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Deeeskor 264 1.112P,.

Dear Eir:

are in receipt of y3ur letter of Dec-
ber 16 and note with interest what you have topay- regarMmc the purehace of U. r. securities from

dealers uncLr repurchase agrolnents at rates below
the Olecount rate In effect at y,-_,ur

in reply I boE t'advise that t!-.15 matter
was taken up wlith the Treasury before I wroto youon Vecombor 1/and after carefully emsl4oring thematter the T'oare fo,1s. that the ratee oared onU. securitios taken under ropurchaea agra6mentshould not be lees then tb tc3unt rate on eligiblepaper.

Very truly yours, •
kiwieck) Hextork • e%

Z. Roxton,
Leorotary.

1.1r. Charles A. -ores,
Governor, Fedora'. Reserve Pank,

Boston, rase.
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FEDERAL RESERVE BikNI-K

OF BOSTON

Federal Reserve Board,

C .B. 

Gentlemen:
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\ .
.' December 16, 1922..i .... ..),''

411 

.

pEci.6

::ish to re 1y to a letter received from the Fedora]. Reserve Board datej„
Decenber 1 slating to the question of rates to dealers to be charged by

ø—bflk on relyarchase agreements on United States securities, and note
the request in your letter that this rate should be at no time less than
our rediscount rate on notes scoured by United States securities.

Of course, we are very glad to comply with this request, int considering
the reason why we take these repurchase agreements at all and the apparent
agreaaent of the Federal Reserve Board to this policy, I am a little sur-
prised that this change should be made.

The natural lace ..ao4.1.4.xas‘hcat424ej,?_su.ph

-
ZiFnairiqirci2sar-reerlonts :rould be the call lend - iaret
ce-a-Ers. For reasons which have not yet been overcome, there is no money')

,e a*17.7fiTElo for the dealers which they could afford to use to carry the low
7Driced government securities. The Treasury Department definitely requested
that the Federal Reserve Banks make every effort to establish u market for
short term government securities. These securities are not listed on the
stock c:cchanze and one of the financial necessities of aiding the dealers
to make the market was to furnish them funds to carry those securities at
rates which would be close to the return which the dealers received from
purchasing them. Treasury certificates of indebtedness have boon issued
as low as ails and r“; and they have sold in the market at rates of income
which =1/0 fully as law or lower than that point. Our rate of discount
today is 4,40. The rule which is now inaugurated would throw the
dealers out of the market when the rate of return on Treasury certificates
was considerably less than 42(/). It is of no particular concern to us,
hwevor, so long as the Secretary of the Treasury understands what we are
doing and agrees to it.

Very truly yours,

irvdelac T/4"7'872.---

Charles A. L'orss,
Governor.
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FEDEFEZI AL_ RES R,VE

LEASED WIRE SE/ICE

WASH INGTN

Young, anneapolis.

BOARD

Doc;/ orj, M2.

„

heplying your Noweriber 29 wirs, r. v. securities
purchased with repurchase ucreoment should continue to 1-o in-
oluded with other U. S. securities owned by bank. Tn future
all schedules reporting purchase of U. S. securities under
repurchase agreement should be marked with words "Espurchase
agreement" and should show maturity date of such agreement.

EIOXTON.

-;
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December ‘1, 1922.

Dear bir:

heceipt is acknowledged of your
letter of NoveMber 24 requesting the Board's
permission to marry U. 8. securities taken by
your bank under 15-day repurchase agreements at
the purchase price instead of Uflias been
the custom in the past.

In view of the difficulties men-
tioned in your letter of carrying such securities
at par, the Board believes that an exception may
be made in the case of securities taken under re-
purchase agreembnte, and you arc therefore author-
ized to carry such securities at cost.

Very truly yours,

V-tee-Eieverrror:

Ur. C. C.llen,
Deputy Governor,

Federal hecerve Bank,
Boston, Lass.

d 7,

/ 2 - 2 2-

e- 
•
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040TEVEGAAM

FEDERAL RESERVE
LEASED WIRE SERVICE

WAS HI N GTO N

BOARD

December b, 192
7

.A.,...171111101.011M.~.1101.0,

.„

Palley - Xansas city 
/

Your v!ire December 1st/ The Ponrd has under consideration the entire
mattf,Ir 0: '2e-eral Eeserve banks purchasing Unite Statcs ecuritios under
repurchase agreementc,however, the Poard interposes no object on to pur-

se you-prdipose to make from redoral Land rtnk of Omaha, d on
hElf million, such bonds should bft carried on your reo-,rds rnd rk)orts
ps io ti omod by the 2ederal eserve bank.
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rr.1 No. 1:l.
• FECIERi.1.• I It RESERVE

--Ottice Corresplitdence BOARD

Iltate December 2, 1922., 

To  Lr. T:oxton. 

From rEnead.

1AL
ow'

litA"

Ci-044"-tr- •
4').

t

:Oss.

1\.1

received
purchase

Subject:

4.%

During the past few days the following inquiries

by the Board regarding purchases of U. S. securities under re-
agreements:

/ ).(

have been

Bullen, Deputy Governor of the Federal Reserve Bank of
Boston, requests permission of the Board to carry U. S. securities
taken under 15-day repurchase agreements at purchase price instead of
at par as has been the custom in the past.

Governor Young of Linneapolis advises that they have at dif-
ferent times purchased for their own account U. S. securities on a re-
purchase agreement from the Federal Land Bank of St. Paul, and states
that they have been reporting such bonds as being owned by the Federal
reserve bank. He now requests information as to whether or not the
Board wishes them to report such transactions in any other way.

Governor Bailey of Kansas City telegraphed the Board on
December 1 that the Federal Land Bank of Omaha desired to sell his
bank ; 1,500,000 of Liberty bonds under repurchase agreement and re-
iquest information as to whether or not the Board considers such a
transaction with the Federal Land Bank or any one other than a member
bank as authorized by the Federal Reserve Act. He also recuests in-
formation as to how such bonds should be carried in their records and
in reports to the Federal Reserve Board.

Before making replies to these inquiries, it seems that the
action heretofore t7lhen by the Board in connection with repurchare
agreements should be reviewed. On December 1, 1917, the Board in its
letter X-545 advised the banks tfil view of the fact that the stamp
tax imposed by the War Revenue Act was held to apply to promissory
notes of member banks the Federal reserve banks might grant short-time
advances to member banl:s by rediscounting eligible commercial paper
of longer maturities under an agreement by which the Reserve bank would
esell and the member bank repurchase such paper on whatever date might
e agreed upon by both parties. This letter also stated that "It
ahould also be understood that the Federal reserve banks may further
)aid the situation by purchasing either from member or nonmember banks

, notes or bonds of the United States under similar agreements of resale."

Nkft)

On April 6, 1918, the Board advised the Federal reserve banks
in its letter X-871-A that the Lar Finance Corporation Act provided
1,hat no stamp tia-should be required or imposed on a promissory note
secured by bonds or obligations of the United States issued since.
April 24, 1917. This letter also contained the following paragraph -

2-8496

t,

o'
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/ From

.1
e Corresi.dence

FEjlik,,L, RESERVE
BOARD

-2

41111Date 

"It is suggested, therefore, that the practice of pur-
chasing Liberty bonds and certificates of indebtedness
under so-called repurchase agreements be discontinued
and that such borrowings by member banks be made on
their awn promissory notes secured by such bonds and
certificates."

The Federal heserve Banks of New York, Boston, and Chicago
have been purchasing U. S. securities under repurchase agreements from
nonmember banks, banking corporations, or bill brokers, notwithstanding
the above quoted paragraph of the Board's letter of April 6, 1918. The
Federal iieserve Bank of Minneapolis has also been purchasing U. E;. bonds
from the Federal Land Bank of U. Paul under repurchase agreement.

In case the Board decides to permit the banks to continue to
purchase U. 6. securities under repurchase agreements, it is suggested
that a circular letter be written to all Federal reserve banks advising
them of the Board's policy with reference to the rates which should be
applied to such purchases and the manner in which they should be re-
ported on schedules submitted to the Board.
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December 1, 1922.

Dear Far:

In examining schedules submitted by your
bank covering tho purchase of 7. securities
under repurchase acreements, we note that occa-
sionally you aro taking such securities at a
rate which is loss than the bank's authorized

a discount rate on eligible paper. If a member
•, bank wore to use U. E.. securities as collateral
to As own note for the purpose of Obtaining
accommodation at the Federal reserve bank, it
would of course be charged your regular discount
rate, which is 4 per cent, and the Poard does not

. fool that it should be Possible for any bank,
, corporation, or individual to obtain a lower rate
:by selliT; the securities under a repurchase con-
.,tract.

It is accordingly requested that in the
future the rates charged on U. securities
taken under ropurcliase agreements be not less
than the discount rate on eligible paper in effect
at your bank.

By order of the Federal Reserve Board.

Very truly yours,

Vim. h. Hoxton, AT:
Fecretary.

Mr. C. A. Mores,
Governor, Federal Reserve Bank,

Boston, Mass.

man.

ARD MEETING

1922
7, j7
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FEDtRir. RESERVE
BOARD

Porro. No. 131..

#Office Coriesrakence
Mr. Platt.

FI0111._ Mr. Smead.
=-4

•
J
1
, p„,-•

I I

-ry

Subject:  

'ate  December 1, 1922.

In examining the schedules reporting purchases of U. S.
securities under repurchase agreements by the Boston Bank, we find
that the rate charged by the bank is frequently less than the rate
borne by these securities, and also less than the authorized dis-
count rate on eligible paper. It would seem that these purchases
of U. S. securities under 15-day repurchase agreements are more or
less in the nature of collateral loansand if the rate charged on
such advances is less than the bank's authorized discount rate,that
non-member banks, bill brokers, etc., are able to obtain accommoda-
tion on such securities at a lower rate than is accorded the member
banks which use such securities as collateral for their own notes.

This matter is brought to your attention for the reason
that I do not know whether the Board is aware that the Poston Bank
is purchasing U.S. securities under repurchase agreement at a rate
below tho authorized discount rate.

In the case of the Federal Reserve Bank of New York, I find
that in purchasing U. S. securities under repurchase agreement,
it advances the full face amount of the securities and takes addi-
tional securities from the seller equal to the difference between
the market value and par of such securities. NEW York, however,
invariably charges 4 per cent on such advances, which corresponds
to their authorized discount rate.

t-S 19 5
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FEDERAL RESERVE SYSTEM
(LEASED WIRE SERVICE)

RECEIVED AT WASHINGTON. D. C..

See our 243 to Board sined 
Bailey december first amount first

line should be read one and half million 
instead. of elevan, will

you please correct and request an 
anser on tis

Kas City 4 oez svc Chgo

1235p

liesmoomcs 2-11001Digitized for FRASER 
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FEDERAL RESERVE SYSTEM

(LEASED WIRE SERVICE)

RECEIVED AT WASHINGTON, D. C.,

Liinneapolis r.ov 23 1030a.

de have at different times purchased for our ovin account Unitedtates
government securities on a repurchase agreement from the Federal
Land. Bank in Stkaul. The directors of the Federal Land Bank by
proper resolution have authorized the executive Committee of the
land bank to enter into such agreements with us. Our counsel has
approved the transaction from a legal standpoint. Bonds so purchased
have been reportel by us to the Board as bonds owned by this

institution and in reality they are even though only owned temporarily

for fifteen or thirty days .periods. Does the Board wish us to report

such transaJ -tioris in any other way? At the present time our bank
own 1; two million of government securities covered by such repurchase
agree[aun

Young .

115la

(,

micliTeRmu.orms 2-11901Digitized for FRASER 
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°int No. 131. •

• ffide Correspgillake
FEDERAL RESERVE

BOARD

mr• _Srnead Subject:_

_iir. Eddy

4110 atellik.  27 1922

2-3495

Vith you please prepare appropriate reply to the attached

letter from the Deputy Governor of the Federal Reserve Bank of

Boston, for the signature of the Vice Governor, snd submit seme to

this office.
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FEDERAL RESERVE BANK

OF BOSTON
esq; sem
0.4

:ovambor 24, 19. s.

Federal Reserve Board,

Washington, D. C.

Reference 4 _lade to tho Federal 2,encrve 
Board's letter of L'ebruq.r-r 10'2

(x-3320) • ndi eating the system of accounting to be usccrin FOriratto-i!-;.iTtt"4"-

a5.51:7/-3.ng—nurchase3 of U. S. securities on tho books of Federal Reserve Banks.

According to the procedure sot forth in that letter, all investments of

Federal reserve banks are carried in their earning assets at par and the

premium or discount at -which they wore purchased is carried in an appropriate

account and amortized. Tic have followed this .lothod of accounting without

difficulty until recently.

Difficulty arises in connection rath securities which we buy from dealers -7ith

their agreement to repurchase within 15 th‘,7,'s at the price at which' they wore

then by the Fedor -1 Reserve Bank plus interest at an agreed rate. When

Certificates of Indebtedness and Treasury I:otes uhich we purchased fro.:1 __ealers

rith such agreements were quoted at prices above par, 70 bought them at Par

and so carried then on our books. Recently, zone of the issues have be-_,n quoted

at a discount from par and in such cases it is our practice to buy them at an

arbitrry --xice less than the market 7.-ith an agreement that they arc to be

repurchased by the dealer at the same Price plus interest.

It seems impracticable to follo77 the procedure outlined in the Board's instructions

regardinr: these transactions inasmuch as the contr-ct for sale of those securities

is made simultaneously with their purchase. The earnings derived from those

transactions are applicable to the purchase price rather than to Par. We w:,.sh

to inquire whether tho Board has any objection to our cLrr7ing t:lose transactions

on our Looks at the -mrchase 'price, it appe-xin: to us to be a cl-_.aborisome and

unnecessary procedure to urito those investments u ) to par and -lite them darm

ar.ain within a feu. days 7ffien resold to the dealer.

adopted a different course in dealing wilLh those transactions in that it has
It may have come to the attention of the Board th,.t another Federal 72eserve 

2 ,

taken from dealers a genera collateral agreement scouring the Performance of the

repurchase contract -__tor which it buys securities from the dealers at par %/hich

are selling in the market at a discount from par and. protects itself by taking

general collateral from the dealer representing an amount c=coding the discount

on the securities purchased. We upuld not care to adopt this practice because it:

seems to be an unnecessarily cunbersoao rlothod and. also because it has a certain

flavor of a loan transaction while our relations 7.-in other than member banks must,

under the St-tute, be confined to selling and purchasing.
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Federa 7,eserve Board

• S.

-2- 24,

We are no7 carryinc such transactions on our books ..13 :-Ihn purchase priCe and
will be obliP:od if you will inform us whether tht Is in ,any way objectionable
to the wederal 'Reserve Board.

Very truly yours,

0. C. 1uJ.1cn,
Deputy Governor.

J.
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4!) • to
FEDERAL RESERVE BANK

OF BOSTON
100;,

March 31, 1922

Hon. 7I.P.G.HardLig,Governor,
Federal Reserve Board,

Viashington, D.C.

Dear Governor Harding:

For your information I wish to advise that tA a meeting

of our Executive Committee last week, the following vote

was passed:

_"VOTEDjthat the Governor be, and he
hereby is, authorized in his discretion,

to purchase from bankers or brokers under

15 day repurchase agreements, United States

Treasury Notes, having a maturity of four

years at the time of issue."

You will recall that the previous authority was limited to

Treasury Notes having a maturity of approximately three

years, but since that vote was passed, four year Treasury

Notes have been issued and it seemed desirable to the Com-

mittee to include them in the authority granted to the

Governor.

Yours very truly,

Frederic H. Curtiss,
Federal Reserve Agent.
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FEDERAL RESERVE BANK ,..

OF BOSTON

February 10, 1922.

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,
Washington, D. C.

Dear Governor Harding:

'.7ith reference tp your letter of February 2 (X3317)
concerning t empo rary ad;r8-7ZEZIrt-o--tealervntralTret- V idt or y
Notes, I wish to advise that this matter was brought to
the attention of our Executive Committee at its regular
meeting yesterday morning and the following vote was
adopted by the Committee:

"30....E.2 that
autho rized
bankers or
agr eernent s
a maturity
time of is

The action
meeting of

V.

the Governor be, and he hereby is,
in his discrction to purchase from
brokers, under l5-day repurchase

, United States Treasury Notes having
of approximately three years at the
sue, or United States Victory Notes."

of our
our Board of Directors

.. 1 .--, 46'IQ , .1.0..4 ... , ,,,, ,
Y,',xecutive Committee was ratified ac) the' "•-...2.VI;.,,

in the afternoon.

N i ....... 0'.t‘!•‘:14
It ••„,

1.3 A
Frederic E. Curtiss,
Federal 1-1(2.F.,erve Agent.

Yours very truly,

FiECEIVEU

iivE.S!!'"v
Clo--,

REITJali WST.11,-311,ETA-4:14
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FEDERAL RESERVE BANK

OF DALLAS

February 7, 1922.

Hon. W. P. G. Harding, .Governor,
Federal Reserve Board,
Washington, D. C.

Dear Governor Harding:

Referring to your X-3317, of date February
2, on the subject of "Temporary Advances to Dealers
Against Victory Notes," I an writing to say that I
have conferred with Governor :IcKinney about this
matter and I am inclined to think that, agreeably to
the suggestions contained in your letter, we will be
able to make some advances to some of our banks and
dealers in a way that may be of distinct advantage to
them and perhaps profitable to ourselves.

I rather think the Governor contemplates
giving out a bulletin on this matter soon.

Yours very truly,

WFR/c Chairman
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FeltrulArv 19T3''.

Dlar

77.:treIT-!-In47. to trr lettl,r or ,hrtlIrv nst,

boM ror your inf,:ration, low/ of a cir-

ovolr 1.1ter th* 3z,o.A.r4 hits allthorize t.z, to semi

to the Chk!ramn or all FelerAl li,1141rv,1

Y''ry truly "'ours,

Uon. P.
1kir1,?crItN.r., of to Tr-m*11r'.

RETUZ.Nr 
.7,TICRETA.ZY

,
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O
THE UNDERSECRETARY OF THE T

WASHINGTON

My dear Governor:

February 3, 1922.

")2eR
I received your letter of February 2, 1922, and

have noted with interest the enclosed copy of the circular

letter of February 2, 1922, which you are sending to the

Chairmen of all Federal Reserve Banks, on the subject of

temporary advances to dealers against Victory notes. This

action will be helpful and I am glad it has been taken.

