in the volume of 

bank cred i t , which had been very rapid in the early par t of the year, slowed 

down in the l a t e spring and a f t e r considerable f luc tua t ions was not as high 

in November as in May. The decline has been in the banks1 investments and 

in loans on secu r i t i e s , which include loans to brokers and dealers? Brokers1 
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loans by tanks, as distinguished from those "by corporations and others, are 

smaller now than i n the middle of May. Commercial loans, on the other hand, 

continue to increase and the demands of "business in connection with autumn 

trade expansion and the marketing of crops were met "by the "banks without 

d i f f i c u l t y . I t i s true that the cost of credi t to industry advanced somewhatt 

"but the advance was much less than the r i s e in the cost of c redi t to traders 

in secur i t i e s , and the advance in money ra tes appears not to have had any "bad 

e f f e c t s on "business conditions. Inquiries made "by the Federal Reserve Board 

on th i s point have "brought in r ep l i e s from a l l Federal Keserve "banks to the 

e f f e c t that business conditions have not "been unfavorably a f f ec t ed by higher 

i n t e r e s t r a t e s , and the l a t e s t business repor ts indicate continued and grow-

ing prosper i ty . 

This story of reserve bank policy during the past year, which I have 

given in some de ta i l , brings out the manner in which conditions abroad have 

been taken into consideration in the system's del iberat ions about i t s credit 

po l ic ies , and the way these po l i c ies have worked out . I t shows that condi-

t ions abroad have become an important fac tor in the domestic and credit s i tua-

t ion in the United States and as such receive consideration in the formulation 

of credi t p o l i c i e s . The need of keeping informed on foreign conditions has 

brought about the necessity of broadening the system's sources of information, 

and for t h i s reason the system has pa r t i c ipa ted in in ternat ional conferences 

of business economists. 'Last spring i t sent delegates to a conference of 

central bank economists held in Par is , and at th i s moment i t i s represented 

a t a conference of business s t a t i s t i c i a n s in Geneva# 

The conclusion that I have reached during the year that I have been 

with the Federal Reserve Board, i s that pa r t i c ipa t ion in world a f f a i r s i s a 

matter of enlightened s e l f - i n t e r e s t for the United S ta tes . I fee l confident 
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that a similar a t t i t ude towards internat ional cooperation prevai ls among 

the au thor i t i e s of the pr incipal European central banks. The mutual respect 

and confidence which have developed as a resu l t of jo in t undertakings "by the 

central "banks and the consideration shown "by them for each o the r ' s orohlems 

and d i f f i c u l t i e s augur well fo r the maintenance of cordial r e la t ions "between 

nations; in other words, peace and world prosper i ty . 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For release in Morning Papers, 
Wednesday, November 28, 1928. 

The following i s a summary of general business 
and f inancia l conditions throughout the several 
Federal Reserve Di s t r i c t s , based upon s t a t i s -
t i c s for the months of October and November, as 
wi l l appear in the forthcoming issue of the Fed-
era l Reserve Bul le t in and the monthly reports 
of the Federal reserve banks. 

Industry continued active in October and the d i s t r ibu t ion of commodities was 

in large volume. Wholesale commodity pr ices declined sharply owing chief ly to 

decreases in the p r ices of farm products« Member bank credi t in use increased 

in October and November, while reserve bank Credit outstanding ehowbd l i t t l e changet 

Conditions in the money market were eotoewhat easier* 

Production—Industrial production continued in October a t the high level of-

September and considerably above the level of a year ago. Output of minerals in-

creased over September, while the production of manufactures declined s l igh t ly . 

Factory employment and payrol ls increased to the highest level since early in 

1927. The production of pig iron ,„was pa r t i cu la r ly large in October and the f i r s t 

half of November,* and the output of s tee l continued in record volume. Automobile 

production declined considerably in October a f t e r exceptional a c t i v i t y in September, 

and showed fur ther reduction in November, as i s usual a t t h i s season. Activi ty 

increased in October in meat-packing and in the t e x t i l e indust r ies , with the ex-

ception of s i l k . Copper mining and smelting continued a t a high level , and the 

output of coal and petroleum increased by more than the usual seasonal amount, 

while the production of zinc declined. There was also a decline in the output of 

lumber an i building mater ia l s . 
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Building contracts awarded continued to increase in October and were larger 

than in that month of any previous year, "but declined sharply during the f i r s t 

two weeks of November. The increase in October was due p r inc ipa l ly to large 

contracts for engineering and indust r ia l p ro jec t s . 

The November cotton crop estimate of the Department of Agriculture was 

s l igh t ly larger than the October estimate and indicated a y ie ld of 14, 133,000 

bales, 1,178,000 more than the production of 1927. Winnings of the current crop 

pr ior to November 14 to ta led 11,320,302 bales, compared with 10,894,912 in the 

similar period of a year ago. Indicated yields of wheat, corn, oats, potatoes, 

and tobacco were larger than the 1927 crops, while estimates of hay, rye, and 

flaxseed were smaller. 

Trade—Department store sales in October were in about,the same volume as in 

the same period in the preceding year, "but showed somewhat l ess than the seasonal 

increase from the high level of September. Inventories of these s tores increased 

during the month, but continued smaller than a year ago. The volume of d is t r ibut ion 

a t wholesale was larger than in September and showed a substant ia l gain over October, 

1927. Freight car loadings continued larger in Octobor and November than a year 

ago, r e f l e c t i n g ch ie f ly large loadings of miscellaneous f r e i g h t . 

Prices—Wholesale commodity pr ices declined in October a f t e r a continuous in-

crease fo r three months, and the Bureau of Labor S t a t i s t i c s index fo r October, a t 

97.8 per cent of the 1926 average, wasover 2 per cent below that fo r September. 

This decline r e f l e c t e d ch ief ly large decreases in pr ices of farm and food products 

and hides and l ea the r . Prices of indus t r ia l commodities increased s l ight ly , with 

small gains recorded in metals, building materials, and chemicals and drugs. The 

pr inc ipa l increases occurred in pr ices of iron and s tee l , copper, and raw s i l k . 

During the f i r s t three weeks of November pr ices of cotton, pig iron, copper and 

petroleum increased, and pr ices of most farm and food products, except corn, pork, 
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and sugar, recovered somewhat a f t e r the October decl ine. 

Bank Credit—Between October 24 and November 21 there was a considerable 

increase in loans and investments of member banks in leading c i t i e s , but at the 

end of th i s period the t o t a l was s t i l l below the large volume outstanding at the 

middle of the y e a r j Loans chief ly for commercial purposes remained a t a high 

level during the per iod and loans on secur i t i e s showed fu r the r growth, re f lec t ing 

a marked increase in the volume of loans to brokers and dealers in secur i t i e s . In-

vestments showed fu r t he r decline. 

During the four weeks ending November 21 there was l i t t l e change in the 

volume of reserve bank credi t in use. Reserve bank holdings of acceptances in-

creased fu r ther and discounts for member banks declined. 

During the l a s t week of October and the f i r s t three weeks of November condi-

t ions in the money market were somewhat eas ier ; the ra te on four to six months 

commercial paper declined from a level of 5 l / 2 per cent to a range of from 5 l / 4 

to 5 l / 2 per cent, and ra t e s on ca l l and time loans in the open market also declined 

s l i gh t ly . 
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David S. Lansden, Clerk. 

For Publicat ion - Green. 

LOUISVtlitS & NASHVILLE RAILROAD COMPANY 

V. Davidson Equity* 

F3BERAL RESHRVZ 3 a H OF ATLANTA. 
(NASHVILLE! BRAHCH), ET AL. 

O P I N I O N 

This sui t was "brought by the Louisvil le & Nashville- Railroad Company against 

the Federal Reserve Bank of Atlanta (Nashville Branch) and the American National 

Bank of Nashville to recover the amount of three checks on a Springfie ld "bank de-

posi ted "by the Railroad Company with the National Bank and cleared "by that "bank 

for co l lec t ion through the Federal Reserve Bank. The Federal Reserve Bank sent 

these checks d i r ec t ly to the Spr ingf ie ld "bank upon which they were drawn for pay-

ment. The Spr ingf ie ld "bank was closed "before any remittance was made on account 

of said checks and was wound up as an insolvent i n s t i t u t i o n . The basis of the 

su i t i s the rule of law announced in Winchester Milling Company v. Bank of 

Winchester, 120 Tenn. 225, and other cases, that a col lec t ing "bank, taking for 

col lect ion checks payable a t a distance, i s gu i l ty of negligence in sending such 

checks direct to the bank upon which they are drawn. 

The chancellor, while conceding that the law had been so declared in Tenn-

essee, was of opinion that the col lec t ing banks in t h i s case were absolved by < 

reason of a ru le of the Federal Reserve System which authorizes Federal Reserve 

Banks to forward checks entrusted to them fo r col lec t ion d i rec t to the payer 

bank. Such rule having been made "under authori ty of an Act of Congress authoriz-
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ing the Federal Reserve Bank to prescribe rules for the conduct of i t s business, 

the chancellor thought that said rule had force of a Federal s ta tu te and super-

seded the State law. This conclusion has "been sharply challenged in th i s Court 

and the power of the Federal Reserve Bank to make a rule with such an e f f e c t 

has been ably discussed and many au thor i t i es bearing on the question pressed 

Upon our a t t en t i on . 

A careful analysis of the proof offered, the f a c t s of the record, pre-

cludes, or a t l ea s t renders unnecessary an attempt to resolve th i s controversy.. 

Regardless of any negligence that might be imputed to the col lec t ing banks be-

fore us, the case of the Railroad Company must f a i l . 

The American national Bank was a depository of the Louisvil le & Nashville 

Railroad Company. Agents of the Railroad Company within a designated t e r r i t o ry 

were required each day to forward the receipts of the i r o f f i c e s to the American 

national Bank for deposit . I t was the custom of the agent a t Springfie ld to 

take h i s rece ip t s every day to the Peoples Bank at Springfie ld and exchange 

them for a c a sh i e r ' s chock drawn on said bank. The cash ie r ' s check would then 

bo sent to the American Bank to bo credited on the Railroad Company's account 

with tha t i n s t i t u t i o n . 

Three such cash ie r ' s checks amounting to $3,995.00 are involved in th is 

s u i t . They were deposited according to custom with the American National Bank 

and that bank cleared them through the Nashville Branch of the Federal Reserve 

Bank of Atlanta. No undue delay i s charged against e i the r bank in forwarding 

the checks to Spr ingf ie ld . There were three other banks in Springfie ld besides 

the Peoples Bank, and the contention of the Railroad Company i s that the Federal 

Reserve Bank should have, in the exercise of due care, sent these checks to one 

of the other banks for presentment. 

I t was the custom of the Federal Reserve Bank a t Nashville to send to each 

bank in Spr ingf ie ld daily a l l the checks coming into the hands of the Federal 
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Reserve Bank drawn on such Spr ingf ie ld Bank. . 

On July 9, 1924, the Federal Reserve Bank sent a cash l e t t e r to the Peoples 

Bank of Spr ingf ie ld containing checks amounting to $9,696.26 drawn on the l a t t e r 

concern. This l e t t e r reached the Springfield hank July 10. I t contained two of 

the checks here involved. On July 10 a similar l e t t e r containing checks so 

drawn amounting to $11,944.24 was sent in the same manner. This l e t t e r reached 

the Spr ingf ie ld "bank July 11 and contained the other check here involved. The 

Springfield bank remained open up to &nd including July 14. No remittance was 

made to the Federal Reserve Bank on account of e i ther of the cash l e t t e r s jus t 

mentioned. 

The testimony of a former "bookkeeper of the Spr ingf ie ld "bank i s of fered 

on "behalf of the Railroad Company in which he points out that the Springfie ld 

hank transacted business as usual on July 10, 11, 12, and 14. July 13 was Sunday, 

He says that so f a r as he knows a l l checks presented a t the countor of the Spring-

f i e l d bank during these days were duly paid. The argument for the Railroad 

Company i s that the checks drawn in i t s favor wouELhave been paid had they been 

sent to another bank for co l lec t ion and presented. We are not s a t i s f i e d that 

th is argument i s well founded. 

In a su i t fo r damages for negligence of a bank in the col lec t ion of a check 

entrusted to i t fo r that purpose, actual damage must be a l legsd and proven. Such 

a sui t i s to be t rea ted a@ an act ion in assumpsit, sounding damages, for a breach 

of the bank's-implied contract to use due diligence to co l lec t the check, or as 

an act ion on the case for negligence in respect to the dut ies imposed by law in 

consequence of such bank having received the check for co l lec t ion . 

Je f fe rson County Savings Bank v. Hendrix, (Ala.) 1 L. R. A. (N. S.) 246. 

Speaking of a l i ke s i tua t ion , t h i s court said: 

"The onus was upon the p l a i n t i f f to show negligence of defendant and loss 

r e su l t ing to i t s e l f in consequence. Having selected an agent for col lec t ing i t s 
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claims, which i t seeks to hold l i ab le for non-collection, i t mast show that the 

claim was good and co l l ec t i b l e . Bruce v. Baxter, 7 Lea, 477; Coll ier v. Pulliam, 

13 Lea, 114-118." Sahlien v. Bank, 90 Tenn., 221, 232* 

The same conclusion was reached "by the Supreme Court of Alabama upon a care-

f u l consideration of au thor i ty . Je f fe rson County Savings Bank v. Hendrix, supra# 

See other cases in accord col lected in Mote 1, L. R. A. (IT. S. ) 246* 

Judge Story s t a t e s the law th i s way: 

" I t i s a good excuse that the misconduct of the agent has been followed by 

no loss or damage whatsoever to the pr incipal ; for then the rule applies that 

although i t i s a wrong, yet i s without any damage; g,nd to maintain an act ion 

both much concur, for damnum absque i n j u r i a and i n j u r i a absque are, in 

general, equal object ions to any recovery." Story on agency, 236. 

In order, therefore , for the Railroad Company to hold these col lect ing banks 

for the loss al leged to have resul ted from sending the items in question direct 

to the payer bank, the Railroad Company must show there would have been no such 

loss had these items been sent for col lec t ion to another of the banks in Spring-

f i e l d . Morse on Banks and Banking, (5 Ed. ) Sec. 236a; 3 R. C. L., 628; Givan 

v. Bank of Alexandria, (Tenn.) 52 S. W., 923; 47 L* R. A., 270. 

When the cash l e t t e r amounting to $9,696*26, containing two of the checks 

involved, rcached the Spr ingf ie ld bank on July 10, there were two similar cash 

l e t t e r s of e a r l i e r date from the Federal Reserve Bank on the counter of the 

Springfield bank containing checks on the l a t t e r bank awaiting payment aggregating 

$56,825*74, On th i s day i t s books show that the Springfield bank had cash 

resources, money, cash items and bank balances amounting to $37,271*44. Of th i s 

amount, $10,657*11 seems to have been money of the Spr ingf ie ld bank on deposit 

with other banks "under contract" and therefore not immediately avai lable . So 

that the t o t a l cash resources of the Springfie ld bank, applicable to the payment 

ef checks, were $26,614.33. So manifest ly the Spr ingf ie ld bank could not have 
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paid."the items contained, in the cash l e t t e r which reached Springfie ld July 10, 

no matter how such items were presented, unless said items were given prece-

dence over other items previously presented and e n t i t l e d to p r i o r i t y of payment. 

On July 11 when the cash l e t t e r from the Federal Reserve Bank with items a -

mountfng to $11,944.24 and containing the other check here involved reached the 

Spr ingf ie ld "bank, the cash resources of the l a t t e r bank, exclusive of the 

$10,657.11 on deposit under contract , amounted to $32,292.41, There s t i l l re -

mained unpaid on the counter of the Springfield bank, in addi t ion to the 

$9,696.26 l e t t e r , checks drawn upon i t aggregating $33,482.97, which checks had 

"been previously presented and were en t i t l ed to be paid before any of the three 

checks here involved. So that the items contained in the cash l e t t e r which 

reached Spr ingf ie ld on July 11, including the th i rd item here involved, could 

not have been paid, however presented to the Spr ingf ie ld bank, except as the 

r e su l t of an unlawful preference. 

There was no time a f t e r the three checks reached Spr ingf ie ld and up to the 

closing of the Peoples Bank when there were not checks on the counter a t that 

bank, presented before any of the Railroad Company's checks, of an aggregate 

amount exceeding the cash resources of the payer bank. Checks must be paid in 

the order in which they are presented. No payee has a r igh t to demand that h i s 

check be given p r i o r i t y over a check that came in for payment e a r l i e r . Morse on 

Banks and Banking, Sec. 450, Sec. 354; 7 C. J . 681. 

When a bundle of checks i s presented through a c lear ing house, a l l must be 

paid, or none. The payer bank i s not en t i t l ed to se lec t checks fo r payment, if 

funds to pay a l l are i n s u f f i c i e n t . Morse on Banks and Banking, Sec. 354, 

A cash ie r ' s check i s not an assignment of a fund but only an evidence of 

indebtedness on the pa r t of the bank. I t i s not e n t i t l e d to any p r i o r i t y over 

checks of the barikte customers. Clark v. Chicago T i t l e & Trust Co., 186 111. 

440; 53 L. R. A. 232, 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



r"* 
X-6186 

No matter, therefore , how the three checks with respect to which suit i s 

"brought had "been presented, to the Peoples Bank, whether they had come di rec t ly 

or through another "bank a t Springfield, there was not a time while the Peoples 

Bank remained open that i t had su f f i c i en t cash resources to pay these checks 

a f t e r paying checks previously presented* 

The Railroad Company could not have expected the Federal Reserve Bank to 

have handled these cash ie r ' s checks separately. The utmost contention must he 

that the Federal Reserve Bank should have sent a l l the checks accumulated each 

day on the Peoples Bank to another "bank in Springfield for co l lec t ion . Had 

th i s course been followed and had the cash l e t t e r s from the Federal Reserve Bank, 

one for $9,696.26 and the other for $11,944.24, reaching Spr ingf ie ld July 10 and 

July 11, respect ively , "been sent to another "bank in that place, the proof wholly 

f a i l s to show that any such anount of demands could or would have "been paid "by 

the Peoples Bank upon presenta t ion. As above seen, the items in each l e t t e r 

must have "been paid in f u l l . Par t icu la r items could not have "been selected for 

payment. The col lec t ing "bank in Springfie ld would have been without authori ty 

to permit preferences . 

