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At a moceting of the Feaeral Keserve Board with

The Advisory Council, held in the Assembly Hall, Metropol-
itan National Bank Building, at 11:15 A. K., on Tuesday,
Septemter 18, 1917..
Present:
Governor Harding, presiding, ¥r. Warburg, kr. Williams,
Mr. Delano, Kr. Hamlin, Mr. Allen, Assistant Secretary, all
the members of the Advisory Council, and Secretuary Grim.

President Fergan read to the meeting recommenda-

4

tions of the Council as follows:

RECOMLENDATIONS CF THE
FEDERAL ADVISORY COUNCIL TC THE FEDERAL RE-
SERVE ROARD.

Sept ember 1&, 1917,
TCPIC NO. 1.

The effect of the pending bond issue upon
our general finarcial situation, the policy that
the Federal reserve banks should pursue as to
reserves against deposits. and ncte issues, dis-
count rates.

Reccumenaation:

The temporary effect cf the pending
Government bona issue upen the general financia
situation will be to dislocate bank depcsits. The
ef fort to be made to place the bonas with small in-
vestors will @lsc to a considerable extent encrcach
on savings deposits. As this loan will come on the
narket at the season when, in connecticn with the
movement cf crops, the greatest expanaicn of bank
credit usually takes place, the banks, especially
at the centers, will need the assistance cf the
Federal reserve banks in the shape of short loans
or rediscounts to a greater extent than they did in
connecticn with the former lissue.
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As the money received by the governmenti
for the bonds is redisbursed and returns to
the banks through the channels of ¢ommerce
the financial situation will gradually adjust
itself to the new conditions creanted by the
flotation of such a large issue of bonds.

Bank credits will likely be still further
expanded, resulting in increansed deposits and
loans.,

In anticipution of these conditions the
Federal Reserve Banks should pursue a policy
of conservation of their reserves against de-
posits and note issues. For this prupose,
while they should meet liberally the temporary
requirements of member banks for the prupose
of putting through the government bond issue,
any undue expansion thereafter of a more or
less permaneant nature should be curbed and con-
trolled by the Federal Reserve Banks' discount
rates; for the protection of their reserves the
Federal Rescrve Banks should raise their dis-
count rates whenever occasion calls for such
action. These banks should be kept in a strong
position not only in the interests of further
government financiag but to prevent any undue
expansion of credit by their member banks
through the discount facilities afforded them,

TOPIC NO. 2

General discussion of the Foreign Exchange
situation:
To what extent can this country continue to
give credits to the naticns with which it is
associated in the war which normally send us
gold in settlement of trade balances due us, and
continue to ship gold to those nuetral nations
to which we may be indebted. What restrictions,
if any, are necessary upon our imports to offset
the embargoes on exports?

Recommendation:

The Council has nothing on which
to base a definite opinion as to what extent
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this country cnn continue shipments of rold te

to neutral countries while itself advancing
money to meet the requirements of the countries
associnted with us in the war. It seems 1o us
the shipments of gold are a part of the coniri-
bution which we nre making to these countries,
being. part of our advances to them, for the
prosecution of the war. To what extent this can
be continued without unduly impairing our re-
gsources it is difficult to tell, but there is no
guevtion that if such action tends to shorten

the war or to enable the associated nations to
win it, this country should not hesiiute even to
impair its resources for the purpose of accomplish-
ing that object. As the wur may be prolonged it
may be necessary in conjunctucen with the other
nations associnted with us to endeavor to prevent
the arbitrage of exchenge as fur as possible. In
that connecticn we have read with great interest
the repert of the informal committee made te the
Secretary of the Treasury on September 13, 1917,
and heartily approve of their suggestions.

The Council views with great sntisfaction the
increase of the gold resources of the Federal Re-
serve system and hopes that no steps will be ommit-
ted 4o incrense and hasten the mobilization of the
gold of the country in the Federal Reserve Banks.
Grent discretion however, must be used in the methods
applied so as not to crente alarm which may lend to
the hoarding of gold ard its comsequent demobiliza-
tion., '/e note with satisfaction that the President
by proclamation has plnced wvith your Ponrd the con=-
trol of gold exports. This will insurc the handling
of such transactions with the discreticn so necesssary
to avoid public alarm.

TCPIC NC. 3.

