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fter correspondence with Mrs. Hamlin (see letters of May
5 and June L, 1941) the items attached hereto and listed below, be-
cause of their possible confidential character, were taken from Vol-
ume 231 of Mr. Hamlin's scrap book and placed in the Board's files:

VOLUME 231
Pages 2 & 3

Letter from President Hoover to Governor Meyer re results of a
survey conducted by the banking and industrial commission
and reply thereto.

age
Letter to Mr. Hamlin from Senator Glass re Emergency Relief Bill.

Letter to all Governors and F.R. Agents re preliminary classifica-
tion of loans and investments of member banks as of June 30,
1932.
Page 15
Proposed letter to Chairman Case re reduction of salaries of em-
ployees in bank--from Chester Morrill.
Page 19
X-7215-a) Discounts for Individuals, Partnerships and Corporations.

Page 2
(X-7218) Tax on Checks and Other Taxes Tmposed by the Rev. Act.
of 1932.
Page L7
(X-7224) Loans to Veterans on Adjusted Service Certificates.
Page 87
Memo to Mr. Hamlin from Mr. McClelland re Comptroller of Currency's
inquiries with regard to national bank note circulation.
Page 136
Earnings & Expenses of F.R. Banks, August 1932.
Page 143
Effect of depreciation of sterling exchange on British prices.
Memo from Mr. Gardner to Governor Meyer.




ked for FRASER

THE WHITE HOUSE
Washington

July 23, 1932

Honorable Eugene Meyer,
Federal Reserve Board,
Washington, D. Cs

My dear Governor Meyer:

I am in receipt of your letter of July 22nd enclosing the results
of a survey conducted by the banking and industrial commission of the 4th
Federal Reserve Districts This statement is a complete indictment of
the banking situation because its conclusions are that loans have been
refused through the district and probably others of the type subject to
rediscount by the Federal Reserve System, and that the result of these

restrictions has been to increase unemployment and to stifle business activity
in the countrye

The Conviction I get from this document is that the Federal Reserve
System should at once instruct the Federal reserve banks to undertake direct
rediscount under authorities provided in the Relief Bill. We cannot stand
by and see the American people suffering as they are today and to the extent
that may imperil the very stability of the Govermment because of the unwilling-
ness of the banks to take advantage of the facilities provided by the Govern=
mente I deem it necessary to call the attention of the Board to the fact
that an emergency of the character denaminated in Section 210 of the "Emergency
Relief and Construction Act of 1932" has now arisen.

I should be glad if you would bring this directly to the attention of
the Boarde

Yours faithfully,

(Signed) Herltert Hoovere

VOLUME 231
PAGE 2
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July 28, 1952,

The President,
The White House.
Dear My. President:

I have your letter of July 28 snd heve brought it
to the attention of the other members of the Federsl Reserve
Board,

hvmmthtmmtmorthnmd-.
ment 10 section 13 of the Federal Heserve Act which was cone
uiudhtbourgnqnlhfudmmumuumm_
deterained until the conference repart was cubmitted, that
muuiummmtmbymmmmu,m
thtit&nﬁhomhrudlhstm.m&
Bovertheless, while the smendment was still pending and el
though Congress made materisl changes in it aftervard, its
provieicas were discussed vith the Governors of the Federel
mmmmmgummmtm
wmuuﬁ-mmmuuumu
Thursdsy sad Fridey, July 14 and 15, A tentative dreft of e
elrculur governiag discounte under this emendment wag sent
to the Chelrmen and Governors of all Pedersl Reserve Banks
umu(mmmmmmpmw
Congress) in order thet the important questicns of pelicy (‘) 07

O
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end law involved might be developed and covered properly.

In tils connection, I may sey tiat there were & number of dif-
ficult questions which required careful study sand upon which
there were differing ideams. The replies were obteined ae
rapidly se poseible, in nearly every instence by wire, and
were carefully analyszed, and the circular was revised without
delay. Its contente and the views of the Federsl Reserve
Panks were studied by mesbers of the Board over the week end
end today its finsl form wae prescribed and approved by the
Board. It was wired at once to all Federal Reserve Benks,
with the sdvice that it 'd.ll»ho glven to the press on Saturday,
for release on Monday, mgﬁﬁ.}, when it will become effsctive.
It will be held confidentiel in the mesntime. In this eircular,
the Board, recognizing the unusgual and exigent circumstances
which now exist, authorizes ell Federel m Benks, for a
perlod of six months begimning August 1, to discount peper for
individuale, petoerships and corporatione as contemplated by
the amendment,

It mey be added thet there were no forme in existence
which could be utilized for the purpose of hendling epplications
under this new authority, but in order to expedite matters sug-
gested forms have been drafted by the Bosrd's pteff and sent to
the Federsl Regerve Banks with the understanding that they may
ummwmmnmummcpmwzu
counsel.
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Ae you kmow, this emendmont to the Federal Reserve
Act enlarges in a fundamental way the scope of the asctivie
tlee of the Federsl Reserve Benks to include & type of buei-
ness w;hioh they were not organized to hsndle. Naturslly, in
such circumstances, time is required for the determination
/£ questions of lew, policy end procedure, but when it is re-
called that the law Gid mtim Torsive kil July 21
and that the Board's instructions are being iseued within
five deye thersaefter, it is apparent that the matter heg been
handled very expediticusly.

In sddition to the other steps which the Board has
taken, I may ssy, for yuur confidential information, that on
July 19 = letter was gent to tle Chairmen of each Federal Pe-
gerve Bank stet.ng that the Board desired thet the busk, in
cooperation with the Backing and Industriszl Committes in 1its
distriet anc such other sgencies as it might select, ascertain
the extent to which there may be demends for losns whiclh are _
net being met by other benking institutions end which properly
might be granted by the Federsl Reserve Benk under the provie
sions of the smendaent, with the view of taking etepe to meet
the need for loans of this charactsr,

Respectfully yours,

-
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WESLEY L. JONES, WASH. , CHAIRMAN
REED SMOOT, UTAH WILLIAM J. HARRIS, GA.
FREDERICK HALE, ME. CARTER GLASS, VA,

HENRY W, KEYES, N.H. KENNETH MC KELLAR, TENN. s
HIRAM BINGHAM , CONNM. EDWIN 5. BROUSSARD, LA.
TASKER L. ODDIE, NEV. JOHN B. KENDRICK, WYO. -
GERALD P. NYE, N. DAX. ROYAL 5. COPELAND, N.Y. N g 8 {a = enca
OTIS GLENN, ILL, CARL HAYDEN, ARIZ. ]
FREDERICK STEIWER, OREG, SAM G.BRATTON, N, MEX.
CAMERON MORRISON, N.C. COMMITTEE ON APPROPRIATIONS
' KENNEDY F.REA, CLERK .
JAMES H. DAVIS, ASST. CLERK Lynchburg ? Virg inia.

July 25, 1932,

My dear lMr, Hamlin:

Thank you and Mrs, Hamlin for your kind
invitetion to Mrs. Glass and me to visit your home in Massa-
chusetts, However, I am afraid, owing to lrs. Glass' illness,

we shall be unable to awall ourselves of your persistent hospi-
tality.

I am gratified to know that the Federal
Reserve Board is not disposed to regard as a dead letter the
to section 13 of the act which we put in the recent relief
measure, 1t is, in fact, the only sound and orthddox provi-
sion of the entire bill, Judiciously administered it will prove
both useful and profitable to the Federal reserve system and to
the business of the country.

Doubtless you have noted that I made the pro-
vision permenent, While the President, Mills and Balentine and
even Eugene lleyer were having a nightmare over the provision,
Senator Watson and others induced me to make it temporary. This
I did with the fixed purpose to make it permanent later, Meanwhile,
the various officials named appeared to recover their equilibrium
and I changed the bill in conference,

I expect to be in Washington the latter part
of this week and hope to see you.

Sincerely yours,
The Honorable C, S, Hamlin, 73

Federal Reserve Board,
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD July 28, 1932,
3-831,

SUBJECT: Preliminary classification of loans
and investments of member banks as
of June 30, 1932,

Dear Sir:

There is enclosed for your information and con-
fidential use, a cooy of a memorandum and statement
prepared for the Board with respect to changes in
the loans and investments of member banks during the
first half of 1932 and the last two years, as dis-
closed by the June 30 condition reports, Figures
for the June 1932 call are based on the preliminary
data furnished by the Federal reserve agents and will
be published in the forthcoming August issue of the
Federal Reserve Rulletin,

Very truly yours,

E, L. Smead, Chief,
Division of Bank Operations,

Enclosure,

Volume 231 TO ALL GOVERNORS AND FEDERAL RESERVE AGENTS*

Page 5
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July 27, 1932,
B-83la,

TO: Federal Reserve SUBJECT: TLoans and investments of

FROM! Mr, Smead member banks on June 30, 1932,

COMFIDENTIAL

Attached hereto is a classification of loans and investments of all member
banks on June 30, 1932, based on preliminary data furnished by the Federal reserve
agents pending the completion of the Board's consolidated call revort,

CHATIGES DURING THE FIRST HALF OF 1932, Total loans and investments of all

member banks declined $2,645,000,000 during the first half of 1932, Ioans to cus-
tomers (other than banks) declined $2, 341,000,000, of which $895,000,000 repre-
sents a reduction in security loans to non-broker customers and %1,200,000,000 in
"other" loans (largely commercial)., Loans to banks decreased $114,000,000 at
banks in Mew York City and $218,000,000 at all member banks, Open-market loans
saow a net reduction of $155,000,000, largely as a result of a decrease of
$298,000,000 in security loans to New York brokers and an increase of $167,000,000
in holdings of acceptances of other domestic banks, Investments in United States
Government securities increased $308,000,000, while holdings of other securities
decreaged $239,000,000,

CHEAUGES SINCE JUNE 1931. As compared with June 1931, total loans and in-

vestments of all member banks show a net reduction of sprnroximately $6,000,000,000,
Loans to customers (other than banks) declined $4,028,000,000 during the year, of
which about $1,600,000,000 was in security loans to non-broker customers,
$229,000,000 in loans to brokers outside ¥ew Yorlk City, $321,000,000 in real estate
loans, and $1,8£0,000,000 in "other" loans (largely commercial), Total oven-mar-

ket loans declined $1,357,000,000 during the year ending in June 1932, as a result
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of decrcases of $340,010,000 in loans to New York brokers, $262,000,000 in commer-

cial paper, $79,000,000 in acceptances vayable abroad, and $76,000,000 in accep-

tances of other domestic banks, Holdings of United States Government securities on
June 30 last were $28Y4,000,000 higher than a year carlier, while investments in
other bonds, stocks and securitics show a reduction for the year of over
$1,000, 000, 000,

The following table shows the amount and nercentage of reduction in total
loans and investments, during the first half of 1932 and during the year ending

June 30, 1932, by classes of banks:

] Decrcase during first| Decrease during year
half of 1932 ending June 30, 1932
Percen- Percen-

Amount . Amount tage

Total, all member banks $2,645,000,000 8,7 |$5,993,200,000 6 &y 7

Central reserve city banks:
Yew York City 746,000,000 10 1,573,000,000
Chicago 258,000,000 17 495,000, 000