There i s no showing that those in charge of the Peoples Bank would have 

attempted to p re f e r items presented through a local bank to items presented by 

cash l e t t e r from an out of tarn bank and ea r l i e r on the counter. At any ra t e the 

Railroad Company had no r ight to the payment of i t s cash ie r ' s checks u n t i l a l l 

checks drawn on the Spr ingf ie ld bank and previously presented had been pa id . 

Having no r igh t to p r e f e r e n t i a l payment, there was no corre la t ive duty upon any 

agent to attempt to procure for the Railroad Company such a preference. An 

agent cannot be held because he f a i l s to procure for h i s pr inc ipa l something to 

which the l a t t e r i s not e n t i t l e d . There i s no predicate for actionable negl i -

gence unless some legal r igh t i s invaded or l o s t . 

In r e f e r r i ng to the f inanc ia l condition of the Peoples Bank on the days 

—* 6~ 
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immediately before i t s f a i l u r e , we have discussed i t s resources as though i t s 

bank balances were r e a l . As a matter of f a c t , these balances were f i c t i t i o u s 

according to the record, the resu l t of k i t i ng operations. Had the Federal 

Reserve Bank sent i t s checks on the Peoples Bank to another bank in Springfield, 

reaching Spr ingf ie ld July 10 and July 11, there was not enough money in the 

Peoples Bank on e i ther day to have paid such checks. Any payment must have been 

made by exchange. I t i s a bare conjecture to say that any apparent balance of 

the Peoples Bank in another bank would have stood up u n t i l a d r a f t issued by the 

Peoples Bank on July 10 or July 11 could have reached i t s correspondent. 

In t h i s State , when a bank receiving a check for deposit exercises due 

diligence in the select ion of an intermediate bank for the col lec t ion of the checik; 

the depository bank discharges i t s duty to i t s customer. The intermediate bank so 

selected becomes the agent of the customer and if the debt be lo s t by the negli-

gence of th i s agent so selected, the owner of the paper has a r ight of act ion 

d i rec t ly against such agent. Bank v. Cummings, 89 Tenn. 609; Givan v. Bank of 

Alexandria, supra; Winchester Milling Co. v. Bank of Winchester, supra. 

Unless, therefore , the choice of the Federal Reserve Bank to make the col-

lec t ion of the checks in question involved negligence on the pa r t of the American 

national Bank, there seems n# basis for a sui t on th i s account against the l a t -

t e r i n s t i t u t i o n . I t would be too strong a thing to say that a National bank is 

gui l ty of negligence in clearing through a Federal Reserve bai%, pa r t i cu l a r ly 

when the testimony of the o f f i c e r s of the national bank showed that such o f f i c e r s 

were not advised as to the par t i cu la r method employed by the Federal Reserve bank 

in making co l lec t ions . 

For the reasons s ta ted the decree of the chancellor must be affirmed# 

Green, C. J . 

COPY 
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STATEMENT OF BUREAU OF ENGRAVING AND PRINTING 

Cost of preparing Federal Reserve Notes during November, 1928. 

Nov. 1 to 30, 1928, Federal Reserve Notes, Series of 1914. 

546,000 sheets , #10, New York, @ $35,50 per M, #19,383.00 

Credit appropriat ions, 1929, as follows 5 

Comp. of Emp., Bur. Eng. & Pr tg . $9,909.90 
Pla te Print.ing, " " " 4,422.60 
Mtls. & Miscel.Bxp. " " " 5,050.50 

Bureau of Engraving and Print ing 

Per C. B. Long 
Assistant Director . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6191 

December 10, 1928* 

SUBJECT: Action on Conference Recommendations. 

Dear S i r ; 

There are enclosed herewith, for your 
information, copies of l e t t e r s addressed to the 
Secretary of the Governors' Conference and the ' 
Chairman of the Conference of Federal Reserve 
Agents, with respect to the s ta tus before the 
Board of the various matters considered by 
either* br both of the Conferences. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

TO ALL GOVERNORS AND FEDERAL RESERVE AGENTS. 
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COPT X-6191-a 

December 6, 1928. 

Dear Governor Harrison: 

The Federal Reserve Board has given careful consideration to the 
various topics discussed a t the recent conference of Governors of the 
Federal Reserve Banks, as reported to i t in the Secretary1s minutes 
which you forwarded to the Board under date of December .1, 1928. The 
s ta tus here of the various matters, as well as de f in i t e act ions which 
have been taken with respect to some of them, are as follows: 

Topic I - a - Suggested revis ion of Open Market Investment Procedure. 
The Board s t i l l has th i s matter under advisement and consideration 

i s being given to the recommendation of the Governors, as amended and 
adopted by the Jo in t Conference of G-overnors and Federal Reserve Agents. 
The matter wi l l be made the subject of a communication to a l l Federal 
Reserve Banks a t a l a t e r date. 

Topic I-b - Discount r a t e s and open market p o l i c i e s . 
The Board noted that the Conference appointed a Committee to make 

a study and to report to each Governor as soon as prac t icable any 
conclusions or recommendations which the Committee deems necessary with 
respect to Federal Reserve credi t operations, objectives and po l i c i e s . 
I t i s requested that you arrange to have a copy of the Committee's 
report forwarded to the Board at the time i t i s submitted to the Governors. 

Topic I - c - Loans by Federal Reserve Banks to t he i r member banks. 
The Board concurs in the recommendation of the Conference, made 

a f t e r discussion of the several re la ted subjects l i s t e d under th is general 
topic , that i t would be advisable to require a l l report ing member banks 
each week to report in the same manner now required of banks in some 
of the p r inc ipa l c i t i e s , the amount of the i r ca l l and time loans to 
brokers and dealers, secured by stocks and bonds. At an early date 
appropriate ins t ruc t ions wi l l go forward to a l l Federal Reserve Banks. 

Topic I - c -5 - Minimum maturity on member bank co l l a t e ra l notes. 
Upon fu r the r consideration of the suggestion contained in the 

Board's l e t t e r of September 4, 1928 (X-6124) r e l a t ive to the establish-* 
ment of a minimum maturity on member banks1 co l l a t e ra l notes, the Board 
voted not to adopt the suggestion. 

Topic I -c-6 - Suggestion that special e f f o r t be made to impress 
upon member banks the des i r ab i l i t y of maintaining adequate po r t fo l ios 
of e l ig ib le paper and acquainting them with the kinds of paper e l ig ib le 
for rediscount (Board's l e t t e r of August 24, 1928 - X-6118), 
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The Board has voted to adopt the recommendation made "by the Confer-
ence that i t issue a statement in the Federal Reserve bu l l e t i n dealing 
with the above question and an appropriate statement i s in the course of 
preparat ion and wi l l appear in an early issue of the "bulletin. 

Topic I -d - Report on re la t ions with foreign banks. 
In the minute entry r e l a t ing to t h i s topic the statement i s made 

that in addi t ion to your review of the various matters r e l a t ing to 
operations of fore ign banks of issue, you reviewed plans which are now 
pending fo r the s t ab i l i za t ion of cer tain currencies abroad. The minutes 
do not indicate whether or not this report was a wr i t ten one, and members 
of the Board have requested that i f a wr i t ten report was not prepared, 
copy of which can be forwarded to the Board, you furnish the Board with a 
memorandum se t t ing fo r th in substance your remarks concerning the various 
matters, p a r t i c u l a r l y those r e l a t i ng to s t ab i l i z a t i on plans which are 
pending at t h i s time. 

Topic IV-a - Proposed revis ion of funct ional expense repor t . 
The Board noted the concurrence of the Conference in the views 

set fo r th in the report submitted by Messrs. Smead and Rounds, and has 
voted to approve the i r recommendation that the funct ional expense report 
be continued in i t s present form. 

Topic IV-b-1 - Separate f inancia l statements of corporations or 
firms closely a f f i l i a t e d with the borrower. 

The Board noted the view of the Conference that inasmuch as the 
re la t ive provisions of Regulation A were amended only recently, i t 
would be pre fe rab le as a p rac t i ca l matter not to suggest another amendment 
to the regula t ion pending fu r the r experience. 

Topic IV-b-2 - Des i rabi l i ty of amending Sections 7 and 9 of 
Regulation A so as to except from the prohibi t ion on the discount of paper 
bearing the signature or endorsement of nonmember banks, b i l l s of exchange 
payable, a t sight or on demand of the kind described in Section 7 (Board's 
l e t t e r X-6145 dated September 26, 1928). 

In view of the understanding had at the Jo in t Conference on JTovanber 
16th, that the s i tua t ion giving r i se to t h i s question can be handled under 
the regulat ion as i t now stands, i t was voted that no amendment to the 
regulat ion be made at th is time. 

Topic IV-b-3 - Right of Federal Reserve Bank to charge items to the 
reserve account of banks "at any time when in any pa r t i cu la r case such 
Federal Reserve Bank deems i t necessary to do so." (Section 5 Regulation J) 

The Board has voted to amend Section 5 of Regulation J by eliminating 
from paragraph 4 thereof the phrase "Provided, however, that any Federal 
Reserve Bank may reserve the r ight in i t s check-collection c i rcular to 
charge such items to the reserve account or clearing account of any such 
bank a t any time when in any par t i cu la r case the Federal Reserve Bank 
deems i t necessary to do so," This amendment wi l l not be made e f fec t ive , 
however., u n t i l a f t e r consultation with the various Federal Reserve Banks. 
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Topic IV-c - Deduction of foreign "balances in computing member "bank 
reserves - (Board's l e t t e r X-6125 dated. September 4, 1928.) 

The views of the Conference on th i s topic were noted and the Board 
voted that the ru l ing made by i t iq. 1919, to the e f f e c t that balances 
due from foreign banks may nr t be deducted from balances due to other 
banks "by a member bank in calculat ing i t s reserves, should not be revoked. 

Topic IV-d - Suggestion that meetings between the Federal Reserve 
Board and the d i rec tors of the Federal Reserve Banks be held annually in 
Washington. (Board's l e t t e r »X-6142 dated September 22, 1928). 

The Board concurs in the pos i t ion of the Conference that no fur ther 
action is necessary on th i s question. 

Topic IV-e - Report of Leased Wire Committee. * 
The summary appearing in the Secretary 's minutes r e l a t i ng to t h i s 

report was noted and the Board wi l l request the Chairman of the Committee 
to furn ish i t with a copy of the report for i t s records. 

Topic IV-g - Report of Pension Committee. 
The act ion of the Conference in voting to accept t h i s report was 

noted and the Board requests that i t be furnished at t h i s time with a 
complete copy of the report fo r i t s f i l e s and, l a t e r , with a copy of the 
new b i l l which the Committee plans to o f f e r . 

Topic IV-h - Report of Subcommittee of General Committee on bankersi 
acceptances. 

The ac t ion of the Conference in approving th i s report and i t s 
ins t ruc t ions to the Committee were noted "by the Board, which requests that 
a complete copy of th i s report also be furnished to i t . 

Topic I H - b - Future policy with respect to Gold c e r t i f i c a t e c i rcula-
t ion . 

The Board concurs in the view of the Conference that no change 
should "be made in the present policy under which gold c e r t i f i c a t e c i rcula-
t ion has been maintained at about one b i l l i o n do l la r s . 

Topic V-b - Col la teral fo r war loan deposits . 
The Board noted with approval the recommendation to be made by the 

Conference to the Secretary of the Treasury that i t would be advisable 
to make only government secur i t i e s e l ig ib le as co l l a t e r a l fo r war loan 
deposits . 

Canadian Currency. 
For the purpose of making a fu r the r study and report on th is question 

the Board has appointed a Committee consisting of Managing Director 
Schneckenburger of the Buffalo Branch, Managing Director Cation of the 
Detroit Branch, Managing Director Shaw of the Seat t le Branch and Deputy 
Governor Moore of the Federal Reserve Bank of Minneapolis. The Board 
l a t e r wi l l make th i s matter the subject of special communications to the 
Governors of those Federal Reserve Banks having representat ives on the 
Committee. 
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Granting of f iduc ia ry powers to nat ional "banks (Memo X-6173 dated Hov» 
ember 3, 1928.) 

The Board noted tha t the Conference was favorably inc l ined to the 
suggestions contained in the memorandum but i s not prepared, however, 
to immediately take d e f i n i t e act ion with respect t he re to . The Board 
wi l l advise a l l Federal Reserve Banks in due course of whatever ac t ion i s 
taken. 

Waiver of six months' not ice by s t a t e banks vo lun ta r i ly withdrawing 
from the Federal Reserve System. 

In accordance with the recommendation of the Conference the Board 
voted to suggest an amendment, a t the proper time, which would give i t the 
option of waiving the six months' not ice required of s t a t e member banks 
vo lun ta r i ly withdrawing from the system. If the amendment i s passed 
the reserve banks w i l l bo given an opportunity to express to the Board 
in each individual case t h e i r views with respect to the wisdom of a 
waiver of no t i ce . 

The several other matters covered in the Secre ta ry ' s report do not 
appear to- requi re any act ion by the Federal Reserve Board. 

Copy of t h i s l e t t e r w i l l be forwarded to the Governor of oach of 
the Federal Reserve Banks for h i s information. 

Very truly yours, 

R. A. Young, 
Governor. 

Mr. George L. Harrison, Secretary, 
Governors' Conference, 
Care Federal Reserve Bank, 
New York, U. Y. 
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December 8, 1928. 

Dear Mr. Martin: 

The Federal Reserve Board has considered the various topics discussed 
at the recent Conference of Federal Reserve Agents, as reported in the 
Secretary 's minutes forwarded to the Board with your l e t t e r of November 
28, 1928. 

The s ta tus here or act ion taken on the several topics considered 
j o in t l y by the Federal Reserve Agents and the Governors are reported in 
a l e t t e r dated December 6th to the Secretary of the Governors' Conference, 
copy of which i s enclosed herewith. The other matters discussed by the 
Federal Reserve Agents were dealt with by the Board as follows: 

Topic I - a - Suggestion that special e f f o r t be made to impress upon 
member banks the des i r ab i l i t y of maintaining adequate po r t fo l i o s of 
e l ig ib le paper and acquainting them with the kinds of paper e l ig ib le fo r 
rediscount. (Board's l e t t e r X-6118, dated August 24, 1928.) 

In addi t ion to the act ion of the Board reported in the at tached 
l e t t e r to the Secretary of the Governors' Conference in approving the 
suggestion that a statement on th i s question be published in the Federal 
Reserve bu l l e t in , the Board wi l l confer with the Comptroller of the Currency, 
as recommended by the Federal Reserve Agents, with view to having h i s 
examiners cooperate in the matter of acquainting o f f i c e r s of national 
banks with e l i g i b i l i t y requirements. 

Topic I - f - C las s i f i ca t ion of member banks by e lec tora l groups. 
The Board noted the view of the Conference that the c l a s s i f i c a t i o n 

and grouping must be determined by the needs of each individual d i s t r i c t . 
The r ep l i e s to the Board's l e t t e r of October 12, 1928, X-6159, requesting 
cer ta in information and suggestions are now being compiled and wi l l be 
ready for submission to the Board short ly a f t e r the f i r s t of the year. 
At that time the Board wi l l agaui communicate with the Chairman regarding 
th i s subject . 

Topic I -k - Examination of s ta te member banks (Memo. X-6173 dated 
October 12, 1928.) 

The Board has voted to abolish i t s Department of State Bank Examina-
t ions, e f f ec t i ve Febraury 1, 1929. In due course a special communication 
with reference to t h i s action wi l l be addressed to each Federal Reserve 
Agent. 
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Topic I-k - Applications for reduction in reserve requirements. 
(Memo X-6176, dated October 27, 1928) 

The Board has noted the recommendation of the Federal Reserve Agents' 
Conference on t h i s topic "but i s not prepared to take immediate ac t ion 
r e l a t i v e the re to . 

Topic I I - c - Report of Bank and Public Relat ions Committee. 
The ac t ion of the Conference in accepting t h i s repor t has "been noted 

by the Board but no ac t ion r e l a t i v e to i t w i l l be taken a t t h i s time. 

Topic I l - d - Report of Committee on nat ional Summary of Business 
Conditions. 

The recommendation contained in t h i s report and adopted by the 
Conference tha t e f f o r t s be made to standardize the length of the summary 
a t about 700 words has been noted and the matter has been r e f e r r e d to 
the Director of the Board's Division of Research and S t a t i s t i c s . 

Topic I I I - e - When such a thing as a run occurs, how should o f f i c e r s 
of Reserve Banks and Branches answer questions? 

The Board has noted with approval the view of the Conference with 
respect to the pos i t i on which should be taken by Federal Reserve Banks 
and Branches in replying to inqu i r i e s regarding bank dis turbances . 

Topic I H - g - Unret i red stock in Federal Reserve Banks he ld by banks 
in process of l i q u i d a t i o n . 

In i t s l a s t anrAval repor t the Board recommended an amendment to the 
Act permi t t ing the cance l la t ion of Federal Reserve Bank stock he ld by 
member banks which have gone out of business without a receiver or 
l iqu ida t ing agent having been appointed the re fo r , and .has now requested 
i t s Counsel to prepare a s p e c i f i c form of amendment which w i l l be con-
s idered by the Board in due course. 

Topic I l l - n - Auditing Departments. 
The Board approved the ac t ion of the Conference in voting tha t a 

meeting of the General Auditors of the twelve Federal Reserve Banks and 
a represen ta t ive of the l e l e r a l Reserve Board be ca l l ed in the near fu ture 
for the purpose of discussing problems incident to the i r work. Mr. Smead 
wi l l represent the Board a t t h i s Conference and i t i s requested tha t you 
communicate with him regarding the time a t which i t should be he ld . 

The other mat ters repor ted in the Secre ta ry ' s minutes do not require 
ac t ion by the Board. 
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A copy of t h i s l e t t e r and. enclosure i s "being forwarded to the 
Chairman of each Federal Reserve Bank fo r h i s i n f o r m t i o n . 

Very t ru ly yours, 

R. A. Young, 
Governor. 

Mr. Wm. McC. Martin, Chairman, 
Federal Reserve Agents* Conference, 
care Federal Reserve Bank, 
St . Louis, Missouri . 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6192 

December 8, 1928. 

