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EFFICIENCY AND ECONOMY IN ADMINISTRATION OF
FEDERAL RESERVE BANKS.
the program for this Conference, which was sent out about a

flonth ago, the first subject listed for discussion is "Efficiency and
®%%ony in Administration of Federal Reserve Banks". This subject,
alwayS an important one, has added significance at this time because of
barges Which have been given wide circulation and publicity that there
38 been an amazing waste of public money in the increase of salaries and

tha 8Xpenditures of the Federal Reserve Banks. These charges are, ne

do .
b, Feésponsible for the resolution recently adopted by the United States

Sg .
nate directing the Federal Reserve Board to inform the Senate of the

Taber nr officers and.employees, together with their respective salaries,
°t o Federal Reserve Bank of New Ycrk, as well as of the other Federal
Revomrg Banks, and the expenditutres made by each "Branch Bank" in the
erectiun °f public buildings and the general expenses in the administra-
lon o ®ach Federal Reserve Bank, and how much of the net earnings have
%€ paig to the United States as a franchise tax.
In the opinion of the Board it is unfortunate that matters of this
Should aggume a political aspect or that they should become the
°f a Congressional resolution. The Board has kept Congress
informed of these matters ever since the Banks were organized late in
yoar In each Annual Report information regarding salaries has

€lven in detail, names only being omitted. An exhibit has been made

or
ach Federal Reserve Bank, showing the number of officers by grades,
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Salarieg paid to each, the total number of employees, the average salary
and the aggregate of all salaries paid. Information equally explicit nas
glven from year to year regarding the building operations of the savera
Sral Reserve Banks. The Eosrd has endeavored to maxe clear the
character and functions of the Faderal Reserve Banks and to distinguish
Stween matters which come under the supervision and control of the
®Spective boards of directors and under the general supervision of the
Federal Reserve Board.
Some time past, a persistent propaganda has been conducted, which
Calculated to mislead the public and which apparently is designed to
the System and its management into disrepute. The powers and duties
° the directors of Federal Reserve Banks are defined in Section Y of the

Foge
ral Reserve Act. Responsibility for the management of these Banks

Tegt . .

§ Prirarily ana divectly uvpon thom and vpon their duly appointsd
Offi

C®  ang agents. The law requirec that any compensation that may be
Provige-

by boards of directors for directors, officers or employees

Sha]_
1oe Subject to the approval of the Federal Reserve Board. The Board

has .
ot a1y cases approved salaries which have been voted by directors

Sderal Regerve Banks, but as a rule the recommendations of the
irg
Ctors wity respect to salaries have been approved by the Board, some-

imes
? Perhaps, with some reluctance.

t

The Board hag taken the position, however, that as the directors are
Y responsible for the administration of the Banks, much considera-
Should pe given to their views as to the rate of compensation necessary
. 8¢ re honest, efficient and careful management. In its Annual Report
or

yoar 1918, the Board pointed out tnat particularly with respect

Junior officers and emrloyess salaries must be paid approxisating
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o€ salaries pzid by larpe member banks in the cities where the
ederal Reserve bhengs are located. If, in order to reiluce exrenses,
policy shovld be adonraed of maizinz the Federal Reserve hanks
€re trainin> schools for bani oificers, it is hardly possivle,
Cause of the frequent changies involved, that the bankg would have
decree of efficiency in administretion and smoothnesz of oneration
"hich the would have if the compensestion r=id te sufiiciently liberal
Tetein the services of trained ard cepa™le ven.
Board dces not for a moment believe that the directors of
y F'edel'al Reserve bank in fixing sezlaries or in auvtlhiorizing expendi-
tureg 3, develoring the business have been actuated by any desire to
€ the Governmwent of the revenue which it is entitled to receive
tnder b, terms of Section 7 of the Federal Reserve Act, and most
SUredly the Federal Reserve Poard would not be a party to eny such

undertaking‘

Federal Regerve banks are not, strictly speaking, Govemmment
Stituti°ns- The government oms no stock in them, rrey are not
UPPorteq by appropriations made by Congress, they are subject to
t8Xation on their reel estate just as netionel benks are and
eir Payments cut of earninss to the Government as a franchiss tax
o times greatly exceed all taxes paid by an eguel numter of the
Artgay national banks, state banks and trust companies in the United
States. The 1irectors of Federal Reserve banks are civen such in-