Lossg on Gold Abrasion (Suggested by Covernor Harding)

&

Recommendation:

Inasmuch as it is of paramount importance
tmt the gold now in circulation should be mobilized
in the Federal Reserve Panks which to some extent is
prevented because of the existence of light weéight gold
in circulation we think the Federnl Reserve Eanks would
be justified in assuming ‘he loss by abrasion on such
of this gold ms is offered to them on deposit within
reasonable, specified time.
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Additienal Recommendation:

Vihereas, under secticn Four of H. R. 5901
(In the Senate of the United States, Calendar No. 121,
September 13, 1917, Fages 7 and 8) the following
languuge occurs:

"In any case of the issue of a series of convert-
ible bonds, if a subsequent series of bonds (not includ-
ing United States certificates of indebtedness, var sav-
ings certificates, and other obligaticns maturing not
more than five years from the issue of such obligations,
respectively) bearing interest at a higher rate shnll,
under the autherity of this or any other Act, be issued
by the United States before the terminaticn of the war
between the United States and the Imperial Cerman Cov-
ernmment, then the holders of such convertible bonds shall
have the privilege, at the option of the severnl holders,
at any time within such period, after the public offering
of bonds of such subsequent series, and under such rules
and regulations as the Secretary of the Treasury shall
have prescribed, of converting their bonds, at par, into
bonds bearing such higher rate of interest 2t such price
not less than par as the Secretary of the Treasury shall
have prescribed,”" =

lesolved that this Coucil is of the cpinion that
prior to the issue of these bonds it is essential that the
Secretary of the Tresnsury should state definitely all the
terms connected with them, including the price, at which
any future issues bearing » higher rate of interest will be
exchanged for them.

Addition=2l Recommendaticn:

In our opinion it may be necessary for the succes-
ful administration of the Food Administration Grain Corpor-
ation that the limit placed on loans by the Uy National banks
by Section 5200 U.S.R.S5. should net apply to loans to this
Corpor:-tion. This Corporation being own2d by the United
States Government locans to it may properly be classified as
loans to the United States Covermment and therefore not subject
to the limitation of the law, Ve would recommend that an early
ruling to this effect should te mede and promulgnted by the
proper authorities. If this is not possible under existing law
vie recommend that the law should be amended.
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General discussion ens;ed in which various ones
took part. -

Mr. Fleishhacker cnlled attention to the f=ct
that one of the large suvings banks in District No. 12 had
lest 4,000,000 of its deposits through subscriptions to the
last Liberty Loan, and suggested this as a subject which might
well have the considerstion of the Board, perhaps with a view
to the recommendation of an amendment to the Federal Reserve
Act permitting loans by Federal Reserve banks to savings on ap-
proved securities.

Governor Harding directed attention to the fact that
such an amendment had been recommended by the Board in 1916 but
failed of approval by Congress and also referred to a conference
vhich he had recently had with the State Superintendents of Bank-

ing for Maine and New Hamoshire and the conditions in those Siatef:

Mr. Williams suprested an amendment which would permit goV

: ; v sy Lid
ings banks to come into the System and obtain issues of Federal Rese’

v,md

notes apainst certain classes of their securities actually owned _
in the hands of offering banks six months prior to the dnate of olfﬂfiﬁ'
Mr. Viing expressed himself as opposed to having savings bm#9
brought into the Reserve syetem on the ground that this would be &

source of weakness rather than of strength, and expressed the opini"rl

. . s . { e
that there was no particular danger in connection with the ccntumpldt

loan but th=t there probably would be difficulty should other large
6

1

; : : : 9
loans follow it. The savings banks, he said, must ultimately hnve il

help.




There was further discussiocn of the matter,
in connecticn with which kir. Rue raise the questicn
28 to the method through which a mutusl savings bank
could subscribe to stock, and kr, liitchell favored steps
t¢ enable Federal ressrve banks to loan to savings banks
through member banks. The situation cf English savings
banks as the result of loans floated bty England was dis-
cussed by kr. Forgen, whc saicd that in the centrzl west
he believed the savirgs bank operations were sc combined
with commercial banking that there wculd be a sufficient
emount of commercial paper for redisccunt to care for the
situaticn at present. He said that in Chicago, with one
or two éxceptions, all of the savings banks had sufficient
comrercial paper for rediscount.

The New York situazticn was coversed by lkir. Mcrgan,
who said that the savings banks did not roepresent so large
& share of the financiul structure that the commercial
banks could not readily tzke care of them in conrection
with this loan. He thought this also true of New England,
and in reply to an inquiry from lLr. #Warburg, who raised
a gquestion as to the willingness of commercial banks to
cdre for the rneeds of savings banks, kr. lorgan said it

sculd te necessary for them to do it, and that this was

conceded pretty generally.
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In summing up the discussicn, Coverror Harding

expressed the cpinion that the Federal reserve system

should not be weakenecd in any way, that savings banks
sheould have aid, and that ultimately the bsst source
from which to obtain this aia was through the Govern-
ment itself.