SUBJECT: Code words to cover issue Treasury Cer t i f i ca t e s 
of Indebtedness, Series TS2-1929 and TD-1929. 

Dear S i r : 

In connection with telegraphic t ransact ions "be-
tween Federal Reserve Banks in Government secur i t i e s , the 
code word NOWKESPER has been designated to cover the new 
issue of Treasury Ce r t i f i ca t e s of Indebtedness, Series 
TS2-1929, dated December 15, 1928, due September 15, 1929, 
and the code word U0WHESSIA2T covering Series TD-1929, dated 
December 15, 1928, and due December 15, 1929. 

These new words should be inser ted on page 165 of 
the code book. 

Very t ru ly yours, 

JVC. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BAMS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6193 

December 10, 1928. 
COHFlDBltTIAL. 

SUBJECT: Code words for use 'between Federal Reserve 
Banks, in connection with cer ta in telegraph-
ic t ransact ions in foreign accounts. 

Bear S i r : 

Referring to the code words in use between the 
Federal Reserve Batik of Hew York and other Federal 
Reserve Banks in connection with telegraphic t rans-
act ions in foreign accounts, i t has been suggested 
that in order to simplify the procedure, cer ta in code 
\voi?ds and phrases be cancelled and others subs t i tu ted 
the re fo r . 

The Board has approved th i s suggestion, and 
e f f ec t i ve Monday, December 17th, the following code 
words are cancelled: 

F. R. Board's l e t t e r of July 16, 1925 (X-4383) 
JURISTS 
JURYBOX 

JURYMAN 
JUSTICE 

JUSTIFY 

F. R. Board's l e t t e r of June 20, 1927 (X-4879) 
KISSABLE 
KISSED 
KISSING 

KITCHEN 
KITTENISH 

KITTISH 
KLICK 

F. R. Board's l e t t e r of July 28, 1927 (X-4912) 
KLICKED 

F. R. Board's l e t t e r of June 20, 1928 (X-6074) 

KNABBLE 
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In l i e u of the code words r e fe r r ed to, the follow-
ing words have "been adopted for Use "beginning December 
17th: 

JTMBEERY: In addit ion to daily accrual our 
telegram we credi t you through 
settlement today $ your share 
earnings up to and including today. 
We wi l l credi t you tomorrow and dai ly 
u n t i l fur ther notice $ your 
share of daily accrual . 

JTJMB3RTH: In connection with the pa r t i c ipa t ion of 
the "Investments through fore ign Banks" 
account, par t i c ipa t ions have "been made in 
a number of instances subsequent to date 
on which actual investments were made 
abroad. Your bank has, however, received 
earnings from date of investment, making 
necessary an adjustment on Form 171. In 
preparing th i s form for the month of 
your bank should add $_ on second 
l ine in column three (3) . i i t h t h i s ad-
justment your reported holdings wi l l 
correspond with your earnings. 

JUMB3ST: ' Jib adjustment necessary "Investments 
through Foreign Banks" on Form 171 for 
Month . 

JUMBID: Ho purchases "Investments through 
Foreign Banks" for Form A Month 
No adjustment necessary on Form 171. 
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JTJL3IL2: Please make following e n t r i e s your books 
for your share of i n t e r e s t on "balance 
employed (Due from Foreign Banks-Special 
I n t e r e s t Account) for week ended (date) 

Debit "Due from Foreign Banks" 
and c red i t "Miscellaneous Income" or other 
appropriate account $ . 

JTEPS3DGE: Your p a r t i c i p a t i o n "Contingent l i a b i l i t y 
on B i l l s Purchased fo r Foreign Correspond-
ents" $ . Please make necessary 
e n t r i e s to conform. 

JUIviPSEED: Your p a r t i c i p a t i o n "Due to For sign Banks" 
$ "Contingent l i a b i l i t y on B i l l s 
Purchased for Foreign Correspondents" 
$ . Please make necessary changes 
your books to conform and c red i t us $ 
to ad jus t "Due to Foreign Banks". 

JTJMPSELL: Your p a r t i c i p a t i o n 11 Due to Foreign Banks" 
$ . "Contingent L i a b i l i t y on B i l l s 
Purchased for Foreign Correspondents" 
$ . Please make necessary changes 
your books to conform. We c red i t you 
$ to ad jus t "Due to Foreign Banks". 

JUMPSSltSE: Your p a r t i c i p a t i o n "Due to Foreign Banks" 
$ . Credit us $ to a d j u s t . 

JUMPSERVE: Your p a r t i c i p a t i o n "Due to Foreign Banks" 
$ . We credi t you $ to a d j u s t . 
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JULIPSHADE: Your pa r t i c i pa t i on "Dae from Foreign Banks" 
$ . Please make following e n t r i e s 
your "books to conform: Debit "Due from 
Foreign Banks" and. c redi t us $ . 

JtHPSHAFT: Your pa r t i c i pa t i on "Due from Foreign Banks" 
$ . We cred i t you $ to a d j u s t . 
Please c red i t that amount to "Due from 
Foreign Banks". 

JTJMPSOME: Your p a r t i c i p a t i o n "Due from Foreign 
Banks-Special In te res t Account" $ . 
Please make following en t r i e s your books 
to conform: Debit "Due from Foreign 
Banks" and credi t "Due from Foreign Banks-
Special In te res t Account". 

JUI/JPWEB: Your pa r t i c ipa t ion "Due from Foreign 
Banks-Special In te res t Account" $ . 
Please make following en t r i e s your 
"books to conform: Debit "Due from Foreign 
Banks-Special In te res t Account" and 
c red i t "Due from Foreign Banks" $ . 

JUMPWELD: Your p a r t i c i p a t i o n "Due from Foreign 
Banks-Special In te res t Account" unchanged. 

JUMPWIUG: Your pa r t i c i pa t i on "Investments through 
Foreign Banks" $ . Please make 
following en t r i e s your books to conform: 
Debit; "Investments through Foreign 
Banks" and credi t "Due from Foreign Banks" 
$ • 
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JUHPWIRE: Your pa r t i c ipa t ion "Investments through 
Foreign Banks" $ . Please make 
following en t r ies your books to conform: 
Debit "Due from Foreign Banks" and credi t 
"Investments through Foreign Banks" 
$ • 

JUMPY/ORT: Your proportion of daily accrual on 
"Investments through Foreign Banks" 
"beginning (date) i s $ 
dai ly . Until fu r the r notice we shall 
credi t you daily through settlement 
with th i s amount. Charge us and credi t 
appropriate earning account. 

These new words should be inser ted in the code book, 
following page 130, 

* 

Very t ru ly yours, 

J . C. Uoell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F.R.BAMS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6194 

December 10, 1928. 

SUBJECT: Ar t ic les for 3nd of the Year Publ icat ions. 

Dear S i r ; 

The individual members of the Federal Reserve 
Board are receiving the, customary requests from news-
papers and other publicat ions for a r t i c l e s to be included 
in the end of the year edi t ions . The members are r e f r a i n -
ing from furnishing such a r t i c l e s , because of exis t ing 
conditions and the p o s s i b i l i t y that unfavorable in te rp re ta -
tions wi l l be put upon the statements regardless of how 
ca re fu l ly they may be prepared. 

Advice of the pos i t ion being taken here i s sent 
you for the information of your directors and for such 
consideration as they may care to give i t in connection 
with s imilar requests which may be received at your bank. 

Very t ru ly yours, 

R. A. Young, 
Governor. 

TO CHAIRMEN OF ALL T. R. BAMS. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6195 

December 11, 1928. 

SUBJECT: Amendment to Regulation "J" . 

Dear Si r : 

In accordance with the recommendation of 
the recent Governors' Conference, the Federal Reserve 
Board has voted to amend paragraph (4) of Section V 
of Regulation J , to read as follows: 

"(4) Checks received by a Federal reserve 
hank on i t s member or nonmember clearing "banks 
wi l l o rd inar i ly be forwarded or presented d i rec t 
to such banks, and such banks wi l l be required 
to remit or pay therefor a t -oar in cash or bank 
d r a f t acceptable to the collect ing Federal reserve 
bank, or a t the option of such Federal reserve 
bank to authorize such Federal reserve bank to 
charge the i r reserve accounts or clearing accounts. 

This amendment i s e f fec t ive February 1, 1929. 

Very t ruly yours, 

E. M. McClelland, 
Assistant Secretary. 

TO GOVERNORS OF ALL FEDERAL RESERVE BASKS. 
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X-6197 

IN THE DISTRICT COURT OF THE UNITED STATES 

FOR THE DISTRICT OF OREGON. 

THE FIRST NATIONAL BANK OF IMAGO, 

P l a i n t i f f , 

vs . 

THE ASTORIA NATIONAL BAH, 
W. C. CRAWLEY, Receiver of 
the Astoria National Bank, and. 
THE FEDERAL RESERVE BANK OF 
SAN FRANCISCO, CALIFORNIA, 

Defendants. 

John K. Kollock fo r P l a i n t i f f ; 

Wilbur, Beckett, Howell & Opperiheimer and. 
Albert C. Agnew, for defendants. 

McNARY, DISTRICT JUDGE: (Memo.) 

I t i s contended, that the Astoria National Bank paid the 
d ra f t in question by marking i t "Paid" and by depositing in the 
United Sta tes mail i t s wr i t ten ins t ruct ions direct ing the Federal 
Reserve Bank to pay the d ra f t from i t s general deposit . 

A payment i s not complete u n t i l the obl igat ion i s d i s -
charged. In t h i s case i t remained for the Federal Reserve Bank to 
receive the wr i t t en ins t ruc t ions before i t was authorized to sepa-
ra te the amount of the d r a f t from the deposit of the Astoria National 
Bank, and as th i s authorizat ion was not received by the o f f i c e r s of 
the Federal Reserve Bank before the insolvency of the Astoria National 
Bank, the payment was not completed. The authori ty giving the Federal 
Reserve Bank the r igh t to t r ans fe r funds from the reserve account of 
the Astoria National Bank to pay the p l a i n t i f f ' s d ra f t was revoked by 
the insolvency of the Astoria Bank. 

The au thor i t i e s have recognized a payment as complete where 
a debtor has t ransmit ted to his credi tor a d ra f t or check through the 
mails by the c r e d i t o r ' s express direct ion, or where the course of deal-
ings between the p a r t i e s has been such that an agreement could be in-
fe r red . 

In the case of McDonald, Receiver, v. Chemical National Bank, 
174 U. S. 610, 620, the court says: 11 There was p la in ly a general agree-
ment that remittances were to be made by mail, and that t he i r proceeds 
were not to be returned to the Capital National Bank, but were to be 
credi ted to i t s constantly overdrawn account.*** I t i s s u f f i c i e n t , fo r 
present purposes, to say that the inference i s warranted that i t was 
understood between the p a r t i e s that these remittances were to be made 
through the mails, and that they were in the nature of payments on 
general account." 

In that case the implied understanding grew out of frequent 
remittances from time to time during a long course of business between 
the banks concerned. But no understanding of l ike e f f e c t can be infer red 
in th i s case. 

No. E-8994 

November 26, 1928. 

The demurrer wi l l be sustained. 
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COPY X-6198 
ITo. 174 Hennepin County Dibell, J 

Midland national Bank & Trust 
Company of Minneapolis, 3naorsed 

Respondent Fi led Hovenber 30th, 1928 

26578 - v s - G-race Kaercher Davis, Clerk 

F i r s t State Bank of Sioux Fal l s , 
F. R. Smith, Superintendent of 
Banks of the State of South 
Dakota and ?/. S. Ward, Examiner-
in-charge of the F i r s t State Bank 
of Sioux Fal l s , 

S Y L L A B U S 

1. A contract of pledge of co l l a t e ra l secur i t i e s to secure 

any indebtedness or obligation owing "by defendant "bank to the p l a i n t i f f 

"bank made and to "be performed in Minnesota i s a Minnesota contract and 

i s not u l t r a vi res though forbidden by a s ta tu te of South Dakota. 

2 . The p l a i n t i f f received checks and d ra f t s from i t s customers 

and credi ted the i r accounts with the understanding that they should not 

draw against them u n t i l they were paid, and if not paid that the p l a i n t i f f 

bank might charge against the credi t s given. The p l a i n t i f f sent them to 

the defendant baifk for co l lec t ion . The defendant col lected them and sent 

a draf t therefor to the p l a i n t i f f drawn upon the p l a i n t i f f . I t had no 

funds with the p l a i n t i f f , and immediately suspended. The d ra f t s were dis-

honored. The bank charged against i t s depositors the uncollected items. 

Held that i t was e n t i t l e d to foreclose the co l l a t e ra l under the pledge 

contract and apply on the amounts col lected by the defendant and not paid. 

Appellants 

Order affirmed, 
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X-6198 

Action by the p l a i n t i f f to foreclose co l l a te ra l deposited with 

i t "by the defendant F i r s t State Bank of Sioux Fa l l s , South Dakota, as 

securi ty for obl igat ions which i t owed or might owe. There were findings 

for the p l a i n t i f f and defendants appeal from the order denying thei r motion 

for a new t r i a l . 

The defendant F i r s t State Bank i s organized under the laws of 

South Dakota. The defendant Smith is superintendent of banks of that s t a te , 

and the defendant Ward i s the examiner in charge of the defendant bank which 

became insolvent and suspended on October 27, 1925. 

The p l a i n t i f f was the correspondent bank in Minneapolis of the 

F i r s t State Bank. I t did a considerable amount of business with i t , loaned 

i t money, and rediscounted i t s paper. The F i r s t State Bank deposited with 

i t co l l a t e ra l to secure such obligations as existed or might a r i s e . The 

pledge agreement was dated May 25, 1925, and in par t provided as follows: 

"Know a l l Men By These Presents, That the undersigned 
(F i r s t State Bank of Sioux Fa l l s ) , in consideration of Fi-
nancial accomodations given or to be given or continued to 
the undersigned by the Midland National Bank of Minneapolis, 
Minnesota, hereby agree with the said Bank that whenever the 
undersigned shal l become or remain d i rec t ly or contingently 
indebted to the said Bank for money lent or ' f o r money paid 
for the use or account of the undersigned or for any over-
dra f t or upon any endorsement, d r a f t , guarantee or in any 
other manner whatsoever or upon any other claim, the said 
Bank shal l then and thereaf te r have the following r igh t s , 
in addi t ion to those credited by the circumstances from 
which such indebtedness may a r i se , against the undersigned, 
or h i s or t he i r executors, administrators or assigns, namely: 

"1. All s ecu r i t i e s deposited by the undersigned with 
said Bank, as co l l a t e r a l to any such loan or indebtedness 
of the undersigned to said Bank, sha l l also be held by 
said Bank as secur i ty for any other l i a b i l i t y of the under-
signed to said Bank, whether then exis t ing or t he r ea f t e r 
contracted; and said hank shal l also have a l i e n upon any 
balance of the deposit account of the undersigned with said 
bank ex is t ing from time to time, and upon a l l property of 
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X-6198 

of the undersigned of every description l e f t with said 
Bank for safekeeping or otherwise, or coming to the hands 
of said Bank in any way as securi ty for any l i a b i l i t y of 
the undersigned to said Bank now' exis t ing or he rea f te r 
contracted." 

On October 22, 1925, October 23, 1925, and October 24, 

1925, the p l a i n t i f f forwarded to the defendant tank for col-

l ec t ion and remittance checks and d ra f t s drawn on various "banks 

in Sioux Fa l l s , t o t a l ing $19,843.59, which i t had received from 

various customers. All of them were col lected by the Sioux Fal l s 

Bank except one item of $3. The defendant bank, through i t s 

d r a f t s in payment upon the p l a i n t i f f and in i t s favor, covered 

the amount col lected, $19,840.59. The Sioux Fa l l s bank f a i l e d 

on October 27, 1925, before the d ra f t s reached the p l a i n t i f f . 

I t had no funds with the p l a i n t i f f , payment was refused, and the 

d r a f t s were dishonored. 

Checks were deposited with the p l a i n t i f f bank with the 

understanding that they would be credited to the various accounts 

of the i r customers, but that they should not have the r igh t to 

withdraw them u n t i l paid and, i f not collected, that the p l a i n t i f f 

might charge them against the depositors. When the d ra f t s on the 

South Dakota bank were dishonored the p l a i n t i f f charged against 

i t s customers the amounts of the checks and d r a f t s which they had 

deposited, except one item of a few hundred dollars which a depositor 

had been permitted to withdraw. 

The p l a i n t i f f col lected and applied par t of the co l l a t e ra l 

and now asks for a foreclosure and sale of that remaining. I t i s 

the contention of the defendants: 

(1) That the pledge agreement was u l t r a vi res and void. 

(2) That, i f not void, the p l a i n t i f f , having charged 
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. , X-6198 against 

/ i t s various customers the amounts which i t had credi ted then 

as i t had the r igh t "by contract to do cannot recover of the 

defendant hank and therefore cannot foreclose the c o l l a t e r a l . 

1. The s t a tu te of South Dakota, Rev. Code 1913,^.3948, 

reads: 

"Ho tank shal l give preference to any depositor or credi tor 
"by pledging the asse t s of the "bank as co l l a t e ra l secur i ty ; * * * 
provided fu r t he r tha t any hank may "borrow money fo r temporary 
purposes, and may pledge as co l l a t e ra l securi ty therefor the 
a s se t s of such hank in an amount not exceeding f i f t y per cent 
in excess of the paidup cap i ta l and surplus of said bank." 

The contract of pledge was not in a proper sense an u l t r a 

v i res cont rac t . I t was a forbidden one* The s ta tu te was enacted in 

furtherance of what was deemed be t t e r banking. I t prohibi ted and made 

criminal the act against which i t was directed. If i t were a South 

Dakota contract i t would be inval id there . This i s the e f f e c t of 

Smith v. Continental State Bank, 11 Fed. (2 ed.) 907, where Judge Sanborn 

held that a pledge contract made in South Dakota securing a Minnesota bank 

whose representa t ive came to South Dakota and made h i s contract of pledge 

was inva l id . The contract before us was made in Minnesota and was to be per -

formed in Minnesota and i s a Minnesota contract . The s i t ua t ion presented i s 

not a t a l l l i ke that before us in Farmers e tc . Consolidated School Dis t r i c t , 

174 Minn. 286. There the bank's asse ts were pledged to secure deposits , 

2 . The contention that the p l a i n t i f f , having charged back the 

c red i t s against i t s customers, cannot apply the co l l a t e ra l in discharge 

of the obl iga t ion a r i s i n g from the defaul t of the Bioux Fa l l s Bank, i s 

without mer i t . 