Reserve city baaks g81,000,000 8 2,097,000, 000

Country banks 757,000,000 6 1,826,000, 000

Member banks that susnended during the first half of the year, less mcmber
banks reopened, had loans and investments of about $200,000,000, while member banks
that suspended during the year ending in June 1932, less member banks reopened,
had loans and investments of about $900,000,000, The decline in loans and invest-
ments due to bank suspensions is partly offsct by changes affecting membership, in-
cluding the absorption of nonmember banks, etc,, which added around $150,000,000
to the loans and investments of member banks during the year ecnding on June 30, 1932,
also by the gradual depositing with member banks of funds relessed through the

liquidation of the assats of suspended banks,
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CONFIDENTIAL ;
ALL MEMBER BANKS ~- PRELIMIVARY CIASSIFICATION OF LOANS AVD INVESTMENTS ON JUME 30, 1932, COMPARED WITH PRECEDING CALL DATES ¥

(Amounts in millions of dollars) B~-831 1
Loans to banks Loans to customers, exclusive of banks Open market loans Investments Ty
Total On securities |On real estate| Other Security '
loans On All Total To To Other | loans Accept~ |Accept-~| Com- |loans to U. S. Other
and other brokers |other | Farm real to ances ances |mercial| Iew Government securi-
invest- outside |custo-| land es- | cus- payable |payable| paper | York securities ties
ments New York| mers tate |tomers in U,S. |abroad brokers
TOTAL-ALL MEMBER BANKS
1930, June 30 35,656 819 7,242 386 2,769 10,349 170 71 507 2,365 1,061 6,380
1, June 30 33,923 515 6,602 388 2,830 8,922 389 113 38y 1,217 6,763
Dec. 31 30,575 391 5,899 359 2,678 8,242 146 L 140 575 5,996
1932, June 30 27,930 286 5,004 345 2,552 7,042 313 34 122 277 5, 157

NEY YORK CITY**
1930, June 30 8,798 68 1,954 157 2,129 14y 29 35 1,883 1,056
1931, June 30 8,237 127 1,770 160 1,782 296 Ul gk 1,063 1,145

Dec. 31 7,460 ' 69l 37 1,611 153 1,813 107 17 29 sl42 928
1932, June 30 6,714 65 1,279 159 1,352 262 21 23 258 1,023

CHICAGQ**
1930, June 30 1,849 1,257 229 ug7 18 521 19 56 99 205
1931, June 30 1,754 1,004 133 435 17 417 42 21 51 217

Dec. 31 1,517 926 124 407 22 372 10 9 3 191

1932, June 30 1,259 776 93 353 25 305 5 11 i 149

RESERVE CITY BANKS
*. June 30 11,852 771 431 2,663 110 1,394 3,172 19 2u5 1,794
1931, June 30 11,814 096 208 2,413 126 1,476 2,873 26 168 2,125

Lg1 152 2,123 120 1,395 2,691 12 53 1,902
707 109 1,838 104 1,282 2,375 7 50 1,785

Ts
1s
Dec, 31 10,598 6,
1932, June 30 9,717 s

COUNTRY BANKS
1930, June 30 13,157 8,228 90 2,137 274 1,201 L4,m527 171 3,326
1931, June 30 12,058 7,318 47 1,984 260 1,177 3,849 101 3,276
Dec. 31 10,999 6,469 28 3,728 237 1,100 53,367 48 2,974
1932, June 30 10,242 5,890 20 1,535 238 1,086 3,011 37 2,800
FEDERAL RESERVE BOARD
{DIVISION OF BANK OPERATIONS **Central reserve city banks only.
JULY 26, 1932,




(Proposed Letter)

———

¥Mr. J. H. Case, Chairmen,

Federel Reserve Bank of New York,
New York, New York.

Dear lir. Case:

The Federal Reserve Board has received and noted with
interest your letter of July 22, 1932, wherein you advise that,
at an executive meeting held on July 21, 1932, your Board of
Directors voted, subject to the approval of the Federal Leserve

Board, to take certain action which in effect amounts to a reduction

in the compensation of all of the employees of the bank, other than

officers, in an amount equivalent to 8-1/3% of their present salaries,

and a reduction in the compensation of all officers (which it is
ascumed includes directors) in an amount equivalent to 10% of their
present compensation.

The only reason for this action stated in your letter is
that the program was "formulated in the light of present employ-
ment and salary conditions throughout the country"; and the letter
and the inclosed copy of the report of the Committee of the Dir-
ectors on the Welfare of the Staff contain mo discussion of this or
any other reason for the action and no reference to the existing
situation respecting the earnings and expenses of the Federal Reserve
Bank of New York or the possible effect of the proposed action on the
welfare, morale or efficiency of the bank!'s staff,

It appears from previous correspondence and negotiations

with the bank regarding proposed increases in the salaries of its

officers and employees, and from conversations between Governor

VOLUME 231
PAGE 15
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Harrison end members of the Board's staff, that the compensation
of the bank's officers and employees has never been at as high a
rate as that of persons holding corresponding positions in the
larger commercial banks in New York City and is not now as great
as the compensation of those employees, even after the reductions
which have been made in the compensation of the latter,

It also appears that, since January 1, 1932 the Bank

has earned an emount which is not only sufficient to pay all

of its expenses, depreciation: charges and dividends st the rate

of 6% per annum, but also to provide for some addition to its

surplus. In this connection, the Board is advised thet the bank
has book profits resulting from the eppreciation of Government
securities held by it in an amount exceeding the depreciation
charged against its surplus at the end of the calendar year 1931
for the purpose of creating a reserve for depreciation in its bond
account, so that the bank's bond account probably will show a
net profit and this will result in s further addition to its
surplus.

The plen formulated by the Directors for the reduction of
the compensation of the bank's officers and employees bears a
striking similarity to the provisions for the reduction of

the compensation of officers and employees of the United States




Government contained in the Act of June 30, 1932, making eppropri=-

ations for the Legislative Branch of the Government for the fiscal

year ending June 30, 1933; and this has given rise to the question
whether the action of the Directors was influenced to some extent by

the policy adopted by Congress regarding officers end employees of the
Covernment for the purpose of balancing the Government's budget and, if
so, whether the directors were cognizant of the fact that the Legisla-
tive Appropriation Act expressly exempts the members of the Federal
Reserve Board and its officers and employees, along with all other per-
sons whose compensation is paid from assessments on banks, from the
provisions discontinuing leaves of sbsence with pay and requiring com=-
pulsory furloughs without pay, as well as from the provisions regarding
reductions in salaries. Also, the question has been raised whether this
similarity of action might not add to the erroneous impression that now
exists to some extent that Federal reserve banks are government institu-
tions and that their officers and employees are in the general category

of officers and employees of the Government. Incidentally, the suggestion
has already been made that the Federel reserve banks be required to meke
detailed reports of their earnings and expenses to the Comptroller General
of the United States. In this comnection, the Legislative Appropriation
Act limits the reduction in compensation of officers and employees of

the government definitely to the fiscal year ending June 30, 1933, whereas
no definite limitation of time is placed upon the proposed reduction in
the compensation of officers and employees of the Federal Reserve Bank of

New York.

ed for FRASER




As to the general question of present employment and salary

conditions throughout the country, the Board would appreciate advice

to what consideration was given by the directors of the Federal Re=-
serve Bank of New York to recent developments such as ineressed fac-
tory employment and the upward trend in the genersl average of wholesale
cormodity prices which may indicate that the beginning of an improvement
in general business conditions is in prospect.

The Board would alsc like to know whether your Directors have
given careful consideration to the possible effect of its proposed action
on the public and on general business conditions. Such action might
encourage other business concerns which have not yet reduced saleries
to do so and encourage those which have already reduced salaries to make
further reductions. Also, in view of the superior facilities of the
Federal reserve banks for gathering and digesting information regarding
business and economic conditions, there is a possibility that the publio
might interpret such sction as an indication that the Federal reserve
banks are in possession of informetion which leads them to fear some
impending development which would prolong the unfortunate employment
conditions from which the country epperently is about to emerge. Such
an impression would be increassed if other Federal reserve banks should
follow the precedent established by the Federal Reserve Bank of New
York and reduce the compensation of their officers and employees;and
its effect might be equally as potent in discouraging the public and
retarding business and economic recovery as the passage of the Golds-
borough Bill by the House of Representatives, and in this way any general
reduction in the salaries of officers and employees of the Federal

reserve banks at this time might prove to be distinctly contrary to




the public interest.
You are requested to present this letter to your Board of
Directors at its next meeting and to ask that the directors give careful
consideration to the questions raised above. If, after careful consider=
ation of these questions, your Directors are still disposed to mske
a general reduction in the compensation of the bank's officers and employees,
you are requested to furnish the Federal Reserve Board for its consideration
a full statement of the views of your directors on the subjects discussed
above and also the following information:
l. A more detailed and definite statement of the reasons prompting

such action.

2. The reasons for effecting the proposed reduction in
compensation through the furlough system.

3« Whether such proposed action is based upon any operating
or financial condition connected with the Federal Reserve Bank of New
York as distinguished from general economic conditions.

4, How the present compenseation of the officers and emplaoyees
of the Federal Keserve Bank of New York compares with that now being
paid to officers and employees of large commerciel banks in the City
of New York, after the reductions which have been made in the compen~
sation of the latter.

5. Whether the compensation of the officers and employees of
the Federal Reserve Bank of New York was proportionately increased

during the time thet the large commercial banks in New York were increas-

ing the compensation of their officers and employees and frequently




paying them bonuses at the end of each year.

6. Whether the directors have adopted & new policy which
contemplates that increases as well as decreases in the compensation
of officers and employees of large commercial banks in New York will
hereafter be met by corresponding changes in the compensation of the
officers and employees of the Federal Reserve Bank,

m. TWhether the proposed reduction in the compensation of
officers and employees of the bank is intended to continue indefinitely
or is intended to be limited to a definite period.

8. Vhether the general economic conditions which in the
opinion of your Directors Jjustify a reduction in the compensation of
the officers and employees Of your bank would also justify a reduction
in the dividends paid by your bank, even though the law provides for
cumulative dividends,

9, Whether the Federal reserve bank has instituted any
special survey of the possibilities of effecting economies in other
respects, such as in operating methods, elimination of umnecessary
expenses, the reduction or elimination of free services, etc,, and,
if so, what specific results have been achieved,

Very truly yours,

Chester Morrill
Secretary
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July 26, 1932.

SUBJECT: DISCOUNTS FOR INDIVIDUALS, PARTNERSHIPS AND CORPORATIONS.

TO ALL FEDERAL RESERVE BANKS:
The third paragraph of Section 13 of the Federal Reserve Act,
as amended by the Act of July 21, 1932, provides as follows:

"In unusual and exigent circumstances, the
Federal Reserve Board, by the affirmative vote of not
less than five members, may authorize any Federal reserve
bank, during such periods as the said board may determine,
at rates established in accordance with the provisions of
section 14, subdivision (d), of this Act, to discount for
any individual, partnership, or corporation, notes, drafts,
and bills of exchange of the kinds and maturities made
eligible for discount for member banks under other provi-
sions of this Act when such notes, drafts, and bills of
exchange are indorsed and otherwise secured to the satis-
faction of the Federal reserve bank: Provided, That before
discounting any such note, draft, or bill of exchange for an
individual or a partnership or corporation the Federal re-
serve bank shall obtain evidence that such individual,
partnership, or corporation is unable to secure adequate
credit accommodations from other banking institutions, All
such discounts for individuals, partnerships, or corporations
shall be subject to such limitations, restrictions, and
regulations as the Federal Reserve Board may prescribe."

In view of the fact that the power conferred by this provision
can be exercised only in "unusual and exigent circumstances", the Fed-
eral Reserve Board has not prescribed any formal regulations governing
the exercise of this power; but the requirements of the law and the
procedure which the Federal Reserve Board will expect to be followed
are outlined below for the information of the Federal reserve banks and
any individuals, partnerships or corporations that may contemplate

applying to them for discounts.
VOLUME 231
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I. LEGAL REQUIREMENTS.