Very truly yours,

`

Hon. TI. W. P. G. Harding,
Governor, Federal Reserve Board,
Washington, D. C.
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FEDERAL RESERVE BOARD

WASHINGTON

ii__ 

. ALL Anxhiowl_r::;,,

;--)
- X-3317

7ENTS
I

Yebruary 2, 1922.

SUBJECT: Temporary Idvances to Dealers Against Victory
Notes.
--------------

Dear Sir:

You are re4uested to advise your Executive Committee
that until further notice the Federal Reserve Board will
not otject to any arrangements which ybur Bank may desire
to make for temporary advances to dealers against Victory
Notes on the ssme tasiadvaEFEs have heretofore teen
made agpinst Treasury Notes and Certificates. Victory
Notes are now so near their maturity that they may be treat-
ed as short-time obligations. Your Bank cannot _of course,
make loans direct to dealers an he security of Victory
Notes, tut under its open market powers may purchase them
or carry them for dealers under agreements by them to re-
purchase at stated times.

CHAIRMEN PLI, F. R. BANES.

Very truly yours,

Governo r.
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SUBJECT: Temporary Advances to Dealers Arfainst Victory Notes.

Dear Sir:

You are requested to advise your Executive Committee that
until further notice the Federal Reserve Board will not object
to any arrangements which your bank may desire to make for
terTorary advances to dealers against Victory Notes on the same
basis as advances have heretofore been made against Treasury
Notes and Certificates. Victory Notes are now so near their
maturity that they may be treated as short-tine obligations.
Your bank cannot, of course, make loans direct to dealers on
the security of Victory Notes, but under its open market powers
may purchase them or carry them for dealers under agreements.
by them to_jpurchase at stated times.

Very truly yours,

Governo r.

CHAIR= ALL F. R. BANKS
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THE UNDERSECRETARY OF THE TREASURY '

"..-: -WASHINGTON 1 1922

1.;UVE 
iJanuary 31,.1922. RNOR

My dear Governor:

enclose for your information a copy of a telegram

of this date, Which I have received from Lir. Case of the

Federal Reserve Bank of New York suggesting that the Federal

Reserve Banks in other districts be requested to make arrange-

ments for temporary advances to dealers against Victory notes

on the same basis as advances have heretofore been made against

Treasury notes and certificates. Victory notes, as you know,

are now within 16 months of maturity and are coming more and

more to be treated as short-tern obligations, with dealings

on the short-term money market rather than on the exchanges.

I think it would be helpful to the Treasury's program if the

other Federal Reserve Banks would make arrangements similar to

those in effect in New York, but I should not wish to mnim such

a request of them without first having sone indication of the

views of the Board.

Very truly yours,

Hon. W. P. G. Harding,
: Governor, Federal Reserve Board,

Washington, D. C.

1 enclosure.
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(COPY)

TELEGRI,

FEDERAL RESERVE SYSTEM

Received at Jashington, D. C.

5nrgx

New York 1016a jan 31 1922

Gilbert

Washington DC

Referring to our correspondence with regard to recent developments

tending to classify Victory notes as obligations Nsiich are to be

traded in, in the short term money market, it occurs to ne that

this program might be further accelerated if you were to request

the various federal reserve banks in whose districts there is now

a real open market for short-term treasury certificates etc to also

make similar temporary advances to dealers against victory notes

as well as against short-term certificates.

Case

1022 an
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Dear Governor Harding:

I am in receipt of your letter of yesterday

that after consideration the Poard has no objection to our proposed

plan of taking u ap-ororiate collateral to secure the. dc.--lerSt con—•

tracts to repurchase bills bought by us under their agreements to

agrement prepared and -expect to put the plan in operation very

Honorable P. G. Harding,
Governor, Federal Reserve Board,
Washington, D. C.
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Dcefli'-.er 21,

I 1,rolit to the tAtention of the FIJor:-:1 R.ylerre

Board tMP. morning your letter of Dsoemblr rth

17:rop0,111 ahaes in yonr methol. of handling Tr:rch2.ses

of bills from r7.iscotnths unAer tnlir„,cantradts

repurdhase. _Dals,"oar4 offors no eljection to your

of taking appropriat,, collateral to lemre

Mr. F. R. Ken2s1, Deputy Governor,
Feieral Reserve Runk,

Nel. York, N. Y.
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FEDERAL RESERVE BANK

OF NEW YORK

.//‘

Dear Governor Harding:

• •

; )
)

December 2O.", 1J21.

_,.....---.

Referring to your letter of December 2nd, addressed to Governor Strong
with respect to the changes reconinended by him in our method of handling pur-
chases of bills from the discount houses under their contracts to repurchase,
we have given careful consideration to ycur alternate suggestion of making such
purchases at discount to an estimated average maturity of the relative bills and
rebate to such maturity upon their repurchase.

I have discussed this plan with the principal discount houses and deal-
ers and find they are all of the opinion that it would be much less convenient
for them than either providing collateral to their contracts as suggested by
Governor Strong, or discounting the particular paper to its actual maturity
and rebating to that maturity. They all say that their own accounting methods
and records could hardly be adapted to a practice which might involve their
dealing in short paper on a basis of discount to a maturity beyond the actual
maturity of the short paper. They all very much prefer the collateral plan.

Yesterday, when Mr. Mitchell was with us the matter was discussed with
him by our executive committee, who also favor the plan of taking appropriate
collateral to secure the dealer's contract to purchase. Particularly, Mr.
Alexander suggested that method as the appropriate method of handling the trans-
actions without his having knowledge that such a plan had been suggested by
Governor Strong.

From correspondence with the Governors of some of the other banks, it
seems that most of them would prefer to continue to take discount to the actual
maturity of the paper, except that Governor Mores has come to the conclusion that
he is pretty well satisfied with the present method as being convenient and lack-
ing any element of substantial risk.

It was understood at our executive committee that I would write you
the result of their consideration of this matter, which is also understood by
Mr. Harrison, whom I believe is in Washington for a few days and can speak to
you further regarding it if you so desire. If it meets with the Board's approval,
we should be glad to proceed with the preparation of a form of collateral agree-
ment and put the suggested plan into operation at an early date.

Very truly yours,

Vor.1.1JVN TO 
S"-OC.',B,EVA113.

Hon. W. P. G. Harding,
Governor, Federal Reserve Board,
Washington, D. C.

E. R. Kenzel/
Deputy Gove/nor.
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December lO, 1921.

'Deem Mr. Attebery:

I ackmamige receipt of your letter of the
8th instant, enclosinm copy of reply made by Governor
2WO, unler late of December lst, to a letter ailressed
to him by Governor Strong, dated NoverTher 2?n4, on the
s1Y - ject of purchase of bills from dealers mier resale
agreemtnt'..3. A coov of Governor 7Aror11‘1; letter had
alrewly been brought to mr attT:ntion anti I am gla4 to
have an opportunity of realin7 Governor Pig7s reply.

Very truly yours,

Jovernor.

Mr. 0. Attebery, Geputy Governor,
Federal Reserve Bank,
St. Touts, Missouri.

•
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FEDERAL RESERVE BANK
OF

ST. Louis

December 8, 1921.

Mr. W. P. G. Harding, Governor,
Federal Reserve Board,

'Washington, D. C.

,....__

/
RE

CEIVED
WC 2 01927 /°Frier:7, oF

1 
THE 

GOVE.%/2•JOR

Dear Governor Harding:

In keeping with your letter X-3244,___

bearing date of November 10#. /there is enclosed

herewith copy of letter received from Governor

Strong, bearing date of November 22nd, and copy

of Governor Biggs's reply under date of December

1st.

Very truly y

0. : Attebe
Deputy
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, .

in order to promote the development of 'the lending market, than any other reason.

•Z"' %

teA'' 

1-;e would feel willing at once to change our practice, and discount the paper for

its full period, were it not that it will very greatly increase the clerical work

in the bank, increase the expense or conducting the business, and cause delay in

concluding transactions. Vie frequently have loans of from (£3 to '1,0 millions,

sometimes even more, in one day, and in such instance we may take in 500 or 600

pieces of paper. If our discount department were obliged to figure the discount

on each piece until maturity, which as you know varies considerably, it would fre-

quently be impossible to conclude the transaction until the following day. It

would require a much larger force of clerks, a great deal more bOokkeeping in

C 0 P Y

FEDERAL RESERVE BANK

OF NEW YORK

November 22, 1921.

Dear Governor 13iggs:

Referring to our discussion of the practise of certain of the reserve banks

in the purchase of bills from dealers under resale agreements; this :oatter has been

studied by our Ur. er01 who h'.5 had conferences ,-ith the more important dealers,

,re regularly trade, and I ail -bo gv pou hit) ootIolusions end
rri4-11 "1—

his suggestions as to how the matter should be dealt with.

Loans made by these dealers from the commercial banks are not in the form

of repurchase agreements, but collateral loans, and the amount of bills pledged to

secure the loan in each instance is approximately the present value of the bills

pledged; that is to say, an amount of paper is handed to the lending bank which at

its present worth will just cover the amount of the advance.

Our practice has been to deduct discount for 15 days from the face amount

f the paper, thereby advancing to the dealers a larger amount than the present

:worth of the bills. The reason for this practice has been more convenience, and .
1

a
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November 22, 1921.

recording the paper, and general inconvenience and expense. This inconvenience is

further reflected in handling all substitutions of collateral which take place daily.

Mr. Kenzel suggests that we should continue the practice of discounting

the paper for 15 days, or such number of (lays as relates to each transaction, figuring

the discount upon the entire amount of paper at its face value rather than figuring

it to its maturity, and that each dealer making such resale contract with us deliver

to us, in the case of 90 day bills a margin of 2,T; of the amount of the advance, and

a correspondingly greater or lesser mar;in, according to the maturity of the paper.

This can be done roughly and without much work or inconvenience to anybody. It en-

ables substitutions to be made and the amount of discount readjusted with the least

amount of work. The business can be conducted more promptly and economically, and

the bank will always have in its hands an amount of paper which will cover the

amount of the contract, even though the dealer is unable to make good his repurchase

agreement.

I am convinced that this is the desirable ray to handle the business, and

recommend that it be adopted just as soon as assets are received from each of the

banks now handling such transactions. Will you not be good enough to write me

upon receipt of this?

Yours very truly,

(Signed) BENJ. STRONG

Benj. Strong,
Governor.

D. C. Biggs, Esq.,
Governor, Federal Reserve Bank of St. Louis,
St. Louis, Mo.

135 :ISM
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FL_JERAL RESERVE BANK OF ST. LOUIS

December 1, 1D21.

Mr. Benjamin Strong, Governor,
Federal Reserve Bank,
New York, N. Y. •

Dear Governor Strong:

The subject of your l;-ter o
has been given consideration in our off'
been discussed with ou local dealers, onl
by us more or less regularly.

Wine we
adopted in your office, that
bills carried for dealers unde
ment, the only reason f
to be as a result of
dealers ,sere shippe
ment, therefore, h

the dealer
busines,.
that t
impor
so as

ore an no
.stri

ger J.n conne
for us to ke
rmonize rne

e 22nd ultimo
Itter has also
om is c46611 d

wing the plan as
o the major_ty of the

ay re-purchase arrange-
ued this Policy appears
irst bills carried for our
rcna New York and the pay-

ealized that we were advancing
•,h of the bills but the bill
I such insignificant proportion

°with has not been of sufficient
ige in our relations with New York

with Chicago and local transactions.

nge as it may seem, the local dealer with/
,/

/ 11orn we tra has fro: l the beginning objected to our gi7-
ifing him more e present worth of the bills. It appears how-

ever that his objection was principally one as applying to book-
k keeping.

Our delers_naw,indicate,a preference to having
the aper  discounted to maturity r,eil-e-r than -Pating up a margin of
2.;, as suggested.by Yr. Kenzel and, while we can appreciate the
reasons for Mr. Kenzel's suggestion, we arc inclined to the opinion
that the discounting of paper to maturity is the preferable plan.

The volume of such bills which is shipped to
us from New York is not of great consequence and we do not believe
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../E.NAL RESERVE BANK OF ST.

Page 1-2

M. Benjamin Strong, Governer,
Federal Reserve Bank,
New York, N. Y.

the work of figurinz; discount should, in many
handling of such transactions in New York sufi
them over to the next day.

Would it not be p
ation in your office by taking the dcale
are dealing with a reputable conco
procedure rould be perfectly s-
that we have heretofore been
amount in excess of the pre

It TOU

lly in
ealers in
le bills.

D. C. 13igf;s,
Governor.

tances, delcy the
cient17 to carry

Ieve the situ-
providing you
that such a
f the fact
al cash an
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Form No. 131.

Off orresOldence
wiove nor Hard in.
'

r. Smead.

FEDERAL RESERVE

BOARD

Subject__

411° Date ecember ., 1921.

r.1

Attached hereto is a statement showing the amount of bankers' accept-

anoes,purchasedbyeachFederalreservebank duz:cngqctober 1921, classi-

fied according to import, export, and domestic trade transactions, and ac-

cording to general classes of commodities Aich the acceptances were used

to finance. It will be noted that of the total anount of accentances nur-

chased during the month 336,000,000, or 26 per cent represented import trans-

actions, 347,000,000, or 34 per cent - export transactions, add 344,000,000,

or 32 per cent domestic transactions, while about 37,000,000 represented

dollar exchange bills, and - acceptances in the foreign trade

which were not classified as to import and exnort transactions on the banks'

investment schedules.

In regard to the commodity classification, it will be noted that a very

large percentage of the acceptances purchased by the Maw York Bank are class-

ified as miscellaneous. This is due to the fact that no information regard-

ing the underlying commodities is shown on New York schedules covering ac-

ceptances taken under so-called repurchase agreements. The Federal Reserve

Banks of Kansas City and San Francisco also fail to show coqmodities for

acceptances purchased locally, i.e., not through another Federal reserve bank.

There are certain difficulties in connection with the rIassificatiOn of

acceptances taken under repurchase agreements, as for example, brokers who

have sold acceptances to the Reserve bank under a repurchase agreement fre-

quently ask permission to take up certain of the acceptances within two or

three daysfmmthe day they were acquired by the Reserve bank, and later on

either sell the same acceptances to the Reserve bank under another repurchase

2--S495
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From_

ce Corres dence
FEDERAL RESERVE

BOARD

2 -

Subject:

4110.Date_

agreement or sell them outright. If these acceptances were included in a

comodity classification, the fiL;ures would be m;sleading to a certain extent

because of the duplications which they would contain. It is possible of

course for the New York Bank to "oar-mark" all acceptances purchased and to

indicate by a special symbol on schedules furnished the T3oard those accept-

ances which are purchased for the second time . This, however, would re-

quire a considerable amount of -work.

In case, however, you desire a commodity classification of all accept-

ances bought in the open market the matter will he taken up with Mew York

with the view of making some practical arrangement regarding acceotances

taken under repurchase agreements. There should be no difficulty in having

the Kansr.s City and :;an Francisco Federal Reserve Banks indicate copriodities

on schedules covering acceptances purchased locally.
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Ca:LW:12Y %.;,,..;IiICATION OF

BANKW AND 2RADE Ali.J.Ligi...#40 BY LAOH V.-ZERAL h.r.SRVE BANK LURING UCMBER, 1921.

(In thousanus of dollars)

, llassification :Boston
: New
: York

: Phila-
ofelphia

Cdeve- : Rich- :
; land mond :Atlanta 1.1hiosap

: at. alinnea- : Kansas :
2 Louis polio j City pallas

San
:Frt: isco : TOTAL

Imports 4,293
.-..xports 2,840
Domestic 5,770
Unclassified foreign 150
Dollar -xchange 827

25,981
.43,001
22,813
3,366
5,117

2,398
3,472
2,558

.....

350

=a/4a

131 -- --

163 MO mar ••••••

460 __ 88.-
...- -- 691
-- -- --

--
OM .M.

155
•••.•

OW a.*

1,740
2,052
2,145
207
363

35,791
47,115
44,211
5,007
6,957

••••••1•880 368

1,449 932 2,516 5,690
1,702 2,007 1,367 4,352
152 --2.25 216
300 ..... 111041m MM.

Total - - - - - 13,880 85,278 8,778 4,463 2,939 4,108 10,626 754 4•0. 1,573 155 6,507 139,081

Acceptances based on imports..

.;OZIODITI.ES

Aheat and wheat flour -- -_ -- _ _ area•NNINI
.0ffeim 41•10411111. 411.0

Other foods and kind-
red prouuots - - - 3,156 4,064 1,069 0111Nam. ow MO359 64 81 9,026

Cotton (unmanufactured) -- - 126 - me OM •••••1. 30 155

Other textiles and
their products - - 251

idetals and metal pro-
ducts   --

1,551

50

319

135

96 - - MP ONO

-_ f=11,- -

4,104M. 16 233

165

3hemicals and allied
peoducts  14 57 -- am..1030 9 19 129

coal and coke - - - - __ -_ - - _ =Iv OW

Tobacco and manufactures 75 467 .7 MM. sm. 0111.4•••155 50 96 1,070

Leather and its finished

prouucts   -- -_ - --1•111.1110 4••••••• migkom

/iscellaneous - - - 795 19,79- 523 OM.* 01111,41110240 255 40 mom.. 'MOO 1,346 L,993

Total   4,293 25,981 2,396 411•=1 einaM860 369 130 AW41.0 1,740 35,791
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CCISIUDITY OLALISIFIJATION

BANKERS' AND 7.1-j).1.,L PUBCIL1,6.6D BY SACH ?41/taii.A.i. iVi BANK DMING W2(41.ER. 194-

( In thousands of dollars)

NOW ; ; .deve- ;doh- ; : jt. :Linnea- : Kansas : : San

Classification ;Boston ; York  delphia ; land. • mond ,;,.;t3.17Axita :i.)hicaro ; Louis ; pulis t-.y ; Dallas ;Frawisco; iUTA 

Acceptances based on exports.
11,4;T

AL2and ',twat fl .ur 577 679 500 L64 =NsMO •••OM .54 11 •••••• ..... 00111. 1: L .207leut
Other foods z.ind kin-
dred products - — 365 3,507 868 2.06 -_ _ - 4,189 13 -- -- — 441 9,589

Cotton -
(unmanufac Lured) - - 6:,_9 1,995 869 4-6 93;=: ;---;,445 130 67 -- -- -- 118 7,811
Other .textiles and

tht ir products - - 17 99 10 51 -_ mik•In
."...