Immediately upon the f a i l u r e of the Sioux Fal l s bank to pay, 

the p l a i n t i f f had a cause of act ion against i t for the amount which i t had 

col lected and did not pay. I t had the legal t i t l e , so to speak, to the d is -

honored d r a f t s drawn by the Sioux Fa l l s "bank. Whatever r ight i t had arose Digitized for FRASER 
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upon the f a i l u r e of the bank to remit what i t received and i t s r ight 

was protected "by the securi ty of the pledge agreement. There i s no 

reason why the Sioux Fal ls hank or i t s credi tors should have the $19,000 

which came from i t s col lect ions for the p l a i n t i f f when the pledge agree-

ment secured i t s payment to the p l a i n t i f f , and the p l a i n t i f f "be compelled 

to seek a remedy by pa r t i c ipa t ing in the insolvent estate of the bank. I t 

was r igh t that the co l l a t e ra l held under the pledge agreemtnt should re -

spond to the payment of the moneys col lected. The charging off of the 

credi t s was a matter between the p l a i n t i f f bank and i t s customers. Neither 

the South Dakota bank nor i t s credi tors nor those representing them in t h i s 

act ion should gain by i t . There i s being kept from the South Dakota bank 

only the amount by which i t s asse ts were enhanced through the col lect ions 

made immediately p r io r to i t s suspension. We have examined a l l the cases 

c i t ed . Brusegaard v. He land, 72 Minn. 283 and In re State Bank, 56 Minn. 

119 are much r e l i e d upon. We f i n d in them nothing control l ing in favor 

of the defendants; nor do we in E i f e l v* Veigel, 169 Minn, 281. Whatever 

the r igh t s between the depositors and the p l a i n t i f f may be, or would 

be i f the p l a i n t i f f had not charged back the c red i t s , the r ight of the 

p l a i n t i f f to foreclose the co l l a t e ra l and apply on the unpaid collect ions 

i s e l ea r . 

Order aff i rmed. 

Holt, J . did not s i t . 
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FEDERAL RESERVE BOARD 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

WASHINGTON 

X-6200 

December 19, 1928, 

SUBJECT: Holidays during January, 1929. 

Bear S i r : 

On Hew Year 's Day, there wi l l "be ne i ther Gold S e t t l e -
ment Fund nor Federal reserve note c lear ing, and the o f f i c e s 
of the Federal Reserve Board w i l l "be closed. 

In addi t ion to the New Ye&r's holiday, the following 
Federal reserve "banks and "branches w i l l observe holidays 
during the month of January: 

Tuesday January 8 New Orleans Bat t le of New Orleans 

Saturday January 19 Birthday of 
Robert E. Lee 

Monday 

Richmond 
Charlotte 
At lanta 
Birmingham 
Nashville 
Jacksonvil le 
Louisvi l le 
Memphi s 

January 28 Havana Agency Birthday of Jose Marti 

Therefore, on the dates indicated, the banks a f f e c t e d wi l l 
not p a r t i c i p a t e in e i t h e r the Gold Fund c lear ing or the Federal 
reserve note c lea r ing . Please include your c r ed i t s f o r the 
banks a f f e c t e d on each of the holidays with your c red i t s f o r 
the fol lowing business day in your Gold Fund c lear ing telegrams, 
and make no shipment of Federal reserve notes, f i t or u n f i t , 
fo r account of the Federal Reserve Banks of Richmond or At lanta 
on January 19th. 

Please n o t i f y branches. 

Very t r u ly yours, 

J . C. Noell, 
Ass is tan t Secretary . 

TO GOVERNORS OF ALL F. R. BAMS. 
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FEDERAL RESERVE 

BOARD 
DATE Dec. 17, 1928. 

TO Law Committee SUBJECT Proposed Amendments to the 

FROM Mr. Wyatt - General Counsel. Federal Reserve Act. 

I t appears from the attached memorandum (which was not received 
in th i s o f f i ce u n t i l December 13th) that , on November 15th, the Board voted 
to request the Law Committee "to report to the Board with respect to the 
more important amendments on which prompt act ion by Congress should he re -
quested. " 

I t would seem that before i t can report to the Board on th is matter 
i t wi l l be necessary for the Law Committee to consider a l l proposed amendments 
to the Federal Reserve Act which have been considered by the Board during the 
past year and decide which ones are su f f i c i en t l y important to make prompt 
act ion by Congress des i rable . As a preliminary step, therefore , I shal l , in 
t h i s memorandum, ca l l a t t en t ion to the various proposed amendments which have 
been considered during the past year and comment b r i e f l y on the s ta tus and. 
importance of each one. 

Unless the Committee desires to have a formal meeting to consider 
th i s subject , I r e spec t fu l ly suggest that each member of the Committee place 
h is i n i t i a l s opposite the b i l l s on which he thinks prompt act ion should be 
requested, and that the Committee report to the Federal Reserve Board the 
amendments on which the majori ty of the Committee thus indicate the i r desire 
for prompt ac t ion . 

AMENDMENTS RECOMMENDED IN ANNUAL REPORT. 
In i t s Annual Report for the year 1927 (pages 46 to 50, inclusive) 

the Board recommended the enactment of the following amendments, d r a f t s of 
which were prepared but not published in the Annual Report: 

(1) An amendment to Section 9 of the Federal Reserve Act to -permit 
State member banks of the Federal Reserve System to have foreign branches. -
The Board s ta ted that th is amendment should be enacted as soon as poss ible . 

(2) An amendment to Section 4 of the Federal Reserve Act to permit 
an o f f i c e r , d i rector or employee of a mutual savings bank to serve as a Class 
B or Class C director of a Federal reserve bank. - Such an amendment probably 
would not meet with much opposition and might be enacted a t the short session, 
but i t would not seem to be very important or urgent . 

(3) An amendment permitting the cancellation of Federal reserve bank 
stock held by member banks which have gone out of business without a receiver 
or l iquidat ing agent having been appointed therefor . - This matter i s not of 
great importance and i s usual ly handled s a t i s f a c t o r i l y by every Federal reserve 
bank except Chicago; but i t seems to be giving the Federal Reserve Bank of 
Chicago much annoyance and the enactment of such an amendment "a t an opportune 
time" was recommended by the l a s t Conference of Federal Reserve Agents. In a 
c i rcu lar l e t t e r dated October 12th (X-6173-a) addressed to a l l Federal Reserve 
Agents, which was presented by Governor Young to the Conference of Federal 
Reserve Agents, i t was s ta ted that th i s proposed amendment wi l l again be 
presented to Congress "at the opening of Congress in December"; and th is state-
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ment was "noted, with gra t i f ica t ion ' ! "by the Conference of Federal Reserve 
Agents. This o f f i c e knew nothing of i t , however, u n t i l I discovered i t 
"by accident on December 17th. 

(4) An amendment making i t discretionary with the Federal 
Reserve Board to assess the costs of examining State member banks against 
the hanks examined. - Such an amendment i s believed to be the key to the 
en t i re problem of obtaining more adequate examinations of State member 
banks and, therefore , may well be considered both urgent and important. 

(5) An amendment exempting Federal reserve banks from attachment 
or garnishment proceedings before f i n a l judgment in any case or proceeding. -
Such an amendment i s very desirable and fur ther delay in i t s enactment might 
r e su l t in embarrassment and inconvenience to Federal reserve banks. The 
present session, however, may not be an opportune time to urge i t s enactment. 

(6) An amendment to the Judic ia l Code res tor ing to the United States 
Dis t r i c t Courts . jur isdict ion of su i t s by and against Federal reserve banks. -
Such an amendment i s very much to be desired, and i t s enactment should be 
urged upon Congress a t the e a r l i e s t favorable opportunity. I doubt, however, 
that the present time i s a favorable time to urge such an amendment, because 
of the fac t that there i s now pending in Congress a b i l l f u r the r to r e s t r i c t 
the j u r i s d i c t i o n of the Federal courts and a very b i t t e r f i gh t over that b i l l 
has developed. 

(7) An amendment to Section 15 of the Federal Reserve Act increas-
ing from f i f t e e n to ninety days the maximum maturity of advances made by 
Federal reserve banks to member banks on the i r promissory notes secured by 
paper e l ig ib le for rediscount by Federal reserve banks. - Under date of March 
23, 1928, Congressman Sumners of Texas introduced a b i l l , H.R. 12349, which 
would have extended to 90 days the maximum maturity of member bank promissory 
notes secured not only by e l ig ib le paper but also by the deposit or pledge of 
bonds or notes of the United S ta tes . In response to a l e t t e r from Congressman 
McFadden requesting the Board's views on th i s b i l l , the Board on April 24th, 
s ta ted that i t was in sympathy with the general purposes of the b i l l but would 
p re fe r that the increased maturity be l imited to promissory notes secured by 
paper e l i g ib l e for rediscount or fo r purchase by Federal reserve banks and 
that no change be made in the maximum maturity of advances against such promis-
sory notes secured, by the deposit or pledge of bonds or notes of the United 
S ta tes . The b i l l was never reported out by the Banking and Currency Committee, 
but i t would seem to have a good chance of enactment i f i t should be reported 
out at t h i s time, because of the f ac t that i t would be especia l ly he lpful to 
country banks and ind i rec t ly to the farmers. 

AMENDMENTS CONSIDERED BY BOARD LAST JANUARY, BUT NOT 
RECOMMENDED IN ANNUAL REPORT. 

In addi t ion to the above, the Board l a s t January considered the 
following, proposed amendments, but did not recommend the i r enactment in i t s 
Annual Report: 

(1) A proposed amendment to the f i r s t paragraph of Section 19 of 
the Federal Reserve Act more c lear ly defining demand deposits, time deposits, 
savings deposits, e t c . , and making i t more d i f f i c u l t to evade the proper 
c l a s s i f i c a t i o n of deposits fo r the purpose of computing reserves . - Some 
l e g i s l a t i o n of th i s kind i s badly needed. Digitized for FRASER 
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(2) An amendment to Section 19 of the Federal Reserve Act 
authorizing member "banks in computing the i r reserves to deduct "'bal-
ances due from "banks" from the i r gross demand deposits instead of 
from "balances due to other banks". as a t present . - I t has been sug-
gested that such an amendment should be obtained in order to give 
the country banks the same advantages in th is respect as are now en-
joyed by the ci ty banks, and there has been considerable ag i ta t ion 
for such an amendment. 

(3) A complete revision of Section 19. ad jus t ing , c l a r i f y -
ing and simplifying the reserve requirements. - Mr. Smead and I have 
draf ted such a b i l l based upon a careful analysis and study of th i s 
subject made by Mr. Smead. The b i l l so draf ted was submitted to a l l 
the Federal Reserve Agents fo r thei r c r i t ic i sm and comment, and a 
revised d r a f t has been prepared, which i s generally believed to be 
the best thing along th i s l ine yet produced. The Board, however, has 
never approved i t and there i s some doubt whether the Board would ap-
prove i t in i t s present form. 

BILLS RECOMMENDED BY CONFERENCES OF GOVERNORS 
AND AGENTS. 

In addit ion to some of the above b i l l s , the enactment of some 
of which was favored by the recent Conferences of Governors and Federal 
Reserve Agents, the following b i l l s were discussed a t those Conferences: 

(1) To require the approval of the Federal Reserve Board 
before charters are granted to new nat ional banks.- Such an amendment 
was recommended by the Conference of Federal Reserve Agents in 1927, 
on the ground that a l l nat ional banks, when chartered, automatically 
become members of the Federal Reserve System; and the l a s t Conference of 
Federal Reserve Agents again called a t ten t ion to t h i s recommendation. 

(2) To require the appointment of a l iquidat ing agent 
by the stockholders of any l iquidat ing na t iona l bank and in the 
event of the i r f a i l u r e to do so to empower the Comptroller of the 
Currency to appoint a l iquidat ing agent and fu r the r to require a l l 
l iquidat ing agents to report regularly to the Comptroller of the Cur-
rency. - Such an amendment was recommended a t the recent Conference of 
Federal Reserve Agents in connection with the recommendation providing 
for the cancellat ion of Federal reserve bank stock held by member banks 
which have ceased to do a banking business without a receiver or l i qu ida t -
ing agent having been appointed therefor . A similar amendment was recom-
mended by the Comptroller of the Currency in his l a s t Annual Report, page 
4» 

(3) An amendment authorizing the Federal Reserve Board to waive 
s ix months' notice of the intended withdrawal of a State member bank from 
the Federal Reserve System. - Such an amendment was favored by the recent 
Governors' Conference, but opposed by the recent Conference of Federal 
Reserve Agents. After considering the recommendations of both Conferences, 
the Board voted to suggest the enactment of such an amendment to Congress 
"at the proper time". 

(4) Pension B i l l , - In the report of the recent Governors' Confer 
ence i t was s ta ted that the proposed Federal Reserve Pension B i l l would be Digitized for FRASER 
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reintroduced in Congress a t th is session and an attempt made to obtain i t s 
enactment. This t i l l , however, has "been handled exclusively by the Federal 
reserve banks and the Board heretofore has purposely re f ra ined from making 
any formal recommendations with regard thereto . 

OTHBR AMEIIBCTTS» 

In addi t ion to the above, the following amendments have been 
considered i n some form or another, and may be e n t i t l e d to some considera-
t ion at th i s time: 

( l ) The b i l l to exempt jo in t stock land banks and similar non-
commercial banking i n s t i t u t i o n s from the provisions of the Clayton Anti-
Trust Act. - Such a b i l l (S. 4039) passed the Senate during the l a s t session 
of the present Congress, but was never reported out by the Banking and Currency 
Committee of the House. There are stfohg reasons for the enactment of such a 
b i l l ; and i t would seem that an e f f o r t should be made to have th i s b i l l reported 
out by the House Banking and Currency Committee and passed by the House a t the 
present session, i n order that the advantage gained by i t s passage in the Sen-
ate might not be l o s t through the death of th i s b i l l a t the explication of the 
present Congress. 

(2) An amendment to the fourth paragraph of Section 13 of the 
Federal Reserve Act making the l imi ta t ions prescribed by that paragraph con-
form to Section 5200 of the Revised Sta tutes , as amended by the McFadden Act. -
This sect ion pe r t a ins to the amount of paper of any one borrower which may be 
discounted by a Federal reserve bank f o r any one member bank; and the provision 
of the Federal Reserve Act does not contain many of the exceptions contained 
i n Section 5200. At present , therefore, a national bank may not rediscount 
with a Federal reserve bank a l l the paper of any one borrower which i t may 
acquire lawfully under Section 5200 of the Revised S ta tu tes . This question 
was considered by the Conference of Governors in April , 1928, and a resolution 
asking the Board to urge the enactment of such an amendment was defeated by a 
vote of ten to two. 

(3) . An amendment to Section 9 requir ing a l l State banks heretofore 
or he rea f t e r admitted to membership in the Federal Reserve System to comply 
a t a l l times with the banking laws of the States in which they are located. -
Such an amendment has never been formally eonsidered by the Board, but was 
discussed informally by Governor Young and the undersigned in connection with 
a l e t t e r addressed to the State Bank of Payson, Payson, Utah, by Mr. Sargent, 
Assistant Federal Reserve Agent a t San Francisco, wherein Mr. Sargent errone-
ously s ta ted that any v io la t ion of State law by a State member bank i s con-
sidered a v io la t ion of i t s conditions of membership, Such an amendment would 
enable the Board to expel from the Federal Reserve System a State member bank 
which habi tua l ly v io la t e s the State bafiking laws; but would also impose upon 
the Federal Reserve Board the duty of ascer taining whether State member banks 
are complying with the laws of t he i r respective S ta tes . 

C O N C L U S I O N . 

Draf ts of nearly a l l of the above b i l l s have been prepared and are 
avai lable in t h i s o f f i c e . As soon as the Committee decides on which of these 
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t i l l s prompt act ion should "be requested of Congress, th is o f f i ce wi l l "be 
glad to prepare a report to the Board, d ra f t s of l e t t e r s , and any other 
documents desired "by the Committee. 

Respectfully, 

(S) 

Walter Wyatt, 
General Counsel. 

Memorandum at tached. 

WW-sad 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6203 

December 20, 1928. 

SUBJECT: Expense, Main Line, Leased Wire System, 
November, 1923. 

Dear Si r : 

Enclosed, herewith you will f ind two mimeograph 
statements, X-o203~a and X-6203-b, covering in d e t a i l 
operations of the main l i ne , Leased Wire System, during 
the month of November, 1923. 

Please credi t the amount payable by your bank 
in the general account, Treasurer, U. S. , on your books, 
and issue C/D Form 1, National Banks, for account of 
"Salar ies and Expenses, Federal Reserve Board, Special 
Fund", Leased Wire System, sending dupl icate C/D to the 
Federal Reserve Board. 

Yours very t r u ly , 

F i sca l Agent. 

Enclosures. 

TO GOVERNORS OF ALL F. R. BANKS EXCEPT CHICAGO. 
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REPORT SHOWING CLASSIFICATION AMD NUMBER OFJTORDS TRANSMITTED OVER MAIN LINE 
OF THE FEDERAL RESERVE LEASED HRE SYSTEM FOR THE MONTH OF NOVEMBER, 1928 

X-6203-a 

From 

Business 
reported 

by 
banks 

Words sent by-
New York charge-
able to other 
F. R. Banks ( l ) 

Net Federal 
Reserve 
Bank 
business 

Percent of t o t a l 
bank business(*) 

Boston 29,507 1,232 30,739 3.29 
New Yoik 157,644 - 157,644 16.89 
Philadelphia 33,602 1,060 34,662 3.72 
Cleveland 85,439 3,147 88,586 9.49 
Richmond 53,613 2,754 56,367 6.04 
Atlanta 61,332 7,985 69,317 7.U3 
Chicago 109,855 3,068 112,923 12.10 
St. Louis 74,165 1,123 75,288 8.07 
Minneapolis 32,921 3,202 36,123 3.87 
Kansas City 77,902 355 78,287 8.39 
Dallas 75,544 12,149 87,693 9.40 
San Francisco 102,148 3,360 105,508 11.31 

Total $ 893,672 39,465 933,137 looToo 

F. R. Board business 232,420 1,165,557 

Treasury Department business - Incoming and Outgoing 117,070 

Total words t ransmit ted over main l ines 1,282,62% 

(*) These percentages used in ca lcula t ing the pro r a t a share of leased wire expense as shown 
on the accompanying statement (X-6203-b). 