It will be observed that, by the express terms of the law:

1., The power conferred upon the Federal Reserve Board to
authorize Federal reserve banks to discount eligible paper for in-
dividuals, partnerships or corporations may be exercised only:

(a) In unusual and exigent circumstances,

(b) By the affirmative vote of not less than five members
of the Federal Reserve Board, and

(c) TFor such periods as the Federal Reserve Board may
determine.

2. When so anthorized, a Federal Reserve Bank may discount for
individuals, partnerships or corporations only notes, drafts and bills of
exchange of the kinds and maturities made eligible for discount for member
banks, under other provisions (Sections 13 and 12a) of the Federal Reserve
Act. (Such paper must, therefore, comply with the applicable requirements
of Regulation A of the Federal Reserve Board).

3. Paper discounted for individuals, partnerships or corporations
must be both (a) indorsed and (b) otherwise secured to the satisfaction
of the Federal reserve bank,

4. Before discounting paper for any individual, partnership
or corporation, a Federal reserve bank must obtain evidence that such
individval, partnership or corporation is unable to secure adequate
credit accommodations from other banking institutions.

5. Such discounts may be made only at rates established by the
Federal reserve banks, subject to review and determination by the Federal

Reserve Board,
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6. All discounts for individuals, partnerships or corporations
are subject to such limitations, restrictions, and regulations as the
Federal Reserve Board may prescribe.

II. AUTHORIZATION BY THE FEDERAL RESERVE BOARD.

The Federal Reserve Board, pursuant to the power conferred
upon it by the amendment hereinbefore guoted, hereby authorizes all
Federal reserve banks, for a period of six months beginning August 1,
1932, to discount eligible notes, drafts and bills of exchange for
individuals, partnerships and corporations, subject to the provisions
of the law, the Boérd's regulations, and this circular.

III. FOR WHOM PAPER MAY BE DISCOUNTED.

A Federal reserve bank may discount for individuals, partner-
ships or corporations notes, drafts or bills of exchange, which are the
obligations of other parties actually owned by such individuals, partner-
ships or corporations and indorsed by them, or the promissory notes of
such individuals, partnerships, or corporations indorsed by other parties

whose indorsements are satisfactory to the Federal reserve bank.

Within the meaning of this circular, the term "corporations!

does not include banks.




IV. APPLICATIONS FOR DISCOUNT.

Each application of an individual, partnership or corporation
for the discount of eligible paper by the Federal reserve bank must be
addressed to the Federal Reserve Bank of the District in which the
principal place of business of the applicant is located, must be made
in writing on a form furnished for that purpose by the Federal reserve
bank and must contain, or be accompanied by, the following:

1. A statement of the circumstances giving rise to the applica-
tion and of the purposes for which the proceeds of the discount are to be
used;

2. Evidence sufficient to satisfy the Federal reserve bank as
to (a) the legal eligibility of the paper offered for discount under
Section 13 or Section 13(a) of the Federal Reserve Act and Regulation A
of the Federal Reserve Board and (b) its acceptability from a credit
standpoint;

3. A statement of the efforts made by the applicant to obtain
adequate credit accommodations from other banking institutions, including
the names and addresses of all other banking institutions to which appli-

cations for such credit accommodations were made, the dates upon which such

applications were made, whether such applications were definitely refused

and the reasons, if any, given for such refusal;

4. A list showing each bank with which the applicant has had
banking relations, either as a depositor or as a borrower, during the
preceding year, with the epproximate date upon which such banking relations
commenced and, if such banking relations have been terminated, the approxi-

mate date of their termination;
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5. Complete credit data regarding the financial condition of
the principal obligors and indorsers on the paper offered for discount;

6. A list and description cf the collateral or other security
offered by the applicant;

7. A waiver by the applicant of demand, notice and protest
as to applicant's obligation on a2ll paper discounted by the Federal re-
serve bank or held by the Federal reserve bank as security; and

8. An agreement by the applicant, in form satisfactory to the
Federal reserve bank, (a) to furnish additional credit information tec the
Federal reserve bank, when requested, (b) to submit to audits, credit

investigations or examinations by representatives of the Federal reserve

bank at the expense of the applicant, whenever requested by the Federal

reserve bank, and (c) to furnish additional security whenever requested to
do so by the Federal Reserve Bank.

V. GRANT OR REFUSAL OF APPLICATION.

Before discounting notes, drafts, or bills of exchange for any
individual, partnership or corporation, the Federal reserve bank shall
ascertain to its satisfaction by such means as it may deem appropriate:

1. That the financial conditiecn and credit standing of the
applicant justify the granting of such credit accommodations;

2. That the paper offered for discount is acceptable from a
credit standpoint and eligible from a legal standpoint;

3. That the security offered is adequate to protect the Federal
reserve bank against loss;

4. That there is a reasonable need for such credit accommoda~

tions; and
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5. That the applicant is unable to obtain adequate credit
accommodations from ether banking institutions,

A special effort should be made to determine whether the
banking institution with which the applicant ordinarily transacts his
banking business or any other banking institution to which the applicant

ordinarily would have access igs willing to grant such credit accommodations.

A Tederal reserve bank should not discount such paper unless it

appears that the proceeds of such discounts will be used to finance current
business operations and not for speculative purposes, for permanent or
fixed investments, or for any other capital purposes, Except with the
permission of the Federal Reserve Board, no such paper should be discounted
if it appears that the proceeds will be used for the purpose of paying off
existing indebtedness to other banking institutions,

In discounting paper for individuals, partnerships or corporaw
tions, a Federal reserve bank should not make any commitment to renew or
extend such paper or to grant further or additional discounts.

VI. LIMITATIONS.

Except with the permission of the Federal Reserve Board, no
Federal reserve bank shall discount for any one individual, partnership
or corporation paper amounting in the aggregate to more than one per
cent of the paid-in capital stock and surplus of such Federal reserve bank,

VII. ADDITIONAL REQUIREMENTS,

Any TFederal reserve bank may prescribe such additional require-
ments and procedure respecting discounts hereunder as it may deem necessary

or advisable; provided that such requirements and procedure are consistent
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the provisions of the law, the Board's regulations and the terms of

circular,

By order of the Federal Reserve Board.

Chester Morrill,
Secretary.
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD X 7218

SUBJECT: Tax on Checks and Other Taxes
Imposed by the Revenue Act of
1932,

Dear Sir:
Inclosed are five copies of a letter re-

ceived today from the Secretary of the Treasury,

which contains rulinga'on the questions presented

in our letter of July 16, 1932 on the above subject,
copies of which were forwarded to you under date of
July 25, 1932.

Very truly yours,

Chester Morrill,
Secretary.

Inclosures.

TO CHAIRMEN AND GOVERNORS OF ALL F. R. BANKS,

VOLUME 231
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Honorable Eugene Meyer,
Governor, Federal Reserve Board,
Washington, D. C.

My dear Governor:

In your letter of July 15, 1932, request is made for rulings
upon & number of stated questions arising under the Revenue Act
of 1932 out of transactions incident to the operations of the
Federal Reserve system. These questions appear to fall generally
into two classes, those relating to the application of a number
of the excise taxes to the Federal reserve banks themselves
(Part I) and those relating to the application of the tax on
checks, etc., provided in Section 751 of the Act, to a great
variety of transactions involving the transfer of funds and the
settlement of accounts between benks in the course of the opera-~
tions of the Federal Reserve system (Parts II to VIII).

The questions stated in Part I, involving the extent to which
the Federal reserve banks themselves are subject to the various
excise taxes, are governed in a large part by Section 7 of the
Federal Reserve Act (Section 531, Title 12, U.S.C.), which provides:

" % % ¥ Federal reserve banks, including
the capital stock and surplus therein, and the
income derived therefrom shall be exempt from
Federal, State, and local taxation, except taxes
upon real estate."

Under these provisions no excise tax may be collected in respect
of a transaction to which a Federal reserve bank is a party in its
own right, if, under the taxing Act, the tax as such would be payable
by the reserve bank. The tax on checks, etc., under Sectiomn 751,
is imposed upon the maker or drawer of the instrument. The taxes
on telephone, telegraph, etc., facilities, provided in Section
701, and on electrical energy, provided in Section 616, are imposed
in each case upon the person who makes payment for the facility




to the company which furnished it. The taxes on sales of
miscellaneous articles (other than electrical energy), pro-
vided in Title IV of the Act, are imposed in each case upon
the person selling the article.

Questions in Part I of your letter are accordingly answered
as follows:

1. TAXABILITY OF FEDERAL RESERVE BANKS.

1. Q. Does the tax imposed by Section 75l(a) apply to
checks drawn on Federal reserve banks by their own officers
acting in their official capacities?

A INok

2+ Q. Does the tax imposed by Section 701(a) (2) apply

to leased telephone and telegraph service contracted for, used,
and paid for by the Federal reserve banks?

A. No.

S+ Q. Does the tax imposed by Section 701(a) (1) apply
to telegraph, telephone, cable, and radio messages sent by the
reseérve banks or sent to them collect, which are paid for by the
reserve banks and for which no reimbursement is received by
them?

A. VNo.

4. Q. Does the tax imposed by Section 701(a) (1) apply
to messages paid for by the reserve banks but for which they
are later reimbursed by other banks, such as messages sent by
the reserve banks in performing services for other banks?

A. Yes,
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S5« Q. Is electrical energy furnished to Federal
reserve banks for their own use subject to the tax imposed
by Section 616(a)?

A. No.

6. Q. Do the taxes on fuel oil and other articles of
merchandise imposed in Article IV of the Revenue Act of 1932
apply when such articles are purchased by the reserve banks
for their own use?

A. Yes. The taxes as such are payable by the
5 eller .

The questions which are stated in Parts II to VIII of

your letter are intended to cover the more common forms of
transactions by which transfers of funds or settlements of
balances are effected between banks. It would seem desirable

to set forth a general statement of the basis for the rulings

on these questions, so that the scope of the rulings will be
understood when applied to cases where there may be some local
variations in the form of a given transaction. To give a separate
explanation of the basis of the ruling on each question in your
letter is believed to be ummecessary, since it is apparent that

a great many of the transactions covered by your letter, although
falling into different classes and grouped separately, have certain
elements in common, so far as the application of the tax is con-
cerned. A general statement as to the character and form of the
instruments which are subject to the tax will serve to explain
the rulings on a majority of the guestions stated, and will

permit more or less categorical answers to be made to the

specific questions, except in those cases where an additional
statement as to the basis of the ruling may be necessary.




The tax under Section 751 is imposed upon certain "instru-
ments presented for payment", namely, "'checks, drafts, or orders
for the payment of money" drawn upon & bank, banker, or trust
company. "Checks" and "drafts" are terms which have a well-estab-
lished meaning. 'Orders for the payment of money", intended to be
taxed under this section, are such as have some similarity to
checks" and "drafts", at least to the extent that they must be
capable of being characterized as "instruments! and of being "pre-
sented for payment." The phrase "oresented for payment!" implies
that the instrument must be capable of having a holder, that is,

& person who by reason of his possession of the instrument is
entitled to receive payment of the sum of money specified therein.
Moreover, the instrument must according to its terms or effect
call for the payment of money; an order or authorization merely
to charge a book account does not constitute such an order asg is
subject to the tax. Of course, if the instrument is in fact

an order for the payment of money, it is none the less taxable
because the payment of money may, in a particular case or even

in a number of cases, be accomplished through a book entry.

