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I

H H U B AII0 filAVT OV£E£0BfiCfiIPTIdi OP HIVRi Ml LOAN AfiD

I FMR THAf J$X Oii^GE AT THIS T B ^ ?&ULD BE OXVSf

PUBLXCOT AUU THAT PBSS^ ccaacBifs m u BE MISIHTERPEKTED

BX THE FUBLIC, 11 B i i l i t E IT ÔWJD BE Hftfc ID M V I

tii-ITIL A l 4 0 n BATS* MATTER ^OU. BE ®l$CU&SW
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BOARD

IU2IL I H TO FACT THAT DULY A fU MCTWWft WMF. PRE6QIT AT

MSEXING TODAI, iuND IT I £ ATiTICIPATED TEAT ONLY A FEU RXLl 3E

PHBBBIT AT 0 1 0 1 JULY 1 7 , COt^IDERATIOu OF QimOh SUGGESTED

BOARD* S WIRE JULY 7 WAB M W W W UNTIL DliiECTOES1 U 6 8 M JULY 1 9 .
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July l l | 1945

Carpenter - $'&shington • •

Regarding Board's wires July 7 &&a 10, with respect to proposea elimi-
nation of preferential discount rate on advances secured by Government obli-
gations mturing or callable in one year or less , believe elimination of that
rate at th is tins undesirable for following reasons:

(1) Banks Bight be influenced to sell certificates in large volume
to adjust reserve positions as war loan deposits are *ithdrawn and to pur-
chase longer term securities as reserve positions

(2) It coalitions in (1) develop, bhs S/st^.ri would be obligated to
absorb the e^aso supply <•>£ ehert ier«< Isaacs j.a |£n di&ntel and tbe diff i-
culty of qfiirHflrtm x^c pattern of ratofc m>ulu b# increased. Also, fio*
of tsank fim^s late l#oger IMUM lJtaai | tog«imir iiiih Syst©ia*a- inadequate
supply of such iat^t#i ior purposes of control, sight t©ZKi to aepress further
the yi«13 oa longer term,

(3) Doifctful &s to ext&iit of decliiie in -total bank credit in usa, be-
cause decrease in borrowing *ould prob&bly tend to be counterbalanced by
increase in System purchases of securities*

c

If rat© were elis&nated on grounds need for it has p&sstdt and
such action later proved wrong, System would not bo in favorable position to
reinstate rate,

(5) Elimination of rate would unquestionably be regarded by market as
an increase in rate rather than an elimination of rate no longer needed.

Believe increase in spacial rate to three-quarter percent at this time
mould accomplish desired objectives without disadvantages which would result
frora elimination of preferential rate for following reasons:

(1) Less tendency for banks to shift out of certificates into longer
term issues, because banks could resort without penalty to borrowing on short
term securities to adjust reserve positions. As & result of this tendency,
management of the pattern of rates would be less difficult.

(2) Three-quarter per cent rate would lead to discourage us© of certifi-
cates for purposes of borrowing for profit or for lessening excess profits
taxes, perhaps even to as great an extent &s elimination of rate,

(3) Three-quarter per cent rate would probably lead to increase in bank
rates to customers, dealers, a.nd brokers, although not to same extent a.e
would result from elimination of rate. In aap event, tendency would be to
curb speculative activity.
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(4) Tim« i s as propitious for incre&se to t m three-quarter per cent
rate as for increase to on© per cent ra te . Since problem involves i portant
factors which cannot accurately be itie&sured at this time, increase to tnree-
quarter per cent rate with subsequent reappraisal preferable to increase aow
to one per cent rat«« Araong most important factors to be considered are (a)
effect of action on pattern of rates an-u (b) ei'fect on curbing borrowing for
profit and speculation. Inasmuch as tuere i s not way of knowing extent to
which these factors will be affected, we believe preferable to take part ial
step in desired direction at this time. After experience with t-iTee-quarter
per cent rate, reexamine situation to determine whether further action neces-
sary and what consequences mght be. Increase to three-quarter pftr cent
rate would put banking system on notice that ^referential rate i s not frozen
in rate structure,

(5) Three-quarter per cent ret© would have less unfavorable effect on
market and aight therefore be more acceptable to treasury than elimination of
the preferential rat©.