(1) Number of words sent by New York to other F. R. Banks fo r the i r sole b e n e f i t charged to 
banks indicated in accordance with act ion taken a t Governors' Conference 

November 2 - 4 , 1925. 

C D 
01 
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REPORT OF EXPENSE frAI!T LIKE 
FEDERAL RESERVE LEASED WIRE S I S T E K , NOVBIBEB, 1928. 

X-6203-b 

Pro Rata Payable to 
Share of Federal 

Operators' Operators f Wire Total Total Reserve 
Name of Bank Salar ies Overtime Rental Expenses Exoenses Credits Board 

Boston $ 260.00 $ $ - $ 260.00 $ 695.77 $260.00 $ 435.77 
Hew York 927-46 - *— 987.46 3,571.92 927.46 2,524.46 
Phi ladelphia 225.OO - - 225.00 726.71 225.00 561.71 
Cleveland 296.66 - — 296.66 2,006.96 296.66 1,710.30 
Richmond 190.00 - 230.00(A) 420.00 1,277.35 420.00 857-35 
Atlanta 270.00 - - 270.00 1,571.31 270.00 1,301.31 
Chicago 4 ,015.30 (#) - - 4,015.30 2,552.92 4,015.30 1,456.32 (* 
St. Louis 205.00 1.00 - 206.00 1,706.65 206.00 1,500.65 
Minneapolis 177.90 - - 177.90 212.43 177.90 640.53 
Kansas City- 275.64 — - 275.64 1,774.33 275.64 1 ,492 .69 
Dallas 251.00 - - 251.00 1,927.93 251.00 1,736.93 
San Franc isco 370.00 - — 370.00 2,391.25 370.00 2,021.25 
Federal Reserve Board - — 15,517.32 15,517.32 — — -

Total $7,523.96 $ 1.00 $15,747.32 $ 23,272.22$ 21,142.13 $7,754.96 $14,249.55 

(&) 
(# ) 
( * ) 

5,1 

2 ,124.15(a) 
$ 21,142.13 

1.456.38(b) 
$13,393.17 

Main l ine r en t a l , Richmond-Washington. 
Includes s a l a r i e s of Washington operators . 
Credi t . 
Received $2,124.15 from Treasury Department 
Mount reimbursable to Chicago. 

covering "business for the .nonth of ITovember, 1922. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD X-6204 

December 21, 1928. 

SUBJECTi ASSESSMENT FOR GENERAL EXPENSES OF THE FEDERAL RESERVE BOARD, 
JANUARY 1 TO JUNE 30, 1929. 

Dear S i r ; 

Confirming te legraphic advice, there is enclosed, herewith 
copy of a r e so lu t i on adopted "by the Federal Reserve Board levying 
an assessment upon the several Federal reserve "banks of an amount 
equal to ninety-seven thousandths of one per cent (.00097) of the 
t o t a l p a i d - i n c a p i t a l s tock and Surplus of such banks a t c lose of 
"business December 31, 1928, to defray the estimated general expenses 
of the Board from January 1 to June 30, 1929. 

Kindly deposi t one-half of the amount of your assessment 
in the General Account, Treasurer , U. 3 . , on your "books January 1, 
1929, and one-half March 1, 1929, in each instance i s su ing a C/D 
fo r c r e d i t of "Sa la r i e s and Expenses, Federal Reserve Board, Special 
Fund", assessment for general expenses, and sending dup l i ca t e C/D 
to the Federal Reserve Board. Also please fu rn i sh a statement of 
your c a p i t a l and surplus used as a "basis f o r the assessment. 

Very t r u l y yours, 

Enclosure. 
W. M. IMLAY 
Fiscal £gent 
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RESOLUTION LEVYING ASSESSMENT 

WHEREAS, under Section 10 of the act approved 
December 23, 1913, and known as the Federal Reserve Act, the 
Federal Reserve Board i s empowered to levy semi-annually upon 
the Federal reserve "banks in proport ion to t h e i r c a p i t a l stock 
and surplus an assessment s u f f i c i e n t to pay i t s est imated ex-
penses , including the s a l a r i e s of i t s members, a s s i s t a n t s , a t -
torneys, experts and employees fo r the ha l f -yea r succeeding 
the levying of such assessment, together with any d e f i c i t c a r -
r i e d forward from the preceding h a l f - y e a r ; and 

WHEREAS, i t appears from est imates submitted and 
considered tha t i t i s necessary tha t a fund equal to n ine ty -
seven thousandths of one per cent of the t o t a l pa id - in c a p i t a l 
stock and surplus of the Federal reserve "banks "be created for 
the purpose here inbefore descr ibed, exclusive of the cost of 
engraving and p r i n t i n g of Federal reserve no tes ; Now, t h e r e f o r e , 

BE IT RESOLVED, That pursuant to t h e au tho r i ty vested 
in i t by law, the Federal Reserve Board hereby l ev i e s an a s s e s s -
ment upon the severa l Federal reserve banks of an amount equal 
to n inety-seven thousandths of one per cent of the t o t a l pa id - in 
c a p i t a l and surplus of such b.vnks as of December 31, 1928, and 
the F i sca l Agent of the Board i s hereby authorized to c o l l e c t 
from sa id banks such assessment and execute, in the name of the 
Board, r e c e i p t s fo r payments made. Such assessments w i l l be 
co l l ec t ed in two ins ta l lments of one-half each; the f i r s t i n -
s ta l lment to be paid on January 1, 1929, and the second hal f 
on March 1, 1929. 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For re lease in Morning Papers, 
Friday, December 28, 1928. 

The following i s a summary of general business 
and f inancia l conditions throughout the several 
Federal Reserve D i s t r i c t s , based upon s t a t i s -
t i c s for the months of November and December, as 
wi l l appear in the forthcoming issue of the Fed-
era l Reserve Bul le t in and the monthly reports 
of the Federal Reserve banks. 

Industr ia l a c t i v i t y declined somewhat in November, but continued above the 

level of a year ago. Wholesale commodity pr ices declined fu r the r , r e f l e c t i ng pr in-

cipal ly a continued decrease in the pr ices of farm products. Security loans of 

member banks declined sharply a f t e r the f i r s t week of December, while other loans 

increased. 

Production—Total output of manufactures was somewhat lower in November, re-

f l ec t ing primari ly a decrease in production of automobiles and s t ee l , larger than 

i s usual at th i s season, but t o t a l output continued larger than a year ago. Pro-

duction of pig iron and copper continued to increase in November, and t e x t i l e mil ls 

remained ac t ive . Meat-packing and sugar re f in ing declined seasonally during the 

month, and the production of building materials was smaller. Factory employment 

and payrol ls were seasonally reduced but were larger than in 1927. Mineral produc-

t ion was in about the same volume as in October, according to the Federal Reserve 

Board's index which makes allowance for seasonal var ia t ions . Increases occurred 

in the production of copper, zinc, and t in , while both anthrac i te and bituminous 

coal decreased and the output of petroleum was somewhat smaller. The value of 

building contracts awarded in November and the ear ly pa r t of December receded 

sharply from the record f igures of the two preceding months. The November to ta l 

was s l igh t ly larger than in the corresponding month in 1927, and the volume of 

contracts for the f i r s t two weeks of December xras smaller than a year ego. Digitized for FRASER 
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The December forecas t of the Department of Agriculture increased the e s t i -

mated 1928 production of cotton by 240,000 "bales to a t o t a l of 14,373,000 "bales, 

which i s nearly 11 per cent larger than a year ago. The to t a l value of crops, 

"based on December farm pr ices , i s estimated a t $8,456,052,000 as compared with 

$8,522,563,000 in 1927. 

Trade—Department store sales showed a seasonal increase in November when 

allowance i s made for the number of business days, and approximated those of a 

year ago, while inventories continued smaller than in 1927. Sales a t wholesale 

declined seasonally, but were larger than in the same month of l a s t year. Rail-

road f r e igh t shipments decreased in volume during November and the early part of 

December, but continued larger than in 1927* The decrease from October was es-

pecia l ly marked in loadings of miscellaneous f r e i g h t . 

Prices-—Wholesale commodity pr ices decreased fur ther in November and the f i r s t 

two weeks of December. The larges t pr ice declines during the six-week period were 

in farm and food products and lea ther , while several groups of indus t r i a l products, 

notably iron and s tee l , nonferrous metals, and cotton goods, were generally higher. 

Wholesale pr ices of gasoline and.automobile t i r e s declined. Among the agr icul tura l 

products, p r ices of raw s i lk , corn, l ivestock, and meats were lower during November, 

while raw cotton and wool, wheat and oats increased somewhat. During the f i r s t two 

weeks of December, however, pr ices of a l l these products, with the exception of 

raw s i lk , declined. Building mater ials were generally higher in November, but de-

clined somewhat in the middle of December. 

Bank credit—Loans and investments of member banks in leading c i t i e s increased 

$329,000,000 during the four-week period ending December 19. The advance during 

the f i r s t two weeks r e f l ec t ed ch ief ly a rapid increase in securi ty loans, which 

include loans to brokers and dealers in secur i t i e s . Subsequently, at sharp decline 
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in loans on secur i t i e s was more than o f f s e t "by a rapid, increase in a l l othbr loans 

and. in holdings of investments. The increase in a l l other loans, which include 

loans for commercial purposes, was contrary to the usual movement a t th is season 

and car r ied the to t a l to the highest f igure in eight years . 

Seasonal growth in the demand for currency in November and December, together 

with increases in member "bank reserve requirements, consequent upon an increase in 

the i r deposits, have "been r e f l ec t ed in larger "borrowings "by the member "banks from 

the reserve "banks. This recent growth, following upon demand caused by the loss of 

gold in ea r l i e r months, has carr ied the t o t a l volume of reserve "bank credi t to the 

highest level in seven years. 

The ra tes on ca l l and time loans on securi ty co l l a t e ra l increased during the 

l a s t week in November and the f i r s t part of December, while ra tes for commercial 

paper were generally steady. Rates on cer ta in matur i t ies of bankers b i l l s increased 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6207 

December 28, 1928. 

Gentlemen: 

In compliance with the provis ion of Section 21 
of the Federal Reserve Act t ha t "The Federal Reserve 
Board sha l l , a t l e a s t once each year, order an examina-
t ion of each Federal reserve hank * * * ", the Federal 
Reserve Board has d i r ec t ed i t s Chief Examiner, through 
i t s Division of Examination, to make an examination of 
each Federal reserve bank a t l e a s t once during the 
calendar year . 

Accordingly, Mr. James F. Herson, the Board's 
Chief Examiner, w i l l make a t l ea s t one examination of 
the Federal Reserve Bank of during the 
year 1929, beginning such examinations on such dates 
as he may s e l e c t . 

You are requested to give Mr. Herson and h i s 
force a l l proper a s s i s t ance in making the examinations. 

Very t r u ly yours, 

R. A. Young, 
Governor. 

TO ALL FEESRAL RESERVE BAMS. 
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FEDERAL RESERVE 
C O P Y ' BOARD X-6208 

Date December 20, 1928. 

To Governor Young Subject: Effec t on gold reserves of 

From Mr. Goldenweiser retirement of national "bank notes. 

At the present time the Federal reserve system has about $1,150,000,000 of 

gold in excess of i t s reserve requirements, but owing to the fami l ia r complication 

about co l l a t e ra l , the gold in excess of co l la te ra l requirements against notes and 

reserve requirements against deposits i s somewhat smaller, $1,086,000,000. The 

future growth of reserve requirements to meet ' increased currency needs and growing 

reserve balances of membef banks cannot be accurately estimated, but on the basis 

of the average for the past six years would be about $45,000,000 a year. At th i s 

ra te the excess gold would be consumed in 25 years, and if the gold c e r t i f i c a t e s in 

c i rcula t ion were r e t i r e d the gold would l a s t for about 35 years. If to the amount 

of annual growth in requirements were added an addit ional requirement for co l la te ra l 

against notes issued in place of r e t i r e d national bank notes, our gold reserves 

would be consumed in about 9 years, if the national bank notes ' are r e t i r ed over a 

period of 10 years, and in about 13 years, i f they are to be r e t i r e d over a period 

of 20 years. All of these estimates are conservative because the growth both in 

currency and in reserve balances during the past 6 years has been unusually small. 

In any case, over whatever period the operation takes place, the net resu l t would 

be a useless reduction of our available gold by the f u l l amount of the r e t i r ed notes, 

that i s , about $675,000,000. 

The d i f f i c u l t y can be obviated by permitt ing the Federal reserve banks to 

count United States s ecu r i t i e s as co l l a t e ra l for Federal reserve notes up to the 

amount of national bank notes r e t i r e d through the cancellat ion of the bonds back of 

them. The program for the retirement of bank notes should, therefore , include a 

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



1.04 

—2— X - 6 2 0 8 

recommendation that the Federal Reserve Act "be amended in the way suggested. This 

ought not to create much opposition because i t would add nothing to the exis t ing 

volume of currency secured by Government obligations and would merely continue 

that volume. Giving the Federal reserve banks d iscre t ion in the matter wouM also 

be a valuable source of ammunition for open-market pol icy. 

A deta i led memorandum with calculat ions has been prepared in th i s o f f i ce and 

wi l l be submitted if you wish i t . I thought, however, that a br ief summary would 

probably serve your purpose. 
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To Governor Young April 36, 1926 

From Mr. Rief le r (and Mr. Parry) Subject: The Ef fec t of the He-
tirement of National 
Bank ITote Circulation 
on Reserve Bank Credit . 

In th is memorandum I shal l t ry to describe as simply as possible , the 

complicated ser ies of steps "by which a retirement of national "bank notes from 

c i rcula t ion due to the maturing of those bonds now bearing the c i rcu la t ion 

privi lege would lead to a commensurate increase in reserve bank c red i t . F i r s t , 

howeveri i t is necessary to clear up a misunderstanding which may a r i se from the 

statement contained in the a r t i c l e e n t i t l e d "Currency Under the Federal Reserve 

System11 in the Federal Reserve Bul le t in for July, 1926, page 472; "Under present 

conditions i£ i s changes in the whole of the currency in c i rcu la t ion which a f f e c t 

the volume of reserve bank credi t in use and not changes in any pa r t i cu la r kind 

of currency.M This statement remains true so fa r as national bank notes are 

concerned only under the "present circumstances" implied in i t s qual ifying intro-

duction, namely, that the volume of bonds bearing the c i rcu la t ion pr iv i lege remain 

constant and that a l l of these bonds are ac tual ly employed as a basis for currency 

issue. Under such circumstances* the to ta l volume of national bank notes outside 

the Treasury remains r e l a t i ve ly constant and f luc tua t ions in the c i rcu la t ion of 

nat iorpl banks are r e f l e c t e d in corresponding f luc tua t ions in the national bank 

note holdings of the reserve banks. I f , under these conditions, there was a 

decrease in the public demand for c i rcula t ion, and national bank notes were sent 

to the reserve banks, the member banks sending the notes would receive credit in 

thei r reserve balances similar to that received for any other notes, and could use 

t h i s credi t fo r the retirement of reserve bank credi t outstanding similar to that 

for any other notes. The f ac t that the decrease in public demand fo r c i rcula t ion 

happened to take place in national bank notes would not change the e f f e c t upon 
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reserve tank c red i t , therefore , "but would simply mean that the reserve "banks were 

forced to hold more non-reserve cash. So fa r as the volume of reserve "bank credi t 

outstanding i s concerned, the s i tua t ion would "be exactly similar to what would 

happen were the retirement of c i rcu la t ion from the public to take place in gold 

c e r t i f i c a t e s or Federal reserve notes. As "between these cases, the reduction in 

to ta l "bills and secur i t i e s of the reserve banks would "be unchanged. If the re-

tirement were to take place in gold c e r t i f i c a t e s , however, the cash reserves of 

the reserve "banks would increase, while if i t were to take place in Federal re-

serve notes, the note l i a b i l i t i e s bf the reserve "banks would decrease. So long 

as the volume of currency outstanding on Treasury credi t remains constant, only 

f luc tuat ions in the t o t a l demand for currency "by the public are r e f l e c t e d in 

corresponding f luc tua t ions in the demand for reserve batik c red i t , and f luctuat ions 

in the individual elements composing the currency, provided that the to ta l in 

c i rcula t ion remains unchanged, ar§ re f lec ted , not in the b i l l and secur i ty hold-

ings of the reserve banks, but in the i r cash reserves, hdn-reserve cash, or thei r 

mote l i a b i l i t i e s * 

The present memorandum i s di rected toward a s i tua t ion essen t ia l ly d i f f e ren t 

from that outl ined above. If the bonds bearing the c i rcu la t ion pr iv i lege are re -

t i r ed , national bank notes to an equivalent amount wi l l be taken both from circula-

t ion aqd from the non-reserve cash holdings of the reserve banks. This wi l l be 

r e f l ec t ed in a corresponding increase in reserve bank credi t since the operation 

wi l l not a f f e c t the publ ic demand for c i rcu la t ion . Let me i l l u s t r a t e the steps 

by which th is wi l l result... 

At the present time, the to t a l volume of bonds bearing the c i rcu la t ion privilege 

amount to about $675,000,000, p r a c t i c a l l y a l l of which are on deposit in the 

Treasury as the bas i s fo r nat ional bank notes outstanding. In addit ion to t h i s , 
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there i s usually a.bout $25,000,000 in cash in the national bank note redemption 

fund. Against these two items, national "bank notes to the extent of about $700,-

000,000 are usual ly outstanding. Of these about $20,000,000 are held in the 

Treasury in process of redemption, $50,000,000 more are in the reserve banks as 

non-reserve cash and about $630,000,000 are in c i rcu la t ion . We wi l l assume these 

amounts to be representa t ive of the s i tua t ion on April 1, 1930, when $600,000,000 

of the bonds now securing the national bank note issue become payable. We wi l l 

fur ther assume that the Treasury a t that time r e t i r e s these bonds and also ca l l s 

(as i t i s able to do) the remaining $75,000,000 in bonds bearing the c i rcula t ion 

pr iv i lege which are now cal lable but do not f i n a l l y mature u n t i l 1956 and 1938. 