Cide :
T*al powers 25 shall be necessary to carry on the business of

~ Within the limitations prescribed bv the Federal Reserve Act
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ad "shall perform the duties usuelly appertaining to the office of

directors of banking assccistions =znd all such duties as are pre-

SCribed hy Jaw".

There can be no question, therefore, as to the authority of
directors of Federal reserve benks to provide their institutions with
Sultaple banking quarters. As has been repeatedly pointed out to
C““greSS, it has been impossible to lease 2dequate quarters, end
buildiﬂg overctions heve, therefore, become necessary. The Senate
resOlution, to which allusion has been made, refers tc the Federsal
Reserve banks as "branches". The Federal Reserve fct, however,

Makes it very plain that these banks are not branchess Their in-
Pendent povers are defined in Section Y and authority to establish
Tnctes of their om is given them in Section 3.

The buildings scquired or constructed by Federal reserve

are in no sense putlic buildings. The funds necessary for
thes - &cquisition or construction were not appropriated by Congress,
the title is not vested in the United States but in the Federal reserve

anl they are not exempt from taxation as all public buildings

378, but are expressly mede liable to state and local taxation. The

Officers of Federal reserve banks are not officers of the United States,

nd are not public officials any more than officers of national banks
® PWlic officials. Federal reserve banks, like notional banks, are

°Teenizeq under the laws « the United States and each are supervised

b
¥ Fublic officials; the Federal reserve banks by the Federal Reserve

°ard gng the national banks by the Comptroller of the Currency.
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Oth Classes are impressed with duties %o the public, but it is true
that Federal reserve banks, by reason of their supervisory powers over
Member banks and the nature of their business, ard by reason of the
e]imination of the element of competition, heave more of the attributes of
Bovernmental ins titutions than national banks.
0 order to render efficient service to the member benks and through
" to. ¢he public and to perform the functions imposed upon them by the
Federa) reserve banks are obliged to mske large expenditures which
not imposed upon national banks, state banks and trust companies .
[does not wish to impair in any degrze the efficiency of the Federal
*Crve banks, but deems it important, nevertheless, to call-your
Btion to the reaction which has taken place during the past eighteen

mon . .
ths, 4o the general business depression now prevailing throughout the

°°untry’ to the smaller volume of earning assets now carried by the
Fedhal Teserve banks snd the consequent reduction in the earnings, and
" th Chenge in public sentiment with regard to large expenditures.
Board urges you, therefore, to do 211 in your power to eliminate
S8ary expense and to conduct the tusiness of ycur respective

s
Hutions 1p such a menner as to give no reascnabdle grounds for any

Chay
e
88 of eXtravagance and waste.

Recent Developments in the Par Clearance System and
Suggested Changes in Methods.

Board desires to cnll your attention to the persistent
Sition on the part of a large rumber of non-member b-nks of the

0 . -

%Y to the Federal reserve par clearance system and to the impedi-
2 TP
ts *hich have been thrown in the way of making this system universal

™ 1 SCope.



The injunction whicu was obteincw some eighicen monihs ago by
State banks in Georgia against the Feaeral Reserve Bank of Atlenia is
Still in effect. The Federal reserve bank was successful in removing
the cage from the state court to the United States District Court and
"N & clear cut decision in that court. It won also in the United States
Circus¢ Court of fppeals, but the decision of the United States Supreme
Court ¥as to the effect that if the allegations mede by the complainants
Could be sustained they would be entitled to relief. By reason of the
19nguage used in the opinion of the Supreme Court this decision has been

T®Presented  to the public as a swseping victory for the complainants

Ml a5 4 condernation by the highest court of the land of the policy of

Federal regerve banks with respzct to collections.