SWIM ........ ...MI ...D.lb =MD 177
'Aietals and metal

products  45 888 96 164 -- -- 830 -- -- ••••••• ••••••• -5 Z,048
Chemicals an allied

products  C..; 262 28 80 -_ 71 30 -- -_ _ _ -- 13 496
Coal and coke 

_ ••• ••• ••••• 155 16 -- _- •••4•111, ...1••• ........ •••• OM 0.4111w ...POO WM .N. 171
Tobacco and manufac-
tures  -_ 490 436 200 -- -- ,, 75 __ 0110.0 ...MO MIPOM Z2.5 1,626

Leather and its fin-
ished products — 3 63

-- _Mb ••••••• .1=41. ...... OWOM edwelm mmall .110.= -- 66
.iscellaneous - - - - 807 20,002 665 88 -- -- 18;. 7; __ -- 4WD .1 1,188 2L,9L4

Total - ..,840 28,001 3,472 1,449 93 ,516 5,690 163 2,05:- 47,115
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j.61.S611/10ATI:ill

BAllak,Rs' Ni TRA14, AJO,.,;PTNJ • bY LAXci LINK kURING UOTObLZ, 11.

(In thousand of dollars)

Boston Ntli • Phil.- Jleve- lAch- 
::,t1.,.nta Ohia:c0; 

Linnc Kanw,L:
in

 Ybrk :delphia : land : monu J  j- „ouis  PO1i cit.y   :irancisco:
TOTAL

040401:1I'llke.;;

336 375

"catrAmaes based on dome3tic trans:Actions

AM.= 1•01/../
.40 51 91063 -- AMMO. 010.... 0111.~Iheat and wheat flour 25

Other foods and kin-
dred products - - - 395 960 jJ7 -)12 .,291 i.L.: 3040 120 -- ...a -- .;36 6,353

Jotton - (u=and-

factured) - .1. OM MD 3,969

gJther textiles
their products - - 484

i.leLils and mt-tal
products -   29

751

4..3

600

09

Z64

--

190

148

5.-

561

--

--

1,270

ft/0 •••

_-

200

...W

66

.7

OOP 1=.

;A-1.,

......

AM. ..

72 100

15

MO •I•

60

41

•••• ..

8,669

1,473

1,208

'hemicals anti alliud
products - - - - - 420 308 4 350 -_ ,:i6 -_ 37 _- -- OM... •••• WO 167

joal ana coke _ - ..• MD WOO* 32 -- 241 -- ••• O. ./.0.10 OW.* OM.. o••• ... -- :.73

-lbacco and manu-
factures - - .. _ _ _ 60 -- — -- 1•••••• OM.. 86

Aher nd its rin-
ished products - - 37

-- 400 ..• MOW. ...a .00. 4116.0 ..U./1 ...... .1101. .....0 — 67

aellaneous - - - - .368_ 1, 04 4) 109 4165 -- )7 14 -- 160 OW dMO 1,659 2:-,035
'

'4?ot41  5,770 013 2,i)53 1,702 2,007 1,367 4.352 460 88k. 166 2,145 44,411
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, 1O

Doemeer a, 1101

Dear Governor trongt

3

3S -

Reeeipt is acknov.ileCutti Qf ;Foltz' lettar of Envombor 2, 1941,
enclosine; a oopy of addrocrefl to some of the lovernors
or the other Peder1 ilesurve beziks, iu%.,--:hich rya rr.toerfier..d. ttrel -
when hi1ir are purchased from decaorr arroor.ort or the
part of the dealcrn to re:purl:these the billt at tllo erd. of fifteen
dc4.yn, dth&o'ui b d'er:l.i.e.tcri for the fiftem:: e..ay ,vrriod. rrt'hor than
for the full period for the bi/.1.1-3 .,.!-'1;11 tO rilr.• VI rm. say,
thin prt.otico pi...v1114; to tl-tc, ti1;ort a !,,yeoltnt
than t;;Ifi prt,zeiat .wcaitli. of 41the bili, tt ir or,‘1,-.±r to protrqtt the
Federal r4.se.-:-rvo tanks it l.t.1Thrter uted that etc )1 dertlor
sellin-3. bills ̀ upon thenc tor= deliver to Vie rador0. baakn

rare;in to cover t-te price pai1 1,i, of tllo 'ors.”!ert worth.
o';' the roattlir ti-,e Pearl" s.,..tnd. its

()owlet'', tho :joard if; of the opir,ion t:at t-e
is 1ocl. it sear.tis tt.o.t tcs.roinnte raid 13:7
the 1\0.ov:A ros,71-rn bl.rar.s shryold bfi as little f.`,* 1110 in.

co ns t;;-:e presmit cif tL bills purehat.sed., Vrto Board
would lie to h,..!..ve rotcorvider rntet'ver it woul.d be- prr..otisabie
to re,luire each dealer offmrin7 bills to a Zederr,...1 rosr.,rve bank
under a re:p-arolv.:.ne afmeetiaerit to :-.A2,to t.c est3..Yeltell nvera7e ,-.r.turi-
ty of thp bills, the Federal rcnerve bank deducting, tliteennt for

:9,eried, rather tAin for ti.e fiT7totrndaly.rieui for riy5.013
ro,-Atrchase acr-orent it to run. In t 1r trz-,-...7 Vito tvlottit smie.
thq Jj'o6 ,1ra1 rosnrve bank L ooesz Of the present 'rsITat:- of te
bills would be minimised. reser,* bank could from
tirr to titio chock the accuracy of .tit,r4r dealer's gerIt11-,-.;:, of the
averase m.tarity•

t..`stoctiori 14 of the T.,'eacr.!A orre !,et expressly provides for
the issuance of rules alai. roGulztio-an by the Federal 17:,:norve iari
ocreering open market transactions and. the Boarc . t.thould, therefore,
be kept fully 14'/iced recardinE: the cf?en. market pre,otics of i.'ederal
ionerve banks. t:Sims the practioo of Cteduotin..s dir,3,cemut forszome
arbitrary period, when purchasing bills treat dealers, appearn to hr

TirrU 13 TO ECRELL" Pv
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desirable for the reasons of convenience stated in your letttr, and
since the practice aeons also to be leml, the Boart has no objection
to Its adoption in Inle fovea The Bol,rd feels, however, that it is
orlY ProPor to civ e careful oonsiaeration to the quostion of whether
it Is advisable to modify in agyimay the risotto* as outlimpd in your
letters tt it with a.view to aiding in the determination of this
iliestion to no satisftIntion of all concerned that this lettr)r in
,-7rIttens

Very trIlly plum,

Governn r.

Lr, Senelt3.01n :AronG, Govrnor,
Adoral Aonerve

How York, Y. Y.
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•1111101100 tio • ••
FEDERAL RESERVE BOARD

WAS

November 30,
1921.

Mr. Benjamin Strong, Governor,
Federal Reserve Bank of New York,
New York City.

Dear Governor Strong:

Receipt is acknowledged of your -tter of November
22,1921; enclosing a copy of a letter adaress d to some of the
Tieivernoirs of the other Federal\ ese e banks in which you recom-
mend that when bills are purcha om de hers with an agreement
on the part of the dealers to re e bills at the end of
15 days, discount be deducted pr
for the full period for which %,* bi
this practice re ults in Jak6437103 to t
than the press rth of‘the bill
era]. reserve s t Iarther
bills upon the e teTs 

sP 
,Aver t

margin to cov t1qelp10,6 paid
\

day period rather than
have to run. As you say,

e dealers a larger amount
, but in order to protect the Fed-
ggested that each dealer selling

the Federal reserve banks a
excess of the present worth.

r c nsidera on of the matter by the Board and
its Counsel t1 .oard is o the opinion that the practice in question
is t sè,e s desire el however, that the amounts paid by the
Federal reserve s dho id be as little as possible in excess of
the present worth f the ills purchased, and the Board would like
to have you consider whe her it would be practicable to require each
dealer offering bills t a Federal reserve bank under a repurchase
agreement to state the stimated average maturity of the bills, the
Federal reserve bunk d ucting discount for this period rather than
for the 15 day period or which the repurchase agreement is to run.
In this way the amount aid by the Federal reserve bank in excess of
the present worth of t bills would be minimized. The Federal
reserve bank could from time to time check the accuracy of any
dealer's estimate of the verage maturity.

Section 14 of the Federal Reserve Act expressly
provides for the issuance of rules and regulations by the Federal ,
Reserve Board covering open ularket transactions and the Board -feels,
therefore, that---1-t--41-lauld. be kept fully advised regarding the open
market practices of Federal reserve banks. Since the practice of
deducting discount for some arbitrary period, when purchasing bills
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• • •
Governor Strong.

••

Page 2. November 30,1921.

from dealers, appears to be desirable for the reasons of convenience
ntated in your letter, and since the practice seems also to be legal,
the Board has no objection to its adoption in some form. The Board
feels, however, that it is only proper to give careful consideration
to the question of whether it is advisable to modify in any way the
practice as outlined in your letter. It is wit}, a view to aiding in
the determimtion of this question to the satisfaction of all con -
cerned that this letter is written.

Yours very truly,

Governor.
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a •
Correspondence

To  _Gavareaer Harding

FEDERAL RESERVE

BOARD

Date Nov._ 28, 1921_

Subject:____ Opiin "...iarket Purchases of
Bills under Repurchase

From Walter S. Logan, Gnend Councol, Agreement.
2-8495

I

You have asked me to eonsider the lo,eality of the practice,

wiieh I understand has for some time been in effect at the Federal

Reserve Bank of New York, of purchasing eligible bills from dealers

under a repurchase agreement whereby the dealers a -rea to repurchase

the bills at the ena of fifteen days, the Federal Reserve Bank deduct-

ing discount fcr the fifteen day period only, instead of for the full

period of the bine. Governor Strong, in a letter dated November 22

to the Governors of some of the other Federal reserve banks, recom -

mends that this practice be adepted by the other banks. As Governor

Strong says, this practice results in paying to the dealers a larger

ee.ount than the present worth of the bills but it is proposed to ero-

tect the Federal reserve banks by requiring the dealers to put up a

margin, y_.ihich I assume is to consist of other eligible bills.

You will recall that prior to the enactment of the War Finance

Corporation Act all member bank fifteen day collateral notes were sub-

ject to stamp tax, including notes secured by Government obligations.

In order to facilitate the sale of Liberty Bonds pending the enactleent

of an amend.[A,eit exempting notes secured by Government obligations from

the stamp tax, the Board sugeested that member banks might properly

obtain Short-thee advances from Federal reserve banks by rediscountine

eligible coLl_ercial paper of longer maturities under agreements by

which the Federal reserve banks would re-sell and the merber banks re-

par chase on whatever dates might be agreed upon by both parties.

This suggestion was contained in the Board's circular letter X-545

dated December 1, 1917, which also contained the following:

It is sugeested.by the Board, however, that,in order,

to axeedite these rediscount operations and to simplify

the bookkeeping incident to such operations so that they

will be practicable during the rush and pressure of the

banks' activities in connection with the payment of the

next installaient of the Liberty Loan subscriptions, Feder-

al Reserve Banks may adjust the rebate of discount in

advance. That is, instead of deducting interest for the

full period of the note or bill when making, the credit

in favor of the member banks, the reserve bank may charge

intereet only for the period covered by the agreement,

that is, from the date of rediscount to the date of re-
purchase. Or the reserve bank mau, if it desires, credit
the member bank with the full amount of the paper re-
discounted at the time of making the rediscount and at
the date of repurchase Charge the member bank with that
amount plus the anount of discount earned up to the
date of repurchase."
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crie MOMOrandUL, to Go4110,Harding- Nov. 29,1921. • • Pago 2.
/ a

(

This paragraph relatino, to repurchase a:gee:lents coverintl re-
discounts clearly authorizeet the deduction of discount for the period
of the repurchase agreerent only. In ;ay judg2ent there can be no valid
distinction so far as this particular feature is concerned between re-
purchase agreements covering rediscounts :lad repurchase agreel-ents cover-
ing open-market purchases. Consequent, a rulinL by the Board at the
present time that the deduction of discount only for the period of the
repurchase agreement is illegal, as applied to open Larkat transactions,
would be inconsistent with the position previously taken by the Board
with respect to repurchase agreements covering rediscounts. The circular
of December 1, 19.17, has never been revoked and the authorization con-
tained in that circular is still effective.

In L';y opinion the Board should rule that the practice of the
Federal Reserve Bank of New York with regard to the deduction of dis-
count on open market purchases under repurchase agreements is legal.
ThIl_allgstion is  I think a close one  but the fact that the saue prlIctice
has beeII_2prwitted by_the Board nc3.l97 in_conneation with repurchase
agreements covering rediscounts would be a strong argument in favor of
the legality of the present practiC-67iiid:in_iik judgment wculd probably
influence a cOliit to this conclusion.

I have prepared a draft of reply to Governor Strong's letter
to you of Noveuber 22nd stating thct in the Board's opinion the practice
is legal but suggesting as a possible alternative that the dealers be
required to state the estimated average maturity of the bills and that
the discount for that period be deducted. I have also recivasted that the
Board be furnished with the form .of reRurcikalime-n-t. I -think tha
Board should know whether the Fedeiil Ileser've Bank:merely has an option
to re-sell or whether it binds itself to re-sell. The bills acquired under
repurchase agreeLlent are I assaue pladsed as collateral for Federal reserve
notes and when so pledged cannot be released, except with the approval of
the Federal reserve agent acting under rules and regulations pre,cribed
by the Federal Reserve Board. The Board and the agent should decline
to release collateral if there is any valid reason for so doing and it
occurs to me that it might be eLlarrassing to declino to release bills
which the Federal Reserve Bank is under contract to sell. The
possibility of this complication is perhaps so relAote as to exist
in theory only, but I thought it best to suggest it for your consider-
ation. In this connection I should say, however, that the Board has ap-
proved forms of repurchase agreements covering rediscounts which oblizatedthe Federal Reserve Banks to re--sell.

WSL-sad

Respectfully,

General Counsel.
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FEDERAL RESERVE BANK

OF NEW YORK

November P2, 19i.

Dear Governor Harding:

Enclosed is a copy of a letter which I am sending to the Governors

of those reserve banks which are now in the habit of making 15 day purchases

of bins under contract of resale to the dealer from whom they are purchased.

We find upon investigation that the inconvenience, delay and ex-

pense of figuring discount to maturity on transactions of this character,

would put a very heavy burden upon the bank, and be a very great inconvenience

to all concerned. The method proposed is simple and effective, and protects

the bank, and will enable us to cultivate a development of this business, which

is in all respects desirable.

Yours very truly,

Benj. Strong,
Governor.

Honorable W. P. G. Harding,
Governor, Federal Reserve Board,
Washington, D. C.

BS: MM
Enc.
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copy

November 22, 1921.

Dear Governor

Referring to our discuceion of the practice of certain of the reserve banks

in the purchase of bills from dealere under resale agreements; this matter has been

studied by our 4r.. Kenvel, who has had conferences with the more important dealers

with whom we regularly trade, and I se7 now writing to give you his conclusions and

his euggestions as to how the matter should be dealt with.

Loans made by these dealers fror the comrercial banks are not in the form

of repurchase agreements, but collateral loans, and the amount of bills pledged to

secure the loan in each instance is approximately the present value of the bills

pledged; that is to say, an amount of paper is handed to the lending bank which at

its present worth sill just cover the &mount of the advance.

Our practice has been to' deduct discount for 15 days from the face amount

of the paper, thereby advancing to the dealers a larger amount than the present

worth of the bills. The reason for this practice has been more convenience, and

in order to promote the development of the lending market, than any other refteon.

We would feel willing at once to change our practice, and discount the paper for

its full period, were it not that it will very greatly increase the clerical work

in the bank, increase the expense of conducting the business, and cause delay in

concluding transactions. V,e freeuently have loans of from t8 to tIO millions,

sometimes even more, in one day, and in such instance we may teke in 500 or C)0

1i8C06 of paper. If our discount dep(Irtment were obliged to figure the discount

on each piece until maturity, which as you know varies considerably, it would fre-

euestly be impossible to conclude the transaction until the following day. It

wuulu require a much larger force of clerks, a great deal more bookkeeping in
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COPY
November 22, 1921.

// r cording the paper, and 6enera1 inconvenience and expense. This inconvenience is

further reflected in handling all substitutions of collateral which take place daily.

Mr. Kenzel suggests thst we should continue the practice of diseountinz

the paper Dor lE days, or such number of days es relates to each transaction, figuring

the discount upon the entire amount of paper (tt its face value rathtr than figurihg

it to its maturity, end thet each dealer making such reealt contract pith uo deliver

to us, in the case of QC day bills a margin of 2% of the amount of the advtLnce, and

a correspondingly greater or lest.er ml.rgin, according to the maturity of the paeer.

This can be done roughly onci without wuch work or inconvenience to anybody. It on-

ables rsubetitutiono to Le made and the t.,mount, of (liFicount redjuuted with the le,Int

amount offior,:, The buoinese Cfai be conducted tEore prorTtly and econom1c9.11y,

the bank will alwaye have in ite hansie tiff:ova of parer which will cover the

amount of the contract, even though the dealer le unable to wake good his reiurchw.,e

agreemetit.

I am convinced that this is the desir9ble way to handle the businee?3, and

recommend that it be adopted just as soon ao aveente ,)re received from etch (.f the

banks now handling such transactions. Tall you not be -.:cod enough tc, write me

upon receipt .Jf this?

--

Youre very truly,

Benj. Strong,
Govermor.
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FEDERAL RESERVE BANK

FREDERIC H. CURTISS

Cl

/1

MAN
/

Federal Reserve Board,
jashington, D.C.

Dear Sirs:

oF B0STO N R4.7SEPVE n2.,1Rn TILE

August 11, 1920. -----.------- _____ ,

)2 1#4

Answering the Board's circular letter (St.1314) on tho subject
"Rediscount of Eligible Paper under Repurchnse Agreements":

I find that we have had very few rediscounts of eligible
paper under repurchase agreements, and since receiving your
letter have adopted the policy of advising each bank that
has rediscounted in this way that it should include the amount of
paper so rediscounted from its loans and discounts in compiling
weekly condition reports.

FFIC/D

Yours very truly,

Federal Reserve Agent.

4
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FEDERAL RESERVE BANK OF MINNEAPOLIS

NINTH DISTRICT

OFFICE OF THE CHAIRMAN

AND FEDERAL RESERVE AGENT

JOHN H. RICH

CHAIRMAN AND FEDERA‘. RESERVE AGENT

CURTIS L.MOSH ER

ASSISTANT FEDERAL RESERVE AGENT

ES ERS 0 LE

ASSISTANT FEDERAL RESERVE AGENT

August 10, 10, 1920.

