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At & joint session between the Federal Reserve Board
and the Governors of Pederal Reserve Banks held in the of-
fice of the Board on Wednesday, April 4, at 10.30 a.m.,

Agtabeli oy
PRESENT &

8 lr. licidoo, presiding, Mr., Hamlin,
{ :
lir, Harding, Mr. Delano,
Mr. Warburg, Mr. Willis, Secretary.

Present also, Mr. Aiken, Mr. Treman, lir. J. ¥, Curtis,

Mr. Rhoads, Mr. Fancher, Mr. HcCord, iir. Seay, lir. KecDougul,

v r

Mr. Calkins, Wr. Van Zandt, and Mr. old,

o

f\ Mr. licadoo addressed the meeting stating that it was
| 3.
a time which called for frank conference sznd interchange of
ideas. There was & probubility thut large amounts of Govern-
ment financing, including bond issues, would have to occur in
1 fad 1 s ol 1 \ L3

the near future. The rate and other details of the issue
would have to be settled by Congress. At the last session

1

he had himself gone before the Vays and lleuns Committee und
b asked that the bond holders be permitted to convert such
bonds as they might tzke into higher rate securities, should
such securities be offered later on. MHe expected to urge the

sume provision at this seession. He did not know how many bonds

could be flouted ut 37, although he believed it would be a
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large volume, bue he felt that in any event the raute should
be high enough to sttract usctual investors, Inasmuch as

the law provided that & public offering of bonds should be

made, it would be necessary to comply with thut provision,

|
|
|

yet he desired to give ull banks a chance to cooperate in
it, and particularly desired to have the Federal Reserve
Banks uid in muking such offering u success.

7ith reference to the recent 275 350,000,000 lozn,

-~

NMr, llcidoo said that he had been gratified with the re-

sponse of the Pederal Reserve Banks. They hud not been re-

quested to subscribe anything. He had thought that the mat-

g

ter was one of interest und zdvantage to reserve banks, and
had, therefore, merely offered it to them. Rejyuests hud
come from other sources for an opportunity to subscribe to {
the notes. 4s to the rate, he called attention to the I
! fact that when the Government deposits its funds in bank !
it churges Zﬂ and never more, but reserve banks have hud
Government deposits free of interest charges. This was &
kind of subsidy, and represented a policy whose wisdom he
huad doubted. Had he offered the reserve bunks more than

ot . N o " P ~e
25 interest on the bonds it would have been difficult to

explain.

Hr. llcidoo referred to resolutions which hud been
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presented to him by the Federal Reserve Bank of Few York,
which he thought were out of harmony with the situation.
This fact furnished the occasion for the present remurxs.
The Reserve Bank, however, was not obliged to take any of
the notes, and the Secretary was disappointed at the tone
.nd attitude it hud assumed. It was unreasonible to assume
a position of that kind. The duty of the bark was to co-
operzte in the interest of the whole country end in thut
alone from now on. Before leaving the bond guestion lr.

Mc.doo desired to obtain an ideu of the conditions prevail-

-

ing in the different districts regurding the possible ab-
sorption of securities, and also what rate would be necessary
| to float them,
i SJovernor iiken replied that it would be difficult
‘ to know how far the Boston District would wbsorb bonds.
There was a very lurge power of absorption there. If the
country as u whole were assumed to be reudy to absorb
|
7 %$500,000,000 of 37 bonds, Boston could be expected to do its
| i
shire. 1f the rute was 337 an almost unlimited zmount would

| 0 of f enthusiasticully. He thought the bonds should be re-

deemable at the end of 5 years, and should pay 3 2y with 8
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provision for a serial retirement at the end of 5 years,
the total maturity to be 20 or 30 years. Patriotic im-
pulse would be very strong in such & case, but would be

sonewhat overloaded if the rate were mude 3. The savings

, g ’ SRR "
banks paid 47, and the investor naturally wants to get as
near that as he can, In llassachusetts the privilege of

1

exemption from taxution was worth to the investor from one-
half of one per cent to one percent.  He thought the issae
ought to be hundled in such a way as to
fast &s possible into safety deposit boxes.