a matter of fact, however, the case has merely been remarded to
thelhﬁ¢ed States District Court in Georgia for trial on its merits, and
< f“3“’017'a'ble outcome is anticipated by the bank's Counsel, with whom is
ass°°iated Hon. John W. Davis, fonue. Solicitor General of the United
States and more recently United Statcs fmbassador to Great Britain. This

doubtless come agzain before the Supreme Court of the United
States In regular course after it hes been decided by the United Stetes
1stricy Court and the United Stat%t?%‘;tt;t of Appeals.
tis necessary, however, to call your attention to the fact that
© legislatures of the States of Louisiana, Mississipri, fla2bama,
Ten ®Ssee, Georgia, Florida and North Carolina have enacted laws which
make ¢ difficult, if not impossible, to otlige non-member berks to

2l par, and while there is doubt as to the constitutionelity of

aWs, a separate test will have to be made in each instance.
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Theg Will involve great expense and perhaps many years will elapse befcre
the cases can be decided finally.
It is not the purpose of the Board to recommend any immediate change
8 POlicy, for Coursel i- anxicus that nothing be done to confuse the

have already been defined in the case now pending in the

Uhiteq States District Court in Georgia, but after that court has decided

482 the Board may suggest a modification of the present plan. It
S Opportune, therefore, to discuss this question on the present
c .
Casion ang request the Federal Reserve Agents and Governors of the banks

at  +u.
®ir separate msetings to devote such time as may be necessary for

8 fuly discussion of this subject.
Section 16 of the Federal Reserve Act authorizes the Federal Reserve
L0 exercise the functions of a clearing house for the Federal
bankg or to designate a Federal reserve bank to exercise such
et and also to require each such bank to exercise the functions of

a
clearlng house for its member banks. In the development of the present

the Board has attempted to establish such a clearing house in each

I many of the large cities there are banks which are not members of
the

Ccal clearing house, but which are permitted to use some clearing
Ougg Wember bank ag a clearing agent. Such banks are, however, obliged
to Conform ¢ all the rules and regulations which govern clearing house
fenber banks. Non-member banks which refuse to remit at par for checks
8 on them have been availing themselves of the facilities of the

®. reserve par clearance system through their member bank correspondent
t 725 been suggested to the Board by the Governors of two Federal reserve

dany .
ke that in view of the legislation in the states above named and of
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POssible similar legislation in cther states, it would be well to taks
advantage of another provision . in Section 16, which authorizes the
ederal Reserve Board to fix the charge which may be imposed for the
Service of clearing or collection rendered by the Federal reserve bank,

y authorizing Federal reserve hanks to advise their member banks that

°n and alter a certain date a compensatory charge of so much per one
UWndreq dollars will be imposed against the member banks on all checks

¢ Dy or originating with a non-wember bank whcse name is not on

the par list,

Under such a regulation non-member banks which refuse to lend their
°Peration to the Federal reserve collection system would have to pay
for the benefits derived by them from that collection system, for member

Would hardly be willing to collect checks for such non-member bankg
Mles paig for doing so at rates equal to those charged by the Federal
Tesarve banks,

The Boarg requests that the Governors and Federal Reserve Agents in

®prarate sessions discuss this proposition in zll its bearinge.

"t

Principles Governing the Discount Rate.

C
°nirol over djiscount rates, as exercised by the Federal ressrve
ankg
and the Federal Reserve Board, is one of the most important and
~reachs . .
aching powers ever delegated by Congress to another instrumentality.
r C
Erant ranks with the pover given the Interstate Commerce Commission
%o rq gula’ . .
railroad rates. VWhile it is necessary that powers of this