Federal Re serve Board,
Washington, D. C.

Gentlemen,

In reply .to your circular letter, st.,1314., under ..
date of July 23rd.regarding interpretation of the word
"rediscount" when making up form St. 51a, we are glad to
reort that this bank discontinued the use of repurchase
agreements about a year and a half ago; so tat this obviates
the necessity for revision of thz., figures which we have been
sending to you.

JFF-RD.

Yours very truly,

deral Re serve Agent.

/9 I
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• FEDERIPAESERVE BANK 0411MHMOND

OFFICERS

GEORGE J.SEAY,GovERNoR

CHAS A.PEPLE, DEPUTY GOVERNOR

R. H BROADDUS,ocPurv GOVERNOR

GEORGE H.KEESEE,c.sHicR

FIFTH DISTRICT

C.V. Bl-ACKBU R ss-r. CASHIER

THOMAS MARSHALL,JR. ASS, CASHIER

W. W. DILLARD, ASST. CASHIER

EDW.WALLER4 R .ASST. CAS HIER

ASSISTANT FEDERAL RESERVE AGENTS

DUDLEY J. G FRY

CALDWELL HARDYc

HOWARD BRUCE, s,.

JOHN F. EIRUTON,w,sou,.. c

D.R.COKER,HARTsviLLcs.c.

EDWIN MANN,m-s-pa•ieLD,w.vA

DIRECTORS

1-1 AIR IHAN AND FEDERAL RESERVE AGENT

JAMES A. MONCURE,ocPuTy cH..manAn

JAMES F OYSTER,w.s..NeroN,

C HAS. E.RIEMAN,sT,..,D.D.

EDMUND STRUDWICK,...cH.emo

August 6, 1920.

R. G. Emerson, Esq., Ass it. Secretary,
Federal Reserve Board,

WashinLton, D. C.

Dear Sir:-

Acknowledging yours of the 4th, ,
we find that by some oversight, we qoparent-
ly failed to acknowledge the Board's letter
of July 23, 1920, St.1314, "'Rediscount of
EliibIé 

„ .
Paper under Repurchase Agreement.."

Very t

Chairman of the Board.
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August 4, 1920.

Mr. Caliwell Hardy, Chairman,
rederal Reserve Dank,

Riamond, Va.

Dear Sir:

In checking up replies to the Board's
oircular letter, it appears that no acknoiledgi.
ment haa boon received to the Board's letter of
July 33, MO, St.114, nge!iscount of vligible
Paper under Repurchase Agreements.,' Will you

1,1vile If yo ll have rs,.leive the Ifr)OVA
letter, in order that a duplicate copy may
forwarded in case the origiLal letter did not
reach you.

Very truly yours,

YU As,liatent SecretE:ry.
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AuTust 3, 1990.

SUBJECT: Reiscount of Eligible Parer
un,ler Repurchase Agreements.

Dear Sir:

Referring to your letter of July 27th,
replyins. to the Board's letter St.1314, dated
JUly 23rd, it was tha intention of the Board
that the Federal Reserve Panks could from their
own reports o! reliscount transactions =ler
repurchase agreement furnish the Board with the
statement requeete.1 in the last paragraph of the
Bomrils letter referred to above, after aeoertain-
tnq: t.1 reporting member c>r-o-ring banks the
method of treatment of paper redisconnted unar re
purchase agreement.

If thie statement cannot be furrJs)led reatily
frou your records, it will be natisractory to ismile
appropriate instructions to your mwriber banks re-
ceiving aocomodation throlufh the rediscount of
eligible paper uner repurchase agreement in order
that this Liattor may he handled correctly in the
future.

Very truly yours,

Assistant Secretary.

Mr. J. C. Nevin,
AsIistant Bacieral Reserve Agent,

Cleveland, Ohio.

1

--
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AU„;u3t 2, 1920.

Apar :3ir:

Referring to your letter of July 27‘ in

view of the fact that nembpr tanks only infrequeatly

redi aunt m..!r ith your under repurchase

a,;,r•reement„ it will not be neoes:;arz,, to send general

in3tructionl to all membor baliv:3 in :'our District

with re6nr1 to the clas3ification of lite)! di,oantod

:paper*

it Jill be apprriaiatod, however, if in

future when 3•;10h di3counts ttre vr.do for a member

bank whiorL 3uYits ',1eelt1y C Ondit i on lieport 2o1'm

3t. a-,-)Droprize i:itriotion be ivm the

borrowinc 1.1n.niz in roL:::-.1o1 to tho treatment of bills

discounted under a re-ourchaso rzreemont•

Vorir traly :yours,

Ass L", taxa 3ecro'.:1-.7.

2. Ramsey, Chair zit
2ederta1 7:',o3orvo 13ad,': of DA.10,3,

Dn11a, 2e xas •
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JOHN PERRIN
CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT

FEDERAL RESERVE BANK

OF SAN FRANCISCO

July 28, 1920.

Subject: Redisommt 91 eligible parer
:under re-purchase agreement.

Dear Sirs:

Receipt is acknowledged of your letter

of July 23rd (St. 1314). The practice men-

tioned is not one which this bank has adopted.

Yours very truly,

Federal Reserve Board,

Washington, D. C.

t7),
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  2- jfiv 
X-1599

Federal Reserve 3o,rd,
Washington.

Gentlemen:

Receipt is acknowledged of cprcular letter

Chairman, Federal Reserve .Bank of

By

SAN FRAC ,0 CAL- •,

Note: This form is intended merely as an acknowledgment in order th,t
the Board may have prompt advice of receipt of its circular letters.

.1
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Federal Reserve Board,

Washington.

Gentlemen:

Receipt is acknowledged of circular letter

X-1559

;2

1/4..lerve 1:30rt

Note: This form is inicended merely as an acknowledgmont in order that

(the Board ray have prompt advice of receipt of its circular lett'
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ADERAL RESERVE BA1101

OF DALLAS

July 27, 1920

Mr. R. G. Emerson, Assistant Secretary,

Federal Reserve Board,

Washington, D. C.

Dear _11. Emerson:—

I am just now in receipt of your St. 1314 on
the subject of "Rediscount of Eligible Paper under Re—
purchase Agreements;' and writing to say that this is so
infrequent in this district, that I am strongly inclined
to believe that it will be unnecessary to undertake to
send oat instructions to Lembers banks in reference to
wishes and instructions of the Board in this regard.

Of course I can do so if it is the definite
wish of the Board that this be done after receiving this
statement from me.

77111 you kindly advise.

Yours very truly,

vam/Lac Federal Reserve Agent
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FEDERAL RESERVE BANK

OF NEW YORK

July 27, 1920.

R. G. Emerson, Esq.,
Assistant Secretary, Federal Reserve Board,

Washington, D. C.

Dear Ir. Emerson:

I have your letter of July 23 addressed to Mr. Jay

on the subject of "rediscount of eligible paper under repur-

chase agreements.

This matter has already been under discussion between

the board and our statistics department, and we have already in-

structed our banks to report along the lines suggested. On July

22 we sent corrected figures with our regular weekly report

covering the year from January 1. I trust that these have been

received and will meet the purposes of the board; if not, I hope

you will let me know.

Yours very truly,

Shepard MorganMorgan
Asst. Federal Reserve Agent.

SM:R
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Federal Reserve Board,
. Washington.

Gentlemen:

•O• •
_1311.1;7 27,  1920

(D-te)

Receipt is acknowledged of circular lottor

Y-1599

Chainzan, Pedefpl.,B7 erve Bank oferry MO

Aissistan ederal ileserve

Note: This loni is intenied erely as L.,,a LcLowledEmant in crdor thdt

the Board may have prompt advice of receiiit of its circIdar letters.
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FEDERAL RESERVE BANK OF CHI AGO_
79 WEST MONROE STREET

t
July 27, 19...) \‘4

Mr. A. G. &merson,
Assistant Secretary,
Federal Reserve Board,
Washington, D. C.

Dear Sir:

Your let tex_St.,..1311 unaer ekat.e..44_

July_23, 1920, referring to Rediscount of !]li-
gible Paper under Repurchase Agreements, and
asking that member banks reporting make a list
of rediscount of eligible paper and repurchase
agreements so that it may be deducted by weeks

from the loans and discounts already reported

during 1920, is received.

The Federal Reserve Bank of Ohicago

nearly a year and one-half ago discontinued the

repurchase agreements, and consequently there

are no corrections of this chbracter to be made

in our St.51a.

MIR K

Very truly yours,

W. A. HEATH, Chairman

P r
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FEDERAL RESERVE BANK

OF CLEVELAND

July 27, 120

Mr. R. G. Emerson,
Assistant SecrItary,

Federal Reserve Board,
Wrshington, D. C.

Dear Sir:

.Reference is made to your latter of July 25
St. 1514,. subject "Rediscount of Eligible Paper under
Repurchase Agreements". Upon investigation of the
matter in which rep,rting memler banks have handled
rediscount and loan items, it is found that to comply
with your instructions contained in the above mentioned
letter it would be necessary for these banks to revise
almost every report made for this year.

It is our belief that these banks will not
take kindly to a request for a revision of their re-
ports since the first of the yeur, and in the majority
of cases it will be a hardship. Ae also believe that
in a few cases, the records will not be in shape to
furnish the corrected information.

I feel sure that a request to handle these items
correctly in the future would be readily acceded to.
Will it serve your purpose if the request is handled in
this way?

Very truly

JON-T Assistant Federal Reserve Agent.
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x-1599

Federal Reserve Board,
Washington.

Gentleman:

(Date)

Receipt is acknowledged of circular letter Oki/

Chaincan, Fedt)ral Rederve Bank of

By

Note: This form is intended merely as c.n aernowledgrn.mt in
the Board may have prompt advice of receipt of its cir

-t
:_tters.
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• er• •$• • x-1599

'D.
/

•

Federal Reserve Board,
Tshington.

Gentlemen:

RecejApj is acknowledged of circular letter alt/3/1)

Chair.zan, Federal Rederve Bank of

T. LOUIS,

Bcf

Note: This form is intendd :Ler.:ly as Lcknowledgment in order that

the Board may have prompt advice of receilJt of its circular letters.
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FEDERAL RESERVE BANK OF CHICAGO
79 WEST MON ROE STREET

July 26, 1920

Federal Reserve Board,
Washington, D. C.

Subject: Rediscount of Eligible Paper
Gentlemen: under Re-purchase Aqreement. 

We are in receipt of copies of your letter of July
twenty-third ST 1314 on the above subject. The original
letter with acknowledgment slip has not yet arrived.

The copies of this letter have been distributed
among the proper officers of this institution. However, I
will state that the Federal Reserve Bank of Chicago has dis-

continued the practice of re-discounting for member banks.

eligible paper under re-purchase agreementiand our member
banks have notice to taat effect.
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• X-1599

Federal Reserve Board,
Washington.

Gentlemen:

julN 
(D.F.te)

Receipt is acknowledged of circular letter (...51t. 1314)

Chair:Lan, Pederal Rederve Bank of

'_,W lUV t.,-.-ii CHIPPro 
„
4i4- 1

, 1
By weiac a ,,,, :• :.:4.

;•-•

Note: This form is intended merely as 4x.1 acknowledgment in order that

the Board may have prompt advice of receipt of its circular letters.
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Federal Reserve Board,

Washington.

Gentlemen:

Atlanta, G 1920.

;
X-1599

Receipt is acknowledged of circular letter• /
SUBJECT: Rediscoant of Eligible Paper

under Repurchase Agreement.

Note:

Cnairinn, Federal Reserve BL.nk of

A ANT A, GA,

by

All6MEN.

Asst.iederal -eserve Agent.

This form is intcled 1...erely as an ackno:JledEmont in order tht
the Board. Lay have prompt advice of re vyt-otjlts circulr letters.

•
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Federal Reserve Board,

Washington.

Gentlemen:

Receipt is acknowledged of circular letter

_
ChairLlan, i.Jderal Repyp4,A4

u

f-67.

X-1599

By

/ • ,A.1

Note: This form is intended merely as ah acbnowledgmont in order th:iA
the Board ilay have prompt advice of recei-,A of its circular letters. J.X)

. cy•?,•-
28 "

_ (...?, •
1,4

.)

rol A rcs
rt. rit.0.
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Federal Reserve Board,
Washington.

/27-Gentlemen:

.X-1599

Receipt is acknowledged of circular letter (

Chairi=, Federal Reserve Bunk of

4V )(()FV( N

By

LDERAL RESERVE AGENT

Note: This form is intended merely as an acknowledgment in orderytitcAL •
the Board may have prompt advice of receipt of its circular letters.
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Federal Reserve Board,
Washington.

G-an tlernon

X-l599

JUL 26 I820
(Date)

Recefpt is aclmowledged of c:'.rcular lettf3r

Chair.Lan, Federal Redrve Bank of

=-i)
By

, ...

Note: This form is int&Ikr ?Ler'aly as L3-1 acknowlelgment In order that

the Board may have prompt advice of receilA of its circular letters.

PHILADELPHIA, PA,

\PL*C—I'dt 
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Federal Reserve Board,
Washington.

Gentlemen:

July 26, 1920

(Date)

Receipt is acknowledged of circular 1tfor /-6W)

Chair:A:an, Federal Rederve Bank of

0
CLP)in LA_ l)4 N

I lkil !1)

,By
•

Note: This form is intended merely as an acl, owledgment in order that
the Board may have prompt advice of receipt of its circular letters.
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MEMBERS

DAVID r. ,U STOW

SECRETARY OF THE TREASU
RY

CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY

ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Dear Sir:

F DERAL RESERVE BOA

WASHINGTON

rk
July 23, 1920.,

\ St. 1314:

Subject: Rediscount of Eligible Paper

under Repurchase Agreements 

W. P. G. HARDING, GOVERNOR
ALBERT STRAUSS.V1cE GOVERNOR
ADOLPH C. MILLER
CHARLES S. HAM LIN
HENRY A. MOEHLENPAH

W. T. CHAPMAN. SECRETARY
R. G. EMERSON, AssrANT SECRETARY
W. M. INLAY, FISCAL AdENT

CARDED.

It has came to the attention of the Board that. some member

banks, under the assunptian that repurchase agreements covering redis-•

counts with the Federal Reserve Lank are essentially bills payable, have

not excluded the amount of paper so rediscounted from their loans and

discounts in compiling Weekly Condition Reports, form St.51a. Whanp-er

a Federal Reserve Bank extends accommodation to member banks on eligible

pai.er under the so-called repurchase agreement, Lwmber banks should be

informed that the transaction is not regarded as a loan on a bill pay-

able, but as an actual rediscount of the individual notes for a uniform

fixed period. It follows from the. foregoing that the amount of accom-

modation thus extended must be the exact sum of the individual notes

rediscounted under the repurchase agreement, and not an arbitrary amount

less than the sum of the notes so rediscounted.

It is particularly important that member banks conform to this

treatment of eligible paper rediscounted under repurchase agreements in

campiling their Weekly Condition Reports, form St.51a, since if paper so

rediscounted is not excluded from their loans and discounts, duplication

will result when the Board adds the amount of the member banks' redis-

counts with the Federal Reserve Bank, as reported by the latter, to the
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- 2 - St. 1314.

figures of loans and discounts, as reported by the member banks to obtain

the amount of total loans and discounts (including rediscounts with the

Federal Reserve Bark) as published in the Loardis weekly statemunt.

It is requested, therefore., that appropriate instructions be

given to member banks seeking accommodation through the rediscount of

eligible paper under repurchase agreement, and that, if upon investigation

it is found that reporting banks have not, in the past, excluded paper

so rediscounted from their figures of loans and discounts as given in

their weekly condition reports, the Board be furnished at the earliest

practicable date with a statement showing the amount of paper to be de-

ducted from the weekly figures furnished by each bank since January 1.

Very truly yours,

Assistant Secretary.

Copy of this letter sent to Chairman of each F. R. Bank.
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FEDERAL RESERVE BAN K OF BOSTON

53 STATE STREET

( el

June 11, 1920.
IN REPLY

PLEASE QUOTE

Lir. R. G. "Inerson, Assistant Secretary,

Federal Reserve Board,

Washington, D. C.,

Dear 11r. Emerson:

I want to acknowledge receipt of your letter of Jane 8, giving the

desired information regarding repurchase agreements covering com-

mercial paper.

I do not anticipate that we shall have a very great volume gi_414.s

c.,1q1L,of borrowing. It will probably be from the larger banks where

the mefEn771:1T-mban the saving of considerable time, provided we do

not have to schedule the individual notes securing the agreement.

Your last paragraph asks for information on this subject, particular-

ly as to the amount of additional work it would require to furnish

this information.

I have had a rough computation made of the time necessary to handle

10 items under the old basis as compared with the proposed method

under the repurchase agreement and not scheduling the items individ-

ually. As near as can be approximated on 10 items there mould be a

saving of collectively between 20 and 30 minutes. This is based on

the time necessary to figure the discount on the new note; to attach

to the note its proper sticker with complete description, as is our

custom; for the stenographer to make the individual entry on form

B.D.4 sheet; for the card records to made individually by note against

the respective bank; and for the entry of the item under its proper

maturity in the maturity files.

These offerings usually come to us well towards the close of business,

for they come from the larger banks, when our work is more congested

than earlier in the day. The object of the repurchase agreement from

the Reserve Bank's point of view would be lost if it were necessary

to schedule in detail, and I hoped that the Board would approve our

taking them with merely the schedule of the repurchase agreement,

with its maturity.

From the member banks' viewpoint the fact that commercial paper can

be put in here on repurchase agreement without additional revenue

stamps will be a sufficient inducement, so that when it is known among

the banks that this can be done I think they will be inclined to avail

themselves of the privilege which one or two of them have been partic-

ularly seeking. We should require from them a schedule in letail of

the notes that we might have the necessary information to as
certain
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Mr.R.G.E1rnors.A. Secy. -2- .6/20

whether or not they were eligible as conznercial paper for normal re-
discount.

I understand that you are coming to Boston next week to address the
Convention. I hope that it may be so that I can get away and hear
your address. Je all expect and hope that you will visit us, and
if you can spare the time I can illustrate the conditions which I
have tried to describe, perhaps better than it is in this letter.

With kind personal regards.

rr truly yours,

Assistant Ca

WNIC:H

;

• .
\ 44

11.1
14.

4.. •
a

,?1,/pittne.

te

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



'13 /

Juno 8, 1920.

Dear Er. Kenyon:

---
) .

• to.