A great number of the transfers of funds or settlements
mentioned in your letter are accomplished through written orders
or authorizations, usually on standard forms, by which the
addressee is directed or authorized to charge the account of the
person giving such order or authorization or to make an offset
against a balance standing to the credit of such person. In some
instances the writing does not in express terms contain such an
order or authorization but merely states the substance of the tran-
saction, and the order or direction to the addressee is implied from
the course of dealing between the parties or has been separately
provided for by prior agreement. Some of the orders or authori za-
tions call for the delivery or shipment of currency or coin to
the person giving such order or authorization. Orders, authoriza-
tions, or instructions of the nature mentioned, whether oral or
written, are not subject to the tax.

Some of the transactions referred to in your letter involve
transfers of funds belonging to or due to the United States. If the
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transfer is effected by or through an instrument which is of
such character and form as to be subject to tax, the tax must be
collected, as no exemption attaches by reason of the fact that
funds of the United States are involved.

The detailed questions stated in your letter, with such
changes in phraseology as are necessitated by omitting references
to exhibits, and the answers thereto are as follows:

I1. VARIOUS FORMS OF REMITTANCES OR
SETTLEMENTS FOR CHECKS AND
COLLECTION ITEMS.

Pursuant to the provisions of Sections 13 and 16 of the Fed-
eral Reserve Act and Regulation J of the Tederal Reserve Board, the
Federal reserve banks act as clearing houses and collect checks for
their member banks, which maintain deposit balances with the Fed-
eral reserve banks as their legal reserves, and for non-member banks
which establish deposit balances with the Federal reserve banks for
the purpose. The Board's regulations on this subject are supplemented
by circulars issued by the Federal reserve banks. Each Federal re-
serve bank receives each day numerous checks drawn upon banks in its
district and forwards them to the drawee banks for payment. The
usuel procedure is to send all the checks received during each day
drawn on a particular benk to that bank, with one covering letter.
The covering letter is lnowm as a "cash letter". The total amount
of the checks thus transmitted is accounted for to the Reserve bank
in any one of several ways, the principal ones being, (a) by author-
izing the Federal reserve bank to debit the amount to the deposit
balance of the remitting bank on the books of the Federal reserve
bank, and (b) by sending the Federal reserve bank a check or draft
drawn upon the remitting bank's deposit with the Federal reserve
bank or a correspondent bank., The reply to the cash letter will
also state the amount, if any, of the items which are returned to
the reserve bank (because not collected or for some other reason),
and this amount is accordingly deducted from the total stated in
the cash letter.

The Federal reserve banks also collect for their member banks
promissory notes, bills of exchange and other similar items and the
procedure in forwarding and accounting for such items is similar, so
far as the questions here presented are.concerned, to that followed
in connection with the collection of checks, except for differences
in detail which are indicated in Questions 8 to 11 below. For con-
venience, such items are commonly referred to as "non-cash items™",
in order to distinguish them from checks and similar items payable
on demand at banks, rhich are cormonly referred to as "cash items!.




1. Q. Is a tax payable in the event that a member bank, in
response to the cash letter, authorizes the Federal reserve banlc
to debit the amount to its deposit balance with the Federal re-
serve bank, (a) by a specific authorization in the form used for
that purpose; or (b) by returning to the Federal reserve bank a
neporandum slip merely stamped "debit!" or "paid", which has by
custor: the effect of such authorization?

A. (a2) No. (b) No.

2+ Q¢ In some cases the reserve bank is given a continuing
authorization to charge the account of the member bank with the net
amount of each 'cash letter" sent to that bank. Is such authori-
zation taxable? If so, is it taxable once, or each time an entry is
nade?

A. Neither the continuing authorization nor the separate
eniries made pursuant thereto are taxable.

8. Q. Is the tax payable in the event that the bank makes re-
mittance of the amount called for by its reply to the cash letter,
by means of a draft or check, (a) drawn against its deposit balance
with the Federal reserve bank, or (b) drawn against a deposit in a
correspondent bank?

A. The check or draft, whether drawn against a deposit
with a Federal reserve bank or against a deposit in a correspondent
bank, is taxable.

4. Q. In one instance the cash letter has a detachable por-
tion which is in the form of a draft and which is marked "Settlement
draft¥, This "Settlement draft" is in the usual form of a draft; it
is drawn by the remitting bank on, and payable to the order of, the
Federal reserve bank. It is not dealt with as an ordinary draft in
that it is never returned to the drawer, but is held by the reserve
bank as a part of its records. Is such a "Settlement draft" taxable?

A. Yes. The Settlement draft" is clearly of a character
and forn which make it subject to tax; and the fact that after pay-
ment it is not returned to the drawer does not affect the taxability
of the instrument.

5. Q. In the event that any of the transactions described in
the preceding questions is taxable, is only one tax imposed, or is
the tax payable with regard to each separate item inclosed with the
cash letter, when a single settlement is made for the total anount
of such items?
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A. The taxability of the instruments mentioned in
the preceding questions which are held to be taxable is not af-
fected by the fact that such instrunients are given in settlement
of a great many separate items, each of which may likewise be
subject to the tax; only one tax is payable in respect of each
instrument.

6. Q. It sometimes occurs that, in its response to a cash
letter, the member bank will incorrectly state the amount charge-
able against its reserve account, usually because it has failed
for sore reason to return and deduct an item which should have
been returned and deducted because uncollectible or for some other
reason. In that event, it communicates again with the reserve
bank advising it of the correcting book entry to be made. Is such
a transaction taxable?

A. No.

7. Q. In certain reserve districts, in order to achieve
greater promptness in settlement, where drafts are sent in settle-
ment of cash letters, the drafts are required to be on certain
meriber banks which have previously agreed that such drafts may be
immediately charged against their accounts by the reserve banlk,
without waiting for the draft to be sent to the drawee banlk. After
such a charge is made, the reserve bank notifies the bank upon
which the draft is drawn so that it may keep its books in order
and forwards the draft to it. Is such notification tazable?

A. No.

8. Q. In connection with non-cash itens, a printed slip is
often attached to each item when it is forwarded for collection by
the Federal reserve bank, such slip taking the place of a letter of
transnittal. Acknowledgment of receipt of the itenm, acknowledgnent
that paynent has been received, and authorization to the reserve
bank to charge its account is made by the bank receiving it, by re-
turning a carbon copy of the slip stamped "paid" or M"debit". Is
this transaction, or the returned slip, taxable?

A« No.

9. Q. Is the result different if the collecting bank nerely
advises the reserve bank that it has credited the latter's account,
which is an implied authorization to the latter to make a corres-
ponding entry on its books?

A. XNo.
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10. Q. Promissory notes, bills of exchange and other non-
cach collection items which are payable by persons located in
the same city as the Federal reserve bank or its branch are some-
times presented by the Federal reserve bank directly to the per-
sons by whom they are payable, and such persons give the Federal
reserve banks in payment for such items checks drawn on member
banks in the same city. In such cases the Reserve bank immedi-
ately presents such checks by messenger to the banks on which they
are drawn and the drawee banks give the Federal reserve bank drafts
against their deposit balances with the Federal reserve bank. Are
such drafts subject to the tax?

A. Yos.
11, Q. In the circumstances described in the preceding ques-—
tion, the bank, instead of sending a draft, sometimes authorizes the
reserve bank to charge its account. Is this transaction taxable?

A “Hos

II1, CLEARING HOUSE TRANSACTIONS.

The questions under this heading involve the settlement of
balances resulting from exchange of checlks between banks. The
settlement of balances resulting from the exchange of checks through
the Newark Clearing House Association, Newark, New Jersey, will il-
lustrate this type of transaction. REach business day each bank
in the Clearing House Association takes to the office' of the asso-
ciation checks deposited with such bank drawn on other banks in the
association, and messengers representing the respective banks in
the association call for and receive the checks drawn on their banks,
Each bank is credited with the amount of the checks drawn on the other
banlkzs which it brings to the clearing house and is debited with the
amount of the checks drawm on it which other banks bring. There is
a net credit or debit balance in favor of or against each bank as
a result of the day's exchanges, and the aggregate of the net credit
balance mmst, of course, be exactly equal to the aggregate of the
net debit balances. The amounts of the net credit and debit balances
to all barks are written on the clearing house statement for that
day and this statement, signed by an officer of the Clearing House
Association, is sent by messenger to the Federal Reserve Bank of
New York, and the balances as shown on the statement are settled
on the books of the Federal reserve banik by credits and debits to
accounts of member banks. The balances in favor of or against
banks which are members of the Federal Reserve Bank are credited or
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debited to the accounts of such banks on the books of the Federal
reserve bank. The balances for or against other banks, i.e., banks
which are not members of, and therefore have no account with, the
Federal reserve bank are, by arrangement between the banks concerned,
credited or debited to the accounts of designated banks in New York City
which are members of the Federal reserve bank. These credits and debits
are made by the Federal reserve bank pursuant to continuing letters of
authorization on file with it signed by the various banks.

The questions asked in this connection are:

l. Q. Are any of the above-described transactions which consist
merely in book entries, taxable?

A. No.

2+ Q. Is the clearing house statement above referred to subject to
the tax?

A. No.

3. Q. Are the letters of authorization subject to tax? If so, are
they taxable once, or each time an entry is made, or as to each item covered
by each entry?

A. Such letters of authorization are not subject to tax.

4. Q- In some instances the clearing house issues certificates showing
the net balances. Such a certificate is issued to a creditor bank calling
upon a debtor bank to pay the creditor bank the amount stated therein.

No accounts are carried in any of the clearing house banks in the name

of the manager for the purpose of effecting settlement pursuant to the
certificates, and these certificates are issued by the clearing house
manager merely as memoranda to facilitate the settlement of balance be-
tween the members of the clearing house association. The Federal reserve
bank participates in the clearings and certificates issued in its favor
against member banks are chargod against their deposit balances on the books
of the Federal reserve bank pursuant to standing authorizations. Are such
certificates subject to the tax?

A. No.

5. Q. In some instances (particularly where banks are so located as
‘not to be in communication by messenger with the Federal reserve bank) a
group of banks adopt, by agreement, the procedure of forwarding each day to
each member of the group all of the items they receive that are payable by or
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through that member of the group, forwarding to the reserve bank a form
on which are listed the names of all the other members of the group to-
gether with the amount of the items that it has forwarded to each, When
received by the reserve bank, this form is used as an authorization to
make the appropriate entries in the accounts of the banks in the gToup.
In practice, however, instead of making several entries, the reserve bank
strikes the balance from the adyvices sent by all the members of the

group and makes each day only one entry in each of their accounts, repre-
senting the net balance for the particular bank. Is the use of these
forms in the manner above described taxable?

A' ITO L]

Q. Are the resultant book entries made by the reserve bank tax-

A, No.

7« Q. In certain instances, the Federal reserve bank itself acts
as a clearing house, receiving the checks from the various banks, strik-
ing the balance and making the appropriate entries in the accounts of
the various banks., Are these transactions taxable?

A. XNo.

8+ Qs In certain instances the Federal reserve bank performs these
services even for banks which have no account with it (i. e., banks not
members of the Federal Reserve System). Where such banks are located in
the same city as the reserve bank, the method adopted is for the drawee
bank to send a messenger to the reserve bank to get the checks drawn on
it which have been forwarded to the reserve bank for collection. The
checks are immediately charged to the account of a member bank which has
authorized the reserve bank to do so, and credited to the bank which for-
warded them, In the event that the check is later dishonored, the book
entries are reversed, Are such authorizaticns taxable?