If a l l Reserve Banks stiould finally decide to eliminate preferential rate
with approval of Board, strongly urge that Treasury give further considera-
tion to simultaneous announcement that banks mould be required to collateral
seventy-five per cent of war loan deposits, above a minimum amount, with
short tens issues.

w
Will present matter to our Board Thursday for discussion. If different

views develop In that discussion, will advise you accordingly.

Gilbert

c
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RKPLXING I PERSONALLY FAVOR ELBilKATIGH OF SPECIAL DISCOUNT KATE

OU ADVICES SECURED BY GO?KBM^T£ \U9ttSM Oil CALLABLE IK ONE IEAR

OR LESS BUT WILL ABUtE XOU OF I X S B THIS M B OU SUBJECT FOLLOfiLNG

Ulî STIÎ G OF OUR BOARD O 9 THUSSDAI. IF EARLIER ADVICK OF ATTI1UDE

OUii BOARD IB DESIRED PL3^££ LET K | %M0^ AMD I SHALL C

BY TELEPHOME

LEKOT
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1 9 4 5 JUL 9 1 1 18

CAEPUJTSR BOAFJ)

iiBUATEL 7 W ^OULD FAVOR ELIMINATION OF SPECIAL DISCOUNT HATE ON

ADVANCES SECURED BI GOVEHSIiitT OBLIGATIONS iiATUiOMG IK H I VM

0 ; M M | ASSUUI2IC I3OAIiD ftlLL APPnOVE SUCH CHANGE WE i Q £ ACT

AT NEXT MEETING OF OUR EXECUTIVE COMMITTEE*

ranom
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RMHiTELS ? and 10 UKUKDXiiG VlWKBWtML RATE, AT A Ui&TIHG Or OUH

DIRECTORS C014MITT£E TODAX THE ELIMINATION OF THE rmWUBTUl -ATE

*AS B t M B O B AKI> m QQK7TKS lOft lB To THE BWTnitTTTTT OF THE

i m i BUT SUOOH^TED IT WIGHT B'6 PWTftlWl SO Rl Wft W

rtumn TO W9SUM THE UATE OM BILLS not 3/1 TO 1/2 so

THAT CX)UNT̂ Y BAfiKS WOULD BE IMTEllEStED Di THHIE FOiiCHASK IF TKEI DEBItED

TO SUBSTITUTE BXLLL F0« GLiiUFICATLS IT Bi-Ii.G

WOULD Z K d t i a i OUri EEPUIiCHA^E liATE ACCOitDIKGLX OUh DlfiECTOE^ COMMITTEE

H A S TO H.IMI^AT^. tHl P iU^ki i i&mL iLATI A6 £00i4 Ai f g j I M

Ut THAT THt1. Titi-AiU'T iiND THL OTitlv. FabU ,1 a^BM JUMi
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JULY 7 BELIEVE CHANGE SHOULD BK ikADIL XK SPECIAL OXSOOUK?
Oil ADVANCE SECURES) BY UiGHT GOVUl^MlUf OBLIGATIONS*

DO HOT I&XS9E THAT ACTIOH ]\QULD HAVE iiHT GEMT EFFECT ON POLICIES
OF 8A1&6 IM EIGHTH F1DSBAL RESERVE DISTRICT, UP TO
THE Plil^&UKT TIME BOiiuQV\BiGS BY U±.,SL:, BAi . LAflOELI
CONFINED TO i RELATIVELY £^ALL HUMBEK OF CITI BANKS AND HAVL
HOT REACHED UKDUB PROPORTIONS. kbluK FiiQii WB Ou TWO CA&E&
HAfl B^E« FOR TfiMPOilAai AW0£T51£MT OF i ^ K , V E POSITIO^i; AfID THE
ABUSES MH^TIO^LD XM CHAlfliUfl K u a E 6 » LKTTEIl HAVE KOT GIV)^ US ANY