Referrin to our 'phone convoreation

of cori.etime ago and to -j'our letter of June 2, upoe in-

vestic-,tion of the matter of :ederal Reserve Banks pur-

chesing commercial paper under repurchase agree:Lent, I

find that the Board sent the enclosed copy of letter under

date of December 1, 117, to all Federal Reservo P7rents,

which 'des modified by letter dated April Go 1.914 which

le also enclosed. The status, I •el-afore, today is that

Federal Reeerve :rink° have auteority from the Uoari to

purchase comeercial paper from nombur bank° under repur-

chase agreement. J underetani that the followinc; form

is in ace by none of _tho Federal Reserve Bunke in connec-

tion with repurchase transaction.:

"The iteelo listed above .Are hereby offormi for
rodjeeouni; for the .;period ending
on which date you are authorized an fns -ructed

to cure to or account the u.,regato amount

thereof and return the notes to us."

Signature of authorized official.

The foAowin .,.: fella le.le also been approved

by the Board for use in connection with the above transac-

tions:

"ire hereby offer for rediscount the bills

and notes listed in the fore,;oing application,

with the understanding ',,hat we a.,,ree on or Le .re
to pay you the face value of

said tills and notes, an:. thit you agree to accoet
such payment and thereupon return the said notes
to us.

If such payr,ent is not nude beiThre
 you are eereby aut!orized and

instructed to charge-to our account on said date
the face v lue or bills end notes, and to bold
ou:d billy and notes for collection for our account,
subject to our order."

Signature of authorized officer .

1

.r •
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You will also note thLlt the Board's letter of
Larch 12, 1913, copy of wh ch is encloseJ, provided
that the Federal Reserve Banks should report paper
taken under "repurchase agreement" in the same manner
as memi;or banks collateral notes, and your bank und ,Ir
authorization already grunted by the Board can, there-
fore, ccept commercial paper from member banks under
repurchase agreement, reporting he sui-e to =:ashington
without listing the items separLtly.

Upon investigation of this subject the Tabulating
Section of he Statistical Division have reported to me
that only two out of five of the Reserve Banks which.
accept paper under repurchase agreement are reps;rang
ouch transactions to Le Board witho-,!, listing the i
separately.

The question of requesting Federal Reserve Banks to
report in detail all items securing member banks collateral
notes and all items tikon under repurchase agrom,ent is
under consideration by the Board t the present time, u:::(1,
1 would appreciate a c;tateamnt from you as A the amount
of the additional work it would require in your offico o
furnish the Board Ath rejorts in t-is form.

'1.Lry tfuly yours,

Assist

W. N. Kenyon, L'ot. Cashier,
Fed(xal Reserve Bank of Tlot;ton,
Boston, klassachusetts.

G. Lluesula--

ht 5,;cretury
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IN REPLY

PLEASE QUOTE

FEDERAL RESERVE BANK OF BOSTON :77:,--;,„

53 STATE STREET

June 2, 1920.

Mr. R. G. Emerson, Assistant Secretary,
Federal Reserve Board,
Washington, D. C.,

Dear Sir:

I was wonderinqW the Board has had a

chance to give any consideration to the suggestion

of repurchase agreement secared by eligible cower-

cial paper? One of our banks has been quite a Fer-

sistent inquirer which prompts me to write you,

rather than any impatience on my part.

Very truly yours,

Assistant C
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Form No. 1:11. • -111
Office Correspondence -19/0

FEDERAL RESERVE
BOARD

'Date ITV

Subject:DescripAo ,o schedules of
pap taken under repurchase agreements

F Er. Smead or accepted as collateral for memberro 
banks' promissory notes. 2-8495

To  Mr. Emerson

In accordance with your request, there is attached hereto a draft of a

letter'to be sent to the Chairman of each Federal Reserve Bank, in case the

Board approves the recommendation contained in Mr. Jacobson's memorandum of

May 11; with reference to the description on schedules BD-4 of eligible

paner taken under repurchase agreements or accepted as collateral security

for member banks' collatgral notes.

Misc-37Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Ex OFFicio MEMMEAM

DAVID F. HOUSTON

SECRETARY OF THE TREASURY

CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY

ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Dear Sir:

FEDERAL RESERVE BOARD

SUBJECT:

WASHINGTON

May 20, 1920.

W. P. G. HARDING, GOVERNOR

ALEERT STRAUSS.VicE GOVERNOR

ADOLPH C. MILLER

CHARLES S. HAM LIN

HENRY A. MOEHLEN PAH

W. T. CHAPMAN. SECRETARY

R. G. EMERSON. ASSISTANT SECRETARY

W. N. INLAY, FISCAL AGENT

Description on Schedules B.D.4 of Eligible
Paper Taken under Repurchase Agreements or
Accepted as Collateral Security for Member
Banks' Promissory Notes.

In order that the Board may be a5Drieed-6:6-113,the character of

all eligible paper discounted,,W Federal

B.D.4 be made out so as to showed that beginning with ,,June 1 schedul

the amount, and the name, location d s of the original maker,

taken under a

merit obligat

lipecifying

S. bonds, ict ry not or certificates of indebtedness.

eserve Banks, it is request-

of each note 9r - bill, accepted ollaerra)i security for a member bank's
/ fe

hApromissory} note, or taker rcse agreement.
f

/ / •'Incase an item jyd 1loter9
J
 for a member bank's •note, or

(

P agreq,kent Is secured by United States Govern-

fact hou in addition be stated on the schedule,

'lent. security, i.e. Liberty bonds, other

Please acknawle e receipt.

Very truly yours,

Assistant Secretary.
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I.'orm O. 131. 1/... 1110Office correspon ence
FEDERAL RESERVE

BOARD
411 •i

Date Dee_ May 11, 1920.

Subject: Recomendatio*--to de t4,1101.eci
information regarding items
securing collateral notes and
repurchase agreements.

The Boston Bank inquires whether its Discount Department
will be permitted to report paper discounted under re-purchase
agreements, merely in to to, giving the name of the bank for which
discounted and the number and total amount of bills taken under .
the agreement. This procedure is at present being followed by
the New York and Philadelphia Banks, while the Cleveland, St.Louis
and San Francisco Reserve Banks, which likewise report considera-
ble amounts of paper taken under repurchase agreements, continue to
describe in detail each item taken by them under such agreements.

During the month of Liarch 19.3 per cent of the total paper
discounted by these five Reserve Banks was paper taken under re-
purchase agreement. a substantial proportion of the total discounts
of these same banks was composed of member banks' collateral notes,
secured by customerst paper, the schedules for which likewise fail
to give a detailed description of the collateral behind the notes.
It is evident that 'so far as the New York and Philadelphia Reserve
Banks are concerned, the Board receives no current information re-
garding the original borrowers or the nature and maturity of paper
taken under repurchase agreement or accepted as collateral security
for member banks' promissory notes.

far
In the case of the other banks the cituation is likewise

from satisfactory,. since none of the Reserve banks give detailed
information regarding the collateral, :henever member bank loans
from the Federal Reserve Banks take the form of a collateral note
secured by customers' paper. It is believed that the Board is now
more than ever interested in having detailed information respecting
discounts and accordingly it is recommended that all Federal Reserve
Banks be instructed to report, beginning with June 1, uniformly, at
least the names of the original makers of the paper, their location
and business, and the amounts of each item used as security for mem-
ber bank collateral notes, likewise of each item discounted under
repurchase agreement.
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Form No. 131. 411,

Office Corr)e ence
Mr .1S_

Emerson
V

FEDERAL RESERVE
BOARD •• k

Date MaY

,

1 1920

Subject: Discounting commercial paper

r. Kenyon, Assistant Cashier of the Federal Be
serve Bank of Boston, phoned me a day or so ago and askedi
me if any Bank had everyproposed a scheme whereby Federal
PeserNe Banks, in discounting commercial parer for member
banks, could discount same under repurchase or other form
of agreement, so thttt the total amount of the paper taken
could be shown on the BD 4s forwarded to WasMngton, with-
out s.:-owing the individual items.

I told him that I was not familiar ehough with
the routine in connection i.i/th these transactions, but it
seemed to me that such a plan was not feasible and woo-JA
defeat themPrnX1515ms. of the Federal reserve Act, iirMakh
Wii-iieieWilmays glad to receive sig st.Ons here which would
relieve the Banks of detail, and that if be could. work out
some scheme which would be within the law, we would be vry
glad to make it effective. I told him that T would ask you
if a si*Alar plan had ever been pronosed, and if not, whethei.
or not you had env ideas you could furnish hi,' in connection
with this investigation and study of the matter.

2---8405
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FEDERAL RES

\
RAL RESERVE BLJAkt-a)

' May 31, 1919.

RD Fl

3

At the meeting of the Executive Connittee
of the Federal Reserve Board held t day the
following was ordered circulated:

Uemorandum dated Uay 26, by Mr.
Smead, in re-purcl r-ftdet.mi
Reserve ban - s o f Treasury certi 4'i nAe 
under repurchase-igreement

Assiut ant Secretary.

GOVrror.L.'

1.11. STRAUSS

: R. lTILLI'RLV-

MB. HAMM!

. B DER' CK
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Office Corres$ntence
To Mr. Broderick

From Mr *raead _

Misc437

FEDERAL RESERVE
BOARD

)

Date May 26, 1919.

Subject_ Purchase by F. R. banks
Treasury certificates under repurchase
agreement*

During the first four months of the present yeer Treasury certi-
ficates of indebtedness have Loon taken under repurchase aj,reements
as follows:

New York Philadelphia

January $15,708,000 --

February 30,045,500 --
March 49,361,500 --

April 32,260,000 $570,000

Practically all of the above repurchase agreements have been made with

nonmember banks and all mature within 15 days or less.

I may say also that the San Francisco Federal Reserve Bank has on

several occasions purchased $1,000,000 of 4 per cent bonds of 1925 from

one of its member banks and subsequently resold the same bonds to the

bank from which they were purchased. Transactions of this nature have

been effected on three or four different occasions and each time the

bonds were held by San Francisco for periods considerably i,n excess of

15 days.

In going over the recommendations made by the Governors at their

conference 1^0ld in Washington March 20-22 I note that the third para-

graph of the first recommendation under Topic 2, Bankers' Acceptances -

Open Market, reads as follows:

"It is suggested that the reserve banks can facilitate the

development of carrying.ItyranIplients for dealers by making

arrangements for-IlDecial purchases of bills from them under

s g
contract to repurchase within fifteen days, in cases where

member bank are not willin to make collateral loans on
bilfs at reasonable rates."

The following is the third recommendation under the same topic:

"That steps be taken by the reserve banks to encourage the

development of the business of dealing in bills in each of

the reserve bank cities, as a facility for the development

of this market, and that dealers be encouraged by having

free access to Federal Rederve banks, to sell bills and to

carry them under a 15-day repurchase agreement."

After reading the recommendations of the Governors' conference I assumed

that the Board was thoroughly familiar with the policy of the Reserve

banks with reference to purchase of certificates of indebtedness under

repurchase agreements and it was for this reason that I did not submitoe./

memorandum to you on the subject at the time I spoke to you during the

early part of April.
'-•?•••

—S405—
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EDW. T. BROWN.

DEPUTY CHAIRMAN or

THE BOARD

JOS. M. SLATrERY

ASST FEDERAL RE
SERVg

AGENT
f t •

WARD Ap.LBERTSDN,

GEtERAL AupiroR

•

p.
M. B. WELL • •

CHAIR F ARD

AND VE AGENT

FEDERAL RESERVE BANK.. 

OFATLANTA.

liovember 29, 1918.

JOS. A. MCCORD.

GOVERNOR

J. B. PIKE,
CASHIF:R

M. W. BELL.
APSESIRS/sNT CASHIERW. B. BO 

ASSISTANT ASHIER

AS%IsTAN. Tt., SHIER

S.

ASSISTANT cAst.irri

Hon. W. P. G. Harding, Governor, 
..-j% • t.

°FEDERAL RESERVE BOARD,

Washington, D.O. e.vaVD
ICS 43111  \'4

CP'4

Dear Governor Harding:

Your letter of the l'f7th inst. 
received and I

note that your Board is perfeotly 
willing for our Executive Com-

mittee to put in the rule to allow 
one 15 day agreement purchase

on bills receivable, and after that
 to require that they be dis-

counted for the flap term. This is also covered by your
 letter

of the 27th inst./

I put the matter up to our Ex
ecutive Committee

today, and it was finally decided aft
er much discussion of the

subject that in view of the fact tha
t cotton is beginning to

move some, that we would not make a 
change in the handling of

these items at the present time.

However, I am keeping a record 
of the discounts

placed under these 15 day agreement
s that seem to us to have th

e

appearance of being bought paper
, and should the volume incre

ase,

I will take pleasure in correspondin
g with the banks to know if

the firms whose papers are offe
red carry regular accounts with

them, or whether these papers h
ave been bought in the open ma

rket.

Yours very truly,
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Dear Clovurror McCord:
"I.'Sf ; 1\

Petorrr to irur letter* rep:1741m, the

re PI rChNUS 0 .7p;ro *sr:lent s • I would state that the roard e

at tl7e Ineetinr, tHs tporring, felt 40,14.: it Trip-,ht be

preatur o iuo a gene r 7,11 reg ulet t 1 on or th Is

tut, !Authorized Til nc, j cot ion

trtee should ,,,cur executive eori.-.Attee -Idopt the policy of

1 Iraiti rirf. these; !..t7rr culer is to ore tr oti or , /*VAL: i ring

rof-4 if., count r th ziror fo r the fOl 1 tinle it

has to rur, Olouid any ext(?rnic:ri Oeeired.

The 1.•oarti "vishen to be !“n1., "271sed as to the

etite(me or grueE -1•015,.c3rol..01-' your exee-xtivc

,,lecide to adort It.

lir. Jos. A. ,Tcrord,
Clovrror. roderl) PesPrve Bank,

Atlanta, Ca.
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EDW. T. BROWN.

DEPUTY CHAIRMAN or
THE BOARD

JOS. M. SLATTERY

ASST FEDERAL RESERVE

AGENT

WARD ALBERTSON.

GENERAL AUDITOR

11111 411) 

M. 13. WELLBORN.

CHAIRMAN OF THE BOARD
AND FEDERAL RESERVE AGENT

FEDERAL RESERVE BANK
OF ATLANTA.

November 25, 1918.

Hon. W. 2. G. Harding, Governor,
FEDERAL RESERVE BOARD,
Washington, D.C.

Dear Governor:

JOS. A. McCORD.
GOVERNOR

J. Ea. PIKE.
CASHIER

M. W. BELL,

ASSISTANT CASHIER

W. B. ROPER.
ASSISTANT CASHIER

W. R. PATTERSON.
ASSISTANT CASHIER

R. A. SIMS,
ASSISTANT CASHIER

I acknowledge receipt of your letter
of the 23rd inst., quoting the telegram received from
you several days ago.

If you will refer to my letter s youwill
see that I stated I was asking the Branch at New Orleans
to give me a list of the papers that the banks there
were using with the Branch under the 15 day agreement.
It was not our purpose to cut off the 15 day agreement
for local business, but it was our purpose to ask that
in the case of purchased paper that it be confined to
only 15 day agreement, and then discounted for the full
maturity of the paper.

I am taking the reports of the New Orleans
Branch as they come in, and working out in detail the
paper that is being handled, so as to be in position
to know whether it is purchased paper that is causing
the excess amount of 15 day agreements, or whether it
is local paper in the New Orleans territory. As soon
as I have some figures with which to base a clear esti-
mate, I will let you hear from me further.

We are reproducing your circular letter
Eo.X-1274, and are going to send it out to all of our
member banks.

Yours very truly,

JAM:' —/ Governor.

OL OFFICE
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Novernber 23, 191F.

Dear L. liceord:

i7acknowledge 1-f-co:Int of your...1cttor or the
23st inetant,„ Inc? ter. to corfirm my 4,:tlegr-,c1 r,.Irly
-fhereto, as follows:

"Your tter t'erty-firet iretart. "ould
sugrest that you Fret accurale irforms.tion as
to cred.:!.t lines or institutions
plc.= ir'ted ir circular loAter X-1274 est,41
Noirriber r.ir.eteerth, and lot 130 hlve the benefit
of the irfernation ottnited. Boa.rd will then be
ir better rolition to advise you of colic:r to le
rareued."

think i. .ould to unwise to 413e any ers.stice
action rerrarding the repurchase ar.reeriert of the Nfr.r Orl
barks until we hqve some defitite irforoatic.n as to the
rature of their actual requirmentc. If they am takinr, clre
offblaudress which ic normally lnd leritimotely theirs, I
thir.k they should accomraochted as fir te eSaf t 10
SO tut If, on the other hiyir, thcy ire takin7 -I•r-e of
the low rltoe 7.1.t the Federil Pererve b.,lnks to buy ol.2 4...ride
Taper, , or ki Itcquiring new- country 1,anI: bunireerl whic
rerraqily "irs! properly telonrTto cone other city, I think
t/fey should le clif;courAfTed, a sugc:ested ir. the Board's
c -irculir letter X.-1274., dAted November 19th.

I return herc.71t1. dlily rnort showir7 memblr
1.-ark' liability -71th your New Orleans Franch, (late(' ic:veriber
laths

Very trul :I" yours,

Mr. Jo'. A. McCord,
Covernor Ireder-il reserve rank,

fttlirt, Ci.
ovr-rr. or.
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Form 40 •

IfcCORD

• TELEGRAM •

FEDERAL RESERVE BOARD
WASHINGTON

Atlanta.

November 23, 1918.

--

Your letter t7enty-first instant. STOP 'rould suFrest that you get
accurate irformation as to credit lineri of institutions named, follo-,7ing

sug7ested in circular letter X one thousand two hundred seventy-four
dated Yovember nineteenth, ard let us br3.ve the benefit of the ir formation
obt-tined. STOP Board will then be in better position to advise you of
policy to be T:ursued.

HAMM.

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARD
2-7729
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ED BROWN.

TY CHAIRMAN or

BOARD

JOS. M. SLATTERY

ASST FEDERAL RESERVE

AGENT

WARD ALBERTSON.

GENERAL- AUDITOR

• M. B. WELLBORN.

CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT

• 4)

FEDERAL RESERVE BANK
OF ATLANTA.

Eovectber 21,1918.

Hon. W. 2. G. Harding, Governor,

FEDER.rJ, RESERVE BOARD,
Washington, D.C.

Dear Governor Harding:

JOS. A. McCORD.

