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“ 2= “9 l{on‘syu
The Committec =ppointed to report wpon the queatidn: "Hew soun ean
the Pederal Roserve Banks be oponed and what steps must be taken
pragsding sush oponing?® bogs to report as follows: ¢
ake ke !

m Committes baass Hf‘ l‘c, ort npen the mﬁtﬂ that tha Pedersal
Reserve Banks are to epan in tho simplost pouﬂh form on the basls of
the Bub-Oonrittas's report to ths Bosrs, dated Octeber 3, which report
was adopted by the Board.

A plen earrying eut this progras would have to provide for organiza-
tions when opening to fullill the following functions:

1. The rmi#tu and gafe-kocping of the about $300,000,000 er

* $300,000,000 of lswinl '!"';‘!“f"““’“ will censtituts the deposits sad the
pryuonts oh acoount of t;;iul stosk to be recelved by the Pederal Resorve
Banku;

2. The rediscount of paper to be received from member banks. The
mambor banks sre entitled to pey im 507 of theolr deposits required by law
by redisecount operations (The questioh whether the Pederzl Reserve Banks
gan t-per-v;rily atop thsir reilecount oporations at this peint er whether
they must be prepsred to g¢ on radiscounting when onge thay have begun
will be diseussed at a later point in thie report.) (108)

3. The recelving through the Federal Reserve Board and the 1swue to
mowber banks of Padoral Reserve Notes. 3

4. The transfeor of balences from the account of one member bank of
a disztriet to that of ancther.

5. The transfer of Balanees betwesn the Federal Reserve Bunke. (The

guestion whether or net any of these functions can be diepensed -ith, tem-

k4
D|g|t|§ed for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis




Digitized for FRASER

| (2)
perarily at least 2t the cpening of the banks, will be discussed in = sud-
sequent part of this report).

G.Amuﬁm currency (subject to the adoption of the zmendment).

¥hat steps will be nocessary to perfect organizations of a ecupagity te

. gope with these eix requirsments?

In onumernting theses stops, the Committeo muakes fruos to suggest st
ths sume time 2 plan of how to des) with the same.

This has boen psriect-

ed in elumest svery distriot. Porms of cath of office have Bosn handsd to

2._ ass C Mrubm and in most of the cases the first mesting of the dirset-
ors, snd the Biddiegd—ta 0o th how m-wﬁ%?m« plroe by

the 20th of Ootober. In the f{eow cases xksikax vhere Clas: € Dirsctors 4id
not find it ponsible to dispose at omes ol their heldings of bank stocks
(far instance, in Sen Franciscc) it has boen suggested thet tentetive slee-
tions teko place with the u}_g__u__h}l_;}_ng that they will %o duly ratilfiad by

formal uttu of the Board (as rapldly 2s- pr

2nd: Tho Tieotion of Jovermers. The m;-ml Regerve Agente have beon
instrugcted to progesd with the eleotion of m as rapidly as

poasidle (oconsulting the Fedoral Reserve Board where negessary) and to inm-
form the Directors of the Federal Resorve Bunks that a conference will be
held ot Washington on the 20%h ol Ostober, when it is expseted that dele-
gations eomsisting ot-‘not less than threc members (inecluding tie Governor
and the Federal Reserve Agent)from each Federal Reserve Bunk will be in
atiendunge. It n,q_thoﬂforo, toc ba expasted thet the alsetion of gevernore
will be as wmuch &8 poscidble, and it is to¢ be hoped that on the 20%h
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(3)
the gevernors n-th all Poderal Rossrve Bsnks will be present.
| Srd: Election of Advisory Coungil. mern rlé:rm alocted
by the Direstors of sach Federal Reserve Bank, A mamorandum containing
the Board's views concerning the qualifieations of such mewbers and the
prineiples to bs followed in elocting tho’&- hes besn sent to eagh Fed-
eral Resarve Agent for gomrunication to his Board.
m“- _ AL by the Pederal Reserve Banks must of neces-
sity pregode their opening. Under the law (29) these by-laws are to be
proeparsd by cach Pedoral Reserve Bank, but, in order to secure unilomity,
tentative by-lows have been propa.nd and n;t_:t y the Pederal Reserve Board
to 211 Dirsstors of Pederal Reserve Banke eme ¢/t s planned to sppoint on
Ostober 20 o small committee (No. 1 on Legal Matters) consisting of govern-
ore, Federal Reserve Azents, ete. which will agree on uniform by-laws =¥ W
“Shadi—-¥» adopted, temporarily at least, by all Pederal Reserve Banks. Theso
by-laws are to be simple in form. Their further elaboration gan be left
toap ent gcommittes on by-laws. The varying conditions exdesting in
ﬁ&ﬁégn which may render necescary some variationa of detail should be
covered as far as possible by rules to be adopted by engh Pederal Reserve
Bank, dut 1t is to be urged that the by-laws of all Federal Reserve Banks

may romain wndform.