COKCE;;N IW THI^ Di^TiacT.
A£ BKTV;£E;̂  DOIKG NOTHING ti*Q OQUKJESSLX iiLIMINATI

, WOLD BEFIKITH.Y FAVOR THE UTTSR. ON BALaCE, HOWEVLH, I
FEEL THAT A CHASO1 TO ONLY 3 A P ^ C S ' T MIGHT BE PBITOttBLE AT
THIS IXUSi THB: F i ^ F I T fBOU BOR^KMQ ..OUL1) BE KFfSClTVKLI ELDOIUTB)
MOlBOVEft, I T MIGHT HAVE SOME INPLUiMCE OH BAKKS XI W I £ DISTRICT
AT LEAST IK KEEPING THHM IW CBaHflCATlfi AKD . 9 0 rSRCEKT «OT£S
INSTEAD OF SHIFTIiiG 10 LOGGER TKRM HIGHER HELD 81C0RITIES, THI6 I f
E f i W d A L U TE0E I F BAHKS Aab BEQOIRKD TO U3LLATERAL ^Ah LOAU ACCOUMTS
WITH G0¥£RHMiiiT6 DUK 06 CALLABLE fclTHIK OLL { £ 1 ^S £UGGi^TED IK
EXECUTIVE COMMITTiiJ'^S lUBtaEAfiOQU F S C THAT AN ISCRKASfi TO
3 / 4 FiafiOBT B08LD BE JUST A5 EFFECTIVK HI CABTIKO DOUBTS ABOUT
IMDEFIIIITS lUIMTERASCE OF PRESE8T PATTED OF RATK IH THE 8H0RT-TERK

OUF, E)ARD MEETS TOMORROW FOS I T S U O T FO.^AL USSTXKQ UI^TIL
SEPTEMBER. VI COULD DI5CUS6 THE PftOPOSM CHAiKiE AT THIS MEETING BUT

LIKE TO HAVE UNIX IWFOf-MATlOK ABOUT VIEsft THi^UGHOUT THE S
TO CALL 1HI5 AFTEfiWOOK TO CISGOSS TH2 FULLY.

DAVIS,
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BOMB OF
PBBBRAL SKSBOTE mmt

IK PBIKCIKJB, IT I S DE&IEABLE 70 ILIMIMATE THE fiCURWG PBHMBU
MUM, UimmMf HATE Of 1 / 2 PER CBB? OB AOTAtlCSft S101EEP BT
OBUOATKWS MATtiaBIG OR CALLABLE Hi 0111 X£A» OE l A S S , BBT IB A
PRACTICAL MATTER I f I S PREPERJBU At THIS TIME TO fcAISB THIS HATE
TO 3 A Nfc ^^^ SATIIER THAM mkUSm IT* THIS fiTBP » H U ) BS

1OLI} SOT PO OFSEf THE MAgSEt, AKD AT fnl §Ml TIME
OIVE XHDICATIOfi OF SWX> FLJBOBIUTT 114 SfSTBi POLICY Attfi

CEMTS A BISIBABLE S J K S t T Of IKCIRTAIim XM THS

TOii BOTSCT OF THIS INCREASE SHOULD IMI$M U S PUESfiliT StfiOHQ
APPE3Z1E FOI CJEftXinCATES MTrfOOT OMBUMXillia THE IM?i$TimiT

