
joint session of the 7N.d.e.al qeserve :oard and

the 1.dvisory ,Joundil held in the office of

. a.T.,

Lr. 7arding,. :7r. Miller,

Mr. kg....rburs",

Mr. Delano,

F.oard on

7r.

Eecretar7.

Present also, Vice Iresident Tue, Mr. 'lcishhker,

Lyerly, Mr. Accord, Mr.. ;,atts,

Mr. Morn, Mr. L;winney, Mr. ;1:.orxood.

Aue opened the meetin,,3 by presentin,.: to the

Board exIressions of opin inn adopted by the Ldvisory

ncil, follows!

"in the matt(T of the tai,ation as suczested

by the „;ecretary of the "reasury. the sense of this

Council is --

1st. That the proportion of war cost for the first

year to be provided by taxes, viz., W, would intpose

too ,:yeat a strain upon industry and the investable

surplus of the country; the proportion should not ex-

ceed 25',, for the first year.

2nd. That to impose a surplus profits tax and an

additional income tax on the incomes of the calendar

year 1916 would, besides bein3. unjust, put an excess-

ive burden upon -corporation s and upon individuals,

.who having provided for the tuxes of th71t year ,,nd

havin thereby dischar3ed the oblic;ation to the

.,•overnnent have disposed of the balance of their prof-

its by placin; them either in permanent improvements

or fixed investments.
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3d. That since the government is about to make huge

demands upon the Investable surplus of the Country it
would be most advisable so to frame the tax measures
that large incomes from which is derived the greater
part of that fund should not be taxed in an undue pro-

portion. In this way industry may continue to finance

itself and at the same time the goverment obtain the

needed funds with the least possible disturbance of

business.

4t4. It is most desirable that the taxes to be levied

should be upon luxuries :_nd as little as possible upon

thrift, enterrrise and savings.

9Bff

The Jouncil believes that the first offering of long

time bonds should be ',1,000,00),000 if that amount

should be ndeLaate to meet the immediate necessities
of the government, in order thnt, first; a successful

flotation may be assured, and, second the amount may

not be materially in e:.:cess of short certificates which

may be issued in anticipation of such issue, thus avoid-

ing the tying ar of either money or bank credits for any

length of timf. If handled in this manner, successive

offerings being made as relaired by the government, the

entire bond financing could be done through the 7ederal

Reserve banks as fiscal agents for the "reasary and

seriozL disturbance of bank balances avoided. This
method coupled with a careful use of short certificat(s

would in our opinion obviate the necessity for a general

deposit of zovermlent funds in the banks of the country.

In our opinion the bonds should be payable in thirty

years, callable after five ye.a.s.

The jouncil is of opinion that the 7ayess bill ought

not at the present time be pressed as it seems to it in-

opportune to introduce ony measure of a coercive char-

acter, when the cooperation of all the state banks

trust companies is so mach needed to assist in carry-

ing out the financial pros-ram of the government.
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L'ir. Rue stated that the .)ouncil 11.14 not yet been

able to cOnsider prol:-o'-.7f,-,d,amendments to the .Fe

referc..,e &r the uestionof a_tai):c on

i.rL in desiTi.ed t, a fund. to take,. care of the

'liabilities of failed '.banks, the proposal might be so,framed

-as- to be sond, bat, the general*344r4ntee.±Pfdeposi. s. pre -

posed in pending bills was believed- to be absolutely unsound.

Governor Harding then called for an ex.Treasi.on of

opinion from the several numbers of the Board with ref(

ence to the nrorosed Government„

Mr..411liams said hc did not,Care to speak of the

$.OUt of the loan at this time

said he thought there should be no e:L-

travg'ant commitment One way.or the other* bqt the amOuLt

of the issue should be governed by -el .

Delano said he had been frt,iblj ressed with

an iix3,'terminate issuesa.s7-L-ested by the qovernors of the 7ed-

ern1 Reserve Banks, bat that if this was deemed undesirable

he thoaailt it W4s best to keep the first offerina,low, Eay

',3,))),030,300 or Presumably-,te bonds would

be offered at par ixid inter , case the loan was

'.'itL:Jribed, more could then be offered to :n
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to take up all the subscriptions. It was important that

means be found for letting the money remaln in the com-

munity throa.10,-h the agency of the 'ederal Reserve 11,Ank-s.