Each member of the Advisory Council was asked
tc state conditions in his district for the informaticen

¢f the Board, with special reference to (l) the relat icns
of clearing operaticns Lc Fasderaul reserve banks, (2) busi-
rness concitions, and (3) prospects for the sale c¢f the new
issue of Liberty Bonds:

wro Wing, bBoston. Bosten's banks are using the Federal
regerve clearing system with satisfacticrn, and the tenderncy
is for banks to come into the System. There should be grasat
care exercised in admittiing smaller trust compznies, as it
is quite possible that they may be an element of weskness
rather than of strength. The First Naticnal Bank, of which
Mr. Wing is President, finds it necessary to carry a reservs
with th: Federal Reserve Bank c¢f approximately £1C,000,C00
but finas that it is carrying in addition a flcat of
£15,000,000 to #20,0C0,0C0 representing collections due

from cther tanks, to rid itself of which it has fournd no

adequate plan. Large savings banks are accumulating
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money, and there will prcecbably be ric trourle amcng
them by reasorn of the next flotaticn of Government
bonds for they can get helyr from comumercial bunks.
In his opinion New Englend woula take only about one-
half the tetal of its last subscripticn to Liberty

=

Bonds. .his estimate MNr. Wing based upon the fcllow-

1, Many corpcecraticns already hold substantisl

purchzses of bonas.

2 The corporatiorn tax.
3 The difficulty among corporations doing busi-

ness with ths Government in obtaining prompt payment,
togoether with the need for all of their capital in the
business in which they are engaged:-

General business, ir., Wing saia, was falling off,
but CGoverrnment work is holding up the situation. Thers
is a ccnsiderable scarcity of labor.

«wIT. dorgan, New York. The Feaeral Reserve Ban}
is growing stronger avery minute'. It has the cocoperation
of member banks and others who want tc enter the system.
The recent opinion cf the Attorney Gsneral as tc the ap-
plication of the Clayton Act tc Btate bank directors was
helpful. The savings bank situaticn in New York is not

so large a part ¢f conditicns as to make it vital during

the next loan. Business is diminishing, people being
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{ frighterned by propcsed and pcssible legislation. There

is a tendency not to lend mocney. The sule of bords is

coing to be difficult. Hany small holders have not yetl

paicd for their previcus pumchases. The real aifficulty
+ 5

is the uncertainty as tc taxes to be impcesed. kr, lcrgen

said New York, if it had to dc¢ so, wouldprobably take ug

407 of the whecle issue of bonds, say #1,500,0C0,C0C, bdbut

to dc this it wculc have to draw upon other parts cf the
country. ¥r. Williams interjected the statement that

nat ional banks new held less than §$1C0,000,000 of the last
issue of Liberty Eonds, and in reply to a question lkr. Mer-
gan stated that he thought the intsrest rate on the new
tonés should be 5% and that they should be fully taxable.
Mr. Watts, of St, Louis, suggested that this was really

the perscnal preference of the Secretary ¢f the Treasury,
but he was bouna to reccgnize the exemplion granted to

state anc municipal bonds.

Cont inuing, Mr. Lergarn suia that Gevernment loans

weuld have tc come to a 5% basis, and that there was

practically not a railroca in the country which was in
condition tec take &ny of the new issue of bonas because

of the fact that noltes were ccming due and that money is

being taken away from them.

yr. hues, Pnilacelphia, repertea that banks in Phila-
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delphia were practically all using the Federal Reserve
Bank in ons way or another in connection with their eclsar-
ing operaticns. Some non-mamber banks operated through
membor banks. In reply tc an inquiry frow Lr. Warburg,
Mr. Rue stuted that in Philadelphia banks were, however,
8t11] settling clearing house bualances in gold. The
Staff ¢f the Federal Reserve Bank is tectally inadequate
to handle all the collections, and cannot absorb all the

float. Business is letting up, except where manufacturers

are doing Governmsnt work. These corporations are heavy

borrowvers., t will be difficult to arcuse enthusiasm

for the new issue cf bonas. Pecple thought they could con=-

J3

vert the firat issue at ths new rate and with the same con-

have a serious problem

ditions and privileges. Railroads
before theam anc arzs net in a condition teo subscrive. Trust

companies are well loaned up. Ur, Rus wculd nct prognos-
ticate how much of ths new issue of bonds the Philadelphia
district wculd take.