A-. NO L]

1V. MEMBER BANKS OBTAINING CURRENCY FROM RESERVE BANKS.

A member bank desiring currency usually obtains it from the Federal
reserve bank, and the amount usually is debited on the books of the Fed-
eral reserve bank to the deposit balance maintained by the member bank
with the Federal reserve bank as the legal reserve of the member bank,
Such requests for currency and the authorizations to debit the reserve
balances assume a variety of forms and give rise to the following ques-
tions:
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1. Q. Is such a reguest by a member bank for the shipment
of currency to it taxable when made by telephone and not con-
firmed in writing?

As N

2« Qs If such a request is made by telephone but confirmed
in writing after the shipment of the currency, is it taxable?

Ae MO

3. Q. If a messenger sent to the Federal reserve bank delivers
merely a receipt for the currency and receives the currency, is the
transaction taxable?

A, No,
4. Q. If the messenger in such a case delivers a check or
draft dramn on the Federal reserve bank for the amount of the cur—

rency, is the transaction taxable?

A. The check or draft is taxable.

Se Q. ' If a written request for currency is accompanied by a
check or draft, are both the check and the request taxable?

A. Only the check or draft and not the written request is
taxable,

6. Q. When the transaction is completed, the reserve bank
frequently sends a confirmation on a printed form to the member bank,
Is this document taxable, whether or not any other part of the trans-
action is taxable?

4., The confimation ig not taxable, whether or not any other
part of the transaction is taxable,

V., TRANSACTIONS INCIDENT TO REDISCOUNTS AND ADVANCES
BY FEDERAT, RESERVE BANKS,

l. Q. TFederal reserve banks extend credit accommodations to
their member banks: (a) By rediscounting, on the indorsement of their
member banks, the commercial, industrial and agricultural paper ac-—
quired by them from their customers; and (b) by making advances to
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their member banks on their promissory notes secured in the manner
prescribed by law. In either event, the proceeds usually are made
available to the member bank by crediting the amount to the de-
posit balance of the member bank on the books of the Federal reserve
bank.. Are such credit entries taxable?

A, No.

2o Q. At the maturity of the rediscounted paper or the promis-
sory notes of the member banks, the Federal reserve banks, pursuant
to agreements or regulations previously made, return the rediscounted
paper or promissory notes to the member banks and debit the amounts
due thereon to the deposit balances of the member banks on the books
of the Federal reserve banks, Are these transactions taxable?

A, No,

3« Q. The member bank frequently desires to have its promis-
sory notes or rediscounted paper returned to it prior to the time when
it would be returned in due course as described above, Its reason
for so desiring may be, for instance, that the maker of the instru-
ment desires to pay it before maturity, or it may be that the member
bank desires to decrease the total amount of the paper rediscounted
for it by the reserve bank, In such case the member bank communicates
with the Reserve Bank by letter or by telegram, requesting that the
item be returned to it, and, either impliedly or actually in words,
authorizing the reserve bank to debit its deposit balance on the books
of the reserve bank with the amount due thereon, Are these transac-
tions (i.e., the book entries, the transmission of the instruments,
or the communications requesting the return of the instruments and
authorizing the book entries) taxable?

A. Neither the book entries, the transmission of the instru-
ments, nor the communications requesting the return of the instruments
and authorizing the book entries are taxable,

VI. INTER-BANK TRANSFERS OF FUNDS.

One of the important functions of the Federal Reserve System is
to facilitate the transfer of funds between banks, This function is
performed (with unimportant exceptions) free of charge for members of
the System. It is done as far as possible without resorting to ship-
ments of currency.

Transfers between member banks in the same Federal Reserve Dis~
trict are made merely by means of entries on the books of the Reserve
bank, The steps involved in such transaction are: (1) A member
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bank requests the reserve bank to transfer an amount on its books
from the reserve account of the requesting bank to the account of
another bank, (2) the reserve bank makes the transfer on its books,
and (3) the bank to whose account the transfer is made is notified.
If the bank to which the transfer is made is located in another
District, the second step must consist in (a) a transfer from the
account of the requesting bank to the account cf the reserve bank
for the District in which is located the bank to which the transfer

1s made, and (b) a transfer by that reserve bank to the account of
the latter. If the latter has no account with tie reserve bank,
the reserve bank transfers to the account of a bank which has and
which is a correspondent of the bank to which the transfer is made,
For the purpose of effecting transfers between two Federal reserve
banks (where the transfer is from one District to another), the
Gold Settlement Fund is maintained in Washington. This fund.was
created by a deposit of gold by each Federal reserve bank with the
Treasurer of the United States to the credit of the Federal Reserve
Board, which maintains books showing the amount due to each Federal
reserve bank, The Federal reserve banks each own an undivided inter-
est in this fund and advise the Federal Reserve Board each day of
the transfers made to each other, The Board makes appropriate book
entries transferring interests in the Fund equivalent to the trans-
fers of funds made between the Federal reserve banks.

Member banks make their requests for transfers in may wayssi-—
by letter, telegram, telautograph, and telephone., After the trans—
fer has been made, the Federal reserve bank sends a memorandum of
the transaction to the member bank, and executes appropriate vouch-
ers, and makes appropriate entries on its books.

(1) Q. Are such transfers of funds by one Federal reserve bank
to another at the request of a member bank, made by means of a tele-
gram or letter sent by one Federal reserve bank to another, taxable?

A, XNo .

(2) Q. 1Is a request for such a transfer, made by the member
bank, taxable if made by telephone and not confirmed in writing?

A, No.

(3) Q. 1Is such a request taxable if made by telephone and con-
firmed in writing after the transfer has been made?

de NO,

(4) Q. If made by telautograph or telegram and not confirmed
in writing?

4., No.




(5) Qi If made by telautograph or telegram and subsequently con-
firmed in writing?
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A, No.
(6) Q. If made by letter?
A No,

(7) Q. If such requests are taxable if made by telephone, then
when e number of such requests are made in the course of one day and the
Federal reserve bank mskes only one book entry for the total amount at

the conclusion of the day, is one tax only imposed or is each separate
request taxable?

A, Neither the separate requests nor the covering book entry
is taxable,

(8) Q. In the event that a request for transfer of funds made by
letter is taxable, is a letter containing a request for several trans-
fers subject to taxation once, or several times depending upon the num~
ber of transfers requested in the letter? (In this connection it has
been suggested that, if taxable at all, such requests are subject to
only one tax since they are contained in one letter or memorandum,)

A. Such a request is not taxable,

(9) Q. Requests for such transfers are sometimes accompanied by
a draft for the amount to be transferred, 1Is such draft taxable?

A, Yes,

(10) Q. If so, is the letter transmitting the draft and making
the request alsc taxable?

A. No.

(11) Q. 1Is a receipt or acknowledgment on a printed form sent by
the reserve bank to the member bank in response to a letter such as is
described in the preceding question also taxable?

A, No.

(12) Q. When a bank located in one Federal Reserve District re~
quests that a transfer be made to a bank located in another District, the
steps incident to completing the transaction include a transfer by the
Federal reserve bank of the District in which the requesting bank is
located to the Federal reserve bank of the District in which the trans-
feree bank is located and a transfer from the latter reserve bank to
the transferse bank, both transfers being accomplished by means of book
entries in the accounts of the respective banks, Is the latter transfer
taxable?

A, No.
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(13) Q. Transfers are also made by Federal reserve banks be-
tween two member banks located in its district., Requests for such
transfers take the same forms as the transfers described above, but
such transfers are accomplished merely by means of book entries in
the reserve accounts of the two banks involved. Are such transfers
taxable when the requests are made in any of the different ways de-
scri?ed above (including messenger, telephone, written memorandum,
etc.)?

A. No,

VII. TRANSFERS TO 5% REDEMPTION FUND, WAR IOAN DEPOSIT
ACCOUNT AND RECONSTRUCTION FINANCE CORPORATION,

National banks issuing national bank notes are required by
statute to maintain with the Treasurer of the United States a Redemp~
tion Fund equal to 5% of their notes in circulation, When necessary,
a national bank will in most instances make additions to its 5% Redemp-
tion Fund by requesting the Federal Reserve Bank of its district to
transfer the required amount to the account of the Treasurer of the
United States. Such requests are made substantially in the following
form: "Please charge our account §$ and credit the Treasurer of
the United States for the account of our 5% Redemption Fund", The
reserve banks prepare "debit tickets" covering the necessary book
entries and send copies, or similar slips, to the member banks for
their records,

1. Q. Is such a request taxable?

As No,

2. Q. Sometimes such a request is afcompanied by a draft. Is
the draft or the written request taxable?

It has been contended by some of the reserve banks that such
transfers to officers of the United States are not taxable in any
event,

A, The draft is taxable.

3. Q+ Similar questions are also raised with regard to transfers
from the reserve account of a member bank to the Treasurer of the
United States as payments on the War Ioan deposit of the bank giving
the ?irection (representing its subscription to United States securi-
ties).
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A. Requests to charge the reserve account of & bank to cover
subs criptions to United States securities are not taxable, but drafts
drawn for this purpose are taxable.

4, Q. From time to time borrowing institutions repay on advances
made by the Reconstruction Finance Corporation, doing so (a) by means
of instructions to the Reserve bank to charge the borrowing bank's ac-
count and to credit the Treasurer of the United States for account of
the Reconstruction Finance Corporation, and (b) by means of drafts.
Debit tickets are prepared by the reserve bank and similar slips are
forwarded to the requesting bank for its records., Are either the in-
structions, the debit tickets and slips, or the drafts taxable?

A, Neither the instructions nor the debit tickets or slips
are taxable, but the drafts are taxable,

VIII, MWISCELIANEQUS TRANSACTIONS,

(a) Purchase of Securities by Reserve Banks on Behalf of Member Banks,

Member banks frequently request reserve banks to purchase
Government or other securities, or bankers! acceptances for them,
authorizing the reserve bank, either impliedly or specifically,
to charge their reserve account with the cost, Such requests are
made in a variety of ways.

ls Q. Is such request taxable if made by telephone and not
confirmed in writing?

A. No,.

2¢ Q. If made by telephone and subsequently confirmed in
writing?

Ao No .

3« Q. If made by letter not specifically authorizing the re-
serve bank to charge the account of the requesting member bank?

A. Yo,

4 Q. If the request described in the preceding question con-
tains a specific authorization to charge the member bank's account?

A. DNo,.

5. Q. If the reserve bank, when the transaction is completed,
sends to the member bank a memorandum confirming the transaction
and stating the amount of the charge, is such confirmation taxable?

A, VYo,
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(b) Incidental Expenses, Telephone Calls, etc,

6. Q. In connection with transactions of this type as
well as numerous others, the reserve banks have occasion to
charge the accounts of member banks, without specific authori-
zation, with expenses incurred in connection with telephone,
telegraph, shipping charges on securities, etc. The member
bank is notified by sending to it a copy of the "debit ticket!
made out by the operating department which incurred the ex—
pense, or else a list of the expenses which have been charged
to its account is sent to the member bank at the end of the
month, Are such "debit tickets", book entries or memoranda
taxable?

A Nol

7. Q. Are telephone calls and telegrams subject to a tax
when they pertain to Fiscal Agency or Reconstruction Finance
Corporation business when the cost falls directly on the Treasury
Department or the Reconstruction Finance Corporation?