GOVERNOR

J. B. PIKE.

CASHIER

M. W. BELL.

ASSISTANT CASHIER

W. B. ROPER.

ASSISTANT CASHIER

W. R. PATTERSON.

ASSISTANT CASHIER

R. A. SIMS.

ASSISTANT CASHIER

PeczwrIS

Go,. r? NO R'S 
OFFiCE

Enclosed herewith r hand you
daily report of the member banks' liability, New

Orleans Branch, under date c)* Dovember 19th, and

wish to call your attention to the large amount of

repurchase agreements for 15 days from several of

the New Orleans Banks.

e?"

e took up the matter with the

Manager of the New Orleans Branch yesterday, asking

him to furnish us with the names of the makers of

the paper, and the dates of maturity. We further

asked if he was permitting these banks to enter a

new agreement on the maturity of the other agreement;

further calling his attention to the fact that we do

not permit member banks to enter into a re-agreement

on the maturity of the other.

I am convinced that a large amount

of this paper being handled under the repurchase agree-

ment is the same paper handled over and over, and even

if they do not immediately put it in, I think that

they take it down for a day or two, putting up othe
r

paper perhaps, and then in a few days pit up the same

paper first offered.

Our rule in Altlanta is to discount

paper per se for 15 days, but under the agreement
s

sent to you for approval, you suggested tha
t the New

Orleans agreement was a good plan, and tITat agreement

is simply a contract to repurchase, and does not reouire

the continued re-endorsement of the notes.

I am merely calling your attention

to this, because the amount of repurchase agreements

in Dew Orleans leads me to believe that it is corner-

cial paper being bought, and if this commercial paper

being handled under the repurchase agreement was out

of the way, we would not have to rediscount with 
other

—
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4 A 41011kL RESERVE BANK OF ATL11011
CONTINUATION SHEET No. l•

Governor Harding,
Federal Reserve Board.

Federal Reserve Banks. Furthermore, the rate on re-
purchase agreements is 4, whereas we have to redis-
count with other Federal Reserve Banks on the basis
of 4%, so that there is no profit whatever in hand-
ling these transactions.

Will you kindly advise me in the
light of these facts if it is still desired to keep
open this repurchase agreement? And may I offer the
suggestion that where a paper has been handled once
on the repurchase agreement of 15 days, that if that
paper is offered again, then it must be discounted for
the full length of maturity?

As the matter now 'tands, these
banks who can purchase commercial paper on the market
at or 6;), can use us on the basis of 4:21-90, and it
seems to my mind that it is unfair to the other dis-
counting banks, and is also unfair to the Federal Re-
serve Bank, inasmuch as we have to rediscount practi-
cally at the same rate.

fur our records.

JALI:F
Ends.

Please return the enclosed report

Yours very truly,

Governor./// -
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SepteTber 14, 1919.

Mr. S. A. McCord,
Go7ernor Federal Reserve Bank,
Atluntb, Georgia.

Deur Mr. McCord:

. ReferrinE, to your letter of tho.eleventh
inetat, enclosing form used in connection with the die-
count of .paper unaer 15 day repurch:kse aucerert, I wish
to say ,that 1 can see no obectien to the fore used by
either the At.inta or Ne4 Orienn offices.

The Agreement used by the New Orleans Branch
is more nearly in accord with the forma used by othar Federal
Reserve Banxe and,1 oelieve, .4ess troubl.asvm, to member hanks.
Unaer own agreement it is eoeeible to withimw notes in ad-
vance of maturity without rebating ali the rte. Sel,urato
authority on each note appoars unneceaeary.

Ver./ truly yours,

Governor.

B-H
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EDW. T. BROWN,

DEPUTY CHAIRMAN OF

THE BOARD

JOS. M. SLATTERY,

ASST FEDERAL RESERVE

AGENT

WARD ALBERTSON.

GENERAL AUDITOR

M. B. WELLBORN,

CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT

FEDERAL RESERVE
OF ATLANTA.

September 11, 1918.

Hon. W. P. G. Harding, Governor,

FEDERAL RESERVE MART,
Washington, D.G.

Dear Governor Harding:

BANK

JOS. A. McCORD.

GOVERNOR

J. B. PIKE.

M. W. BELL,
ASSISTANT CASHIER

W. B. ROPER.
ASSISTANT CASHIER

W. R. PATTERSON.
ASSISTANT CASHIER

R. A. SIMS.
ASSISTANT CASHIER

CASHIER

RECEIVED

1918
GOVETINOR'S 

OFFICE/So

Our General Auditor, Yr. Albertson, in a visit to

the New Orleans Branch finds that on 15-day repurchase agree-

ments the enclosed form is being used, attached to said notes

under this agreement, that are discounted by the Branch Bank.

One of the officers of the New Orleans Branch was in Atlanta

the other th.y and left this copy with Mr. Slattery, who mailed

it to ae at Washington to discuss with you, but it was returned

before I reached 7;shington.

am therefore enclosing this agreement herewith, and

ask an expression of your opinion if it is in accordance with

your views as to haw this paper should be handled. Here in At-

lanta we have a little printed form that is attached to each

note offered for discount under the 15-day agreement. This slip

is signed by an officer of the bank discounting the paper, where-

in they authorize us to charge the note to their account 15 days

after the date of discount. We believe this meets the requirements

and ruling of the Board. It appears with each paper separately,

and if perchance a member bank desires to takJ up in advance of

the 15 dvs,some of the paper, then it would not be necessary to

withdraw all of the paper that was offered under the consolidated

agreement as submitted by New Orleans, and to rebate the unearned

interest on the whole amount; but only to rebate the unearnea int-

erest on the paper that they desire to take up.

JZ:F
Ends

Thanking you for an early reply, I beg to remain,

Yours very truly,

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FORM USED IN

WE HEREBY AUTHORIZE THE FEDERAL RESERVE BANK,
ATLANTA, GEORGIA., TO CHARGE THE ATTACHED NOTE
TO OUR AccourT ON (DATE)._

BY
(DATE)

BANK

• do
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To the NEW ORLEANS BRANCH FEDERAL RESERVE BANK,
NEW ORLEANS, LA.

The  Bank of

191

hereby makes application for the re-discount, for days,

of notes, drafts and bills of exchange aggregating C 

as per list attached. You are hereby authorized to charge

each and every item thereof to our account at the expiration

of  days. We reserve the right from time to time

to substitute for any of said items other items satisfactory

to you.

I certify that, to the best of my knawleage and

belief, the notes, drafts or bills of exchange as per list

attached, were made for commercial, industrial, agricultural

or live stock purposes and are eligible for rediscount with

the Federal Reserve Bank.

The liability of this bank at the present time

for borrowed money, exclusive of this offering, is as fol-

lows:

Rediscounts, 4;;  Bills Payable,  

Certificates of Deposit issuea for money borrowed, c 

c../)

4k\t

Cashier.
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FEDERAL RESERVE BOARD

Septewber 14, 1918.

My dear Mr. Broderick:

I see no objection to the

use of the att.iched forzu.

M. C. E.
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71701C10 MEMBERS

WILLIAM G. McADOO
SECRETARY OF THE TREASURY.'

CHAIRMAN

JOHN SKL<TON WILLIAMS
COMPTROLLER OF THE Cu

Dear Sir:

FEDERAL RESERVE BOARD

WASHINGTON

3
W. P: G. HARDING. GOVERNOR
PAUL M. wAnum EG, Vice Govvittlerie • '

A. DELANO
ADOLPH C. MILLER
CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETARY
SH MAN ALLEN. ASET.SEC ART

AN154

AD RIESS REPLY TO

August 12, 1918.
FEDERAL RESERVE BOARD

X-1120

There is inclosed for your infornation copy of an opinion

by Counsel as to the treatment as aliability of the :raker to the bank

for borrowed money, of a note which has been rediscounted by a member

bank. The Board does not mean to suggest that member banks should

avail themselves generally by rediscounting, of their authority to

grant lines of credit in excess of 10 per cent of their capital and

surplus as prescribed by Section 5200 of the Revised Statutes, as it

is the belief of the Board that wherever compatible with the public

interest, credit should be curtailed rather than expanded. Banks

should keep in mind their contingent liability on rediscounted paper

which, if not paid by the maker, rust be taken up by the endorsing

bank, and if unable to rediscount a renewal, the bank would find

itself encumbered with an excess line. In oases, however, where banks

wish to grant larger credits with Government obligations as security,

the power outlined in the Counsel's letter nay be availed of to

advantage.

Very truly yours,

Governor.

The Governor,
Federal Reserve Bank,

Inclosure.
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COPY 

X-1120a

FLOERLIA RESERVE BOARD

WLSHINGTON

U. C. Elliott
Counsel

diy dear Governor:

August 7, 1918.

In an opinion approved by the Board and publishedon page 638 of the July, 1918, Bulletin, the question wasconsidered whbther a note rediscounted by a member bankshould thereafter be treated as a liability of the maker tothe bank for borrowed money. In that opinion the followingstatement appears:

"This question was considered by the Board andby the office of the Comptroller in connection withthe limitations prescribed by Section 5200 RevisedStatutes on liabilities to a national bank of anyone person, firm or corporation.
The conclusion was reached in that case thatnotes which have been rediao,Juntod by a national

bank and which are no longc;r owned or held by thebank, should not be included as a liability of themaker to the bank for borrowed money within themeaning of Section 5200."

Exception has been taken to this conclusion bysome of the officers of the Federal reserve banks, and bycertain national bank examiners, and there seems to be someapprehension on their part that this ruling of the Boardmay be used by clamber banks for the purpose of evading thelimitations prescribed by Section 5200.

You have asked this office to give further consider-ation to the question involved and to suggest what, if any,action the Board or the Comptroller should take to preventexeessive loans from being made under authority of this rul-ing.

This question is one which involves the applica-tion of the la,/ of negotiable instruments.

Under Section 5136 Revised Statutes, which pre-scribes the corporate powers of national banz.s, such banksare authorized, among other things, to discount and"negotiate"promissory notes.
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Under the Negotiable Instruments Law (Sec.30)
"An instrument is negotiated when it is transferred from
one person to another in such manner as to constitute the
transferee the holder thereof".

Under aoctian 5200 Revised Statutes the liabilities
to a national bank of any one person for borrowed money are
limited to an amount which must not exceed ten per cent of
the capital and surplus of the lending bank.

Under authority of these two sections it is clear
that a national bank may discount the note of a customer
which does not exceed in amount ten per cent of is capital
and surplus and may subsequently negotiate or sell this note
to a bona fide purchaser for value without notice.

The question involved is whether the maker of the
note continues liable to the bank after the note has been
negotiated and is owned by a bona fide holder in due course.

Section 51 of the Negotiable Instruments Law pro-
vides that.

holder of a negotiable instrument may sue
thereon in hie-own name and payment to him in due
course discharges the debt".

It is clear, therefore, that when such a note is
rediscounted by a bank its rights are transferred to the
holder in due course and the maker becomes liable to theholder. It necessarily follows that the maker's liability
to the bank ceases. If this were not true the maker might
obtain a discharge of his liability on the note by paying
the bank even after it had transferred its rights by en-
dorsement of the note to a bona fide holder.

To hold that the maker of a note continues liable
to a national banA for money borrowed,after the bank has
rediscounted the note, would be equivalent to holding that
a negotiable promissory note loses its negotiability when
discounted for the maker by a national bank. There is
clearly no legal justification for such a conclusion.

It has been suggested that the position taken in
the opinion under consideration constitutes a radical de-
parture from previous rulings of the Comptrollers office.

It is true that for many years it was customary
for national banks to continue to carry as assets noteswhich had been rediscounted. This practice, which necessarilyresulted in a duplication of the assets of national banks,has, however, been discontinued and while the reports of con-dition now show the amount of bills or notes rediscountedthose amounts are not included in the total assets of the bank.
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It necessarily follows that unless a note remains an asset
of a bank after it has been rediscounted it does not constitute
a liability of the maker to the bank but becomes a liability
of the maker to the bona fide holder.

This principle has been consistently recognized by the
Comptroller's. office in the administration of the estates
of failed banks. The maker of a note held by a failed
bank is ordinarily entitled to offset his deposit balance
with the bank against the note but in the administration
of receiverships the Comptroller has consistently declined
to allow the maker of a note to offset his deposit balance
if the note is not in the hands of the receiver but is held
by some other bank under rediscount on the ground that he
may thereby obtain preference over other creditors to the
extent of the offset if the estate of the bank is insufficientto pay the depositors in full. This question was involved in the
case of United States Bank v. McNa4,116 N. C. 550;21 S. E. 
389. In that case the maker of the note was endeavoring to
have his liability treated as a liability to the bank inorder to obtain the benefit of an offset but the court
disalloued his claim.

With all due deference to the opinion of those who
have taken exception to this ruling of the Board, the fear
that it may be successfully used by banks to evade the
limitations of Section 5200 seems to be very much exaggerated.

So long as the customer's paper is well secured or
is of such intrinsic value as to find a ready market withother banks the contingent liability incurred by the endorsingbank is not of serious consequence. On the other hand, if
the paper offered for rediscount is not intrinsically valuableand the offering bank is merely seeking to evade the limitations
of Section 5200,it is not likely that other banks would feel
disposed to rediscount such paper. They would in such case
be much more likely to require the borrowing bank to execute
its note secured by its customer's note with a proper margin,
in which case the customer's paper would remain the property
of the borrowing bank and would have to be included in the
liabilities of the makers to the borrowing bank. If the
borrowing bank, in order to evade the limitations of Section
5200, should enter into an agreement with its correspondent to
repurchase rediscounted paper before maturity, or to leave
the proceeds of the rediscount on deposit with it, the trans-action would not have been entered into in good faith and anexaminer or officers of a Federal reserve bank would be
justified in treating such paper as subject to the limi-
tations of Section 5200.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



4).
-4- K 1120a

As stated by Daniel on ilegptiable Instruments 
(Section 779-b, Volume 1, Sixth Edition)-

"Unbr several provisions of the statute (Nego-
tiable Instruments Law),it is held that merely giv-
ing the transferrer credit does not constitute the
transferee a holder in due course. Thus when a bank
simply discounts a note and credits the amount thereof
on the endorser's account, without paying to him any
value for it,such bank is not a purchaser for value
or a holder in due course as defined by the statute".(Albany County Bank v. People's Go-operative Ice Co.,86 N. Y. 8.772, 92).

If, however, a bAnk negotiates a note of itscustomer in good faith in order to obtain additional fundsto take care of the needs of other customers, there wouldseem to be no justification for tenting the liability ofits customer to the bons fide holder of the note as a lia-bility to the bank itself. The fact that the bank iscontingently liable as endorser and may be called upon topay the note if the maker defaults should very properly betaken into consideration in detenninin'g liabilities thatmay be incurred by the bank under Section 5202 but shouldnot be taken into consideration in determining the liabili-ties that may be incurred to the bank under Section 5200.

The Board has heretofore ruled that a nationalbank may lend to one customer an amount equal to ten percent of its capital and surplus and may thereafter acceptdrafts of the same customer under authority of the FederalReserve Act. In this case the bank assumes a direct andnot a contingent liability on the drafts accepted and isthe primary obligor. This fact, hwever, does not justifythe Board in requiring banks to treat this liability as-sumed by the bank as a liability of its customer to thebank for borrowed money within the meaning of Section5200.

If the Board feels that it is necessary to takeany affirmative action to prevent its ruling from being usedby member banks as a means of evading the limitations ofSection 5200, it is suggested that it might amend SectionIII of Regulation "A.", series of 1917, to read substantiallyas follows:

III. Applications for Rediscount. 

"All applications for the rediscount of
notes, drafts or bills of exchange, must contain
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a certificate of the member bank in form to be
prescribed by the Federal reserve bank, that to
the test of the knowledge and belief of the offi-
cers of the applicant bank, such notes, drafts
or bills of exchange have been issued for one or
more of the purposes mentioned in 2 (a); such
certificate shall also show whether the notes,
drafts or bills discounted for any one borrower
whose paper is offered for rediscount, exceeds
ten per cent of the capital and surplus of the
applicant bank, including notes, drafts or bills
held in its own portfolio or under rediscount
with other banks.

If the aggregate of suchnotes, drafts or
bills does exceed ten per cent of the capitaland surplus of the applicant bank, such certifi-
cate shall shou (a) the amount held in its own
portfolio,(b) the amount rediscounted with other
banks, (c) the amount and character of security
held,(d) whether or not the member bank is under
agreement to r.epur_Chase at or beforejnaturf*---- --notes, drafts and bills rediscounted, ca-Fhalley---or not it has received the actual proceeds of
notes, drafts and bills rediscounted or merely
a book credit therefor."

With this regulation in force,the Federal
reserve bank would be able to determine the amount ofsecured and unsecured paper discounted by the applicantbank for any one borrower and rediscounted with other
banks. If properly secured, the contingent liability
of the member bank on the paper rediscounted in good
faith would constitute merely a nominal liability. On
the other hand, if the intrinsic value of the paper re-
discounted appeared to be such as to make it more than
probable that the endorsing member bank would be called
upon to pay it, the Federal reserve bank could in its
discretion determine whether such paper thicrugh techni-
cally eligible should be accepted for rediscount by the
Federal reserve bank.

The Comptroller of the Currency might in likemanner require national banks to show in their reports ofcondition information called for in the Regulation of theBoard as amended in accordance with the foregoing suggest-ion.
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The National Bank Examiner might likewise re-
quire the officers of the national bank to certify on oath
whether the bank is under agreement to repurchase rediscount-
ed paper and whether it has received the proceeds of such
paper or meYely a-bbok credit and, for reasons hereinbefore
stated,might treat all paper rediscounted under an agree-
ment to repurchase or for which merely book credits have been
received, as subject to the limitations of Section 5200.

Respectfully,

M. C. Elliott,

Counsel.

Hon. W. P. G. Harding,
Governor,
Federal Reserve Board.
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FEDERAL RESERVE BANK

OF NEW YORK

AUG i 3 1918

GOVERNOR'S OF5IC5

August 12, 1918,

Dear Governor Harding:

I acknowledge with thanks receipt of your let-

ter of August 9th,cadvising me that the Board has decided

to suspend action in the matter of making an additional

charge of 1/2% where long term paper is discounted for

periods within fifteen days, and that the matter should

be postponed until such time as a general revision of rates

may be deemed advisable.

I am sure that our directors will be very glad to

learn of the decision of the Board.