be adopted by all

banks shall be submitted to the meeting and turned over to the same Com-

mittes (No. 1). (These are to be prapared by Counsel.)
| Sth: Uniform Accounting. A eet of books und forms necessary for the
opening of the banke will be submitted by Mr, Willie to Conmittee No. 2
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Jth: A simple system for (2) settling balenses and making trancfers
betwoon Pederal Resorve Banks and (D) betwesn the member banks of a dis-

trict iz to be submitied to the same sommittes (No, 2) fér repert. (133)

Direat nd Advis Coungil. This is to De
fixed by the Pederal Reserve Banks subject to the approval of the Federal
Regerve Board. Committee No. 3, on-organiszation, should report reccsmen-

dltto , W | a

ne. (50-91).
3 Delinition ¢
m,.,s eldr

oral Reserve Board. A joint committoe consisting of twe moembers of the

Fodaral HReserve Board ahd soma prominent Covermors snd Federzl Reserve
Egonts should disouse this problem and report reconmendations. This oom-
mittes (No. 4, called the Committss on Plang and Seope) might also discuss

and revort on the general program adopted by the Board for the opening eof
the danke. (97-9 )

Wt te te diseussed and some gensral ~rinsiples to be fol-
lowed by all Wanke ought to be reported by Committes No. 3.
Adth: The form of the wookly statement to be issued b

agery the olidat tament to be iesued ) -
sgrve Bogrd ought to be sulmitted and disoussed., (Mr. Willis to prepare
thess forms which are to be submitted to the Federal Reserve Boord for dig-
cusaion bafore the 20th of Osteber).(75) by Committes No. 4.
mk. o question of a oredit dureau and statemonts to be made to
mombor banks by oustomers rediscounting paper ought te be turmed over te

the Cormittee on Plan :nd Scope. This question might profitedly be die-
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sod 2%t a dinner. MWTM. it wp formally at the
conraroae; It iz neceasary, however, to explain to the delegates the im-
portange of this phase and the future development.
13th: Duties of Federsl Reserve Acents. These have bsen disoussed in
a apecial report which is attached. A special conference ought to be held
by semm-mermbers of the Pederal Reserve Board with the Pederal Reserve Agents
2t whigh thair functions will be fully disecussed and regulstions to be
promugated by the Pederal Reserve Board will be agresd upon. These sre in
gourse of preparation. (The report of the Sub-Curmities on Pederal Reserve
Agent ought tc be carefully -mlyud by coungel and regulations ought to
be prepared byh'in 'énmiho basis of this ropors.) (086. Committes No. 5).
7 24¢n:  Note Tssue ond Redemption. Pedersl Reserve Agonts should tuke
A pnﬂnmt pert in Committee No. 5, to de appointed to deal with this
qusation., The Comptroller ofthe Currency, under vhose charge the law pri-
marily plages this phase of the functione of the bamks, ouwpht to prepare
forms and regulations sovering the issus of the notes to Federal Raserve
Agentas (81), th'ﬁ(nm oI by the Federal Reserve Agents to the
Federal Reserve !uh, the safe~keeping of these mﬁf t;{?gm ::-p-

tion fund & be-wwwt in the Treasury in Weshington, ote. (123)

(73) Under the law there is to be org-uud*l bureau in charge of the
Comptroller end wnder the supervigion of the Federal Resarvs Board which is
to be in charge of the m’\o_l- laws ooncerning note isauesk This is

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



Digitized for FRASER

| e
to beidone (if éﬁ has not already boen done): Some forms have already been
prepared by the Shiddre- Committos, which, if spproved by the Comptroller,
could be mede the basis of the regulations to be submitted by him to the
Board, (It i» sugsested that Counsel go over the law carefully and peint

out the various sections of the law that need o be covered.)

Cleanay Cungamty ~

Agents should play a prominent part ni- port and it is suggested that
it be turnmed over to Committes No., 5. The reamson ﬂyv?oiltﬂl Reserve

Agents should ba in partioulsr charge of auditing and why suditors should
cooperests with Federal Reserve Azents has boen fully disgussed in the special

report on pederal Ressrve Azents,

It 45 sugigested that the Secretary of the Federal Reserve Board tele-
graph about the 16th of October to all Federal Reserve Agents in order to
agsgortain what delegntes are coming. Thaere will be prodadly betweon forty
and fifty mon and oxcellent comudttess can be composed from this material.