A. As already pointed out, a Federal reserve bank
is exempt from tax in cases where the charges for such mes-
sages sent on its own account are payable by it, Where, however,
the charge for the telephone or telegraph message is paid by a
member bank, the tax must be collected, notwithstanding the
message may have related to matters involving the Treasury
Department or the Reconstruction Finance Corporation., Where
the charges for such messages are paid by the Treasury Depart-
ment or the Reconstruction Finance Corporation, no tax is due;
the Treasury Department is exempt by reason of section 701(b)
of the Revenue Act, and the Reconstruction Finance Corporation
is exempt by reason of section 10 of the act creating it (Act
of January 22, 1932, Public No, 2, - 72d Congress), which has
provisions almost identical with those of Section 7 of the
Federal Reserve Act,

lMember Bank Subscriptions to Stock of Federal Reserve Banks,

8s Q. All banks which are members of the Federal Reserve
System are required to subscribe to the capital stock of the Fed-
eral reserve bank in an amount equal to 6% of their own unimpaired
capital and surplus. As a member bank's capital and surplus ac-
counts are increased it is necessary to subscribe for a propor-
tionate increase in its holdings of Federal reserve bank stock.
Infrequently, drafts are drawn in favor of the Federal reserve
bank for these payments, Usually when subscribing for this addi-
tional stock the member bank authorizes a charge to its account.
In the latter case, is the transaction taxable?

A. The authorization to charge the reserve account of
the member bank is not taxable, but the draft is taxable..
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Correction Entries.

9. Q. Member and nonmember banks make deposits of
coin or currency with the reserve bank, receiving immedi-
ate credit subject to verification. Occasionally in
process of verification the Reserve Bank finds counterfeits
and shortages for which a debit is prepared and charged to
the depositing bank's account. Are such entries taxable?

A. Yo.
10. Q. A similar question is raised with regard to
maturing coupons deposited with the reserve bank. When
mutilated or unmatured coupons are discovered, the coupons

are returned to the depositing bank and charge made to its
account. Are such transactions taxable?

A. No,

Penalty for Insufficient Reserves.

Q. At periodic intervals an analysis is made of
each member bank's reserve account to determine whether
adequate reserves have been carried during the period,
as required by the Federal Reserve Act. If the reserves
have not been properly maintained, a penalty is assessed
pursuant to the Federal Reserve Act and the regulations
of the Federal Reserve Board. The penalty is charged to
the reserve account of the member bank by the Reserve
bank itself. 1Is such a charge taxable?

A. No.

Very truly yours,

(Signed) Ogden L. Mills,
Secretary of the Treasury.




FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD x_‘ ?224

Auvgust <, 1932,

SURJECT: Loans to Veterans on Adjusted
Service Certificates.,

Dear Sir:

There is inclosed herewith, for your information, a
copy of Public Act No. 303, 72nd Congress, approved July 21,
1932, together with four copies of an extract of revised
regulations of the Veterans! Administration with regard to
loans by banks on veterans' adjusted service certificates
under section 502 of the World War Adjusted Compensation
Act as amended by the Act of July 21, 1932.

The changes made by this Act affecting the rediscount

of notes representing such loans are, (1) a loan may be made

at any time after the date of the adjusted service certificate

instead of only after two years from the date thereof, and (2)
except as to interest accrued prior to July 21, 1932, the rate
of interest on such loans shall not exceed 3 1/2% per annum,
compounded annually. You will note that the Veterans' Ad-
ministration, in its revised regulations, has interpreted this
latter provision of the Act of July 21, 1932, to mean that the
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limitation of the rate of interest such a’loan may bear to

3 1/2% per annum compounded annually, is applicable only to
loans or extensions of loans made on or after July 21, 1932.

Should you desire additional copies of the extract
of regulations of the Veterans! Administration, the Board
will be glad to forward them to you.

Very truly yours,

E. M. McClelland,
Assistant Secretary.

Inclosures.

TO GOVERNORS OF ALL F. R, BANKS.
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¥Form No. 131
FEDERAL RESERVE

Office Correspon&ence Dite August 18, 1952

Te Mr. Hamlin Subject:_
¥r, McClelland

There is attached hereto copy of a form letter which is ua%d by the

Comptroller of the Currency in answering inquiries with regard to national
bank note circulation under the amendment contained in the Federal Home

Loan Bank Act. I understand that copies of this letter have been forwarded

by the Comptroller direct to the Governors of the Federal reserve banks.

VOLUME 231
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TREASURY DEPARTMENT

OFFICE OF COMPTROLLER OF THE CURRENCY

Address reply to WASHINGTON
COMPTROLLER OF THE CURRENCY

Section 29 of the Federal Home Loan Bank Act, approved July 22, 1932, provides
as follows:

"That notwithstanding any provisions of law prohibiting bonds of the United
States from bearing the circulation privilege, for a period of three years
from the date of enactment of this Act all outstanding bonds of the United
States heretofore issued or issued during such period, bearing interest at

a rate not exceeding 3-3/8 per centum per annum, shall be receivable by the
Treasurer of the United States as security for the issuance of circulating
notes to national banking associations, and upon the deposit with the Treas-
urer of the United States by a national banking association of any such bonds,
such association shall be entitled to receive circulating notes in the same
manner and to the same extent and subject to the same conditions and limita-
tions now provided by law in the case of 2 per centum gold bonds of the United
States bearing the circulation privilege; except that the limitation contained
in section 9 of the Act of July 12, 1882, as amended, with respect to the
amount of lawful money which may be deposited with the Treasurer of the United
States by national banking associations for the purpose of withdrawing bonds
held as sscurity for their circulating notes, shall not apply to the bonds of
the United States to which the circulation privilege is extended by this
section and which are held as security for such notes. Nothing contained in
this section shall be construed to modify, amend, or repeal any law relating
to bonds of the United States which now bear the circulation privilege.

As used in this section, the word "bonds" shall not include notes,
certificates, or bills issued by the United States.

There are hereby authorized to be appropriated such sums as may be

necessary to carry out the provisions of this section."

to

X is not alrcady a bank of issue but intends
to avail itself of the circulation privilege, it will be necessary that it order a

plate bearing the signature of the president and the cashier, to be used in printing
its currency. A form upon which to furnish the required signatures is enclosed.
Three autograph signatures of each officer whose name is to appear upon the bank’s
circulating notes must be furnished and each signature must in its entirety be con-
fined to the spaces provided in the form by ‘impressed lines.

It will require from fifteen to thirty days to prepare the plate and print
the notes. If a bank does not have a plate an order for currency can not be acted
upon until a draft in payment of the cost of the plate is received. The cost of
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the original plate is $46.00 and your draft for that sum should accompany your appli-
cation., If a bank already has a plate and wishes to increase its circulation, an order
for currency will be given upon receipt of additional bonds or receipt of advice of the
amount of new bonds to be deposited. No Special blanks upon which to announce an in
tention to deposit bonds are either required or furnished by this office. A letter
addressed to the Comptroller explaining the plans will be all that is necessary.

National bank notes are printel In dincminations of $5, $10, $20, $50, and
$100, but since all surface printing is done with the same plate only one plate is
necessary for each bank. Bonds to be deposited as security for circulation should
be assigned to the Treasurer of the United States in trust for the bank and sent to
the Comptroller of the Currency. Only the following bonds, all obligations of the
United States,are now eligible as security for national bank note circulation:

2% Consols 1930 3% Treasury Bonds of 1951-55
2% Panama Canal Loan of 1916-36 3 1/8% it no" 1946-49
2% " r g " 1918-38 3 3/8% X "oo" 1943-47
23% Postal Savings Bonds 3 3/8% " " " 1940-43
3% Panama Canal Loan of 1961 3 3/8% 2 fot 1941-43
3% Conversion Bonds of 1946-47

Should additionalbonds bearing interest at 3-3/8% or less per annum be issued by the
United States prior to July 22, 1935, they in addition to those listed above will
also be eligitle as security for circulating notes. Until July 22, 1935, any bonds,
including 2% Panamas and the 2% Consols, deposited as security for circulation may
be withdrawn if a bank desires and in their place any bonds eligible as security at
the moment of withdrawal may be substituted.

Registered bonds of the descriptions eligible as security for circulation
may be forwarded to the Comptroller of the Currency, properly assigned to the
Treasurer of the United States in trust for the depositing bank. Coupon bonds
should be forwarded with proper instructions to the Division of Loans and Currency
of the Treasury Department, where they will be reissued in registered form, pay-
able to the Treasurer of the United States in trust for the depositing bank.

After having been reissued in registered form the bonds will be delivered by the
Division of Lcans and Currency to the Comptroller of the Currency, who will then
deposit them with the Treasurer of the United States.

The Comptroller is frequently asked as to his policy with reference to re-
quirinz additional security should th: marksz: price of bonds deposited to secure
circulation decline below par. It has never been the policy of the Comptroller’'s
office to require additional security in such cases and no change is anticipated.
It will be recognized, however, that no binding statement as to future policy is
possible. In any emergency that might arise, ccnsideration would, no doubt, be
given to the additional security afforded by the 5% redemption funds maintained
by issuing banks and to the further fact that to reimburse it for amounts expend-
ed in paying their circulating notes the United States under Section 9230 U.S.R.S8.
has a paramount lien upon the asssts of the issuing banks.
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An "original issue" is an issue of currency against a new deposit of bonds.
Such an issue when ghipped is sent by mail direct to the issuing bank with postage,
registration and insurance prepaid. A bill for the charges is forwarded at the end
of each month. 1In those cases where the amount of bonds deposited is so large that
all the currency to be issued against them cannot be promptly printed and shipped at
one time, various shipments are made as the currency is printed. Each shipment is
an criginal issue and a separate bill for each is forwarded at the end of the month.

New notes for replacement of u.u-it noies red:emed and destroyed as well as
notes fit for circulation redeemed and not destroyed, are also forwarded by re-
gistered mail direct to the issuing banks with postage, registration and insurance
prepaid. The amount expended for postage, registration and insurance on such notes
is not billed to the banks at the end of each month but is included in the annual
assessments for expenses incident to redemptions made by the Treasursr of the
United States upon all national banks of issue at the close of each fiscal year.

No new currency, constituting either an original issue or that replacing notes
destroyed, and no redeemed notes fit for circulation, will be delivered to agents
of issuing banks,

The law requires that a bank shall verify annually the bonds held by the
Treasurer of the United States to secure payments of its notes but the bank may
appoint an agent to verify them. The law requires also that the bank designate
an agent to witness the destruction of its unfit notes,

Circulation issued against all United States bonds, including those bear-
ing a rate of interest higher than 2% will be subject to a semi-annual tax of 1/4
of 1 per cent. The Attorney General has alo rendered an opinion, the substance
of which is contained in the following paragraph:

"Reading the provisions of Section 29 in an effort to carry out the in-
tent of Congress as disclosed by the legislative history of the measure,
it is my opinion that the three-year period prescribed by Section 29
means that the bonds referred to in said section lose the circulation
privilege at the end of the three-year period and the notes issued upon
the deposit of such bonds must be retired in an appropriate manner."

All national banks issuing circulation are required to keep a complete
and generally uniform record of their transactions with this bureau and of their
transactions with the office of the Treasurer of the United States relating to
their circulating notes and to their 5% redemption funds. Accordingly there is
enclosed a copy of a form showing in dsiail the several items that enter into
these accounts. You are requested to install these forms as a part of your
records immediately after you receive new notes from this bureau. The form
is particularly desirable for banks taking out circulation for the first time as
it enables them to record every transaction from the date of receipt of an original
issue of circulating notes. The difficulty of tracing notes reported as missing
is greatly increased when such a record is not kept by the bank. This office has
no supply of this form for distribution.
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Immediately after new notes have been received from this bureau, the con-
tents of the package should be counted and any discrepancy in the amount, or hiatus
in the bank numbers of the notes, should be reported at once to this office. The
bank numbers are printed on the lcwer left-hand and upper right-hand corners of the
notes and it is essential that a complete record be kept of these numbers.