Very truly yours,

Honorable W. P. G. Harding,
Governor, Federal Reserve Board,
Washington, D. C.
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Daar Llr. Jay:

. Your lot tor of AuLust Lnd:in w'riLki you oznroLa-; tho

vivvf your o.xoct.ztivo cornmittas as to 1.1Y3 J-.:.-1".3ctionc:.; of

ria..:1147: an arlaitional o lont, p pur is

s3ountad for pfziocis within fiftaen Lts undor rol:urchaso

.16Toomont, h.:Ls boon duly considoroi. by tho Bo3.rti, uiclu Ls

decid,.):J. to suspord action on tho matter pending a consiacration

f to undor1yir..0 qtu st ic)n 01 iiscoi.mt tos. :2.h (-3 board

fools, parhaps, that it juzt as wall to lot tAis :Tatter

alono until suca tiraa u.s rovision o J.-atos maz; be

(loaned v ss.b la .

V or;,, t uly „y s,

Gov,Jrnor.

Mr. Piorr,..) Jay,
Chairman Fodoral 2ost1've Bank,

lilac York.

r
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FEDERAL RESERVE BANK
OF CLEVE LAN D

August 9, 1918

Ir. L. C. Adelson, Assistant Secretary,

Federal Reserve Board,

Weshington, D. C.

Dear Sir:

With further reference to your letter of

July 25 end the Board's letter, X-1080, of July 22,

it was the informal sense of our directors at their

meeting today that the question of an increase in our

rate for fifteen day discounts should be taken up as

soon as the nine banks which have hitherto maintained

a 4% rate, have made an adjustment in their rates.

Very trul, urs,

r:B:Mc

Governor.

,

crof

•••••‘*

AUG
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FEDERAL RESERVE -E0AR'D

KEEORA7DUI1 

For Mr.__Bardire

At a meeting of the Federal Reserve Board on

—August &l9)8  , the following matter
(as Chairaaah) Committee onwas referred to you(as member, il II
(as Chairman,Executive Committee

Letter of I:.r.Pierre Jay,New York,dated Aug.2,1918,re rate on long term paper,discounted for short periodsunder so—called re—purchase agreements ,withpower toact.
Letter and reply to be circulated.

JAH Acting Secretary

Please return this memorandum with copy ofdocuments resulting from action taken, if any,
Date

Documents

Signature
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.3 TELEGRAM

FEDERAL RESERVE BOARD
WASHINGTON ,A

August 6, 1918

Jay
Now York \ 0

AtidtelMils letter was written under misapizehension 520:P 1),,oard9s
lettor July twenty-second was not a reallation STOP Board has under consideration
your letter explaining views of your directors and will reply definitely
Thursday or fridv,

HA.RDIITG.

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARD
2-7729Digitized for FRASER 
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letter to Governor btron for his L- tteution •

.lorre day
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Dear Lir. Jay;

• DuL 130A1it) f

August 6, 1913.

I wired you today as follows, which

I now confirm:

"Adelson's letter was written under
misapprehension. Board's letter July tv..enty-
second Vas net a regulation. Board Ills und.!r
consideration your letter explaining views of
your directors and will reply definitely r2hursd3.y
or Fridv."

Very truly yours,

Governor.
Mr. Pierre Jay,

Chairman Federal Reserve Bank,
New York.
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FEDERAL RESERVE BANLK , -)...
OF CLEVELAN D ........ 0 ...7

„.04,)

August  5, 1918

1:r. L. C. Adelson,

Assistant Secretary of the Treasury,

Washington, D. C.

Dear Sir:

Your letter of August Y;received. Under

date of July 25 I acknowledged receipt of the Board's

letter of July 22, (X-1080), stating that the matter

would be brought to the attention of our Board of Di-

rectors at its August meeting, which will be held on

the 9th.

Mr. Wills had occasion to spend a day in

Washington on the 25th, and the matter of rates was

discussed full, with Governor Harding and Vice Gov-

t.ernor Warburg. I am enclosing herewith a copy of

his letter to Governor Harding under date of July 27

bearing on this matter, which we think disposes of

it until the 15-day rate is adjusted up to our rate

by the other nine banks.

Very tru urs,

Encl.
ERF:Mc

Governor.
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July 27, 1918

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,

Washington, D. C.

Dear Sir:

Referring to your letter of July 22nd 1
concerning rates on fifteen day paper, end to our
conversation of Thursday in reference to this sub-
ject, beg to say that, et your suggesticn, I talked
the matter over with /tr. Warburg, and it was agreed
that since our fifteen day rate for advances secured
for commercial paper is 4i% or above the fifteen
day rate on Government securities, it would be well
not to change our rate, at least until such time as
the nine banks which have a 4°'., rate for fifteen day
commercial paper change their rates.

DCW -a

Very truly yours,

Chairman of the Board.
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FEDERAL RESERVE BANK

OF NEW YORK

August 2, 1918.

Dear Governor Harding:

Your letter of July 22nd expressing the view of the Board that wherever

Federal reserve banks give their member banks the privilege of discounting long

term paper for short deriods the rate should be 1/2% more than the fifteen day

rate was, as I have reported to Yr. Warburg, discussed at our directors' meet-

ing of July 24th and referred to our executive committee for further considera-

tion. They have given a good deal of thought to the matter and when their views

were expressed to you this afternoon you suggested that we should communicate

them to you frankly in writing, which I now take pleasure in doing.

The theory on which we have operated our short time rate was to mike

it as nearly as possible a day to day rate, particularly for the New York City

institutions which are the ultimate credit institutions of the cduntry. The

Board has recognized this by authorizing us to establish in addition to our

fifteen day rate a one day rate when the occasion required it. Owing to the

immense transfers of funds which the New York banks are called upon to make to

interior points whenever the latter are called upon to pay for Government secur-

ities, the fluctuations in the reserves of the New York banks are very violent

and often very temporary. These fluctuations are reflected in their transac-

tions with the Reserve bank, and we have conceived of our fifteen day rate as

a rate for money,  irrespective of the kinds of security offered. Last April

we waited to change our rates of discount until after the stamp tax had been

removed from loans on Government securities and in order to permit banks to have

as free access to our resources on commercial paper as on Government securities

we voted to establish a rate of 4% for all fifteen day advances and rediscounts

and to permit member banks to discount paper of longer maturities for periods

not exceeding fifteen days, of which action the Board was advised, his latter
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EDERAL RESERVE BANK OF NEW YAII0 #2__

•
Honorable W. it •Harding, 8/ 2/ 18.

privilege has been availed of to a considerable extent so that our discounts

and advances show a goodly proportion of those secured by commercial paper to

those secured by Government securities. This seems to us a desirable position

to maintain. We should feel sorry to have our discounts and advances, to a too

ing
preponderat aegree, based upon Government issues. We believe that such a

condition might possibly lead to criticism of tne System and to a feeling that

the System had become too deeply involved in non-liquidating Government paper.

Our preference would be to continue our fifteen day rate as a "money" rate

irrespective of the kind of collateral. .;e feel that the plan proposed by

the Board would merely lead to the banks substituting Government collateral

for the commercial paper they now give us. In fact, the largest discounter of

this kind of paper recently told us that their Government obligations were al-

ways in excess of their discounts and that they were only giving us paper instead

of Government obligations because they understood we desired it.

The suggestion of the Board that our rate for these special short dis-

counts should be raised V2%, while equivalent to the stamp tax for a fifteen

day period, would not be equivalent to the amount of tax on a three or five or

ten day note such as most of ours are, and it would be the view of our committee,

unless,as we sincerely hope, the Board sees no objection to our continuing our

present practice, to abandon the practice entirely.

.eaithfully yours,

Honorable W. P. (. Harding,
Governor, Federal Reserve Board,
Washington, I). C.

PJ/ RAH

x Letter amended at this point to read: the, Board sees no objection to our con-
tinuinc our present policy, that our most
logical action would be to abandon the
practice entirely.

(By phone from 1,:r. Jay's
office) .;doly.
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Aucust 1, l31C.

Dez,tr Governor :Pass:more:

1 ki.ve .your letter of July 3let in retard to

the Boar d.' s sugoa sti on of a 4ir/Lrate for memb er 113.n1s

whh 1if7inount, uler an agreemnt to repurchase wiluin

it'to' iays com:ercial paper oi iongor naturitios.

not:: tf.h...,t ,.cu hjtt t: act e.i.c.32..t in

conjunction wit'r. tno Fccicral liesarvc, ban'e.s cf Now YorK and

tn.° :natter vi1i bo Laker, -ap with tho v.3 institutions.

I wisi . to c3.11 jor t,erti ElC,N;(_?1/ Dr LC tre i- Ext that it

will not ix: r.,:cosaary to publisn the chxi;o, in c..iso it should

bc :1110.e.

Ver5- truly y-ours,

Governor.

r. E • P. Pa.ssmo
Goverror Fid.oral ilrvo Barks

hil.do1phja, La.

'
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• .krAL RESERVE BOARD FILE'

JAMES K LYNCH,GOVERNOR

FEDERAL

Or SAN FRANCISCO

July 31st

.

The Hon VI P G Harding

Governor, Federal Reserve Board.

Washington D C

Sir:

r ,

sr.). •-• ••••""

18

•'""

Your favor of July 22nd (X-1080 is received,

regarding repurchase transactions in commercial paper.

The suggestions outlined therein are carefully

noted, and we shall be guided accordingly.

Yours very truly,

Governor.

/0-
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FEDERAL RESERVE BANK

OF PHILADELPHIA

July 31, 1918.

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,

Washington, D. C.

My dear Governor Harding:

Referring further to your letter of
the 22nd, X-1C80, I beg to advise that the matter
of increasing the rate from 4 to 4115 to member
banks which discount under an agreement to repur-
chase within fifteen days commercial paper of
longer maturities, was considerea at a meeting of
our Executive Committee held this morning.

The volume of such discounts in
this bank is relatively small and therefc,re is not
a matter of large importance to us except as to
policy, in which we concur as a general proposition
with the view taken by your Board. Howevt:r, we
feel we shrould not make the change here unless it
is concurred in ard made effective at each of the
Boston and New York Federal Reserve Banks. If
they are willing to increase the rate to 4i% we
shall be glad to recommend it to our Board of
Directors, which meets next week, upon receipt
of advice from you prior to that time.

Yours very truly

Gov tr n or
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FEDERAL RESERVE 

K OF 
CH, CAGO

79 WEST MON ROE STREET

Hon. 1. G. Harding, Governor,

Federal Reserve Board,

Washington, D. C.

My dear Governor Harding: /,,,c / 5

In further refrence to the subject matter of :,,our

O
-^,

• -) ) "11'„el

letter of the 22nd instant previously acknowledged on July 25th,

I am pleased to advise you that our Board of Directors in the

regular session this day, voted to concur in your recommendation

that where member banks were given the -orivile(j.e of discoullting

for periods of fifteen days or less longer term paper, the rate

should be 1/2 per cent higher than that at which collateral notes

subjet to stamp tax are taken, which plan will be effective as

of the first ultimo.

Yours very truly,
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Mr. 1Pi.1.1inr, A. 'ilo-Aon,
Deputy Ozvornor Ros9r-trt
St.touis, V.

Dear '35,r:

' ' 
,.. 

.........•.............. 

-•—_.........____________..........„...•

t-E'..0.;_.R.M. Pit."..',111'g. BOAV113 VILE.
,

\

±2J21 ITTIT1-J

:ay 27, 1918

Your 1etter of the 24th irit. -tddresesd to Governor

Hardin rclai.,ive to tl-A question of Increased rates for 15 day

rediscounts or di2eol,nto with agreemcnil to ropurehase, his bees

receive 17)rou7,ht tu t1)o toat1cn cf 2o1r0.

To letter will be held vor,ling reoe:t of adviees from

1'cr1 rv.1 reeervo ERrke mnd you wi11 bc r.:Avine4 of the metal.

Yours very truly,

:Ail Oserstary
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FEDERAL RESERVE BANK
OF CLEVELAND

July 27, 1918.

Hon. W.P.G. Harding, Governor,
Federal Reserve Board,

Washington, D. C.

Dear Sir:

Referring to your letter of July 22nd,

concerning rates on fifteen day paper, and to
our conversation of Thursday in reference to
this subject, beg to say that, at your suggestion,

I talked the matter over with Yr. Warburg, and it

was agreed that since our fifteen day rate for ad-

vances secured for commercial paper is 4-eo or
above the fifteen day rate on Government securities,

it would be well not to change our rate, at least
until such time as the nine banks which have a 4%

rate for fifteen day commercial paper change their

rates.

Very truly yours,

DOW-a Chairman of the Board.

I.,,,,...,..
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J. Z. MILLER, atz.
GOVERNOR

J.L.CROSS
DE:PUTY GOVERNOR

ARCH W.ANDERSON

SECRETARY CASH, R

C. A_WORTHINGTON

AsSISTANT CASHIER

A.THOMPSON
ASSISTANT CASHIER

FL• r- BOAM

I 411
2--FEDERAL RESERVE BANK •

OF

KANSAS CITY

July 26, 1918.

Hon. W. G. Harding,
Governor of Ye6.eral Reserve Board,

B. C.

..)ear Governor Hardin.::

We achrowlede receiot

of ;Jon' letter of the 22d instzmt, Z-1080,/

.:;iving the view of the Board with regard to

rates of discount in connection with discount-

inc; long term pauer, under an agreement to re-

-purchase within 15 days as acainst rates at

which collateral notes subject to stl-al) tax

are 'taken.

cH.AiRmAN

AND FEGERAL RESERvE AGEN

FRED W. FLEMING

DEPUTY CHAIRMAN

C. K.BOARDM AN

ASST FEDERAL RE, ERVE AGENT
11Mta

erk_
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FEDERAL RESERVE BANK OF CHICAGO
79 WEST MON ROE STR E ET

1.1r. W. P. G. HArding, Governor
Federal Reserve Board,
Washington,
District of Columbia.

Dear Sir:

1

//)July 26, 19181

We have your letter of the 22nd inst and note there-
from that it is the view of the Board that wherever Federal Reserve
banks discount longer term paper under an agreement to repurchase
within fifteen days, instead of requiring the banks to discount
their own notes, that the rate should be -12TOLigher than that at
which collateral notes subject to stamp tax are taken.

This matter was considered at the meeting of our
Executive Committee held this morning and will be referred to our
Board of Directors which will meet on Tuesday, July 30th, at which
time we will be pleased to advise you of our action in the premises.

Very truly yours,

_41h1-4,
Goirernor."

s/-

.7)
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OFFICERS

R. L. V6N
GOVERNOR

J. W. HOOPES.
DEPUTY GOVERNOR

LYNN P. TALLEY,
CASHIER

SAM R. LAWDER.
ASSISTANT CASHIER

R. R. GILBERT.
ASSISTANT CASHIER

R. B. COLEMAN,
ACTING ASSISTANT CASHIER

DI RECTORS_____,..„...

FILE
FEDERAL RESERVE AGENT

W. B. NEWSOME, . Dept.rry CHAIRMAN
J. J. CULBERTSON. . . PARIS. TEXAS
FRANK KELL. . WICHITA FAU-S. TEXAS
B. A. McKINNEY, . . DusAprr. OKLA.
MARION SANSOM, . 'FT. WORTH. TEXAS

—./NO. T. SCOTT. . . —HousyoN. TEXAS
E. K-SM,TH, . . :,,ftwiEvEposT. LA.FEDERAL RESERVE BANK - H. O. WOOTEI4. . . ABILENE:TEVAs

OF DALLAS

July 25th 1918.

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,
Washington, D.C.

Dear Governor Harding:

CHARLES C. HALL. ASSISTANT
FEDERAL RESERVE AGENT

W. C. WEISS  AUDITOR

I beg to acknowledge eceipt of your letter
of the 22nd inst., (No. X1080), relative to the re-
qui-riiig of - a higher rate of interest on banks which are
discounting commercial paper of longer maturities for
only fifteen days.

In that connection I beg to advise you that
this Institution does not discount paper with a repur-
chase agreement, but will, of course, permit paper to
be retired before maturity, rebates of the unearned
interest being granted in accor0-nce with our published
rules, an additional copy of our circular covering which
is being enclosed herein for your information.

Yours very truly,

dil
VZ-H Gove
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FEDERAL RESERVE BANK
OF CLEVELAND

July 25, 1918.

Hon. T. P. G. Harding,
. Governor Federal Reserve Board,

Wr'shingtor, D. C.

Pear Sir:

I a4nowledge receipt of your letter of
July 22, X-10801 concerning the rate on fifteen day
discounts, which will be brought to the attention
of our Board of Directors at its August meeting.

Yr. Wills expects to ask for further
light on this subject in conference With you today
or tomorrov.

F:B:Mc

iu,ARD FILE

•
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OFFICERS

•
DIRECTORS

ROLL:A WELLS,

GOVERNOR

W. W. HOXTON,

DEPUTY GOVERNOR

JAMES G. McCONKEY,

COUNSEL AND SECRETARY

OLIN M. ATTEBERY,

CASHIER

R. R. CLABAUGH,

ASSISTANT CASHIER

A. H, HAILL,

ASSISTANT CASHIER

J. W. WHITE,

ASSISTANT CASHIER

J. W. RINKLEF F,

ASSISTANT CASHIER

FEDERAL RESE1ME BANK

,

OF

Si.LouIs.

July 24,1918.

Hon.7.P.G.Harding, Govornor,
Federal Reserve Board,
7ashington, T).C.

Dear Sir:

In the absence of Governor 7ells, I
beg leave to acknowledge receiot of your let-
ter of July 22nd, X-1080.

-

W. McC.MARTIN,

CHAIRMAN OF TI-IE BOARD AND

FEDERAL RESERVE AGENT

JOHN W. BOEHNE, EVANSVILLE, INb.

DEPUTY CHAIRMAN OF THE BOARD

D. C. BIGGS, sr. Lows. nio.

WALKER HILL, ST. LOUIS, MO.

C. P MOONEY, MEMPHIS. TENN.

W. Ei PLUNKETT, LITTLE ROCK. ARK.

LE ROY PERCY, GREENVILLE, MISS,

FRANK 0. WATTS, ST. LOUIS. MO

S. A, ZIEGLER, ALBION, ILL.

2-.1 '")

re -1

I took up the matter of increased
rate for fifteen day term rediscounts, or rather
discounts with agreem-nts to repurchase, with

"rxecutive Committee this .orning. The
Comittee unanimously agreed to request the
Federal Des-rve Board to authorize an increase
of 1/2% on the rate for this class of loan as
suggested in your letter.

Very truly yours,

Deputy Governor.
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FEDERAL RESERVE BANK 1., ' '''. ' • ...,;; - .0 , -
OF PHILADELPHIA

July 23, 1918.

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,

Washington, D. C.