The personnel should be coneidered in ample time before the mecting. .In'a/
plan for the division of the work outiined smongglf the committecs is at-

tached (Exhidit I). The cormittecs will roqn%d%ﬁ 2 t to somplete
thoir rercrts, which cculd then prodably be asted upon on the 22nd, after

which the conferencs would disband with the order to progesd with ths greatest

http://fraser.stlouisfed.org/
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poonible dispatch. The delegates, upon reashing their homes, will promptly
progecd to engage their staflls and perfect arrangements for quarters, miu,
furniture, books, forms, stationery, ete. To perfect an organization both
as to personnel and physical maghinery capable of safely heundling even in
the most temporary way the problems sbove outlined will require at least
from three to four weeks, Mon have to be ¢arefully eiited and particularly
those to cceupy positions of grest rnpens.tbintf gannot be found within
a day or two, and, if found, it takes tham some little time to [reo them-
selves from their prosont obligations.

um{m;u requires a double sot of thm—mmm», one for the
Federal Resorve Agent and one for the general business of the bank. In
viow of the large sums of oash which will be entrusted to thelr care,
these banks must provide for the greatest possidle degres of safety, Of
courss, it will be unumrw. ' ,&n the bdeginning, but, even then,
it will no doubt be negessary to strongthen existing m facilitios
or $o rechape them g0 as to bs svailable [or the changed conditions, and
it is most dmportant that, in this respect, the fmcilities Wi be such ae
to onable the banks to go on for some time and until permanent srrangements
can be made without being obliged to make freguent, costly and dangerous
changes whils the machinery hﬁ_ﬂ‘ _ . In’oml investigation
garried on by the Seeretary ¢f the Board im his discussions with Federal
Reserve Agents besrs out this point of view that =t lesst this pe:ied of

time will be required. Moresover, information so far received would indigate
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that the Pederal Reserve Netea will de ready for delivery about November
10 and your Committos 1s, thersfore, inelined to think that this date
ghould be viewsd as the sarliest possible moment 2¢ which the banks could
sufely be opened. Thias would presuppose that everybody will preceed at
top speed) that the work will de well planned; that duplieations of el-
fort and all "red tape® will be aveided, In order to diepateh dusiness,
1t 1s suggested that the sorvices of additionnl gounsel be sescured for
the next few weeks. Loegel dosuments, scontracts, regulations, by-laws, ete.
will heve to Yo formulated and the agelstance of a man of quick grasp and
-enorgy would be very helpful. The Federal Ressrve Board's Counsel is
apparently unsdle at this time to Iree himsel! {rom duties alresiy omn

his shouldere. Dwuring the conference snd the wesks of activity preceding
the opening of the banks such additional counssl seems very desirable.

Befors the epening of the bnh., and, if possibls, ‘Potm the con-
forenge, certnin regulations and instructions must e agreed uwpon and
forrulzted., The appended list * ghows what romaine to be dome, but it ie
urged thaet the Coumsel and the Seeretary go through the law earefully and
report to ﬂu Governor sugh additions as may be nececssary.

It is most Lmportant that the preparction of the program for the meest-
ing be taken up pronptly and made out carefully in all its details.

-

711l follow, P
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It is osugpested that pupers be preparad 4c de given to each delegate

iy = W &

etating the paragraphs of the law requiring aetion, regulation or d:l.u_u-
olon and the sction and regulation propesed, leaving spuce for mmendmente
ag they may develop in the disgussion.

Thile this may be termod the positive side of the program, there is
i ay Lmportant s1do whieh—te—tTyTITTtive—caer The Sub-Committes

_weported on Octeder 2 a plan for tl;g opening of the banks which dealt

with thuu ﬂntmttﬂhmuwmmmou vhich should be
deforred to lo tlkln\w on;xpftor ﬂu opening of the banks. It is sug-
gnhd that a thlr thtfuat be made to _thc dolo‘nu s te this progren,
end 1% 1o most. important that mronntf of vievs bo established somserning
those points unpt the m-\nra of the Board. During the conferaness
with the Class ¢ Dtrntoﬂ it has bean a frequent eccwrrence that divergont
v!.m wore npmud ‘or mombere of the Board on such questions: as 4w the
time of cp-uu, _- m ndvisshility of opening the entire systom si-
multoneously ar pino-mnl, Eimﬁiﬁ for advisory ecuneil, clesrings,
ete. It is mt isportant that a definite poliey de adopted for the dis-
ousaion of these peints =nd the Committec submits 2 liaet of auoh itoms ae

it believes should be taken up By the Doard frem this point of view,

-
S~

Exhibit III '