Mr. Treman of New York stated thut he did not know

my

that he could correctly represent lew York City. he bank-

ing interests in New York would be very glad to have & chunce

- ]
for consultation and the expression of their views through
a delegation, He thought, however, the prevailing opinion

1 4

would be that & 33> rate on the bonds would be desirable if
the amount was from one to two billion dollurs. If the am-
ount was not over $500,000,000, he thought 3% would be sat-
isfactory, provided the bonds hud the conversion privilege.
It was, however, important to know what proportion of the

funds for the conduct of the war would be provided by tax-

ation and what proportion would be farnished by louns. Pub-
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licity with reference to the conditions snd terms of the
issue would be very desirable. Ur. Tremun then spoke of
varying suggestions that hud come to him from different
quarters, some soand, others absurd. He thought exemption
from taxation in New York was worth about one-half of one
percent.

Secretary Mecsdoo said thut the Farm Loan Bourd in
its recent investigations hud hud evidence wiic
show the exemptiorn was worth: from one to two percent. He
further usked whether the Rederal reserve banks would like
to be czlled upon to cleur the subscr
is to say, to hundle the relutions with member and other
banks aus to subscriptions.

Mr. Jarburg said it oaght to be decided whether the

RPederzl reserve banks wouald act as the recipients of sub-

. or what would be their precise function, as the

7

scription
law would not permit funds to be kept on deposit with member

banks.

n

s

Lur. licidoo said he thought it would be necessury to
A.,,_

oive large credits to foreign governments. This might mean

an immense issue of bonds, although he imagined it would sto

the sale of foreign bonds in this market. . tremendous amount

D
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of money was sgeeking investment here. What he wanted was
the best judgment of the Governors zs to the way to get

good -results. He was, however, obliged to leuve the room

very shortly, and would suggest thut it be discussed be-
tween the Board znd the Governrors. In closing he called

+3 m

the Treasury might have to get
another $50,000,000 before July lst for 30 or 40 days in
order to anticipate taxes. It'would be necessary to offer
this 'at 25. He would like to have a-distinct statenent

Y

from the reserve banks whether they wanted these loans or
not, and would be glad if the Governors would report their
feelings direct to the Board.

Lr. Aiken stated that if the Secretary desired it,

the Governors would muke & complete memorandum as to gov-

errment bords before lesaving, and Mr. ilcAdoo hauving assented
withdrew from the room, Governor Harding tzking the chair,
Mr. Harding said he had not been able to make any

preliminary suggestion to the Governors because he was un-

STl

certain what direction the discussion would have to take.

lr. licAdoo had, however, advised them comnletely of. the
¢redit situation up to date, and there waes little to zdd

|
i
|
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|
|
i
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on that. He would, therefore, discontinue further discussion
0f the bond question and would await the memorandum which was
to be furnished by the .Governors as agreed.

lir. Harding then turned to the juestion of smendments,
| distributing to euch Governor a copy of the bill
Board h:d transmitted to Congress and calling attention to the
sction already taken by llessrs. Glass and Owen, He noted tha

the most important additional provision likely to be incor

atéd would be one re,uiring state banks to enter the System

and spplvine the power of taxation with that end In view. He
P v o e “J P &

called attention to the fact that the Board had recommended

Ca L (S

th=t the substunce of existing regulutions with reference 1o

“

stute bank membership should be put into the form of luw, und

}
he then reviewed the text of the amendments in detail.
: As to state bunks, lrs Harding said the Board hud
!
4 1 o e i T vty £ } Mysgye: ¢ “r
E held informul conferences with the Secretary of the Treasury

i on April 3d with = view to having its amendments mude zn ad-
l‘ e ‘
7 ministration meusure. The essentizl plun was to provide that '
! no discirminating toxes should be applied in any state against
E
| nationxl banks and also to see to it that the provision for ]
branches in cities should be muade vulid regurdless of state
laws to the contrurv, similar action to be taken with regard
v

|
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to the granting of fiduciary powers. Finully, however,

3

it was proposed to tax banks on their inter-state check

w

3

so as to drive them into the System. They could ther

choose between becoming member banke in the fall sense of

a balance with the reserve bank and

the term or keeping
clearing through it, as provided, for in the proposed amend-

ments, or doing neither but puying a tex to which they would

be subject.

Lr, Harding lzid before the Governors a letter which

[

nad been hunded to him by the Secretary of the Treasury fronm

irst National Granife Bank, of Augustua, liulne, with

reference to danger from oppressive state legislation. He
spoke of this as illustrative of the hundicaps to which
national banks were subject here and there. FHe further
called attention to the guestion whether the Reserve ict
wed so 58 to make more satisfactory provis-
ion for the election of Directors.

Ur, Harding then turned to the yuestion of collec-
tions, and read a letter from Director Joodward of New
1wt the proposed Federszl reserve bank
inter-district draft should be made payable upon advice.