nd
Should pe vested in a few hands they should be used with discretion

ang th
® effect of a change in rate shculd be carefully considered before

th
° Change is made,
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The principle is well established that in theory the Federal
T®8erve bank discount rate should ve slightly in excess of current
TFates, There has been much discussion nf the reductions which have
been Wade in digcount rates during the last six months and disregarding
Plniong of the prejudiced and the uninformed, let us consider the
°nflicting views of some whose opinions are worthy of attention and
®°pect The quotations which follow are from a symposium recently
Pblaghed in a financial journal.
A New York banker and an Eastern economist expressed themselves
therein ,q follows® "The basic idea in this policy of keeping the
Stount rate above the market is that reserve bank money is for
%®ptional and unusual use - that it is not the province of a reserve
bank to Supply a substantial part of the ordinary funds employed in the
1n ordinary times. Of course, it is expected that a reserve bank
shall bake money for its stockholders and shall employ such of its funds as
be Necessary to meet expenses and to pay dividends. One provision of
°ral Reserve Act, permitting open market operations on the part of
e ral reserve banks, was designed to give them discretion in this
¢ Whether the member banks should rediscount with them or not. But

the ..
POs* " jon of a reserve bank is a very peculiar one. If an ordinary bank

Rakg
s ) .
2 loan, checks come in against it, as a consequence of the loan, whicn

®et out of its reserve unless it should happen that simultancously
ne

by

W .
deposlts are made with it of checks drawn on other banks. Loans made
®serve bank, however, need not lead to drains on its reserve. When,
'R maky, : .
€ a loan, 1t issues its notes or gives a deposit credit to a re-
18Couns «
Cunting bank, that note or a transfer of that deposit credit will be

QCQ
Pted ag ultimate payment by some other institution. The deposit
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liabilities of the reserve bank count as ultimate reserve for the other
bank of the country, and the volume of reserve money is consequently
iNcreaged through a mere increase in the deposit liabilities of the
Teserve bank. With an increase in the volume of ressrves of the member
there is an immediate tendency to a reduction in the general
level of discount rates throughout the country, placing them below the
leve) Which open market conditions would otherwise call for and creating
temPtation for the uneconomical use of bank funds. There is parti-.
Cular1y a temptation to use bank funds in an excessive degree for capital
PurpOSes’ and for the ordinary banks of the country, misled by the
artific:.al excess of liquid cash, to tie up too great a part of their
10 non-liquid form. The reserve bank which makes rediscount
low, therefore, instead of performing its function of increas-

he liquidity of the banking system, tends rather to destroy liquidity

A Ghicago banker reiterates the opinion expressed by him several
s that the Federal reserve banks and the Federal Reserve Board ought
Proceegq very slowly in lowering the present rates. He anticipates
that there jg congiderable danger, in case the rates are lowered
Pitately, of a renewed inflation,with a consequent reaction more
Yol than the one through which we are now passing. He takes the
YioW thay in general it is a complete mistake to have ths rediscount
fates lower than the prevailing market rates for commercial loans, for
i bankg are enabled to rediscount their paper at a lower rate than they
themse]“es receive, obviously a continued inflation is profitable to them.
is “Plnion coincides with the views of the Eastern banker and the

f0Bist above quoted and he stresses the point that owr large gold

Ve is, after all, due only to the fact that gold is not being
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clrculated at the present moment and that much of this gold is likely to
%ut of the country as soon as there is a change in the balances of
®. He concurs, also, in the view that a certain amount of the gold

hleh the Federal reserve banks have at present is merely held, in a sense,

T trugt fop Europe. He regards as entirely fallacious the argument made

¥ adhergnt of a policy of lcwering rediscount rates that such action is

0le because the reserve ratio: and gold accumulations of the Federal
SerVe banks justify a relaxation of the official rates,

A ¥ilwaukee banker who contends that the policy should be in accord
Hith money market tendency, states that "The main point made by those
*PPoseq to the lowering of Federal reserve discount rates is that the re-

fount rate should always be above the market rate. This is laid down
® genera) principle to which there are no exceptions. Federal reserve
e only emergency. funds, it is said, and it should not be possible
for berik to make a profit by rediscounting at a lower rate than the market!
e callg attention to the fact that "When the demand for credit is excessive
creaSin&, the reserve banks should move into a dominating position by
Sing their rates above the market rates for money. But the samé nece€s-
g r diSCouraging resort to Federal reserve banks does not exist when
demang for credit slows down, loans are being paid off and reserves

accumulating‘ What has happened as a result of the recent lowering of

Sount rates? Has it resulted in an expansion of loans or reinflation?