R,
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T™he quostion has boen ralsed whether or mot 1t would be advissble
to call lmmedintely for the first pgment on account of the capital
stock of the Fedorel lsserve Banks while doferring watil o somewhat
later dage the transfor of the Meservo momey %0 tho Fodoval userve
Benlks . nmmmm-‘uuumwu{w
esii It eould mot be made immedistely becsuse in onler to carry 4me L
-als into effect 16 would be necossary te perfoct the orgmimstion %o
mwum%. ocashlers, accountents, zuditors,
would have beem angaged ani the venlts or other facilities wemliTED-
sexiiabdo Lo tule core of the aboubl oighteen millioms of dollars of
gold which would eonstitute the first poyment on ascount of stosk

el e
But nmothing is %0 be gained by such payment. The money

 would lle $dlo, the beniks would taks the responsibility for funds for

the recelpt of whlch they could hardly be adequately prepared, the
completion of the organiszation would be pushed at the saegrifice of the
greater ecare in selecting the proper mem %0 fill the offices, and,
moregver, the withirewal of oighteon millioms of dollars of gold would

aﬁmmn&wmm&mmum

requirements would not go Into effect until later om.
It is the opinion of the Committeo that the first osll for pay-

B R
ment on socount of the stock copital should be made -bageulimobion i’/

with the mnouwncemmnt of the Jecretary of the Treasury that the baniks
have been opganised, 50 that payment for stook cepital and deposit of
reserve monay oculd be made simultmneously, or in quick suscession.
The Committee has boan agikod %0 report wpon the guestion
whother 1% would recommend the opeming of the bamics plese-mesl. It 1o

.org/
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oloar that & sewewmer condi tionf vhich would reduce reserves and in-
sugurate = system of rediscounting in ome part of the country, vhile
the very section 80 opened might drmw for gold on other sestions in
whigh reserve requirements wasdd not yot Jewe bean reduced, would
easily load to confusiom. _
The Committes would recommend that unless there be
m.mmmni"ﬂ“’

on

& Mw%‘?"
Pmmm The only exception might pos-

sibly mmmmmmmnmmmum
great distance to be covored by delegstes and commmications may pos-
sibly bring about the necessity of opening a 1little later then the othor
Federal feserve Bamks. I 18 t0 Do hoped that the Jan Frenoisco Benk
msy muoceed in keeping pase with the othor eleves banks, but in caese
this should not be possible the Paeific Cosst distriet forms a wnit
almost by itself and while wmdesirable, it is very conceiveble that
meammmhmmmmﬁm-

Should the banks opon in case the Federal igssrve Notes ave not
MW“MW? they open for the mere purpose of
receiving the deposits from the mamber banks and such wmount of redis-
Maqhm’;mm%mﬂﬁ
NMMMMMMVNM.’&“-MQE ‘?v%
mqwmm-ntnmuuummm
Notes would be resdy for delivery?

To receive the deposite of the bunks and %0 continme discount-
operations without being sble to furmish Federal Feserve Notes
would be an unfortwmate precedure. ‘ny additionsl rediscount granted

$0 :ny member bank would mean a deplotion of the gold N of the
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Fedoral leserve Banks because instead of lssulng Fedoral Ssserve Seme
Notes, they would have o pay out lawful momey. 1If, om the oOther

hand, the Federal leserve emks stopped Suiking further discownss he
effest would be M equally wfortunsto e The Federal leserve Barks
oould nob permit o member bsnke to draw sgainst thelr balances, these
would be $led up md the mamber bamiks would be reduced to desling with
thoir cesh in vemlt slome md sny further withirewal of gold would be
folt Ly thom iy 50 much more soutoly. Moreover, if the member benks

in order 0 pruduce the required belmce with the Federal leserve Banis koo

waeERee rediscounted $2D0,000, for illustration, msturing in fifteen
duye, the Vederal eserve Bamke would collect thls paper after fifteem
mumm%w&-mmm

Mmthtit%. They would therefore withdraw 90

mush more lawful movey Srom oirculation.

The only sdventage %o be gained by the opeming of the Fedural
leserve Bamks in this crippleod econdltion would be to bring iante effect
the reduwetion of roserve requirementa. It does not sppesr thut this
redustion is immdiavely required st shis time; quite the comtrary, it
eppears most desirseble that all Hgw «0ld be bild Weeiher o much e
Mmil&o_#&hwuwmnnﬁuwmmm-
ity of the member benks G¥ puiffg the lurgest possidle wwunt of gold
into thece bamks should not be lessemed. On tho one hmd the redustion
““’m‘. -mummwmm
Mwummmx&wm-—
ercised by the Federal Heserve Bunks; om the other hamd, the amxiety ex-

isting in the larger centers concerning the effect of Uhe ehifting of re-
serves would be increased. mmmmummm

fow woeks in allaying this fear and this has been a very helpful factor

.org/
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in brixging about willingness en the pert of the Lamks to help liberally

in the present situation. This effect is be lost and e
eriticism will be leveled at the ledersl feserve Bosrd
of the Treasury becsuse it wonld bophedmiy advertised e ooun-

try that She only reason for opwming the system in so orippled a form
muu-mmwusamumumumu@
the federal Seserve Hotes. -

