a December 31, 1948
The Members of the Board
Mr, Verdamsn

On the 17th instant, the Board approved and delivered to the
Chairmen for transmittal to the President's Economic Committee and to the
President, three statements, with respect to prospective legislatiom
granting additional authority to the Board to increasse reserve reguire-
ments. These statements were entitled respectively:

(2) "Suggested Persgraph for Inclusiom in the
President's State of the Union Message";

(b) "Suggested Paragraph for Inclusion in the
President's Economic Report®; and

(e) "For the President — Legislation Needed by
the Federal Reserve Board".

In suggestion (a), this sentence is used among others: "In
order to be equitable, such supplemental reserve requiremeats must be ap-
B plicable to all insured banks®., The discussion in the Board has been to
the effect that unless such supplemental reserve requirements were made
appliceble to all insured banks, the Board did not want e contimumance of
the present supplemental requirements, or any additiomal authority granted
for supplementel requirements. In view of this definite opinion of the
Board, I feel thet this opinion should be made clear to the President and
to his Economic Advisory Committee.

In statement (b), the following sentence is used, among others:
the Board in its discretion to permit the Federal
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Reserve Banks to allow some retwrm on these supplemental baslances". I
was of the opinion and am informéd by two members of the Boerd and by sev-
eral members of the staff that they comstrued the term ¥some return® teo
mean payment of interest on reserve balances. One member of the Board
advises that he iz "meutral” on this question; another stetes that he did
not intend that the Federsl Reserve Banks should pay interest; and another
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Federal Reserve Board to authorize Federal Reserve Banks to pay interest
on reserve balances held to meet these supplemental requirements, and slso
on any excess balances®™. This paragraph definitely interprets the phrase
"some return™ to mean & payment of interest by Federal Recerve Banks on
reserve balances -~ both required reserves and any excess reserves. It
does not mention any limitation on the amount of excess reserves upon
which the Board would sllow interest.

I was absent from the Board meeting on the 17th on official busi-
ness, and was not, therefore, present to discuss or vote upon the three
subject statements. But I did say to the Board im the mecting on the 234
instant that I was opposed in primeiple to the payment of interest by
Federal Reserve Banks om reserve bslances, but thet in view of the Board's
unanimous action on the 17th, I would not interpese further objection.
However, in view of thé subsequent discussion and the apparemt confusion
in the minds of some members of the Board and members of the staff as to
vhat was meant exactly in these three subject statements, end, further,
in view of the fact that these stetements are definite policy statements
released by the Bosrd to another Government sgency, I feel that I should
nhumufutbmnmtqmnhnn&uqmm#
interest payment mey be clearly recorded.

Fo I am opposed to the payment of interest by the Federal Reserve
System on any reserve funds which may be in its hands, whether they be
required reserves or excess reserves; and I am opposed to asking for or
even suggesting to the Comgress or to the President, or to any of the
established committees working on these matters, that any such authority
be granted to the Board.

I feel that the payment of interest by the Federal Reserve Banks
on reserve balances would initiate 2 policy which is, in effect, another
step towards eventual, complete capture by the Federzl Reserve System of
that function of private commercial banking, which concernms cerre
bank relationship between centrsl reserve and reserve city banks, and so~
called coumiry bamks.

Such & step, in my opinion, is & drastic snd dangerous departure
from the traditions of the Federal Reserve System of more than thirty
years standing.

Such departure might well lead eventually to an entirely new
method of Treasury financing by the simple expédient of having larger and
 larger commercial banks' funds deposited with the Federal Reserve System
.ta“uudmummmummmum
chase Treasury obligations at a ob-
ligations might have to bear if :
hnm:hnmndfmm. n-mwu-nwy
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eagsy, without the restraints of the presemt system, funds for Treasury
financing, in accordance with the political and economic views of the
political

Such interest payment policy would be imconsistent with regula-
tions nov in force, prohibiting the psyment of interest on demand balances
by all insured commercizl banks. If we ask for suthority for the Federal
hnmunmtopayw, then we will undoubtedly reopen the emtire

I would much prefer that we carry on as we are at presemt, hav-
ing only one source of Federal obligations; thet is, the Treasury -~ and
in sury; that is, bills, certificates and
bonds. I-Whiﬂ«t&%m&u:m-ﬂh,h&

& Banking System which has proven to be the most successfl and umiverselly
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Reserve Banks, but this cen be well met by some ar-
the "Special Reserve" plam previously suggested by
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