NOt at all,
h&v

8 . ] X

0tinued to.reduce their rediscounts and borrowings and to do this

On the other hand, the published records shcw that member banks

A
Fought pressure upon their customers to liquidate. Customers who
. hav
e 3 3 3
oluntarily liquidated and got themselves back into good financial

Cond Sa.
W are offered lower rates on new loans. This, of course, 1s an

“1Ve t0 thoge who have not done so to liquidate. This is the
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Practical ¥ay in which the leadership of the Federal ressrve banks in reducir.,
their rales has worked. There has not been the slightest tendency toward re-
| feweq inflation. Rather the tendency has been to further liquidation." This
& banke . agrees that "The general principle of keeping Federal reserve
"Uscount rates above the market rate for monsy is sound,but it does admit
“Xcoptiong as in the present condition of things. The preseat Federal re-
| sorve licy is in accord with the tendency of the money marxet and it is

any
’ d to 880 how it has had or will have but a wholesome and constructive

% I, recent publication a well-known banker and economist has as-

Serte
l 4 that *he best index of the money market in this country is the rate
on

=¢redit loans to borrowers from two or more benks, and not the rate
4cceptances, as in England. The volume of line-of-credit loans in
8¢ . ) .
Suntry jg far larger than the volume of bank acceptance credits, but it

n 8 ¢ L
3 “v4vted whether the rates on such loans are ag competitive as bank

" ot
are nce fates. Bank acceptance rates are fixed in the open market and

Pub] 3 .
, Lishec, Line-of -credit loans have no open market and there are no

bligh
®d rates. Line-of -credit loans are not as competitive as they may

1 © Small firp commonly maintains a line of credit only at its own bank,

c .
b °fPorationg usually have lines of credit not only with their home banks
)]
With
8 l“‘EB banks in financial centers, not necessarily because they ¢an
Cure 1
Ower rates, but because no one bank wants to take care of ..their full

Neeq ..
’ “OF these réasons it is to be doubted whether line-of-credit loans

afe_
TY a.
77 Pona ap index of money market tendencies as the bank acceptance

i s T
v :?‘becauze 1a§ter represent the minimum rates for the best class of paper
s\e"Pift his ig go, they indicate far beyomd their actual money volume
ma;/Sto °: the market. The present rate on eligible bank acceptances of
. v ar

8 ~v:1 1s a better indication of what is taking place and what
Xpected i,

Whi + the open money market than rates on line-of -credit
ch refle

¢t market condition more slowly,"”
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Mother Chicsgo banker toxies an extremely conservative view. He
Woulq like to gee many of the so-calisl "=cr arendments" to the Federal
feserve “Cv repealed and states that =5 the law stands, "nothing but the
%8° and wisdom of the cenagamang preverts if from beceoming a disastrous
*Mzing e inflstion". He octjects particularly to the amendment which forces
It
Srber hanks o carry their entire lawful reserves in the form of collected

alan .
Ces with the Federal reserve banks and believas th=t this amendment,

"hich

regards s pr-ctically deronetizing gold, is most dangerous in
nOnmq_times. Referringz to the comvlaints which have been nade that the
ag'ricmltm'al districts have been discriminated azzinst, he believes that
ty the Oppcsite is the case and appears to believe also that the
®Serve System has worked a great injury to the covntry as well
ineStimable benefits. He states "In a time of inflation such as we had
a
Year aoq it nullifies the operation of the usual normal remedies for
@itions. If it had not been for the Federal reserve banks, farmers
¥ would have been compelled to sell their crops a year ago and
as 4€bts. This would hnve saved ther and the country from the dis-
re::r *hat hag overtaken them. 1lso, nad it not been for the Federal
e banks, manufacturers and merckants would have been unable to ac-
Or carry the heavy inventories entailing losses in a single year