The Commibtee is sbrongly of the opinien that 1t will be a grave
mistake to contemplote the opeming of tho bsnke without being able o
teme Pedoral feserve Notes, which s & matter of £aot would bo.pasr Ldaiid =
P—ouhmmmu.ganf:cw—mmw 1%

m—.mwhnﬂm
n-mmmmmumuuammmu
effect wpon those who are %o beo entrusted with the ruming of the system
if they whould foel that @n questions of mich importanco servirbei-ske

mm%&.

Moreovor, the Comitteec makes free to suggest thet in the negotia-
umﬁu-m“u%nhuamm*
vantage in stating definitely whem we expoot 50 open instead of giving
them the feeling that our position will dspend somowhat on their actions
nmmmumzotmnumumumm-d«#m

%ﬁnhomml largely depend upon sk UNE-RUSITNS-. %am“

Your Committee furthermore draws your sttoution %o the faet that
when before the House Committoe members of the Soard stated clearly
that 1t wonld be necossary for the Federal Heserve Board %o know

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



TS S e T

Digitized for FRASER

the fate of the pemding smendments before being sble to estadlish the
poliey to be pursmed by thw Pederdl Reserve Hemks. From this poins
of view 1% would be unfortunste at this time %o wale sy definite
amownocenat. In case the smendments should 2ot be secured 1% weuld be
necossary that the Yedersl Heserve Doard agree om & definite poliecy as to
the interpretation of ite power t0 suspend reserve reguiremmts. If
it should bo decided %o procesd boldly in exercising the powars grambed
by this and if counsel sdvises the Board that 1t has the power
necessary to weet the witustion, this phese ought S0 be fully discussed
at the coming conferemoe 80 that the governors and wexbers of the Roards
be fully apprésed of the policy to be sdopbed by them.

it would be very holpful to umow on how much goid from Vhe Treesury
the Ffederal Hessrve baniw ¢ouid count when opening.

(Signed)
it B 8 Hexding.

B0l M, Verburg.
' Committee.

PRV,
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Compittec ou ‘ccounting

1. Books and forms

2+ Settling balances and transfers
betwoen momber banks

Ze 'Bo-ttnns balances and transfers
between Fedoral PBosorve Bankse

. 4+ Definition "Net Balances of Deposits”

le Buildingy Vaalts, Staff, ' T
Salarios (room for F.Re igont)

Z2e Compensation for Directors and
Advisory Council
Je

de

10e &e (166)

Definition Commercial paper
i Open market tracsactiouns
Bank acceptances
Restriction Agricultural raper
wockly statement
Crodit burcan

Program for development of banks

1. Duties of Ioderal Neserve Agonts

2¢ lHote ilsewe and redemytion
3 Auditing

A
1
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EXHIEIR IX. Bzge Ons
FPEDERAL RESERYVE BANKS
ORGANIZATION
Riatribution of Responeibility.
Seunsel Sagretary
Uniform stock gertificates and rocolpts to Ve adopted Are the books, forms, ete. covered by para-

by banks.

Dutios F. R. Agents. Prepars regulations based on an
alysis of report of Sub-Comndttes. 86. -

De our minutes contaia the commnication of the Comp-
troller of the Currsmey te slifoest that erganization
cortifigates have beon filed by sll F.R.Banks. 22-23

It is wgently required that we get counsel's opinion
about the povers of the F.R.Bourd to suspend reserve
requirsemonts heving particular roferance to ths re-
quirement with resreet to cssh in vault kept as dal-
anco with F. B Bank.

Give opinion comgerning last parsgraph of 163 and give
epinien comeerning 177, regarding directors' fecs.

g

1

Digitized for FRASER
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graphs 6 and 7 Conmittsoe report proparsd in
sufficiont mamber? Submit for approvel te

cemrittes preliminary to confersnge.

Form of woskly stutemont. Prepare and sub-
mit for discussiom by Board prier to confer-
engs Octoder 30th. 75,

Coamrunicate to sagh dank the mmber and dis-
tinotive lettor assigned to it for note isews

Advise nll P, B. Azents t¢ notily as to
elassifiontion of A B & C Directors. 52.
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Pobtingii v i &4 ; , Puge Twe.

sz trodlor.

In requested to seccwre from Mr. Ralph definite statemont as to whem P. R. Notes will be roady for
delivery and in what amounts. )

Propers forms ond rogulations covering nots iseue. 122-81-T3.
Expenae printing notes to be levied and assessed on F. R. Bamks. 128.