Discuss ensued between !r, Harding and Governor lic-
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| Mr. aiken said he would now czll for discussion
of Government loans district by district, and would him-
gelf first stute the position of the

The feeling there was strong thaut the ussetis of
reserve bunks should be kept intact. Bankers would have
preferred to see the recent 350,000,000 loan offered at

a hipher rate. &s to any future issues, the Boston banic,

cooperzting in any way, would not desire

to take any more bonds at 27 for its own portfolio.

Q‘: Ur., Treman szid he regretted thut the Secretary of
| the Treasury huzd interpreted the resolutions of the Board
= of Directors of the New York bank as criticism. The tele-

gram from the Bourd as to the bond issae had come Jjust be-

| fore the guthering of their Board for « meeting, and two

things secemed to be prominent in it - the low
{ and the necessity of keeping the bonds in portfolio on the
one hund, and, on the other, the precedent involved in it.
The offer had been made by telegraph, and was apparently !

urgent, and there was & feeling that there oupht to huve

\
| been fuller end more complete consultation. The Federal
Reserve Bank of New York would not want to take any more

Ll

!
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bonds of that kind except
ism. However, he could no

final at the present time.

banks would not take the i

the Treasury might meet th

1
¥

Board of Directors for the

a8 a matter of sheer putriot-

t say anything absolutely

that it was. purely a guestion
I A 1

Bank of Philadelphia. The member

ssue at 2. In future he thought

e nmarket rate.

1

he had asked the members of his

ir views. There was general

aoreement that they must keep the bonds because the large

('A’:_)
banks did not want them.

hold them until muturity.

v

Consequently he had arranged to

1T 4

-

A feeling prevailed that & £

rate would huve resulted in enabling them to pass the

issue zlong to other bunks

banks at a rate which would render it possible for them

. 4As for any future issues, he

thouzht they should be offered through the Federal reserve

4

w0

transfer the securities to others if nedessary.

Lry Seay said that his bank thought the loasn was &

temporary one entirely, ar

ably considered the matter carefully. 1t made little diffex

ence whether the rate was

As to any future loan, he

igitized for FRASER
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1d assumed that the Bourd had prob-

7 1.4

2% or 255 in district number 5.

would like to huve it offered

.
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would dispose of

tions favored.

said his view wag the s&me &s

1 -~ . >,

yovernor Seay, und his policy for the future would be the

1

same. He thought that 277 would be

1e hands of member banks.

that he hzd not been able to get

hold of «ll of his directors before

wag out: of line with the market.

had seen thought the rate

He thought Mr. Seay's statement that the Treasury

considerable balences with reserve bunks was not well

ag the balance in the Federal Reserve Bunk of

uated widely and was sometimes overdrewn.

had voted to subscribe for $6,000,000,

interest was too low. If other bonds snould be

they ouzht to go to the public. - He was disturbed

in his own mind ot finding thut the T ; 1 th
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a public loan.

reasury considered th

hicaeo fluct-
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¥r, Wold thought that the loan was satisfactory i
‘or Pederal reseérve banks but the rate was too low, |
lir. Van sandt said that the loan-was &n enmergency
and temporary mutter, and he, therefore, would have taken i
it without any interest. The new bonds if offered should i
i
be pliced on the murket through Federzal reserve banks for 1
disposal to others.
r., Calkins thoucht thzt the resources of the re-
serve banks ought not to be tied up in Government loans.
The rute really had little influence in the matter. £Lny
future lozn ouzht to be offered through Pederal reserve
i
banks and at a rate thut would ensble ite being taken by ;
rember banks.
2
Llir. Harding said the Board would like to have the ‘
Governors discuss during their stay in' the city the ‘question {
|
of branches or agencies of Federal reserve buanks.
Mr. Aiken said he would be glud to have the members
of the Pederal Reserve Bourd attend the sessions of the
VoS y 3 e - |
Governors at their pleassure whenever they were disposed.
|
|
The Governors would, hovever, like to meet formully with
the Board tomorrow, (Thursday) morning, at 10.30 a.m. })
|
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In summarizing the sense of the meeting on bonde

he ‘said he understood it to be thut the reserve banks wanted
to be helpful but that 275 was too low a rate., They would,

however, like to have any futurc issues offered througn

o

them and would recommend that the rate should meet the market

e

ROVED s Secretary.

2

Chairman.

- nee

|

|
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