Leh g, .
LW fake a generation to replace." He believes that "The

Solyts
tio .
D 10 thig is to keep the Federal reserve discount rates above
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Current market rates, so that thcre wil) be no tamptetion on the rvart of
the nemper banks to profiteer throush tvie Tederal reserve banks. So long
8 the Federal reserve ratess are kept below current rates, there is, in my
Judgment, No way in which this kind of inflation can be prsvented. On the
Other hand, if borrowers compel their banks to rediscount in order to en-
ther to cerry crops or goods for higher prices, they are put on notice
that they are acting amsinst the eeneral judgment. In normel times member
Sanies should understand that they are not expected tC borrow except to meest
T8ncies, and they should be made to feel that borrowing at such times
S an indication of wealness and needs explanation.” He expresses the hore
th tthe Federal Reserve Board will make a public statement of whot its
Policy will be ‘regarding retes snd expresses the balief tmat tne con-
dence of the country im the Bo-rd is such thet snv clesr statement of
undamental principles made by it would be acjuiesced in.
Another New York banker while convinced that under normal conditions
tls logical that the Federal reserve rate should be bizher that the pre-
ing Commerciel rate, believes that in view of the world-wide conditions
Hoe xist today, the adoption, at this time, of artificial meens to accele-
the Process of readjustment would be a dangerous course to pursve. He
ates "COHSidering +he extent to which credit for speculative purpcses ios
Hiuidated, and also taking into consideration the present reserve aund
POsition of the Reserve nanks, it would seem that the reduction in rate
fully Justified. . Furthermore, I do not believe the reduction at this tim
in tr

& rate will sprrecishly encourage a tendency toward renewed credit

1S P .
“ton. ne question of rates has, on the whole, been ably and cour-
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agemmly hendled by the Federal reserve banks and the Federal Reserve Board.”
fl Y8 that if he were to offer a critical cbservation, it would be to re-
Tk upon the "salutary modification of the need for deflation that would have
Sbted had the high rates been put into effect in the spring of 1919 insteasd
* the sumer of 1920,
A Boston banker takes the view that the Federal Reserve System was
%4 Ior the purpose of furnishing credit,by means of rediscounting, to
Commercial tanks of the country. He says "In a general way the time
"hen thig Credit is needed is just before, during and immediately after a
Creqyy risig,

or credit pinch, and it seems clear that at such time the

rged for rediscounting should be at about the current market rate
ek
harged by the
th

comrercial banks to their customers. To moke the rate higher
M the Prevailing rate would tend to restrict the.granting of necessary
merchants and similar borrowers. To make the rediscount rate much
N the prevailing rate would tend to encourage overloaning by the
r 1 banks. 1In fixing the rediscount rates, the manacers of the Federal
Sterve banks should try; so far as possible, to keep their minds free from
nfluencgg Other then those which directly concern the prevailing rates of
Ut they certainly are justified, when fixing the rediscount rate,
b & Influenceq by motives of the safety of the Federal reserve banks
“Relves’ ®nd when the rediscounts appear to be arproaching a dangerous
hal, they shoulg use their rate-fixing power to check speculation and to
Y Possible danger to the Federal reserve banks, which are the
°“ndat1°n of o

N ur whole banking.sydtem. It was never intended and never

ulg
be intendeq thet the Federal reserve banks consciously use their
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Power ana authority either to encourage or to discourags business. Their
chiet Purpose should be tc assist comrercial banks ani to fix the rates of
discount g0 as to best accommlish this, and at the sare time to vrotect

Ir own Position from any possible overstrain." He regarls as ons of the
aangers the Federal Reserve System can be subjected to would be
the attacks and manceuverings of politicians, in order to make the system

Sapy o
® Dolitical ends.