FGft W n U MUCH, OF COOftSE, 1ILL BEPBf.D 01̂  HOft THE 0?Bf
COteHTTIE HXU. COMDUCT XU OPBaATIOKi. I F

SUFFOSTS B i t C&aTlPICAT£ MAMIsT 50 ACTIVE*! A3 TO
f l M O J M , MOT MUCH CHAMOE CAi BE JSXPBCTED IK T8I
SITUATION BOT I f TM CERTIFICATES AM MUHTmM mil AT FAI,
THE mtmB Foa THIH IS LZKBUT TO BE LISS Acnnu TKS S^IILD

CAUSE QgiOBIIi BJ^Atl&B BAKJL£ !«Oft" MOLB SNOOQH SHORT UATUSITIES
mm. CBI uusmx oss AS COLLATI;RAL roa ADV ŜCES. IT ICKILD

STILL IHI3ICAT2; OOh FOUCI BESIO^ED TO ENCCHIEAaE BASCS TO 58CURE
EESEEfIS FKOM m BI 0ISO3UHTIMG AaABIST fiHOftT PAPER RA3HE& 1SAK

S OE BOSi^^lKa A0AIMST L01C PAPER*

m to E XII ems
BI A STATBtfKT IHJBXGiOIJKQ THAT THK JSA30SIS FOil THE 0IFF1RB4TIAL
EATS OP I / 2 F E E c ^ ^ km m W®mi ViLID AUD TiUT 1HX CSAiaE III

B O S I S Hi LDW KITH THE BSITlLOPIMa CliESIT

, wi nmm mmwt THAT THE PEESSIT LIMITATION OF IAE
ACQUITS 10 | 0 PER OTT OF f̂ TAL mO$ll& WUUBVfS OF WAK WM
ACC0UIT6 BE 5TEICTLI

1
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X9-45 JUL 9

H THL 7th* IE FAVOtt INUiEA&L OF oPJtCDJL, DI6C0UKT UTL 01* LOANS

ilBDEED BX GGVLia&£*JT6 DOS ISITHIi I TBkM BUT H i I l V l THAT H W

TO j/l W»63Kf ^OULi. BK HngWUlLI TO COMPLETE i

LIKELY IX) IA?1 U^b^I.ABLi. U f B

D UBl
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July 11, 1945

Will wire you with r^g&rd r,o olinination or BodlflafttlaJI of

special ttiscount rate on •bllfatlMa l«ll«ibi« in oos ftW

after i w l i t t m t i o i by directors n6»;t
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C O P Y

July 11, 1945

Carpenter - Washington

Your wire 7th. This Bank would be agreeable to having special

discount rate on advances secured by Government obligations

maturing, or callable, within one year eliminated, and further

for the sake of uniformity would agree to a 3/4 per cent rate

if Board and majority of other Banks prefer that rate.

McLarin
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July 12, 1945

To Mr. Carpenter - Board.

Reurtel July 7 and 10, our Directors today authorized following:

That the special rate on advances secured by Government

obligations maturing or callable within one year, which

has been fixed at 1/2 percent per annum since October 27,

1942, be changed and that the rate be fixed at not less than

3/4 percent per annum, nor more than one percent per annum,

the decision as to the rate and its effective date to be

made by the executive committee after consultation with

the Board of Governors and the other Federal Reserve Banks,

(Signed) Davis.
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July 12, 1945.

To Mr* Carpenter,

Our directors considered informally today question of preferential

discount rate and agreed that a change should be made. They prefer

a 3/4 per cent preferential rate to elimination of preferential

rate because the former would probably accomplish about what the

latter would accomplish and (l) would be less abrupt, (2) would

be less likely to interfere with sale of new certificates, (3)

would preserve the discount window as the logical method of replen-

ishing reserves, and (4) would leave member banks in a slightly

favored position as compared with nonmember banks with respect to

discount facilities of the System. There is no assurance that a

1 per cent rate would result in less speculative buying of Govern-

ment securities by dealers and others on bank credit than a 3/4 per

cent rate. It is especially important that the certificate market

be supported only at prices that would return par to the seller.

(Signed) Leach.
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