The law requires that the Gomptreller shall sppolnt examiners and the Pedoral Reserve Board shall
fixz salaries wpon the recemmendation of the Cemptreller. Is the futures titls of those examiners
to be "Faderz] Examiner® znd has the Comptroller any plam in mind which he desirss to submit?

&)
v
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SXURIT IXL.,

Until after the opendng of the banks, the folloving functlons shall not be

taken up, and it lo sagoosted thas, in ordor to avold seattoring of attention

and efforts, this disoussion de rofrained from by the conforencos

le
Ze
Se
de
Ge
Ge

Te

Opening of branchos;

Speeclal permit to lational Banks to act as trustoe, oxocutoms, ote.;
Opon mariet transactions (including foreign exchange)
Parchase and sale of U, S, bonds and rovonue bondo, etc.j
Appointment of foreign agonteg

Charges to be collected by momber banks from patrons whose chocks
are cloared through Pederal Resorve Danksg

Charges to be imposed for sorviee of clearing or collection ren-
dored by Yederal Tosorve Bankse

Hotes It is vory imort.nt that an usdarstanding be reachod upon the guostion
of clearingae
part of the banks to dump upon the Federal loscrve Bnlw thoir entire transit

Thoro isa widenqa that thero oxists a strong tondency on the

business, vhich 1o not a profitable one to many now and will not bo a profit-

able onc after tho inanguration of the systoms The Podoral foscrve Nanks in
taking over the clearing howse functions and the collection business of tho en-
tire country might easily undortake for the benofit of the bhanks a burden for whieh
thoy would receive very lnsufficient romuneration and which woald force thea to
ocroate an cnormous and very exponsive wmm!m- It would very heavily ine
crease tho resronslibility of those in M_ao of the system and add to ite expen-
ses and intorfere with the banking and oarning powor of the Fedoral Reserve Bankse

It 1s thoreforo sug osted that this subject be approached Gn.l, aftor the mst

careful study and investigation ani that no single Federal TNesorve 2unk be authore

izmod to take thio problem up before, as a matter of prineiple, the cntire subject

will have bem discussode
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There are certzin powers given to the Federal Reserve Banks which
N should bs exercised only wpon some joint plan of opsration. Amongst others

are the !onmlt

Dealing in gold coin or bBullion at home or abreoad, making loans thereon
and contracting for loans of gold.(111)

To buy and sell United States bonds and notes (and warrsnts having
to run mot to oxgesd six momths, issued by munieipalities, ete.) (112)

The oyadng and meintalning of banking accounts in forsizn countries
and tho establishment of agencies.®

Teo ‘pnrdhuo and sel ' foreign u&hngo.

The pwrchage of bank accsptances.

Exchanging of 2% Governmont Bonds into 37 Bonds and one-year notes.

The Committes rocomrends that the suggestion be mide to the confer-
ence that an Executive Council of the Fedoral Reserve Banks be ereanted to
consiat of the twelve governors, of which seven shall constitute a quorum.
It should also be provided that the banks may delegnte = deputy to take
the plrce of the governor and that they mizht vote by letter, telagram or

proxy in case the queastion to. ‘be voted wpon will have deen proviocusly
communicatel to the Pedersl Reserve Banks.

This Executive Council should have power to deal with these and similar
questions dslegnted to it by the Pedoral Rescrve Banks. In case this Couneil

*The Board ouzht to be prapared to answer the question: whethor®agsncies®
means foreisn branches to bDe opened by the Federal Reserve Banks. It is sug-
geated that this would be insdvisable for the Federal Reserve Banking systaem
and that it wonld be Detter to foliow the syatem of the Purepean central
banks that employ other existing banks =nd private firms to mct as their
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(2)
sheuld decids to earry on operations of this kind for the joint mccount of
a1l Pedoral Reserve Banke, they should be apportioned pro rata the stock
eapital of the Federal Reserve Banks.

The Board will have to discuss with sounsel paragraph 163:
mmﬁumzmum-m@-qut of 2 nonmonmber
bank in applying for or receiving discounts from a Federsl Re-
serve Bank undor the provisions of this Aet except by permis-
sion of the Pedoral Reserve Board.®
Evidently thi- i3 not to Do intarproted 28 fordidding the redisgount by
moembar banks of bank paper endorsed to them by non-member banks but it is
very difficult to define vhat is termed “medium or agent” in this gmee.
Hembar danke are sntitled to a ruling inasmuch as the power is vested in

the Federal Resorve Board to give same.

Clause 164:
*The reserve carried by a member bank with a2 Federal Reserve
Bank may, under the regulations and subject to such penal-
tiss as may be presoribed by the Federal Reserve Board, be
checked against and withdrawn by such member bank for the
purpose of meeoting existing liabilities, eote.®
ought to be stuiled by the Pederzl Reserve Board or possibly by ons of the
cormittons.