Anothsy lealing banker does not believe that thz time has yet arrived

Whap
n ‘lscount ratss should be hald un to a point above the rates for com-

Mereia) Paper because the conditions of business are not yet on quite a
f0Tmay basis. He says trat it has been the habit of commercial bankers to

‘0 thelr commercial customers that their rate” to their customers is

the Federal reserve bank discount rate and that it should be enough

Mgrer than the 1iscount rate so that there woull bs a profit to the banker

between 11scount rate and his rate to his customers. He says further

There is yet in our banks a large amount of so-called frozen loans which

® 1escrived as loans which are probably good but which the borrowers

™ nog in a position to pay off at the present time. Therefore, they are not

& Position to trade on market rates on an even basis with tre banker.

T the conditions, a high discount rate of the Feleral reserve banks

Ly has helped the comrercial banker to get higher rates from his cus-

tome .
' an are justified by the conlitions of credit. Therefore, it was

des'
1 L3
Table ) necessary for the Federal reserve banks to rejuce theilr

Tates from 6 or 7 per cent. to 5s per cant. in orier to inform
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Comrercial community ihat the creiit situzation no longsr lemanded
these high rates." Fe takes the view that "Fedoral roserve bank lis-
Comnt rateg shoul. not be male with the idea of contrclling business

Market nrices of cornolities™, but that "They shoula b= indicetions
of e effect that the present dusiness is having on the sudply of
Credit eni of anticivatzd conditions trat will affect thz suvoly of crelit
In tre near future." Te helievas that "hen the business cormunity has

19

beCO" trained to the voint of watcrine the reserve weosition anti 1is-
Tates of the Fadsral recerve ranmks ant has come to an' unierstand-
Ing or What these figures mean ** they will be helovel verv much by
the mublished coniiticns of the Felarzl ressrve banis anl will
TeCiats wngt g change in 1liscount rates means, mrovidedl of course
that sng ofiicers and directors of the Federsl raserve hanks are not
hEMDerpd in using their julgrent in these matters by outsiie influences".
A Chicago rerchant notes the difference of ovinion arong
8% tu tha prower time for raisine or lowering the Federal
®serve rediscount rates, He points ocut that neither the Federal
sServe Systmggf any vart of it cozn b2 run on anv formula, anl trat
RRY Couli very 1ittle brains would be requirei for that part after
® forrula hag been founi. He believes trzt "If we ar3 to be a world
Comrerce, as we may be, we shall have to make the New York
°T 50 e Other  district rate attractive for the discount of the worli's
1mport and exnort bills., e might, of course, be above the English rate

for
* shory, time, for adjustrent or other purrnoses, but if we make a rule



- 18 - X-~-3231

to have the rate always above the comrercial paper rate in New
YOfk, our arbition to be the world's bankers, or tc comvete with
Englang in comrerce ani finance, will venish into thin air.® He
takes tre view that in crises and extraordinary emergsncies a Reserve
bank may well be justified in violatine teroorarily the oriinary
Mons of sound finance, but emvhasizes trat under normal conii-
tons and under conlitions whken it is mossible tb take a long run
» the well established traditions covering a Reserve bank's

°Perations nmust be followed, The chief of thase cancns is that

t! .
he Tediscount rate of Reserve banis should be kevt above the mar-

ket

.

The Federal.Advisory Council, at its last meé¢ting, on Septem~

be
r EOth, exvressed its belief that rates should bear a lirect re-

0t a Federal reserve bark®s reserve and to the gensral money

na
rket: anl that in addition consideration should be given to the

1tey,
IS <nurerated in the Council's recommendatiom of May 17, 1921, as

f°110ws:
1. Tke reserves of the Federal Reserve System as a whole.

2. The reserve vosition of t-e Federal reserve bank whose
rate it is contemvlated to change.

3. Tree coniition of all the bamnls of the country as a
whole, and of the several Federzl reserve districts.

The economic snd financial coniition of this country.
5. Torld coniitions, both economic and political.
6. Tre eventual estsbliskrent of a crelit rate policy

for the Federsl reserve banks by which tre relisccunt
rate to member banks is higrer than the orev>iling com-
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mercial rate, taking Jue consideration of the prevailing
open marxet rates for various classes of loans boih in
this country and abruad.