The steps by which the retirement of these $675,000,000 in bonds bearing the c i r -

culation pr iv i lege wi l l lead to an increase of $675,000,000 in reserve bank credi t 

outstanding are as follows; 

When the bonds mature, the Treasury does not pay out any funds to the national 

bank which has deposited them to secure the c i rcula t ion, but instead cancels the 

bonds and assumes l i a b i l i t y fo r the notes outstanding against them. To meet th i s 

l i a b i l i t y i t w i l l have to provide for $675,000,000 in general revenues ei ther from 

taxation or securi ty f l o t a t i o n s . We wi l l assume that such provision has been made 

and that the Treasury has on deposit a t special deposi tories $675,000,000. As 

th i s amount i s f r ee of reserve requirements changes in reserves required wil l not 

complicate the ana lys i s . 

On April 1, 1930, when the whole issue securing the national bank note 

c i rcula t ion matures, the f i r s t event wi l l be the cancel lat ion of the $20,000,000 

in national bank notes already presented to the Treasury for redemption. This 

wi l l use up $20,000,000 of the $25,000,000 in the national bank note redemption 

fund which wi l l be turned over to the general cash fund of the Treasury. The 
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second step wi l l "be the presentat ion for redemption by the reserve tanks of $50,-

000,000 in national hank notes which they hold in the i r non-reserve cash. Of 

th is amount $5*000,000 wi l l be redeemed by the remaining cash in the redemption 

fund fo r national bank notes. The cash reserves of the reserve banks wil l thereby 

increase by $5, 000,000. The remaining $45,000,000 wi l l be redeemed by drawing on 

Treasury deposits with special depository banks. As these banks presumably would 

have reserves equal to requirements and as the i r reserve requirements would not be 

diminished by the loss of Government deposits, they would e i ther have to borrow 

$45,000,000 d i rec t ly from the reserve banks in order to meet th i s withdrawal, or 

e lse would have to obtain $45,000,000 through adjustment of the i r secondary resertes, 

thus leading other banks to borrow-$45,000,000 a t the reserve banks. In e i ther casg 

i f we assume that the reserve banks are not buying any more secur i t i e s , member bank 

borrowing would be increased by $45,000,000. 

The th i rd step would be the gradual presentat ion of $630,000,000 of national 

bank notes in c i rcu la t ion to the reserve banks in exchange fo r Federal reserve 

notes to take t he i r place in the c i rcu la t ion . The reserve banks would then present 

the $630,000,000 in national bank notes to the Treasury which would redeem them by 

drawing on i t s deposits in special depositories fo r an equivalent amount. Again, 

these special deposi tor ies would have presumably no surplus reserves with which to 

meet the withdrawal and would e i ther be forced to borrow that amount from the re-

serve banks d i r ec t ly or to adjus t their secondary reserves in the market in such a 

way as to force other banks to borrow $630,000,000 from the reserve banks. In 

e i ther case, s t i l l assuming that the reserve banks are not buying any more securi-

t i e s , there would be an increase of $630,000,000 in the volume of member bank 

borrowing at the reserve banks. 

The retirement of the whole national bank note issue, in 1931, therefore, 
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would, resu l t (unless the reserve banks purchase secur i t ies ) in an increase of 

$675,000,000 in discounts for member banks, of which $45,000,000 would r e f l e c t 

the redemption of nat ional bank notes now held in the non-reserve cash of the 

reserve banks and. $630,000,000 the redemption of national bank notes in c i rcula t ion . 

i t i s to be considered, as indicated* that th i s e f f e c t on member bank borrow-

ing could be stvoidedj p a r t i a l l y or en t i re ly , by coincident purchase of secur i t i e s 

by the reserve banks. I t i s to be noted, however, that even if th is should prove 

to be possible and should be done the e f fec t of the retirement of the whole issue 

of national bank notes would nevertheless be to increase the volume of reserve bank 

credi t outstanding by $675,000,000. But the p o s s i b i l i t y i s not so evident upon 

examination as i t seems at f i r s t s ight , largely because the purchase of secur i t i e s 

does not bring into the system any material e l i g ib l e as cover for the Federal re -

serve notes that would be needed to replace the national bank notes now in actual 

c i rcu la t ion . These notes must be covered by gold to the extent of a t l eas t 40 per 

cent; 40 per cent of $630,000,000 i s about $250,000,000. The other 60 per cent, 

about $380,000,000, may be in the form of discounts for member banks, rediscounts, 

and purchased acceptances, but open market operations in secur i t i e s bring in none 

of these. Almost a l l of these that the system now has, furthermore, are already 

serving as cover for Federal reserve notes already outstanding. 

The question consequently a r i s e s as to where the cover for $630,000,000 of 

addit ional notes i s to come from. If i t should a l l be set aside in gold the amount 

of gold t ied up, in such manner that i t could not be exported, would be very large— 

equivalent to at l e a s t three years ' supply of monetary gold from the mines. In any 

case $250,000,000 in gold, a large amount in i t s e l f , would have to be t i ed up. 

A small increase in purchased b i l l s , e l ig ib le as cover, may be expected, but i t i s 

evident that the main reliance for e l ig ib le cover would have to be paper a r i s ing 
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from member bank; "borrowings. Thus i t appears that subs t i tu t ion of Federal reserve 

notes for national "bank notes, in any substant ia l volume, i s an operation that 
• 

must e i ther t i e up a large amount of gold or else occasion a large increase in the 

indebtedness of member banks. 

An obvious a l t e rna t ive i s to r e t a in the national bank note c i rcula t ion, which 

neither t i e s up gold nor necess i ta tes as cover so-called e l i g ib l e paper. This 

a l te rna t ive is so obvious, in f ac t , that i t would seem to "be more l ike ly of a -

doption by the Treasury that any other and possibly be t t e r a l t e rna t ive , unless 

the merits of other a l t e rna t ives are properly "brought to the Treasury's a t ten t ion . 

The only form of Federal reserve currency that requires as cover neither gold nor 

so-cal led e l i g ib l e paper i s the Federal reserve bank note. Federal reserve bank 

notes, however, appear to require as lawful cover U. S. secur i t i e s "bearing the 

c i rcula t ing p r iv i l ege , and while there appears to "be no doubt as to the authori ty 

of the Federal reserve "banks to purchase such bonds, i f any are avai lable , there 

does appear to be .some doubt as to whether the Treasury, in the absence of new 

l eg i s l a t i on , can issue any more of them. 
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FEIERAL RESERVE BOARD 

COMMITTEE APPOINTMENTS EFFECTIVE JANUARY 1, 1929. 

EXECUTIVE: 
Mr. Young, Chairman, 
Mr. P i a t t 
Mr. Haniin 1st quarter 
Mr. Miller 2nd " 
Mr. James 3rd " 
Mr. Cunningham 4th 11 

LAW: 
Mr. Hamlin, Chairman, 
Mr. P i a t t 

EXAMINATIONS: 
Mr. P i a t t , Chairman, 
Mr. Cunningham 

RESEARCH AND STATISTICS: 
Mr. Miller, Chairman, 
Mr. Cunningham 

SALARIES AND EXPENDITURES OF 
FEDERAL RESERVE BAMS: 

Mr. James, Chairman, 
Mr. P i a t t 

DISTRICT COMMITTEES : 

Boston: 
Llr. Hamlin, Chairman, 
Mr. P i a t t 

New York: 
Mr. P i a t t , Chairman, 
Llr. Young 

Philadelphia: 
Mr. Miller , Chairman, 
Mr. P i a t t 

Cleveland: 
Mr. Pole, Chairman, 
Mr. Hamlin 

Richmond: 
Mr. Hamlin, Chairman, 
Mr. Cunningham 

Atlanta: 
Mr. James, Chairman, 
Mr. Pole 

Chicago: 
Mr. Cunningham, Chairman, 
Mr. Miller 

S t . Louis: 
Mr. James, Chairman, 
Mr. Hamlin 

Minneapolis: 
Mr'. Cunningham, Chairman, 
Mr. Miller 

Kansas City: 
Mr. Cunningham, Chairman, 
Mr. Young 

Dallas: 
Mr. P i a t t , Chairman, 
Mr. James 

San Francisco: 
. Mr. Miller , Chairman, 

Mr. James 
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FEDERAL RESERVE BOARD 
M 2 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

July 16, 1928, 
St. 5846. 

SUBJECT: Bank Suspensions. 

Dear Sir : 

There i s enclosed herewith a l i s t of member 
and nonmember banks reported to the Board as having 
suspended operations during the month of June, and 
of "banks previously suspended which resumed "business 
during the same month. The statement also includes 
any correct ions made in the l i s t s previously sent to 
you. 

I t w i l l he appreciated i f you wil l kindly 
check the data pertaining to your d i s t r i c t against 
your records and advise the Board on or "before July 
28, by telegraph i f necessary, whether or not any 
correct ions or addit ions are necessary therein , in 
order that correct summaries by d i s t r i c t s may be 
published i n the Federal Reserve Bul le t in . 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

LETTER TO ALL FEDERAL RESERVE AGENTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD August 11, 1928, 

St. 58J2. 

SUBJECT: Condition of Member Banks 
as of June 30, 1928. 

Dear Sir: 

For your information there i s enclosed 

herewith a preliminary statement regarding the 

condition of a l l member hanks combined as of 

June 30, 1928. Vhe Board's Member Bank Call Re-

port (No. showing detailed figures for a l l 

member hanks and for State hank members wi l l he 

ready for distribution in the near future. 

Very truly yours, 

E. L. Smoad, Chief, 
Division of Bank Operations 

Enclosure. 

LETTER TO ALL IEHERAL EE SERVE AGENTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD August 13, 192S, 

s t . 5373. 

SUBJECT: Bank Suspensions. 

Dear Sir: 

There i s enclosed herewith a l i s t of member 
and nonmember banks reported to the Board as having 
suspended operations during the month of Ju ly , and 
of 'banks previously suspended which resumed business 
during the same month. The statement also includes 
any correct ions made in the l i s t s previously sent to 
you. 

I t wil l be appreciated i f you wi l l kindly 
check the data per ta ining to your d i s t r i c t against 
your records and advise the Board on or before 
August 28, by telegraph i f necessary, whether or not 
any correct ions or addit ions are necessary there in , 
in order that correct summaries by d i s t r i c t s may be 
published in the Federal He serve Bul le t in . 

Very t r u ly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

TO ALL FEDERAL EE SERVE AGENTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

August 20, 1928 
St. 5883 

SUBJECT: Reports of Condition of State 
Baiiks and Trust Companies 

Dear Sir; 

I t wi l l be greatly appreciated if in accordance 
with your usual practice you wil l kindly furnish the Fed-
eral Reserve Board, as soon as available, with a copy of 
the abstract of reports of condition of state banks and 
trust companies in your state on June 30, 1928. If no 
cal l was issued as of June 30, will you kindly advise the 
date of ca l l nearest thereto and furnish the Board with a 
copy of your abstract as of that date, i f not already done. 

In submitting the above-mentioned data i t i s 
requested that the number of banks (exclusive of branch 
banks) be stated, and that separate figures be furnished 
for mutual savings banks providing there are any such banks 
operating in your state, 

A franked and self-addressed envelope, requiring 
no postage, i s enclosed for use in transmitting the data 
requested. 

Very t ruly yours, 

E. M. McClelland, 
Assistant Secretary. 

Enclosure 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

SUBJECT: Reports of Condition of State 
Banks and Trust Connanios 

August 20, 1928 
St. 56S3a 

Dear Sir; 

I t will "be greatly appreciated i f in accordance 
with your usual practice you will kindly furnish the Fed-
eral Reserve Board, as soon as available, with a copy of 
the abstract of reports of condition of state "banks and 
trust companies in your state on June 30, 1928. If no cal l 
was issued a s of June 30, wil l you kindly advise the date of 
the ca l l nearest thereto and furnish the Board with a copy 
of your abstract as of that date, i f not already done. 

In submitting the above-mentioned data i t i s re-
quested that the number of banks (exclusive of branch banks) 
be stated, and that separate figures be furnished for 
mutual savings banks providing there are any such banks 
operating in your state, also that the f igures be segregated 
by Federal reserve d is tr ic ts . 

A franked and self-addressed envelope, requiring 
no postage, i s enclosed for use in transmitting the data 
requested. 

Very truly yours, 

E. m! McClelland, 
Assistant Secretary. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

September 8, 1928, 
St. 5592. 

SUBJECT: Functional Expenses 
F i r s t Half , 1928. 

Dear Sir : 

There are enclosed herewith copies 

of the consolidated Functional Expense exhibi t f o r 

the hal f year ending June 30, 1928. A copy of the 

exhib i t i s a l so being mailed to the Governor of 

the bank. 

Very t ru ly yours, 

S. L. Smead, Chief, 
Division of Bank Operations. 

Enclosure. 

LETTER TO CHAIRMAN OF EACH FEDERAL BE SERVE BASK* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

September 12, 1928, 
st . 5906. 

SUBJECT: Bank Suspensions. 

Dear Sir : 

There i s enclosed herewith a l i s t of member 
and. nonmember "banks reported to the Board as having 
suspended operations during the month of August, and 
of hanks previously suspended which resumed business 
during the same month. The statement also includes 
any correct ions made in the l i s t s previously sent to 
you. 

I t wil l be appreciated i f you wil l kindly 
check the data per ta in ing to your d i s t r i c t against ~ 
your records and advise the Board on or before Sep-
tember 28, by telegraph i f necessary, whether or not 
any correct ions or additions are necessary there in , 
i n order that correct summaries by d i s t r i c t s may be 
published in the Federal Reserve Bul le t in . 

Very t ru ly yours, 

J . C. Uoell, 
Assistant Secretary. 

Enclosure. 

TO ALL FEDERAL RESERVE AGENTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

September 17, 1928, 
st . 5909. 

» 
SUBJECT: Member Bank Call Report showing 

Condition of All Member "banks on 
June 30, 192S. 

Dear Sir : 

We are forwarding to you under separate 

cover copies of the Board's Member Bank 

Call Report Ho. *40, showing the condition of a l l 

member hanks on June 30, 1928. Please forward a 

copy to each member hank in your d i s t r i c t that has 

expressed a desire to receive copies of c a l l r e -

por t s as issued. 

Very t ru ly yours, 

E. L. Smead, Chief, 
Division of Bank Operations. 

COPY TO ALL FEDERAL RESERVE AGENTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD October 1, 

St. 5930 
1928 

SUBJECT: Condition Report of State 
Bank Members, Form 105. 

Dear Sir; 

There i s attached hereto a copy of revised form 105, Condition 
Report of State Bank Members, and of the revised instructions governing the 
preparation of the report. Under separate cover we are forwarding 
copies of the form and copies of the instructions for use of state 
bank members in submitting condition reports on the next c a l l . 

Both the form and instructions adopted by the Comptroller for 
use of national banks are identical with those to be used by state bank 
members, except in the case of a few items, principally the redemption fund 
and amounts due from U. S. Treasurer and circulating notes outstanding, 
which are in the Comptroller's form but not the Board's, and mortgage bonds 
and participation c e r t i f i c a t e s outstanding, which are in the Board's form 
but not the Comptroller's. 

While the form and instructions as transmitted herewith do not 
d i f fer mat-srially from the proof copies sent you with the Board's l e t t er 
St. 5759 of April 24, certain modifications were made af ter consideration 
of suggestions submitted by the Federal reserve agents and chief national 
bank examiners. 

It i s requested that 3 copies of the revised form and 1 copy of 
the instructions be forwarded to each state bank member as soon as practi-
cable with a l e t t er of transmittal cal l ing the bank's particular attention 
to the' following points: 

1. That the present form i s the result of an exhaustive study 
of numerous suggestions made from time to time, and that i t i s the intention 
to use i t for each ca l l , instead of having a more detailed report on June 
30 than on other dates. 

2. That every blank space in t i c body of the report and in the 
schedules must be f i l l e d in, and that where there are no f igures to report 
the word "none" should be written or stamped. 

3. That care be exercised to see that the report i s made out in 
accordance with the instructions, which should be preserved by the bank 
for future reference., 

4. That the report should be ma.de out promptly upon receipt of 
ca l l and two copies forwarded to your bank. 
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In view of the substant ia l change in the form and in order that 
the completion of the Board's consolidated ca l l report may "be expedited e.s 
much as pract icable , i t i s requested that pa r t i cu la r care be exercised by 
your o f f i ce to see that the reports are promptly and properly made out. I t 
would f a c i l i t a t e matters grea t ly if you would make special e f f o r t s to see 
that a l l repor ts are received a t your bank within 12 days a f t e r notice of 
ca l l i s mailed to the member banks, and i f , upon receipt of the reports , they 
were checked to see that -

(a) Every blank space i s f i l l e d out and that the word "none" 
i s writ ten or stamped where they are no f igures to report , in both the body 
of the report and in the schedules. 

(b) Items 1, 3. 1+» 9, 13, 19, 20, 21, 25, and 30 in the body 
of the report agree with the to ta l s of the corresponding schedules, and also 
that per contra asse t items 11 and 12 agree with per contra, l i a b i l i t y items 
26 and 29, respect ively. 

Whenever s report i s not complete or discrepancies are found 
on checking, kindly write the bank in regard thereto, but forward a copy of 
the report to the Board as soon as a substant ial number of reports are on 
hand, together with copies of your le t te rs or a memorandum indicat ing the 
points taken up with the banks, and advise the Board of necessary changes 
upon receipt of advice from the reporting banks. 

In th i s connection, you are advised that a t the end of th is 
year i t i s proposed to issue revised ins t ruct ions governing the preparation 
of the weekly member bank condition report, form St. 51», i-n order to bring 
that report into agreement with the cal l report , but that for the time 
being if any weekly reporting member bank should make inquiry, i t should 
be advised that no change should now be made in the preparation of that 
report . 

A separate l e t t e r i s being feent you today requesting reports 
on form 105-b covering assets and l i a b i l i t i e s of t r u s t departments of s ta te 
bank members. 