J. W. POLE,
Comptroller.
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EARMI¥GS AVD EXPESES OF FEDERAL RESERVE BAYKS, AUGUST 1932

Jan, - Aug, 1932
Current net earnings

| Less accrued
dividends and

1932
Current net
earnings

of MAogust

Current expensas

Dis-
counted
hills

Other

sources

l

Exclusive
of cost of Total |
F.R.currency i

Total

|Ratio to
vaid-in
capital

‘ Ratio
to
paid-in

Total

capital |profit and loss

net charges
(current) to

$60,028
208,439
194,613
106, 462

ladelphnia
veland

Richmond
Atlanta
Chicago
St. Louis

82,701
102,?%?
76,945
36,781

40,890
63,679
50,539
260, 220

Minneapolis

Xagnsas City
as

San Francisco

3154,618
1,130,955
211,358
268,679

70,954
70,707
321,883
100,906

94,050
86,375
57,162
186,015

$l, 601
27,893
16,004
16,833

23,128
5,990
38,287
5879

2,787
21,080
2,806
33, 767

$228, 34l
1,412,630
434 032
403,580

183,942
133,943
l53, 246
147, Y47

140, 239
) 174,529
115,942
490, 731

$167, 504
519,150 H2T, 258
162,021 180, Lol
203,181 225,824

$152,220

114,721

ek, 551
96,185

#4101, 005
359,599

282,320
b 2107,671 113,307

. m”::- #*: 5
S d 33002 ¢ ':135”?’1%
: Qe.sif’*'«égfgg
190,127 212,578

360,840
8€5,372
253,568
173,856

59,291

93,647 =
31,lhO:

| =

~ 32,526
20,928
278,203

Per cent)

82,9381’

J{“

ko7

6.6

13.

3
46
L]

ﬁaa?
gl
6.3
21,1

Per cent

10,0
16.8
20.3
21.3

$766,811
6,675,075
2,205,875
2,035,335

402,356
613,059
1,784,445
193,877

322,290
337,459
140,738
2,284,113

4304, 201
4,382,143
1,589,921
1,426,989

150,910
14 oge
1,892,023
1,508

202,332
165, 345
~25,099
1,821,986

TOTAL
Auz, 1932
July 1932 1,487,405
Aug, 1931 470,998

1,284,044

129,854

153,833
ul5 986

2,753,662
2,669,287
$07,818

199,155
190,907

181,935

4,366,725
"5

4,501,432
2,007,737

2,133,807 2,340,309

2,193,458 2,243,703

2,026,416
2,257,729

2,107,296 2,175,928

-159,191

15,6
17.3

Jan,-Aus, 1932 14222, 600
1931 3,602, 254

2,297,544 16,560,376 1,872,502 35,253,022
1,850,663 8,325,186 1,264,529 15,042,632

16,702,374 17,491,589
17,010,213 18,072,414

17,761,433
~-3,029,782

17.1

17,761,433
“3!029’782

17.1

12,367,341
-8,472,690

FEDERAL RESTRVE BOARD

DIVISION OF BANK OPERATIONS

SEPTEMBER 13, 1932,
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FEDERAL RESERVE BOARD
Date: August 23, 1932
MEMORANDUM
To: Governor Meyer Subject: Effect of the Depreciation

From: lr. Gardner of Sterlizg Exchange on British
v Prices.

British prices are now lower than when England suspended the gold

standard on September 21, 1931. The suspension allowed sterling to 2o

to a discount on the exchanges, and this in turn tended to raise sterling
prices of internat;onal goods on the British market relative to the prices
of these goods in gold standard countries. Many factors, however -- par-
ticularly tariffs, quotas, and exchange restrictions —- interfered with

this tendency; and since "gold" prices continued to fall, even the relative
rise meant no permanent heightening of the British price structure, Through
June -- the latest date for which detailed figures are available —— prices
in England rose steadily with relation to prices in the United States; yet
they were lower in June than they were at the time of the gold suspension,
for they had risen on a falling base,

As for the prices of strictly British —- i,e.,, domestic -~ commodities,
no considerable stimulus through trade expansion or credit expansion was
set in motion by England's departure from gold, and in the course of this
memorandum they have been touched upon but lightly., It is the effects upon
the relative prices of international commodities that are especially sub-
Jected to examination,

Effect on prices of goods traded internationally. - The suspension of

the gold standard was followed by a depreciation of sterling relative to

gold standard currencies. The same factors which forced the zold suspension
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forced the depreciation., The discount on sterling in turn compelled those
who sold to England to raise sterling prices by a corresponding amount if
they were to obtain the same gold prices as before; and it enabled English
exporters to charge correspondingly higher sterling prices without altering
the gold prices at which they were selling in world markets, The indica~

ted adjustment did not, of course, have to work out through a rise in

sterling prices; it might equally be effected through a fall in gold

prices, and indeed there is reason to believe that the difficulties of
selling to depreciated-paper countries and the keener competition from
these countries on world markets have exerted a depressive effect on gold
prices generally, But whether sterling prices of international commodities
moved up or gold prices down, one would expect a rise of the former relative
to the latter equivalent to the full discount on sterling exzchange, That
is, one would expect it under conditions of perfect competition, Actually,
however, we are further from such conditions today than at any time since
the war,

In part the barriers to international trade are inevitable. It costs
something to ship goods from market to market, and these costs vary accor-
ding to the country. Furthermore the organization of markets, the existence
of established selling comnections, and the persistent habits of consumers,
prevent large shifts overnight in the channels of international trade. Un-
der these circumstances differentials among gold prices for substantially

the same commodity in various markets of the world are unavoidable,




To inevitable factors of difference of this sort, however, have

been added influences deliberately imposed by governments in the form

of tariffs and quota systems, The increasingly severe application of
these barriers to trade has been characteristic of the whole period of
the depression; but it has been particularly in evidence since England's
departure from the gold standard. Furthermore with the actual or threat--
ened breakdown of currencies has come a further impediment to interna-
tional transactions in the form of government monopolies of dealings

in exchange., The purpose of these monopolies is to maintain a countryls
currency internationally at a level which could never be maintained in
a free market. This is achieved by rationing the volume of funds which
can be transferred abroad. Whether or not an importer can obtain funds
to pay his foreign creditor is wholly a matter of the discretion of the
central bank or exchange commission which administers the monopoly.

This situation may result in absolute prohibition of certain classes

of imports and the serious embarrassment of all importing transactions
so that what otherwise might be profitable trades are never consummated,
Even where exchange markets are left free, the risk of fluctuating cur-
rencies must be faced unless there is a well-developed forward business,
And always there is the chance that under present conditions individual
credit may not prove good —- particularly when it is a question of de-
veloping new business abroad,

This complex of factors has led to a considerable degree of isolation
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of markets, Within broad limits price movements in coal, butter, or
meat may occur in the United States quite without relation to price
movements in the same commodities in England. Where this is the case,
there is no reason to expect the discount on sterling to be reflected
at all closely even in the prices of international commodities, TYet

it is in the markets for such commodities that the whole initial effect
of the departure from the gold standard must be sought.,

Evidence of the charts. - Notwithstanding the considerable degree

of isolation which exists between markets of the world today, prices
in England and the United States (to use the United States as a repre-
sentative gold standard country) reflect relative oxchange rates fairly
closely. Chart 1 is designed to show in perspective the movement of the
three major types of British prices —- wholesale, retail, and cost-of-
living; but by way of comparison the wholesale index for the United
States is also shown, The American wholesale index is more heavily
weighted with manufactured products than the English and in other res-
pects it is not entirely comparable, Yet the broad relationship is
clear, The story on the surface of it looks somewhat as follows,

When England returned to the gold standard in April, 1925, British
prices were on a higher level, relative to the pre-war base, than those
in the United States. They contimued to fall, until early in 1926 they

drew even. Then came the great coal strike in England and prices mounted;

but following the settlement they fell, the gap finally closing acain in
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1928, In 1930 the English index, composed mainly of raw materials,
dropped somewhat more steeply than the American, Our new tariff may
have been an influence in this situation, The similarity of movement
persisted, however, until in September, 1931, England left the gold
standard and a discount of from 20 to 30 per cent on sterling devel-
oped, The British index immediately Jumped above the Americon —-—
though not by the full amount of the sterling premium on the dollar —-
and then, as the American index continued to decline, English prices
followed,

The apparent relationship here pictured is a close one, It would
seem that, notwithstanding considerable dissimilarity in the commodities
compared and the obstacles to international competition that have exist-
ed throughout the period, the exchange ratio hetween sterling and the
dollar has dominated the relationship between the two indexes.

As one passes from wholesale commodities, representing in the Eng-
lish index mainly international goods, to retail commodities which re-
flect domestic labor, tramsportation, and distributing costs, the move-

ment of prices becomes more sluggish., In a general way the prices of

retail foods in England have followed wholesale prices., There has,

however, been a marked seasonal rise in the fall of each year:; and it
is noteworthy that the rise in 1931 —- the one that followed the de-
parture from the gold standard —- was certainly no more marked than
those of other years. In fact it was rather less marked, And the same

is true of the yet more sluggish cost-of-living index., So far as the
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Consumer in England is concerned there has been almost no reflection
of the momentous shift in England!'s monstary standard last September,
This is true even though, as shown in Chart 2, both retail foods

and cost of living in England have risen in price relative to similar

groups in the United States., Particularly is this noticeable in the

case of retail foods; but there is no direct connection between retail
prices in England and the United States, nor between cost of living in
the two countries. The link is indirect and works out through those
international markets which are common to the two countries. The real-
1y significant comparison shown on Chart 2 is that between the relative
rise of wholesale prices in England and the sterling price of the dol-
lar,

For the purposes of Chart 2 a special index of American wholesale
prices has been used, This index is composed, so far as possible, of
the same types of price quotations as compose the British wholesale
index. It is not entirely comparable, No index can be made so and
still represent conditions in the American market. But it is far more
comparable than the Bureau-of-Labor-Statistics index of 784 price series,
the official index for this country, which was used in Chart 1,

The line on Chart 2 showing vholesale prices represents the ratio
of the English index to the comparable American index. It is evident
from the rising line that since the departure of England from the gold

|
standard sterling prices have risen relative to dollar prices but not /
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by as mich as the sterling price of the dollar itself, At first the
#ap was wide; but as sterling developed strength in 1932 and the price
of the dollar fell, while relative sterling prices continued to rise,
the gap closed. By spring the adjustment between (a) relative whole-
sale prices in the two countries and (b) exchange rates, had been work-

ed out to a considerable degree, The lines would indicate that the

price relationship of the two countries on the average reflected the \

exchange rates of their currencies, notwithstanding the often widely
diverse fluctuations of prices of the same commodity in England and
the United States,

One technical point with regard to Chart 2 should be noted. All
the lines on this chart are based on the month of September, 1931, as
100, During most of September England was on the gold standard and it
was not until October that there was an important upward movement of
prices, Exchange, however, reacted immediately to the gold suspension,
and the sterling price of the dollar for September on a daily average
basis was 7 per cent above par. By measuring the exchange level in
subsequent months relative to the level in September, this 7 per cent
premium is lost; and the line showing the sterling price of the dollar
is lower throughout its course than it would have been had the first
three weeks of September been taken as a base. Since it was not feas-

idle to do this with commodity prices, the entire month of September




was used as a base for all lines, The chart as it stands, therefore,
overstates somewhat the closeness of the ad justment of prices to ex-
change,