The Committino has sugsested that the guestion of how to define ™et
balanges of deposits®™ be referred to the Cormittes on Accounting. The
Poderzl Reserve Board will have to docide whether or not it wante to pre-
scride that onch bank state daily at the close of each day to the Federal
Roserve Bank the amount of its net dalange, stating at the sime time the

smount of the balange dme to the Federal Reserve Bank under the provisions
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_matter for each bank that, mt he oloss of the day, it should send euch
ctatoment over the signeture of fta president or cashier. The pemalty to
be imposed, however, mmvwfhomammu
£24rly heavy begsuss that would bs conducive to & poliey to bo adopted by
the banks of keepins their balanees rather in excess of the minimm re-

quired.
Roopactfully subpitted:
t.‘-.‘lsoi .,22,.?%.?:.!&!?;. (R TR R R
Q-Qv.sts$§¥f'ai)p!=-.?:j:'im;:boa..l-‘IIG
Cormittae.
| |
f l
' I
i r
ﬂ' ]
I ; _
i ' -
| P. ¥, W. :
10-13~14 .
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gt ¥ . WFL AL RESERVE LUARD FiLEy
_ | —PAUL M. WARBURG.

! S03e01
The main problem confroniing the Federal Reserve Board is the question
Lof !t

of whether the Federal Reserve Banke should be opened in the near future or
whether their establishment should be indefinitely pestponed. I say imdef-
inltely because I believe that if these Federaul Reserve Banke are mot opened
now it may be imposaible to opem them for a year, or pessibly even longer;
because with all the emergeney currency that will be outstanding within a
few months, with our gold supply more badly scattered tham ever (im all prob-
ability we shall have substantial premium on gold unless we open the Reserve
Banks), our position will be so weak when the moratoria im Burepe shall have
been lifted and the demand for gold in that quarter will be so enormous that
the Federal Reserve system if in operation at that time, havimg no control
whatever upon the American market, would be in an extremely precarious situa=
tion., To my mind it would be helpless and it would mot be lomz before ite
own pesition would become i.lvolvcd.. If wo want to open, I believe we shull
have to opemn now, and the sooner the better,

But we could mot think of opening now unless the law bes redically amended
in some respects. If the bunks opemed under the present law they would have

a capital paid in of sbout $19,000,000 and deposits of sbout $250,000,000, Un-

der present circumstances a very large portiom of these deposite would be paid

in by way of rediscounts, so that one might expect that the astual gold held im
the aggregate by the mew banks would amount to around $150,000,000, Against
this there is at presemt & gold obligation due in London of $50,000,000, and

it hae been figured that our toetal indebtedness, though partly coversd by the
present moratorium, amounts te §500,000,000, While I am confident that through
the shipment of our food suppliss this indebtedress will be gradually liquidated,
the immediate drain on our geld supply might prove very embarrassing, and
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whether or not we might be able to meet the present situatiom, past and present
experience shows conclusively that a gold reserve of $250,000,000 is mot suf-
ficient to safe-guard the immense finamcial structure of curremey amd bank
credits of the United States.

The United States is rich im gold. Tts entire gold holding, including
the holdings of all banke, the free Treasury balance, and gold im circulation,
is estimated to amount to upwards of $1,500,000,000, It is apparent how inade-
gquate is a system which assembles only $250,000,000 of this gold and leaves
sbout $1,250,000,000 free as an absolutel; useloss and wasted asset of the
nations I{ should be the cbject of the Owen « Glass bPill to consolidate as
much as possible all gold in the Federal Reserve banks and the Treasury and te
get 1t away from the cash vaults of the Nationnl banke, the State banks and
the trust companies and out of eirculation. From this point of view I belleve

that the Federal Reserve Act ought to be amended, provided 1t does mot already

clearly vest in the Federal Reserve Board the power to do the follewing thhsqt
To change at ite discretion the dates upon which the further instalments

of the capiial steck of the Federal Reserve Banks are payable and furthermore

to postpone the dates when the reserve requirements of the mewber banks shall

go into effect and to modify such requirements to meet the situatiom by wt

vote of the Federal Reserve Board, The Federal Reserve Board with such powers

vested in it could rule that Federal Reserve bank notes should be counted as

reserve of menber banks (the Owen-Glase bill itself does mot specifically state

anything to the contrary) and it could furthermore rule that whether the reserve

| be held as balance with the Federal Reserve Bank or im their own vaulis be op-
i