7. Uniformity of rates, while at
desirable, should not be adopted as a fixed volicy, the
System being predicated uvon the vrinciple that vevying

conditions might exist in different sections of the
country.

times practicable and

Tith reference to the genaral money market the following factors were
8
Ugges ted by the Board as ones which should be considered in arriving

a .
ta conclusion as to what is the current rate for money.

1. Rates charged by banks to their regular custoners,
2. Rates for one-name paper boucht through ndte brokers.
3. Oven narket rates on bankers acceptances, and

Rates on Treasury Certificates.

Board asked the Council for its views as to the relative irportance of
Sac
h of these factors and the council exvressed the view trat all four

iten .
'S Tentioned are important in determining tre money market but there
Day be

2

Other factors which should likewise be given consileration, such as
ne .
ral business conditions and the reserve position of a Federal reserve
was the view of the Council that the ruling rate for money
a . . s
Mstrict wily adjust itself automatically to these ccnditicns,
The Council exoressed the view also that a Federal reserve bank
¥ 1s borrowing should not lower its rate, but states that special
conditio a .
NS micht exist in a 4istrict .which would malre/reducticns de-

&1 would justify such a course.
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It seems clear to tre Board that it is not nracticabla in this
Comtry for Federal resarve bank's to maintzain rates of .discount higher
current market rates if line-of-crzdit loans zre to be accspted

S the criterion. The rates of interest permitted in many states are
80 high as to oreclude this as a vossibility. In orldinary circum-
Stances when the eredit rick is at a minimum the r:tes mail for high
® commercial vaver sold in tre open rarket mav be regaried as a
Mvasure of the market rate for money, but it is evident that at present
there 34 much consideration to be eiven to the hasis on which short
time obligations of the Treasury are sold and tc market retes for prire
baﬁkers‘ acczptances. The nrobler, trerefore,is rore simple at this
Te in listricts like New York, Chicaco eni Philadelvhia, where the
Federal Teserve cities are dominant in treir districts, but in other
istrints which cover a larger territcry ani where the business 1s more
*'ributed and diversified, the vroblem is more difficult. At the
Dt tize four Federal reserve banks are rediscounting atout $ud,000,
Mith three other Federal reserve banis. The directors of one of these
"IN2 banks more than a month azo voted to reduce taeir - discount
te from g per cent. to 53 per cent. on all classes of paper, but the
Teleran Reserve Bozrd has not yet aporoved the reduction. No evidence
%35 been Presented to show that current rates for bank accomodations are
tess than the Federal reserve bank rate, or that current rates would be
Toduceq lowering the reserve bank rate, but the directors argue that
onsolidated reserve position of the system justifies a lower rate.
&rd desires to have the views of members of this conference as to

the . .
aivlsability of permitting any Federal reserve bank to reduce 1ts
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Present, discount rate until its own reserves have increased to a point to
Pake it umecessary for it to rediscount with otrer Federal reserve beris.
The Board has besn inclined to the view that tke reserve vercentage of
®*" Federal reserve banl, as well as that of the System, should be taken
Lo corg ideration as one of tre determining factors in fixing the discount
Tate, ¢ the Federal Ressrve Bank of Chicago, with a reserve of around 70
fer Cent. and the Federal Reserve Bank of St. Louis, with a reserve of o
. 63 Per cent, do not feel justified in reducing their lis€ount rates
below the present level of € per cent, what argument is there for a borrow-
like Atlanta, having a reserve without rediscounts of only 32
cent,, to have a 5—% per cent. rate?! On the other hand, what are the

r .
®IeNnts apainst a reduction in districts which have so hich a percentage

f Teserve?
Boargd recuests the members of this Conferencs to liscuss all these
%estiOnS involving principles of the discount rate frankly and fully and
® Tevory treir conclusions before the close of the Conference. It seems
SIrable- if possible, to forrulate a general policy regarding rates of

Co N
L, from which there would bse no divergence excevt in.unusual or

Teency cases,