.-rbar: said that, simply from the point of

view of effectively pl,cinj the loan, he woxld pr(fer if

only one billion dollars was offered. "aile in the ab-

sence of more knoiled:x as to the revirements it was dif-

ficult to do more than to 7ive a vague estimate as to the

monthly rellirenlents he thought that even If we figured

on orly •;3)0,000,000 per month, which 'orobably would be

too low, a one billion doll,r loan woald take care only

of three months, and if the retoirements would be larger,

for in even shorter period. As a colsevence, the Plov-

ernment would have to come buck into the marlm-t with ,

new loan every three months, and this woad throv a bliht

upon the basiners situation b€c-ast, in tht case, the

Government financing would be a constant shadoa °NT(/' the

market and other fin,,ncins would hardly 7et a chance.

It appeared to hi-, therefore, th_t even though

..2,000,000,000 was a very large sum to place, ic probably

ought to tackle the proposition on that basis. The im-

mediate re,airements .and thove of the months intervening
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-n now and the first paynent on the loan should be ret

by t' sale of short term certific,ites. TIntil the payments

we l 1 e nad, probably a billion dollars or more of such

certificates would be .outstandl 3 and could be :used for the

purpose of be1n3 handed in in paym_nt of the new long term

It might possibly then be practicable to issue one

billion dothrs to be r....4d in ,full imediately nd the other

to ,be.sold in instalments to iijovide for the lovernment's

re:r ements :,,:tcr the issue. 7e ar3ed the bankers to taPe

coar%3e and Jiscass the problem on the basis of a two billion

dollar 1: e, which, to his mind, could be handled without

tie money market.

ILor.2;an 15z:du that One Jif:Iculty with the install-

. ment -,L1 .,„n was that every one would have to borrow in.,order to

7 e t the subscriptions, vhile the proposed taxes would

leave U. tie for anyone to ray anyth1p3 with.

Yr. 4./111,4- su.f.,7,3ested the plan should re,iaire

pa at of 5,: down with each subscription, the bonds to

issued only after the installments had 
been 

Paid al,

Lr.17,orsan said that the bonds his opinion :would

not sell pern.4nently at par. r'hey miflt be isslei at par,

but they riht bseuently 3o as law as 93,
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aowc said'th-At if the scheme of tatiOfl at

first was placed an exa g rat d figuró, it would be

very 1-L, d to sell the bonds, nd there would be a grave

danger of disturbance to the whole financial fabric 7here

uld also be cl_.nser of lockin, up money. ':;ithdrawals from

banks were oirgon even now.

't this point 'ovcrnor Tlardlng Interposed with the

remark that enato whose name he did not rlention, had

suggested to hin that it right be ve1l not to impose any

taxation now, bat to let the ays and Aans :3omittee work

steadily - ntil nc t Decirber and then brin2; in awell- on-

sidered bill. Tie then read fror the I:ongressio al - iec

the substance of debate in the Senate on Tril 17 with

reference to th

as.

antin of power to the Secretary o

p1._ce ceoosits of public funds in banks. 7e

then resumed the call for expressions of opinion.

;ling said the fin ning rust be done in the

on a short term basis with lans for sulxe-

r.toney mast not be 1ept lon

:irst

uent

Idle

ursemen

rgan sal 00,00 000 miit be
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•

then resumed the call for expressions of oinion.

said the finncinz3 must be :lone in the

first place on a short term bLsis with plans for subsequent

reimbursement. The money must not be kept long idle in

balks.

::orn said he thought might be

sold if the financial public were well treated 7,nd were not

"e.Ktrava,-,-untly hi.mmerod" with taxation. In answEr to a

question from Governor 7ardins.as to vhat the pane would

think if the le:islation contained a provision m...king the

new taxation applic„,.ble to Last year's income, excel t in

those cases ,here the individual suuscribed an eLual aniount

to the bond issue, Mr. L:orsan said th%t if the tax were made

applic..ble to last year's income it would injure the whole

entQrrise.

Zr. :iller said he noa7ht there was no use to try

to borrow more than was really avaii.jble as the result of

production over the period in which the loan was offered.