Very t ruly yours, 

Walter L. Eddy, 
Secretary. 

LETTER TO FEDERAL RESERVE AGEUTS* 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

SUBJECT: Assets and L i a b i l i t i e s of Trust 
Departments of State Bank Members. 

Dear S i r ; 

Both the Board and the Comptroller of the Currency 
have decided to ask member banks operating t r u s t departments 
to submit condit ion repor ts covering such departments as of the 
date of the next c a l l f o r condition repor t s . A copy of the 
form to be used by s t a t e bank members i s a t tached here to , and 

copies of the form are being mailed to you under separate 
cover. I t i s requested that 3 copies of the form be sent to 
each s t a t e bank member a t the same time that form 105 i s sent 
to such banks, with the request that a repor t on form 10^-b be 
submitted by each s t a t e bank member that operates a separate 
t r u s t department. The report should be prepared in t r i p l i c a t e , 
one copy to be re ta ined by the bank and two copies forwarded 
to the Federal reserve bank. 

If a bank does not operate a t r u s t department in which 
the a s se t s and l i a b i l i t i e s are kept separate and d i s t i n c t from 
the a s se t s and l i a b i l i t i e s of the commercial department, the 
word "none" should be wri t ten or stamped on one copy of form 
105-b and the form returned to your o f f i c e signed by the proper 
o f f i c e r . State banks with branches that operate t r u s t depart-
ments should combine the f i gu re s f o r the branches with those of 
the head o f f i c e in the preparation of repor t s on form 105-b. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

October 1, 1928 
st . 5931 

TO ALL FEDERAL RESERVE AG-EFTS* 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Reserve Board 
Form 105 b 
September, 1928. 

TRUST DEPARTMENT BALANCE SHEET 
Reserve Diet . No 

REPORT OF THE TRUST DEPARTMENT OF "THE 

Of 

* 3 3 

(Name of Bank) 
in the State of , a t the close of 

(Location) 
business on , 1928. 

ASSETS 

1. Investments (Other than Deposits in banks) 
2. Deposits in Savings Banks 
3. Deposits in other Banks 
4. Deposits in Commercial or Savings Dept. of Own Bank 
5. Cash on hand (Held in Trust Dept.) 
6. Advances to Trusts . . . . 
7. Other Assets 

TOTAL ASSETS OF TRUST DEPARTMENT 

Dollars Cts. 

LIABILITIES 

1. pr ivate Trust Accounts (Principal) 
2. " " " Income 
3. Court Trusts (Executor,Administrator,etc.) Principal 
4. " " " " " Income . 
5. Other L i a b i l i t i e s 

TOTAL LIABILITIES OF TRUST DEPARTMENT 

Dollars Cts. 

1.. Total amount of c o l l a t e r a l t r u s t bonds outstanding where bank 
acts as t rus tee $. 

(a) Ledger value of secur i t i e s deposited in Trust Department 
to secure c o l l a t e r a l t r u s t issues as above . 

Total amount of other bonds and notes outstanding under deeds 
of t r u s t or mortgages to bank as t rus tee . . . 

Number of individual t r u s t s being administered 
Number of corporate t r u s t s being administered 

TOTAL number of t r u s t s being administered . 

I c e r t i f y that the foregoing statement i s correct: 

(To be signed by the Cashier or other o f f i ce r ) 

T i t l e Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

October l6 , 1928, 
St. 5943. 

SUBJECT: Bank Suspensions. 

Dear Si r : 

There i s enclosed herewith a l i s t of mem-
ber and nonmember banks reported to the Board as 
having suspended operations during the month of 
September, and of banks previously suspended which 
resumed business during the same month. The s t a t e -
ment a lso includes any correct ions made in the 
l i s t s previously sent to you. 

I t w i l l be appreciated i f you wi l l kindly 
check the data per ta in ing to your d i s t r i c t against 
your records and advise the Board on or before 
October 29, by telegraph i f necessary, whether or 
not any correct ions or addi t ions are necessary 
there in , in order that correct summaries by d i s -
t r i c t s may be published in the Federal Reserve 
Bul le t in . 

Very t r u ly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

TO ALL FEDERAL RESERVE AGEHS* 

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



FEDERAL RESERVE BOARg) 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

jctober 23, 19: 
WASHINGTON S t * 59^7 • 

SUBJECT: Forms for use during 1$2^. 

Dear Si r : 

I t wil l be appreciated if you .will kindly advise the Board 
at your early convenience the number of copies of the forms l i s t e d 
below that wi l l be required by your bank (including branches, i f 
any) during the calendar year 1929. 

Form Number _ Ti t le 

34 Daily balance sheet. Please s t a te the number 
required for the head o f f i ce and each branch 
separately and also give any special punching 
that may be desired. 

H. A. - 5 Daily statement of Federal reserve agent. 

E Semi-annual funct ional expense repor t . 

38 Class i f ica t ion of discounted and purchased 
b i l l s held a t the end of the month. 

95 Monthly report of earnings. 

96 Monthly report of current expenses. 

97 Monthly report of income and expense -
Other rea l es ta te . 

Please show separately the number of copies of each form, 
except form 3%-, required i f i t i s revised and the number i f not 
revised. 

Very t ru ly yours, 

E. L. Smead, Chief, 
Division of Bank Operations. 

LETTER TO ALL FEDERAL RESERVE AGENTS* Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

October 25, 1928, 
ADDRESS OFFICIAL CORRESPONDENCE TO Q -

THE FEDERAL RESERVE BOARD b t . ^ ^ ^ 0 . 

SUBJECT: Daily Condensed Statement of 
Condition of F. R* Banks. 

Dear Sir : 

For some time past we have "been preparing 
dai ly a mimeographed statement f o r the Board's use 
showing "bill and secur i ty holdings, reserves , note 
c i r c u l a t i o n , deposi ts , and the reserve percentages 
of each F. R, Bank f o r the current day, as compared 
with the preceding day and with the average fo r the 
preceding month, and i t occurs to me that perhaps 
you would l i k e to have us mail you copies of t h i s 
statement da i ly . I sha l l appreciate i t , t he re fo re , 
i f you wil«l advise whether or not you would l i ke to 
receive t h i s mimeographed statement each day, and 
i f so, how many copies are desired, also whether 
you would l i ke to have us continue to telegraph the 
reserve percentages to you dai ly , as we have been 
doing f o r a number of years pas t . A copy of the 
statement r e f e r r ed to i s enclosed. 

Very t ru ly yours, 

E. L. Smead, Chief, 
Division of Bank Operations. 

Enclosure. 

TO ALL FEDERAL RESERVE AGEUTS* 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

20 
November £§ , 

St. 5970. 
1928, 

SUBJECT: Closing of Books on December 31, 1928. 

Dear S i r ; 

In accordance with the usual custom i t w i l l be ap-
p rec ia t ed i f the reso lu t ion of your Board of Directors f o r 
the payment of the semi-annual dividend and requests f o r 
au thor i ty to charge earnings with depreciat ion allowances, 
reserves fo r probable losses , e t c . , are received a t the 
Board 's o f f i c e s not l a t e r than December 10, 1928, and are 
accompanied with the following information: 

1. Estimated gross earnings, current expenses, ad-
d i t i ons to and proposed deductions from current net earn-
ings , and net earnings avai lab le fo r surplus and f ranch i se 
tax f o r the calendar year 1928. 

2. Indebtedness to the Federal reserve bank of (a) 
suspended banks and (b) banks considered to be in a s e r i -
ously overextended condit ion, giving the names of the 
banks, indebtedness of each on November 30, character of 
secur i ty , i f any, and probable loss in the case of each bank. 

The general procedure followed in the past with 
reference to charge-of f s , depreciat ion and other rese rves , 
t r a n s f e r s to surplus account and payment of f ranch i se tax, 
which i s covered by the at tached memorandum, wi l l be followed 
a t the end of t h i s year . 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

LETTER TO ALL CEA.IBMEET * Digitized for FRASER 
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Federal Reserve Boarii, 4 2 8 
November 19, 1927. 

GENERAL PRACTICE OF FEDERAL RESERVE BOARD REGARDING- DEPRECIATION RESERVES ON BANK 
PREMISES, RESERVES FOR LOSSES CN PAPER OF FAILED BANKS, AND OTHER CHARG-ES TO 

CURRENT NET EARNINGS, AND METHOD OF DETERMINING 
FRANCHISE TAXES TO BE PAID BY FEDERAL RESERVE BANKS 

1. Bank Premises, (a) Land. No charges against current net earnings wi l l 
be authorized "by the Board to cover depreciat ion on land where the estimated 
market value of the land i s equal to or in excess of i t s net book value. 

(b) Bui ldings. The Board wi l l in general author ize the 
banks to charge current net earnings each year with a depreciat ion reserve 011 
bank bu i ld ings , including vau l t s but excluding f ixed machinery and equipment, of 
not exceeding 2 per cent of the i r estimated replacement cos t , such replacement 
cost to be determined in a manner approved by the Board. Where the book value of 
a bui lding i s in excess of replacement cos t , the Board w i l l consider a request fo r 
permission to charge off an amount s u f f i c i e n t to reduce the book value to e s t i -
mated replacement cos t . 

* (c) Fixed machinery and equipment. The Board wi l l autho-
r i z e the banks to charge current net earnings each year with a depreciat ion r e -
serve of not to exceed 10 per cent of the cost of f i xed machinery and equipment, 
such as b o i l e r s , engines, dynamos, motors, power pumps, e leva to rs , hea t ing , 
plumbing, l i g h t i n g , and v e n t i l a t i n g systems, pneumatic tubes, r e f r i g e r a t i o n 
p l an t , automatic f i r e spr inkler equipment, and vacuum - c l e a n e r s . 

2. Reserves fo r losses on paper of suspended banks and banks in an over-
extended condi t ion. Authorizat ions to set as ide reserves to cover losses on 
paper of suspended banks or banks in an over-extended condition wi l l be l imi ted 
to such ac tua l l o s ses , in excess of reserves already ca r r i ed , as the bank may 
reasonably be expected to susta in on such paper. 

3. Furni ture and equipment. I t w i l l be the general p r ac t i ce of the Boarc. to 
authorize the banks to charge off a t ' t h e end of the year a l l f u r n i t u r e and c rz ip -
meat purchased during the current year . 

4 . Other charges to current not earnings. Where a bank des i res to se t -.iyt 
any reserve other than those mentioned above or to make any other unusual axarge 
against cur ren t earnings a t the en$. of the year , f u l l and complete information 
should be fu rn i shed the Board regarding the necess i ty fo r such charge. 

5. Surplus and f r anch i se taxes. Af ter a l l current expenses, dividends, de-
prec ia t ion and other rese rves , and charge-of fs authorized by the Board have been 
provided f o r , any remaining net earnings sha l l be d i s t r i bu t ed as fo l lows: 

(a) Transfer t o surplus account a l l net earnings un less such t r a n s -
f e r wi l l r e s u l t in the bankfc surplus account being in excess of i t s subscribed 
c a p i t a l , in which case only such amount should be t r ans fe r red as i s necessary to 
increase the surplus account to an amount equal to the subscribed c a p i t a l . 

(b) Dis t r ibu te a l l ava i lab le net earnings a f t e r the bank 's surplus 
account i s equal to i t s subscribed cap i ta l as follows: 

(1) Transfer 10 per cent to surplus account. 

(2) Pay 90 per cent to United Sta tes Government 
as a f ranch i se tax. rC-7-7 Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

November 13, 1928, 
s t . 597U. 

SUBJECT: Revision of Federal Reserve Bank 
Balance sheet form 3^ f ° r use 
during 1929. 

Dear Sir : 

There i s enclosed herewith an unruled 

proof copy of dai ly "balance sheet form 3^ to be 

used by the Federal reserve banks during 1929. 

I t wi l l be noted that only a few changes have 

been made in the form now in use, a l l of which 

i t i s believed are self-explanatory. 

The yea r ' s supply of the form wi l l 

be mailed as soon as received from the p r i n t e r , 

which should be about the middle of December. 

Very t ru ly yours, 

3. L. Smead, Chief, 
Division of ^ank Operations. 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

Enclosure. 

LETTER TO ALL GOVERNOSS.* Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

November l 4 , 1 9 2 S , 
St . 5975-

SUBJECT: Bank Suspensions. 

.Dear S i r : 

There i s enclosed herewith a l i s t of member 
and nonmember banks reported to the Board as having 
suspended operations during the month of October, and 
of "banks previously suspended which resumed business 
during the same month. The statement a l so includes 
any correc t ions made in the l i s t s previously sent to 
you. 

I t w i l l be appreciated i f you wi l l kindly 
check the data pe r ta in ing to your d i s t r i c t against 
your records and advise the Board on or before Novem-
ber 27, by telegraph i f necessary, whether or not any 
cor rec t ions or addit ions are necessary the re in , in 
order tha t correct summaries by d i s t r i c t s may be pub-
l i shed in the Federal Reserve B u l l e t i n . 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

LETTER TO ALL FEDERAL RESERVE AGSjTTS* 
Digitized for FRASER 
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20 
FEDERAL RESERVE BOARDI?oveml3er ^ 192S 

s t . 5976. 
WASHINGTON 

SUBJECT: Federal Reserve Bank Sa la r i e s . 
ADDRESS OFFICIAL CORRESPONDENCE TO 

THE FEDERAL RESERVE BOARD 

Dear Sir ; 

Will you kindly have prepared and forwarded to the Board 
fo r i t s approval, on or "before December 10, a l i s t of the employ-
ees of the "bank with the s a l a r i e s paid to thorn as of December 1 
and the s a l a r i e s provided "by your Board of Directors to "be paid 
beginning January 1, I929• The l i s t should be prepared in accor-
dance with the sample forms at tached here to , which are the same 
as thoso used l a s t year . As in the pas t , the schedules should 
cover a l l employees on the bank 's payro l l , including thoso whose 
s a l a r i e s are reimbursable to the bank e i t h e r in whole or in par t 
from notary f eus , c a f e t e r i a r e ce ip t s , e t c . The schedule should 
bo accompanied with a statement showing the t o t a l Salary payments 
to employees during 1928 (December estimated) and the estimated 
salary requirements for employees during 1929, c l a s s i f i e d by 
funct ions in accordance with the enclosed form. 

In order tha t the Board may have time to act before the 
end of January upon the s a l a r i e s to be paid to the o f f i c e r s of 
your bank in 1929, the s a l a r i e s provided by your board of d i r e c -
to r s a t i t s f i r s t meeting in January should be submitted to the 
Board f o r i t s approval as promptly as poss ib le . Please submit 
these s a l a r i e s in accordance with the attached form, showing 
separately the annual r e t a ine r f ee , and any addi t iona l compensa-
t ion fo r c le rk h i r e or other ass i s tance , provided f o r the bank's 
counsel in case he i s not an o f f i c e r of the bank. 

A de ta i l ed statement of the budget approved f o r the 
head o f f i c e and each branch, i f any, f o r the calendar year 1929 
should be forwarded to the Federal Reserve Board as soon a f t e r 
January 1, 1929 as p rac t i cab l e . In case the budget i s prepared 
in time i t should accompany the schedule of o f f i c i a l s a l a r i e s 
submitted to the Federal Reserve Board fo r i t s approval. The 
budget statement as submitted to the Board should be in the same 
form and d e t a i l as approved by the bank 's budget committee, and 
should show in comparison the budget and ac tua l expenditures 
f o r 192S. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary. 

(Enclosures) 
TO CEAJBMBT OF AH FEDERAL RESERVE BAMS, EXCEPT NEW YORK* Digitized for FRASER 
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1 3 £ 

St* "^Q~lo—3. 

SALARIES OF OFFICERS, DECEMBER 31, 1928, MB AS PROPOSED FOE 1929, 

Federal Reserve Bank - Branch 

Functions Annual Salary 
Harao T i t l e suporvi sod. Proposed 

Dec.31.1928 fo r 1929 

Total , o f f i c e r s 

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



St. 5976-b 

EMPLOYEES TO RECEIVE MORE THAN $2,500 PER ANNUM 

Federal Reserve Bank - Branch , Dec. 1, 1928 

Proposed salary 
Jan. 1. 1929 

Functions to Present 
Name T i t l e which assigned annual 

sa la ry 

Total, employees 

Digitized for FRASER 
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-• 1 : 3 4 

St. 597b-c 
EMPLOYEES RECEIVING $2,500 OR LESS PER iflJMUl!. 

Federal Reserve Bank - Branch , Dec. 1, 192$. 

Salary on Proposed salary 
Uame Ti t l e Jan. 1. 1928* Jan. 1, 1929 

ftmc t i 0 1 1 

Total, employees 

NOTE: Employees should "be grouped according to the funct ions given in the func-
t ional expense repor t , f orm E, and t o t a l s shown for a l l funct ions . An 'Employee as -
signed to more than one function should be l i s t e d in the funct ion to which he de-
votes the greater par t of h i s time, with a note indicat ing in what other functions 
he i s employed. The report should not include extra help, or tempi)rary employees, 
"but i t should include a l l regular employees whose sa la r i e s are reimbursable to the 
bank ei ther in whole or in pa r t . In the case of employees who are on a per diem 
or hourly bas i s , the estimated to t a l annual compensation should also be shown. 

« 

*If hired during 1928, please show the i n i t i a l sa lary . 

Digitized for FRASER 
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St. 5976-d 

SAL:\EIES* PAID EMPLOYEES DURING 1928 JffiD ESTIMATED PAYMENTS DURING I929 

Federal Reserve Bank ( including branches) 

(Form E c l a s s i f i c a t i o n ) 

General Overhead 
Provision of Space 
Provision of Personnel 
General Service 
Fai led Banks 
Loans, Rediscounts and Acceotahties 
Secur i t ies 
Currency and coin 
Check co l l ec t i ons 
Non-cash co l l ec t ions 
Accounting 
Fiscal Agency 
Legal 
Auditing 
Bank Relat ions 
Federal Reserve Mote Issues 
Bank Examination 
S t a t i s t i c a l and Analyt ica l 

Function 
Paid during 192S 

(December estimated) 
Estimated payment 

during 1929 

Total 

•Includes ext ra he lp , overtime and supper money. 

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



FEDERAL RESERVE BOARD 
+-

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

November 26, 1928 
St. 5988 

SUBJECT: Condition of Member Banks 
as of October 3, 1928. 