Called upon cut of order, kr. Watts, 5t Louls, repert-

ed that ncw only five clearing house banks in S5t 'Louis

were nct members of the Fedoral Reserve System. Not very

long ago a majority of all the local banks wers nct members,

and in twelve months he thought all ths rest woula join.

This membership covers 80% of the banks holding savings
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jeposits, and in each case, the commercial cperaticns of
the banks hauving savings deposits predominates The St
Leuis district will come fairly well up in its previous
1llotaent on the next Liberty Loarn. The farmers were nct
reached in the last cempaign but. would be this timse lore
bonds will be scld to the moderate investor,

Mr. Mitchell, liinneapolis, alsc called upon ocut cf
order, repcrted that clearing hcuse banks in the Twin
Cities were practically all msmbers of the system. Busi-
ness conditions are normel. Crcps are good. In kinnesota
the wheut crop will be seventy million tushels, in North
Dakota 65,000,000 bushels, but in Montanu it will rot be
ac good. Hs believed the farmers would sell their wheat
et the price fixed by the Government ana that the volume
of bond sales in the Northwest would be less than at the
previous offering unless banks subscribe heavily for their
own accounts. The savings bunk situatien is not & large
factor in the Northwest. ©State banks have not felt the
necessity £6r joining the system to any great extent thus
far.

Mr., Rowe, cf Cincinnati, said the use of acceptances
in that district was growing, especially in the vicinity
cf Pittsburgh. Depcsitors in the savings banks had ac-

ccunts averaging $200 to §3C0 each, and he did nct think
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they would be largely withdrawn on account cof their
moderate size and the interest rate of 3% to 4%. There
is an active demand for money, and he thcught issues cf
Treasury certificates were being purchased by corpocra-
ticns in anticipaticn of heavy taxes to be levied upcn
the corporaticns and for the payment cf these taxes.

Mr. Horwood, Richmond, said the banks in.the smaller
places in that district were using the Federal Reserve Bank
more and more, but that he was not familiar with the situo-
tion in Richmond. Business is active, crops good, and
bonds will be sold to about the same extent as before.

Mr. Lyerly, Chattancoga, szid the Federal reserve
system was growing in favor snd strength and that the
savings bank situation in the Atlanta district could be
cared for. There is an abundance c¢f money, and it has
been necessary to guard against expunsion. Seventy-five
per cent cof the farmers have better crops than ever btefore.
There are 125,CC0 in three cantonments ir the distirict,
bringing an expenditure of from §6,000,CC0 to §8,000,C000
per menth. +f one=-third the amount of bonds scld in the
lest campaign were taken by the Atlanta disirict in the
next campaign he thought it would have done well. Thelr
sale will be retarded by the changed conditicns as to tax-

ation.
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Hr, Forgan, Chicagec, said that all the clearing house
banks were now ssttling their entire balances by drafts
drawn on the Federal Reserve Bank, and all are delighted
with the results. There are many small State banks which
weuld like to come in, but which hold that they cannot af-
forda to do so because they would be required, as central
reserve city banks, to carry 137 reserves. The banks in
his district have few of thes tonds left, and are, therefore,
ready for the next campaign. Business is very active,

id for money heauvy, and banks are lending large

ameuni g,

Mr. Swinney, Kansas City, reportsc that a strike,
novw settled, had nade havoc with business in Kansas City.
The Kansas corn crop was very large. The district would
do the very best it could in connecticn with the new igsue

of Liberty Bonds. It was hampered at the time of the last

issue by the fact that its banks were borrowing consider-

4

able money. “There will be no 4ifficulty by reascn of the
savings bank situztion in the 10ih adistrict. Conditions
are generally Qooo.

Mr. Swinney called atttntien tc the need for.sub-
sidiary silver coin and small bills,

¥r., Record, Dallas, stuted that crops were pretty

good and that that district would probably absorb as many
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bonds as before.
Kr. Fleishhacker, San Francisco, said that the
-
clearing house bank situation was workirng out ir San Fran-
cisco and that the establishment of branches cof the bank
had besn helpful. Buainsss conditions are quite satis-
factory, but ths situatior of the savings banks in connec-

tion with withdrawals for purchése of liberty bonds is not

good. Labor is shert, und there is much labor trouble.
This district is much interested in the licensing of gold
for shipment abroad, and #r, Fleishhacker expressed the

1at the situation would be hundled with care. The

ot

hope t
sale of the second issue of Liberty Eonds will take mcrs
time &nd be more dif ficult than the sale of the first issue

because of thae changed ccnditions.

At 1:15, the meeting aujourned.

APPROVED:

Chairman. Secretary,