Great Brit.in was fcelin., the results of a policy of that

kind today in the form of inflat(.d b-nk credits and excess-

ive prices. The war was likely to reach a point where the
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matter of saprorting it was not z.finc.ial problem but an

inductriul problem. 7e thou,3ht th..t what aas needed was

hie:h taxation in order to discoure wasteful consumption.

Tr oxan 'id the trouble was that taxation not

only discouras-ed consumption but also production.

lovernor rding then asked each :member of the Coun-

cil wh...t he thou:ht of the amount of the loan th.it could be

floated at 31:4) and what he thought of the idea of makin3 the

income and excess taxes retroactive.

r.r. datts- ..;1,00J,000,000 feasible; “'2,000,000,000

possible if handled in the right way. The retroactive income

tax would be vrong and would hurt the chances of the loan.

Yorvood: .1,000,000,000 certain; ;1L,000,000,000

might or might not be taken. The retroactive income tax v.as

a subject on which he 11.,,d not thought mach, bit felt cure

th_t the people would ret,ent the idea.

r. T:organ: 4,000,000,000 certain; ;.2,000,000,000

possible, the latter amount only in case -ood fcelinL; is cul-

tivated. The retroactive income tax :maid not be considered

fair, hence the men who would otherwise subscribe larely

would not do so.

Mr.-decord: •:1,000,0)0,000 ccrtainlyT -7.!,000;000;00,
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old -the Tinanciul .ablic %vcre well treated ..,nd wcre not

'extravantly h..,mmered" with tax,otion. In answer to u

question from lov(.rnor uardin: as to wh,..it the public would

think if the lezislation continpd a provision mA.1,..in,:; the

- taxation :„,rrlic:able to r yeur's income, e;:ce2t in

those CaFX:,; where, the Individual Labsribed an equal :_tnnant

to the bond iviae, r. 1:7ors7in said that if the tx•were made

applicde to lust year's income it wolld injire the ,vhole
,-7

ent, c.

1.71. said he thoiht there was no use to try

to borrow more tin was really available as the result Of

productionover the period in v:hich the loan W%2 offered.

Britain was feeling the results of a ro11,7 of that

kind today in the fon., of inflated bank c:.edits

pric(s. The war was lilcly to reach a point when the

nAtter of supportir7 it vc not a fin..nci...1 rolem bat an

indastrL,1 nrobler. 7e thoa-ht that what w-e- needed was

hi,7211. taxation In order to (11snira7e 7,st, fll consaptinn.

!Tr. —orsan said the trotble --s that taxation nnt

:..our.7ed consumption but also production.

.11 - - then asked 0,3,1 nembtr of the Joan-

" he thoa';ht of the ,Imount of the lo_n that olld be
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floated at 3 and xhttt he thouht.of the idea ofI king

the income aml excess taxes retroactive.

Mr. jatts: 00,000,000 ible; 000,000,000

possible if handled in the,right,way.. The retroactive in-

come tax would be — on!.7and would hurt the chances of the

•77orwood: ,000 000,000 certain; ,000,000,000

might or iht not be taken. The retroactive income tax

not

.subject on which he h,.c1 thorurht ich, but felt sure tha

the ple would resent the

r. 7,(1 ,000 000 certain; ,000,0 0,000

possible, the lattEr arnu1t.on17in case 7ood feeling Is

cultivated. The retroactive income tax would not be con-

sidered fair, hence the men who would otherwise subscribe

L.rg_ would not d

liecord, 41, 0 ,000,000 n17;

possible, but the latter

000,000,000

nt not desirable. he retro-

active income tax would not help matters.

possible.

thasiasm.

Swinney: 41,000,000,000 certr.in

The r

2,000,000,000

activt income t!_tx, would t1e away all en-
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This in,lairy br1Lt forw:J.rd 1C followil

,000,000,000 is the ma.:0.mum.

mood: Jays and. :..Teans . rlittee should:

assure the. people that all,unnecessa - Ofk1C11s.woald be

off and excessive .1aries avoided. The people suffer

More frr nnuess:-ry 1,:,.1 • and wasteful expenditures

than from war.

: ore than 000,000,000 ritht be

sold. The whole was one of the method of hand-

linz tl

active

n.',.teneral taxation would help if the retro-

acre entirely a1andonei.

be the maximum;Y7

IMO 50

upon call of:-crov(_ ,:i

,00 000 00

joint session :-, *r:IL ' to meet

(.2.ecreta
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