Dear Si r : 

For your information there i s enclosed 

herewith a preliminary statement regarding the 

condition of a l l member "banks combined as of October 

3, 1928. The Board's Member Bank Call Report 

(No. 4 l ) showing deta i led f igu res fo r a l l member 

hanks and fo r State bank members wi l l be ready f o r 

d i s t r i b u t i o n in the near f u t u r e . 

Very t r u ly yours, 

E. L. Smead, Chief, 
i Division of Bank Operations. 

Enclosure. 

TO ALL FEDERAL RESERVE AG-3TTS* 

Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

November 26, 1928 
St. 5989 

SUBJECT: Reports of Condition of State 
Banks and. Trust Companies 

Dear Si r ; 

I t wi l l be great ly appreciated i f in accordance 
with your usual prac t ice you wil l kindly fu rn i sh the Federal 
Reserve Board, as soon as avai lable, with a copy of the ab-
s t r ac t of reports of condition of s ta te banks and t r u s t 
companies in your s t a t e on October 3> 1928. If no c a l l was 
issued as of October 3. wi l l you kindly advise the date of 
ca l l nearest thereto and furn ish the Board with a copy of 
your abs t rac t as of that date, i f not already done. 

In submitting the above-mentioned data i t i s r e -
quested that the number of banks (exclusive of branch banks) 
be s tated, and that separate f igures bo furnished f o r mutual 
savings banks providing thore arc any such banks operating 
in your s t a t e . 

A franked and self-addressed envelope, requir ing 
no postage, i s enclosed for use in transmitt ing the data 
requested. 

Very t ruly yours, 

J . C. Uoell, 
Assistant Secretary, 

Enclosure. 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

November 26, 1928 
St. 5989a 

SUBJECT: Reports of Condition of State 
Banks and Trust Companies. 

Dear Sir: 

I t wi l l "be greatly appreciated i f in accordance 
with your usual practice you wi l l kindly furnish the Fed-
eral Reserve Board, as soon as available, with a copy of 
the abstract of reports of condition of state banks and 
trust companies in your state on October 3, 1928. If no 
c a l l was issued as of October 3, wil l you kindly advise 
the date of the c a l l nearest thereto and furnish the Board 
with a copy of your abstract as of that date, i f not 
already done. 

In submitting the above-mentioned data i t i s re-
quested that the number of banks (exclusive of branch banks) 
be stated, and that separate f igures be furnished for 
mutual savings banks providing there are any such banks 
operating in your state , also that the f igures be segregated 
by Federal reserve d i s t r i c t s . 

A franked and self-addressed envelope, requiring 
no postage, i s enclosed for use in transmitting the data 
requested. 

Very truly yours, 

J. C. Hoell, 
Assistant Secretary. 

Enclosure. Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December 3. 1928, 
St. 5998. 

SUBJECT: Branches of Member and 
ITonmember "banks. 

Dear Sir: 

There i s enclosed herewith a copy of 

a memorandum and accompanying s t a t i s t i c a l data, 

prepared for the Board's information, on the 

subject of "branches of member and.nonmember "banks 

on June 30, 1928, and February 25, 1927, when the 

McFadden "bill "became a law. 

Very truly yours, 

E. L. Smead, Chief, 
Division of Bank Operations 

Enclosure. 

TO ALL GOVERNORS AND FEDERAL RESERVE AG-SITS* 

Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December l 4 , 1928, 
St. 6010. 

SUBJECT: Bank Suspensions. 

Door Sir: 

There i s enclosed herewith a l i s t of member 
and nonmember "banks reported to the Board as having 
suspended operations during the month of llovcniber. 
The statement also includes any corrections made in 
the l i s t s previously sent to you. II0 hanks previously 
suspended ;vcro reported as having resumed "business 
during ITovember. 

I t wi l l bo appreciated i f you w i l l kindly 
chock the data pertaining to your d i s t r i c t against 
your records and advise the Board on or before Decem-
ber 28, by telegraph i f necessary, whether or not any 
corrections or additions are necessary therein, in or-
der that correct summaries by d i s t r i c t s may be pub-
l i shed in the Federal Reserve Bul let in . 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

LETTER 10 ALL FEDERAL RESERVE AGELTTS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December IS, 1923, 
St. 6oi4. 

SUBJECT: Reports of Earnings, Expenses, 
Dividends, and Franchise Tax 
Payments for 192S. 

Dear Sir; 

In order that the Board may have information regard-
ing the f inancial resul t s of operations of Federal reserve "banks 
during the present calendar year as soon as practicable after 
January 1, i t i s requested that a statement he telegraphed or 
mailed in time to reach the Board's o f f i c e s on Wednesday morning, 
January 2, 1929, showing the following information: 

(Code) 
EARL - Earnings from discounted h i l l s . . . $ 
EDGE - Earnings from purchased "bills . . . . 
ESPY - Earnings from U. S. s ecu r i t i e s . . . 
ETCH - Other earnings (items 4-7 on form 95) 
EACH - Gross earnings 
EASY - Cost of Federal Reserve Currency . . 
EDIT 
BIDS 
EARN 
ELBA 
ENID 

EAST 

EYRE 
EMET 
EVEM 

- Other current expenses 
- Total current expenses __________ 
- Current net earnings §. 
- Additions to Current net earnings. . . 
- Deductions from Current net earnings 

Met additions to or deductions 
from current not earnings 

- Net earnings available for dividends, 
franchise tax, and surplus 

- Dividends paid 
- Paid to Government as franchise tax . 
- Transferred to surplus account 

Total (to agree with'item EAST) 

CAPP 
CEDE 

- Subscribed c a p i t a l January 1, 1929 
- Surplus January 1, 1929 
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I t i s also requested that the regular monthly reports of 
earnings and expenses on forms 95» and. 97 he accompanied with 
an itemized statement showing in detai l a l l additions to and de-
ductions from current net earnings (Profi t and Loss account) dur-
ing the year, and that in addition to the regular balance sheet 
form 3k for the l a s t day of the year representing the condition 
of the bank a f ter f i n a l c losing of the "books, a form 3̂ - be sub-
mitted showing the condition of the bank at close of business 
but prior to the making of any adjusting, c los ing or other entr ies 
not regularly made at the end of each month. 

Very truly yours, 

E. L. Smead, Chief, 
Division of Bank Operations. 

TO GOVERNORS OF ALL FEDERAL RESERVE BA2TKS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December 19, 1928 
s t . 6015. 

SUBJECT: 1929 Budget for S t a t i s t i c a l and 
Analytical Work. 

Dear Sir: 

In continuation of the pol icy adopted in 1925, i t 
w i l l be appreciated i f you wi l l kindly prepare and submit to 
the Board for approval a budget of expenditures covering work 
in the S t a t i s t i c a l and Analytical function of your bank ( in-
cluding branches, i f any), to be carried on during the year 
1929. The budget should be submitted in accordance with the 
attached form which corresponds with the functional expense 
report, form E, and which provides for showing in paral le l 
columns the budget approved for and amounts actual ly expended 
during 1928 and the proposed budget for the calendar year 
1929. The proposed salary payments as shown in the budget 
for 1929 should be based on the salary recommendations made 
for next year and, i f practicable, the budget should accompany 
the schedule of o f f i c i a l salaries to be submitted to the Board 
for i t s approval. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

LETTER TO FEDERAL RESERVE AC-3HTS AT ALL BA2XS, EXCEPT PHILADELPHIA* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December 19, 1928 
St.. 6016 

SUBJECT: Form F.E.A.- 5» Daily Statement 
of Federal Reserve Agent. 

Dear Sir: 

There are being forwarded to you today 

under separate cover, by registered mail, 

copies of form F.R.A. - 5> Daily Statement of Federal 

Reserve Agent (1928 edition) for use during the year 

1929. 

Very truly yours, 

3. L. Smead, Chief, 
Division of Bank Operations. 

TO ALL FEDERAL RESERVE AGENTS* Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

December 21, 1928, 
St. 6020. 

SUBJECT* Earnings, Expenses and Dividends 
Reports of State Bnnk Members.. 

Dear Sir: 

There are being forwarded to you today under 
separate cover copies of form 107 for the use of 
State "bank members in submitting their reports of earn-
ings, expenses and dividend payments for the s ix months 
ending December 31, 1928. 

You v/il l note that the form i s the same as 
that used for the l a s t report. In case any of the banks 
make inquiry as to whether or not i t wi l l be necessary, 
in the reports for the current six months, to make the 
undivided pro f i t s and reserve items on form 107 agree 
with those reported in their condition reports form 105, 
i t i s suggested that they be advised to report the items 
in accordance with their previous practice. I t i s ex-
pected that instructions for their future guidance in 
preparing reports on form 107 vai l be issued before the 
next c a l l . 

In continuation of the policy heretofore f o l -
lowed and in order that a l l reports may be as complete 
and accurate as poss ible , i t w i l l be appreciated i f you 
wi l l write for additional information to a l l banks which 
f a i l to report an amount or write the word "none"against 
any item on the report, or which write the word "none" 
where there i s good reason to bel ieve that a f igure 
should have been reported, e . g . , interest received on 
investments or on balances with other banks or in teres t 
paid on time deposits. 

Very truly yours, 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

Walter L. Eddy, 
Secretary. 

LETTER TO ALL IT. II. AG-BITS* 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL. CORRESPONDENCE TO T l P C P r n h P r ? ? 1 Q ? £ 
THE FEDERAL RESERVE BOARD i K A - B i a U O I CO , 

St. 6022. 

SUBJECT: Condition Reports of State 
Bank Members, Form 105• 

Dear Sir: 

There are being forwarded, to you today under sepa-

rate cover copies of form 10$. Please mail three 

copies of the form to each State Bank and Trust Company mem-

ber in your d i s t r i c t with instructions to hold the blank 

forms pending receipt of a c a l l for condition reports. Upon 

receipt of notice from the Board of the c a l l for condition 

reports, kindly not i fy the banks thereof by mail and re-

quest them to f i l l out the reports and mail them to you 

promptly - in no case la ter than 10 days af ter receipt of 

the c a l l . 

I t i s requested that the procedure followed at 

the tine of the l a s t c a l l , as outlined in the Board's l e t -

tor St. 5930 of October 1, be again observed in examining 

the reports and forwarding them to the Board. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

LETTER TO ALL F. R. AG-BITS* 
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD December 27, 1928, 

St. 6023. 

SUBJECT: Revision of Weekly Member Bank 
Condition Statement, Form St. $1. 

Dear Sir; 

There i s attached hereto a copy of revised form St. 51~a> 
Weekly Condition Report of Meiriber Banks in Selected Ci t i e s , which 
i t i s requested be put into use "beginning with reports submitted 
as of January lo , 1929* 

I t ?rill "be noted that the revised form eliminates the 
d i s t inc t ion "between loans secured "by U. S. Government and other 
s ecu r i t i e s , "but provides fo r reporting separately the amount of 
loans on secur i t i e s made ( for own account) to "brokers and dealers 
in secur i t i e s in IIew York City. This addition i s made in view of 
the recommendation made "by the recent Governors' conference, that 
reports on "brokers' loans "be obtained from a l l weekly report ing 
member banks. I t i s not the intent ion of the Board to publish 
these brokers ' loans f igures in the weekly member bank statement, 
fo r the present a t l e a s t . As early as pract icable in 1929 the 
stub of the Board's weekly member bank statement wi l l be changed 
as indicated below. You wi l l be advised by wire of the date of 
the change. 

Loans and investments '- . to ta l 
loans - t o t a l 

On secur i t i es 
All other . • 

Investments - to ta l 
U.S. Government secur i t ies 
Other secur i t i e s 

Reserve with Federal reserve banks . . ; 
Cash in vaul t 
}Jet demand deposits 
Time deposits _ 
Government deposits 
Due from banks . 
Dae to banks 
Borrowings a t F. R. banks 

I t wi l l be noted that the proposed stub i s the same as that 
used a t present , except that loans on secur i t i e s wil l be shown in 
t o t a l , in place of separate f i gu re s of loans on Government and on 
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other securit ics ,and "borrowings wi l l bo shown only in to ta l , instead, 
of showing separately the amount secured "by Government obligations 
and the amount otherwise secured or unsecured. In order, however, 
that the f igures for the present year may be on the same basis as 
those that wi l l be reported beginning January l6 , 1929, the 1923 
f igures are being revised in three particulars, as follows: 

1. In a number of d i s t r i c t s separate f igures have been sub-
mitted during the present year showing the amount of real estate 
mortgages and mortgage loans included by certain reporting member 
banks in "Other bonds, stocks and securities.1 1 In accordance with 
the Board's l e t t e r St. 5579 °f November 23, 1927. the figures of 
"All other loans and discounts" and of "Other bonds, stocks and se-
curit ies" are now being revised by adding to the f i r s t item and de-
ducting from the second, the amount of real estate mortgages and 
mortgage loans included in "Other bonds, stocks and securit ies ." 

When the revised form St. i s put into e f f e c t a l l 
real estate loans, mortgages, deeds of trust and other l iens on 
real estate should, of course, be reported in loans, and this fac t 
should be emphasized in the l e t t e r s transmitting the revised form 
St. 51-a-to reporting member banks. Upon receipt of the reports 
for January l6 , 1929, the Federal reserve agents that are at present 
receiving separate f igures from selected banks, showing the amount 
of real estate mortgages and mortgage loans included in investments, 
should carefully compare the reports of those banks with their re-
ports for January 9, 1929. in order to make sure that, in the new 
reports, a l l real estate mortgages and mortgage loans have been in-
cluded in item 1-b. 

2. The second revision that i s being made i s the deduction 
of "Acceptances of other banks and b i l l s of exchange or drafts sold 
with endorsement" from "All other loans and discounts," from "Total 
loans and discounts," and from "Total loans and investments." Hie 
amount of such b i l l s has been estimated for reporting member banks 
in each d i s t r i c t on the basis of the quarterly c a l l reports. 

3. It has also been found necessary to eliminate, from the 
192S totals , the f igures for a large reporting bank in Los Angeles, 
due to i t s recent withdrawal from the Federal reserve system upon 
consolidation with a nonmember bank. 

As soon as the revised f igures are available they wi l l 
be published in the Federal Reserve Bulletin. 

In addition to the items reported by member banks them-
selves, your weekly report to the Board should continue to show the 
amount of reserve balances, Government deposits, and borrowings at 
Federal reserve bank, which items are taken from the Federal reserve 
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bank's books. The i t en of borrowings should, however, be shown 
in to ta l only beginning with January lb , 1929, instead of being 
subdivided into paper secured by Government obligations and 
paper otherwise secured or unsecured, as a t present . 

I t would f a c i l i t a t e the tabulat ion of the consolidated 
d i s t r i c t f igures a t the Board's o f f i ce s i f , in your report to the 
Board, the items or columns were arranged in the order indicated 
on the sheet enclosed herewith, and if not inconvenient i t will 
be appreciated i f your report i s so arranged. I t i s , of course, 
desired that separate to ta l s f o r each c i ty bo shown on the de-
t a i l ed report as at present , in addition to the d i s t r i c t t o t a l . 

No supply of revised form St. ^1-a i s being sent to 
you, as i t i s assumed that you wi l l , as here tofore , desire to 
have the form pr inted or duplicated local ly . When the revised 
form is sent to reporting member banks, i t i s suggested that your 
l e t t e r of t ransmi t ta l be accompanied with a copy of form 105, 
quarterly condition report , and of the ins t ruc t ions governing the 
preparation of that report , and that the member banks be reques-
ted to follow form IO5 and ins t ruct ions in preparing the weekly 
report on revised form St. For th i s purpose, a supply of 
form 105 and ins t ruc t ions i s being sent you under separate cover. 

In order to make sure that the banks submit t he i r 
weekly repor ts on the same basis as the quarterly condition re-
ports , i t i s suggested that the weekly reports f o r January 16 be 
compared with the December ca l l report and any apparent d i s -
crepancies reconciled, also that the same pract ice be followed 
on fu ture c a l l s fo r quarterly condition repor ts . In comparing 
weekly reports f o r January l6 , 1929, i t i s suggested that par-
t i cu l a r a t t en t ion be paid to see that the loans and discounts 
f igures include a l l real es ta te mortgages and mortgage loans, 
that acceptances of other brinks and b i l l s of exchange or d r a f t s 
sold with endorsement are not included in loans, and that the 
f igures of U. S. Government and of other secur i t i e s include se-
c u r i t i e s sold under repurchase agreement and secur i t i es pledged 
against national-bank note c i rcu la t ion , deposits, etc. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

LETTER TO ALL FEIBHAL RESEEVE AGESTS* Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



SUGGESTED ARRAMGIirNT OF ITEI.IS IN WEEKLY ME13ER BAM CONDITION REPORT 

OF FEDERAL RESERVE AGENTS TO FEDERAL RESERVE BOARD 

Column Code Item 

1 PILF Total loans and investments 

2 PIPE. Total lo ins 

Loans secured bg/ U. S. Government and other 

3 POOR To "brokers and dealers in New York 

4 PAID To others 

5 PALE All other loans 

6 PELL Total investments 

7 PORT U. S. Government securi t ies 

8 PADE Other secur i t ies 

9 PENT Reserve with Federal reserve bank 

10 PICT Cash in vault 

11 POSE Not demand deposits 

12 pum Time deposits 

13 PAWN Government deposits 

14 BOTE Duo from banks 

15 HUPE Duo to banks 

16 PART Borrowings at Federal reserve bank 

17 ROWL Total of items reported (item 1 plus items 9-

18 REEM Number of reporting banks 

s t . 6023 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

December 26, 1928, 
St. 6024. 

SUBJECT: Member Bank Call Beport Showing 
Condition of Al l Member Banks on 
October 3. 1928. 

Dear Sir; 

'Je are forwarding to you under separate 

cover copies of the Board's Member Bank 

Call Report Ho. 4 l , showing the condition of a l l 

member banks on October 3. 1923. Please forward 

a copy to each member bank in your d i s t r i c t that 

has expressed a desire to receive copies of c a l l 

reports as issued. 

Very truly yours, 

E. L. Smead, Chi e f , 
Division of Bank Operations. 

TO ALL FEDERAL R2SEBVE AGISTS* 
Digitized for FRASER 
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