Evidence of individual commodity prices. - That the prices of

different commodities ~- bacon, coffee, cotton cloth -- should not
move in unison with one another is quite to be expected, Even if

markets were free and competition close, one would look for consider-

able variation in the movement of individual prices, This variation

is the very essence of the process whereby supply and demand are in
some measure kept in balance in the face of shifts in climatic con-
ditions, available natural resources, technical knowledge, or consum-
er preferences, The major adjustments of our economic 1ife as at
present organized are predicated upon the diversity of movement of
individual prices, Hence if any dominant influence were making for

an upvard movement, one would not expect it to be reflected uniformly
through the entire range of prices, As a whole, the price structure
might be raised, say, by 20 per cent; but meanwhile the price of a
given commodity might rise by 60 per cent, while that of another might
fall by 10 per cent. There would be nothing surprising in this; and
it is not the sort of problem we are dealing with in comparing British
with American prices,

The problem we are dealing with in making this comparison is that




of the different movement of prices of the same commodity in two mar- Q

kets. If competition between the two markets were free and unhampered,
the prices of different commodities might move in different directions,
but the prices of the same commodity in both markets would move together
except for the variations in the rate of exchange between the two cur-
rencies concerned, If the sterling price of the dollar rose 25 per
cent, one would expect the sterling price of cotton to rise 25 per

cent with relation to the dollar price of cotton —- and throughout

the entire range of individual commodities one would expect to find

the same differential even though prices of some were moving up and
prices of others down. All assuming close and unhampered competition —-
such as definitely does not exist in the world today. As a matter of
fact the available evidence shows that there is enormous variation in
the differentials which have developed since September in the sterling
and dollar prices of approximately the same commodities,

Data are not available to enable us to compare all the individual
commodities of the English wholesale price index with corresponding
comnodities of the American index. In the table following, however,
the comparison is made for a considerable list of individual commodi-
tles or groups of closely similar commodities., About four-fifths of

all the price quotations in the respective indezes are represented,
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The table shows a range from a relative rise in bacon of 82 per
cent to a relative fall in coffee of 24 per cent. Were the commodi-
ties really identical and were there no barriers to competition, they
would all show a uniform rise of 24 per cent, the amount by which the
sterling price of the dollar increased during the period. 1In consider-
able measure it is possible to account for the divergences,

The American tariff is at the root of most of the cases in which
the ratio of English to American prices has risen by more than the dis-

count on sterling., Take, for instance, the first commodity on the

list —- bacon, By June the price of bacon in New York had fallen 41 l

per cent from its September level. In England the price had risen,

Allowance must be made in the English price for the depreciation of

_sterling during the period; but even on a gold basis the decline was

far more drastic in this country. Had prices in the two countries

been competitive in September, a relative drop of such severity here

in subsequent months would have been impossible since it would have led
to exports of bacon and consequent equalization of markets. 3ut costs
of transportation and the American tariff isolated our bacon industry,
permitting prices here to stand in September well above those prevail-
ing abroad. From this high protected level it was possible for Ameri-
can prices to drop steeply without placing the American producer in
position to take advantage of markets abroad where the price decline
had been more moderate,

A similar story of tariff-isolated markets with independent price




movements could be told of the next three commodities on the

list —— corn, cheese, and butter. To some extent the prefer-
ences and habits of the British consumer play into the situation,
He prefers Danish butter and bacon, and he is used to Argentine
corn., The direction of international trade is not easily changed.
But the chief difficulty has been that in each of these cases the
severe decline in American prices has been from a high protected
level and has left the American producer still unable to compete

abroad,

Much the same analysis can be made of those metals which stand

high on the 1list, It is true that the relative rise in the English

price of zinc and lead (largely the result of falling prices here)
was muich less in June than in May. In June prices of both these
metals fell in England, while zinc recovered sharply here, and

lead held its own, There can now be no question of exporting either
metal to England, But even in May this opportunity did not exist;
for at that time a decline of 34 per cent from the high tariff-pro-
tected price in the United States in September still left zinc pro-
ducers unable to dispose of their product in London, although the
sterling price had risen 10 per cent. On a more moderate seale

this situation was repeated in the case of lead,

On the other hand tin, which comes largely from British Malaya




and to which no tariffs apply either here or in England, has behaved
as a competitive commodity should. Both in September and June it
was selling at nearly the same gold price in England and the United
States, which means that the sterling price almost exactly reflected
the discount on sterling, Broadly speaking, this was also true

of copper in the month of May before we applied a tariff, The case
is not quite as clear as that of tin because we produce most of our

own copper while an increasing proportion of the English supply is

being drawn from sources outside the United States, Nevertheless

until our tariff went into effect in June, forcing South American,
African, and Canadian supplies directly upon foreign markets (in-
cluding London), the sterling price differential corresponded in
considerable degree to the discount on sterling,

Among the textiles the same close competitive situation exists
with respect to jute, on which there is no tariff, Raw cotton shows
a somewhat smaller differential: but that is on account of the in-
clusion of an Eszyptian quotation in the English index, The price
of American cotton alone in the two markets reflects the full dis-
count on sterling. Rubber, also, which is frse of tariff, shows a
differential not much greater than the altered exchanze rate of the
currencies, the actual prices on a dollar basis in London and New
York for ribbed sheets being much the same,

Indeed it may in general be said that where identical commo-




dities are being compared and no tariff is in effect to isolate
the markets, the British price relative to the American substan-
tially reflects the discount on sterling. This is particularly

true when the commodity in question is imported by both countries

from a common source. When this is the case, even the tariff, pro-

viding it is unchanged, makes little difference,

Just how widely, however, commodities may differ though desig-
nated by the same general name, is shown in the case of coffee.
Coffee in England means the more expensive Central American types,
Coffee here is chiefly the common Brazilian. Since England left
the gold standard the sterling price of coffse has actually fallen
in the face of a substantial recovery in the price of the Brazilian
product in New York., Brazilian coffee still remains, however, by
far the cheaper product and there is no incentive for Americans to
change,

The tea which finds its mass consumption in England comes
from India and Ceylon, whereas it is Formosan tea which figures
in the American index, The British barley quotation is for malting
barley; ours for feeding barley in Chicago. Even in a common raw
material like hemp, what are in effect two commodities may be cre-
ated by the practices of the respective markets. Almost of neces-
sity the English use a low-grade hemp, for their machinery is ad-

Justed to it. The higher grades preferred by Americans may drop




relatively in price, but the English go on consuming low-grade
hemp,

The familiar mutton of the Englishman is a high quality pro-
duct representing the slaughter of comparatively young sheep. The
American mutton, a product of older sheep reared chiefly for ‘wool,
is destined in the main for stews, Under such circumstances the
English product is so far above the American in price that even a
sharp declire fails to interest Americans —- quite aside from the
prohibitive tariff, which, in this case, is irrelevant, In the
case of lamb the tariff may have had some effect, though the fact
that Americans are not accustomed to frozen lamb would probably
have been sufficient to keep out the New Zealand product consumed
in England, even after it had fallen in terms of gold somewhat below
the price for fresh lamb here,

The tariff certainly has had some effect on the situation in
vheat and beef; but there again the difference in types compared,
subject as they are to different seasonal movements, has played
a considerable part in permitting relative price changes greater
or less than the discount on sterling,

The same differences in types compared, as well as heavy

transportation costs, underlie the failure of two important

British export groups -- coal, and iron and steel — to reflect

the discount on sterling. It is probable, however, that another
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factor is at work in the case of exports —— namely, the efforts
of British producers to expand their foreign markets by under-
cutting prevailing prices, Particularly in a commodity like
coal where leading customers such as France and Germany have
raised obstacles to the purchase of the Rritish product, the

necessity of an inducement in the way of price concessions is

apparent., Incidentally it may be noted that coal prices in Ger- /

many have fallen considerably more than in the United States, which
is a difficult market for English coal exporters to reach,

Other British exports have done rather better, especially
cotton cloth. Not only have prices of cotton cloth risen by the
full amount of the discount on sterling, but there has been a notable
expansion in the volume exported since the gold standard was aban-
doned. By far the largest relative increase, however, was to China
vhere the popular embargo on Japanese goods was a more important
factor than the exchange differential, Furthermore, although cot-
ton cloth is the highest export commodity in the list given on page
10, its relative price increase no more than matches the rise in the
sterling price of the dollar. The British are seeking volume in
their export trade rather than high unit prices,

Note on British trade, - The effect of the depreciation of

sterling on the volume of British trade is somewhat aside from

the main purpose of this memorandum, except in so far as trade




recovery would in itself lead to a rise in prices. In general
it may be said that several British industries — textiles, iron
and steel, and even coal —- have stood up better than those of
competitors abroad. But world markets have been deteriorating
so rapidly that such relative advantages as have developed still
leave England in the midst of depression. ZEven had general re-
covery set in, it would probably have been signalized, at least in
its initial stages, more by an expanded volume of production and
the absorption of the unemployed than by a rise of prices., The
ultimate effects would depend upon whether the recovery of busi-
ness in England spread to the rest of the world,

Actually the depreciation of sterling has not brought any-
thing approaching full-fledged industrial recovery in England,
Together with the tariff it undoubtedly is responsible for the
better balance of merchandise trade enjoyed by the country since
the gold standard was suspended. This particular difficulty of
the British situation is by way of being cured., But at the out-
set the effect has been to add to the complications faced by other
countries; and, taken alone, the improved international trading

|

position of England has been quite inadequate to cure a depression |
|

which is due to a multitude of factors the world over,

Conclusion, - It is apparent that the only immediately effect-

ive price-raising influence of the departure from the gold standard
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'#ﬁh England has been the spread introduced between sterling and gold

-bfices in the markets for international commodities. Even with re-
gard to international commodities the evidence points to the great
variety of spread -- sometimes actually of a reverse character —
which has followed the depreciation of sterling. A study of indivi-
dual commodities leaves one with the impression that the barriers

to international trade in the world today are so numerous and impor-
tant that markets are in considerable measure isolated -- particular-
ly where heavy tariffs are in effect, Certainly there is wide room
for divergence; and the effect of the sterling discount has been far
from uniform,

It would be easy to underestimate, however, the forces of com-
petition that are still at work throughout the field, In a large
number of cases the apparently unrelated movement of the sterling
and dollar prices of a given commodity is attributable to the fact
that really two different commodities are being compared. Were com-
parison made between identical commodities in countries in which they
are habitually traded, the movement of relative sterling prices would é
in general be found to reflect the movement of the exchange rate of
sterling with the currencies concerned. Even where the American
tariff is the factor which permits a divergent movement of

sterling and dollar prices, it is still generally true that the




?rice in England relative to the price in the country from which
England has imported the commodity reflects the. discount on ster—
ling, Furthermore few of the obstacles to international trade are
absolute, The isolation of markets is only a matter of degree,
The nexus of competitive relationship, therefore, between
England and the rest of the vorld is real, if somewhat loose,

And directly and indirectly that nemis extends to the United

States. Hence notwithstanding the diversity of situations sur-

rounding individual commedities, the general relative position
of British wholesale prices reflects to a large extent the dis-
count on sterling relative to the dollar,

As was noted at the teginning of this memorandum, however,
the increase in Sterling prices has been only relative. They
have continued to fluctuate as much as prices in the United States
and other gold standard countries; and after a substantial initial

.
rise they have fallen till today they are lower than when the gold

standard was suspended in September, 1931,