r. tionel with the mewber banks, This would bring sbout a most desirable changs,
| that is, the transfer of the gold from the member banks to the Federal Reserve
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s4, 8¢ Such member banks as would met cooperate with this could be easily
brought in line by the power of the Federal Reserve Bank of'rnfuling them notes
or rediscounts, Member banks mow hold in their veults about §$970,000,000 of
specie and legal tender motes, and it would be safe to figure that the Federal
Reserve Banks could control me less tham $800,000,000 of this amount. It is
unnecessary to emlarge upon the effect. If $80,000,000 be withdrawn in this
case the gold cover is only weakened by ten per cent, If $80,000,000 be withe
drawn out of $150,000,000 the gold cover would be reduced by fifty per cent and
the structure would either be dangerously weakened or a contraction would be=-
come necessary 8¢ great that it might brimg sbout gemeral confusion and panic.
There 1; no reason whatseoever why Federal Reserve bank notes should met be
counted as reserves just as much as the notes of the German Reichsbank and the
Bank of France ars counted as reserves in those countries, Thers is even more
reason for counting them here as reserve money, because the German amd Fremech
notes are notes of private institutions while the American notes are obligations
of the United States. While national banks should certaimly not be permitted

to count their own obligatione as reserve, there is no reason whatever why they
should not count the United States obligations as reserves, for which as entirely
independent institutions the Federal Reserve banks are primarily responsible.
This principle has bsen recognized Jy the law when it permits a large part of the
reserve to be kept as balance with the Federal Reserve Banke, which as a matter
of fact, under the system as it stands now is not different from Federal Reserve
bank notes, immsmuch as balance can be converted into notes and notee can be con-
verted into balance. There is only ome reasom why the member banks should wish not
to part with their gold anmd that is because they have the ogligation of redeeming

their nmational banmk currency im gold. If, however, they agree te put all their
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gold holdings into Federal Reserve Banks, the respomeibility of providing the
gold for the purpose of redeeming ought to be thrown upon the Federsal Reserve
Ranke aadl the member banks sheuld be permitted to redeem their natiomal bank
currency through the Federal Reserve Banke or by payment in Federal Reserve
bank notes. The Federal reserve bankenotes muet gradually become the cire
culating medium of the entire country. The gold notes must be withdrawn and
assenmbled in the Federal Reserve Banks, and the national bank curremcy will be
gradually withdrawn.

The Owen=-Glass bill should be amended so as te give the Federal Reserve
Banks with the approval of the Federal Reserve Board, discretiomary power te
begin to purchase at a price not to exceed par, the United States Govermment
bonds againet which ecurrency has been issued. The Federal ReseSve banks ourht
to be permitted to purchase these bonde at smy time (mot omly after the expira-
tion of two years) and their purchase ought met be limited to $25,000,000 per
year, because it may become very negessary for the Federal Reserve Banks to
bring about contraction in order to find effective means of reducing the vast
volume of curreney which will have besen issued. It is a thought well worth
conpidering whether the Federal Reserve Banks should not gradually assume by
somo method te be further develeped the Aldrich-Vreeland eirculatiom. It #oudd
give a very much desired revenue teo the Federal Reserve Banks and it would put
this circulation under the control of the Federal Reserve Banks. "hile it might
reduce to a marked extent the gold cover behind the notes, I believe we are only
deceiving ourselves if we leave this circulation outstanding and do net figure
aguinst the total eireculation the gold reserve which exists to cover all oute
standing cireculation., Moresever, the obligatiom is the same if we comsider

that on the ome hand we have all the membsr banks united as currency associations
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and liable for the circulation and on the other we have the same member banks
united as Federal Reserve banks respomsible for the Federal Reserve notes. The
currency ﬁualatiau will have to fall back on the Federal Reserve banks anyhow,
for the redemptiom of their notes, and I believe that we would get & clearer
vision and better results by having at least the power to assume this entire
eireulation. I do not demy that unless the Federal Reserve Board is fully
conscious of the terrific responsibility which it would undertake in permitting
inflation that the system would be a dangerous one. But past and present exper-
1enced has shown that im establishing a system of this kind, we have to see to it
that theugreatest possible pewer is vested in a central orgamn, whatever that may
be, and that only in vast power lies safety im critical times, and that for normal
times ondy pust vely ar the abllity and conscientiousness of the man in charge
to bring about the necessary contraction. In this case it is, to my mind, a much
safer system to corral all the gold and operate the system mormally with a gold
reserve of 80 #p 100 per cemt rather tham to let the gold be scattered amd believe
that there is nﬁty in permitting ¥¢ each bank te needlessly heoard a vast amount
of gold and let the gold reserve in the general regserveir comsist of 50 er 60
per cent subject to reduction 20, or sven 10 per cent in cese of emergency. To

my mind there cannot be any doubt as to which of the two systems is the safer and

more comservative,
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