My dear Governor Harding:

I have your letter of the 22nd,

X-1080, in reference to the discount rate under

an agreement to repurchase within fifteen days

commercial paper of longer maturities, which

shall have attention at the next meeting of our

Board.

R,

Yours very, uly,

Ae

Governor

OIL')

)4.1
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EX • OFFICIO EMBERS

te

WILLIAM G
SECRET OFJ HV TREASURY

•AIN

JOHN SKE 0 WI IAMS

COMP 01. THE CURSEB

Dear Sir:

FEDERAL RESERVE BOARD

WASHINGTON

-

July 22, 1918.

PAUL MitrgGrir=1.411141LC
FREDERIC A. DELANO
ADOLPH C. MILLER
CHARLES S. HAMLIN

SHER/IAN P. ALLEN. ASST. ETARY

H. PARSER WILLIS, SECRETAI45

Aid FISCAL AGENT:12

ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Some of the Federal Reserve banks continue to discount
under an agreement to repurchase within fifteen days commercial
paper of longer maturities Transactions of this kind are author-
ized by the Board's ruling of November 28, 1917, which was made at
a time when member banks' fifteen day collateral notes were subject
to revenue stamp requirements, even though secured by United States
Government obligations. Although the Board's ruling was made for
the purpose of facilitating transactions in Government bonds and in
Treasury certificates, there is no objection to repurchase trans-
actions in commercial paper, and the Board sees no occasion to
withdraw the ruling referred to, although notes secured by Govern-
ment obligations are now exempt from the stamp tax up to the face
value of the Government securities attached as collateral.

The rate for member banks' fifteen day collateral notes
secured by commercial paper remains at 4;1., except at three banks
where the rates are 41, 4i and 41 % respectively. This short time
rate was left undisturbed at nine of the banks, upon the assumption
that the stamp tax on the fifteen day notes would bring the interest
rate up to about 41%.

It is the view of the Board, however, that wherever Federal
Reserve banks give their member banks the privilege of discounting
longer term paper, under an agreement to repurchase within . fifteen
days, instead of requiring the banks to discount their own notes, the
rate should be 1% higher than that at which collateral notes subject
to stamp tax are taken.

Very truly yours,

Governor.

The Governor,
Federal Reserve Bank,
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TO ALL GOV12NOBS, COPIES TO 1.gents.

Dear Sir:-

Some of the Federal Reserve banks continue to discount under an

agreement to repurchase within fifteen days commercial paper of longer

maturities. Transactions of this kind are authorized by the Board's

ruling of November 28, 1917, which was made at a time when menber banks/

fifteen day collateral notes were subject to revenue stamp requirements,

even though secured by United States Government obligations. Although

the Board's ruling was made for the purpose of facilitating transactions

in Government bonds and in Treasury certificates, there is no objection to

repurchase transactions in commercial paper, and the Board sees no occasion

to withdraw the ruling referred to, although notes secured by Government
Yeeyz-r-

obligations are exempt from the stamp tax up to the face value of the

Government securities attached as collateral
•

The rate for member banks fifteen (by collateral notes secured by

commercial paper remains at 4 except at three banks where the rates are

44, 414- and 4- respectively. This short time rate was left undisturbed

at L6F of the banks, upon the assumption that the stamp tax on

the fifteen day notes wculd bring the interest rate up to about 4.

It is the view of the Board, however, that Wherever Federal Reserve

banks give their member banks the privilege of discounting longer term

paper, agreement to repurchase within fifteen days, instead 4

requiring the banks to discount their awn notes, the rate should be 3-10

higher than that at which collateral notes subject to stanp'ire taken.

Very truly yours,

Governer.
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ROLLA WELLS.

GOVERNOR

W. W. HOXTON,

DEPUTY GOVERNOR

JAMES G. McCONKEY,

COUNSEL AND SECRETARY

OLIN M. ATTEBERY,

CASHIER

R. R. CLABAUGH,

ASSISTANT CASHIER

A. H, HAILL,

ASSISTANT CASHIER

J. W. WHITE,

ASSISTANT CASHIER

J. W. RINKLEFF,

ASSISTANT CASHIER

Dear

w.
FE DE RAIAtf4 SE IiVE BANK

OF

ST.Louis.

"Iarer 3ecrc,,
Federal 'Reserve Board,

73.shin.ton, D. C.

'ii 10, 1:)18.

DIRECTOR

CHAIRMAN 0:01,THIt SO ISO AND

FED! L RVE AI&NT

JOH EitiN E. EVANSVILLE. IND.

TY CHAIRMAN OF THIE SOARD

GGS, ST. LOUIS. MO.

ER HILL, ST. LOUIS MO.

C. P. J. MOONEY, MEMPHIS, TENN.

W. B. PLUNKETT. LI TTLC ROCK. ARK.

LE ROY PERCY. GREENVILLE. MISS,

FRANK 0. WATTS, sr. Lows. HO.

S. A. ZIEGLER, ALBION, ILL.

'5'°a0 do

r

I to ,-1,cknow1edL'e recei-ot of y.:ur frvor of

i Y \ Y.-
the Gth insi., with reference to the elimination of 't-he-sta-mp--

tax in connection with promissory notes secured by bonds or

obliLations of the United states.

Your infltructions have been duly note nu •-:e will be

121eased to conmly with same.

Yours very truly,

4ec, _
'Federal
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A5 A E. RAMSAY, CHAIRMAN

AND FEDERAL RESERVE AGENT

FRED W. FLEMING

DEPUTY CHAIRMAN

C. K.BOARD MAN

ASST.FEDERAL RE:SERVE AGENT

—7(.) 
411411 FEDCRAL RE;ERVE Kat) FILE!

FEDERAL'IRESERVEBANKL
OF

KANSAS CITY

April 9, 1919.

FEDERAL RESERVE BOARD,
Washington,

D. C.

Gentlemen:

Receipt is acknowledged of your

favor of the 6th relative to the passage of

the "War Finance Corporation" Act which was

signed by the President on April 5th, and

advising that it will no longer be necessary

to affix revenue stamps to member banks' col-

lateral notes secured by Liberty Loan bonds

or U. S. Certificates of Indebtedness; also

giving notice of the discontinuance on Form

34 of the now quotation words "BUCK" and

"BOON", and prescribing the manner in which

future borrowings secured by Government obli-

gations should be scheduled.

CKB/W

Very truly yours,

Federal Reerve AgeV.

//

e, ,''' ----•-• 
..

- .)---,
' R. --47 ...z,.s.. ,,, 'i..n• . ,, „,,,,. .•:\ ...7.,

\ '73.c

J_ MILLER, 41..
bOVERNOR

1- QB  

DEP TY GOVERNOR

ARCH W.ANDERSON

SECRETARY CASHIER

C. A.WORTHINGTON

ASSISTANT CASHIER

M. A.THOMPSON

ASSISTANT CASHIER

/
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OF PHILADELPHIA 

F-E'D-LML IIESOVE BOARD 
FILE

-4/4-

Dear Sir:-

FEDERAL, RESERVE BANK

April 8, 1918

We are duly in receipt of your

X
letter of April OtBodvisint; us tliat as a result

of tne passing of the "War Pinance Corporation" Act

it will no longer be necessary to aifix revenue stamps

to member. bank's collateral notes secured by Liberty

Loan bonds or U. S. certificates of indebtedness, and

suggesting tnat the practice of purcnasins Liberty Bonds

and uertificates of Indebtedness under so-called re-

purchase agreements be discontinued aas1 that such oorrbw-

ings by member banisbe made on their own promissory

notes secured by bonds and certificates, and also that

we disregar4paragr‘oh 1 and of letter X:75 of Larch 12

and eliminate,nmecode words as soon as Lae bonds and cer-
,

ti2icates now held under repurchase agreements mature.

Yours tr

(6,

CILLIELIAN

H. Parker Willis, Esq.,
Secretary Federal Reserve Board,

Washington, D. C.
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FEDERAL RESERVE BANK OF RICVi-MOND

OFFICERS

GEORGE J.SEAY. GOVERNOR

CHAS A.PEPLE. DEPUTY GOVERNOR

GEORGE H.KEESEE,CASHIER

C.V.BLACKBURN,ASST CASHIER

THOMAS MARSHALL.JR ASST CASHIER.

FIFTH DISTRICT

cALDWELL HARDY,
CHAIRMAN AND FEDERAL RESERVE AGENT

H.B WILCOX, BALTIMORE,MD.

JAS.F OYSTER,wAsHING-roN, D.C.

JOHN F" BRUTON.wiLsoN,N.c.

EDMUND STRUDWICK, RICHMOND

DI RECTORS

JAMES A.MONCURE,
DEPUTY CHAIRMAN

EDWIN MANN,BLUEFIELO,W.VA.

D R COKER.HARTSVILLE,S.C.

April 8, 1918. //

Dr. H. Parker Willis, Sec'y.,
Federal Reserve Board,

Washington, D. C.

Dear Sir:-

Your favor of the 6th inst. to
hand referring to the removal of the Stamp
Tax on U. b. C's and other notes secured
by United States securities.

We also note your advices that
the practice of purchasin6 Liberty Bonds
and Certificates of Indebtedness under re-
purchase agreements should be discontinued,

but we have never adopted the practice of
=king such purchases.

We also note advices as to reports
on Forms 34 and B. D. 4, and will be governed
accordingly.

Very trul y)ours,

Chairman of the Board.

•

SA,11.4s •
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FEDERAL RESERVE BiyN K OF CHICAGO
79 WEST MON RCA STREET 7+

V

Chicago, April 8, 1918.

Mr. H. Parker Willis, Secretary,

FEDERAL RESERVE BOARD,

Washington, D.C.

Dear Sir:

Of) VIrl CIS r

I am in receipt of your letter of

April sixth, which embodies certain suggestions and recommenda,

tions in connection with the passage of the War Finance Corpora—

tion Act.

Copies of this letter have been placed in

the hands of the various officers of the bank.

Yours trtkly,

H:1.3. Cha
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10;LWG. McADOO

' 1 SECRETARY OF,THE TarAsuRit
CNA/REAR

i .11QMEI ISKELTOOVILUAES,

1 REEPTaosiin oft TEE CaRRRNcY
!t.. 

r 
,.•

I  
,

! 4 i7(
t

,, it la

II

.ICO

Dear Sir:

FEDERAL RESERVE L OAR

WASHINGTON

April 6, 1.18

W. P. S. HARDINS, goyEREolt

'.:::-,E11 w:cAA!"'DEuLARGNI""r""O"
ADOLPH C. MILLER
CHARLES S. HAMLIN

H. PARKER W1LJIS.E,CRETARI
HERMAN P. ijI1EN.A4ST.SECRETAP

AMP FISCAL AGENT

ADDRESS REPLY TO

FEDERAL RESERVE BOARD

) 4) A
ir4 ) oe Prior

The "War Finance Corporation" Act which was signed by
the President on April 5, provides amorg others that no
stamp or tax shall be required or imposed upon a promissory
note secured by bonds or obligations of the United States
issued since April 24, 1917, or secured by the pledge of a
promissory note which :;:tself is secured by the pledge of
such bonds or obligations: Provided, That in either casa
the par value of such bonds or obligations shall equal the
amount of such note.

Carded
6

"V\

In view of the above change in law it will no longer be
necessary to affix revenue stamps to member banks' collateral
notes secured by Liberty Loan bonds or U. S. Certificates of
Indebtedness.

It is suggested, therefore, that the practice of pur-
chasing Liberty Bonds and Certificates of Indebtedness '
so-called repurchase agreements be discontinued and that such
borrowing by member banks be made on their own promissory
notes secured by such bonds and certificates.

Paragraphs 1 and 2 of our letter X-795 of Earch .12 may
also be dAsregarded and the nea code wores on form 34 "BUCK"
and WON'T may be elimjnated as soon as the bonds and cer-
tificate.; nag held unda*.- rnwhIse agreements a'llrop-Cove 'Ylun n
Future borrowings securea byA ar obligations should ba re-
ported on schedules of "Bills discounted—members" - DD 4
and against memorandum items "AJAZVi and. LEIST" on .Rorm 34
as member banks' collateral rates or nustomefs paper secured
by Liberty bends and cert!ficates of indebtedness. Diseounts
of commercial paper taken under repurchaye agreement =PI be
reported as 1,oreto!ore in accordance with tnstructions found
in the last paragraph of ow mlmenvaph letiser X-795 of .1.6.1vch
12.

Federal Reserve Agent,

Very truly yours,

Ser;retary.
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EDW.T.BROWN,

DEPUTYCHAIRMAN OF THE BOARD

J OS . M. SLATTERY,

AssisTANTFEDERALGENT

O JiiAL " BOARD FILE
JOS A . M CORD,

GOVERNOR

J. B.PIKE,
HIER

M.WIELL,
' , ASSISTAN C-ASHIER

FEDERAL RESERVE BANK

Dear Sir:

U.SO
AoRMAN 0 THE BOARD

AFrO FEDE AL RESERVE A.C3C147

,i7

OF ATLANTA.

arch O, 1916

I beg to acknowledge.-receipt of your letter

of Larch 12th , X-795, and f have renuested the bank

W.B.ROPER,
ASSISTANTCA,ITEW......"

W. R . PATTE RSON,
ASSISTANT CASHIER

and also the New Orleans branch to be guided in accord-

ance with instructions contained therein, relative to

re -,)orting purchases of Liberty Bonds and U. Cortifi-

cates of Indebtedness.

Mr Sherman Allen,
Assistant Secretary,
Federal Reserve Board,
Washington, D. C.

Very truily yours,

-
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FEDERAL RESERVE BANK OF MINNEAPOLIS

NINTH DISTRICT

OFFICE OF THE CHAIRMAN

AND FEDERAL RESERVE AGENT

JohINWRICH 

')) I

CHAIRMAN AND FEDERAL RESERVE AGENT

CURTIS L. MOSHER

ASSISTANT FEDERAL RESERVE AGENT

Mr.Sherman Allen,
Asst.Secretary,
Federal Reserve Board,

Washington,D.C.

Dear Mr.Allen:

March 15th

1 9 1 8

I have your circular letter

X 795 of March 12th, and will see that this

matter is given proper attention.

Very tru yours,

.//
eral Reserve Agent.
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Dear Sir:

FEDERAL RESERVE BANK

OF NEW YORK

March 14, 1918.

I wish to acknowledge receipt of your letter

oftlarchlah0C-790xelative to the method of report-

ing purchases of Liberty bonds and certificates of in-

debtedness under agreement to repurchase by the selling

bank, also method of reporting commercial paper redis-

counted under agreement whereby the redisa)unting bank

is to take the paper up within 15 days.

I have referred this matter to our auditing

department, and the report will hereafter be made as re-

quested.

Very truly your

Assistant Federal Reserve Agent,

Honorable Sherman Allen,
Assistant Secretary, Federal Reserve Board,
Washington, D. C.

RMG/LES
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( I, / '-'"1-'7ESET--,A..-)FEDERAL RESERVE BANK RO..:a riLE
1

OF PHILADELPHIA L.__L.--
--,,,-- - e /-

4,_
---,---'larch 13, 1918

00-.)

VETERAL RESERVE BOARD,

Washington, D. C.

Sirs:-

We are duly in rocot of your letter of 'larch 12th

with reference to the oper scheduling of Liberty Loan

Bonds and U. S. Certi 'cotes of Indebtedness taken under

so called 'purchase reement', and also of commercial

paper of se eral 1 turities taken under agreement with

the redisco ntii bank to be taken up within fifteen days.

These matte w1 be reported as requested.

Yours

RLA/R.

,A

CEA IRLIAN

RECEIVED
fl,SSEifi t„

we,
-V
-51cr

-
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"I) FILE

FEDERAL RESERVE BANK OF Rid

OFFICERS

GEORGE J.SEAY.GovEnNoR

CHAS A.PEPLE, DEPUTY GOVERNOR

GEORGE H.KEESEE,cAsHIER

C.V.BLACKBURN,ASST CASHIER

THOMAS MARSHALL,JR ASSTCASHIER,

FIFTH DISTRICT

CALDWELL HARDY,
CHAIRMAN AND FEDERAL RESERVE AGENT

H.B.WILCOX.BALTImoRt,mo.

JAS.F.OYSTER ,WASHINGTON, D.C.

JOHN F.BRUTON,w,soN, N.0

EDMUND STRUDWICK, RICHMOND

DIRECTORS

JAMES A.MONCURE,
DEPUTY CHAIRMAN

EDWIN MANN,BLuEnELo.

D.R COKE14,HARTSvILLE,S

March 13, 1918.

Sherman Allen, Esq., Ass et. Sec e y.,

Federal Reserve Board,,
Washington, D. Cp'

/7

Dear Sir:-

Your favtr of the 12th, X-795,

has been received, and instructions as

to making returhs on the various sched-

ules referred/to will be followed. We

aq already omplying with most of these

ankwill ad(ist the others in conformity

with\your shes.

ery t 1 .57 yours,

Chairnan of the Board.

ii-
4, Y4S

c,

^mom.-
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Ex•OFFicto MEMBERS

WILLIAM G. McADOO

SECRETARY Or THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLEROFTHECURRENCY FEDERAL RESERVE BOARD

G WARE.URS, VICE GOVERNOR
\ATIVE D FlUf•ii

M.

Illik7:7T-r: rj ,t_y„L l't!..6t-ii.._
FREDERIC A. DELANO
ADOLPH C. MILLER

CHARLES S. HAti e3
,

1 

R WILMS...41E4,1mA kit
?...ALLEALOSEST. SECRET ET:

AND FISC.,,InGENT

WASHINGTON

DIVISION OF REPORTS AND STATISTICS

MJ.Altd4 March 12, 1918

Dear Sir:

ADDRESS REPLY TO

grERAL RESERVE BOARD

3 „2

4-),/ ,. „.  ,....,/

Some rt the Federal Reserve banks in rep(rT,-
ing to the Board purchases of Liberty bonds and U. S,
certificates of inflebtedness under so-called repurchase
agreemens (the selling bank obligating Itself to re-
purchase these securities within 1E, days) have been
classing such transactions as 15-day advances upon mem-
bers' collateral notes, instead of purchases of Govern-
ment, securities.

In order to insure uniform treatment of su:h
transactions by all the banks it is requested that the
purchase of such bonds or certificates be reported to
the Board on Schedules of Investments Purchased, Form
S-2, and that these investments be carried on Fom 34
under the follminG, or similar heading: "U. Si_ Bonds,
repurchase agreement", "U. S. Vertificates of Ind6btesi-
ness, repurzhase agreement". and that in the Friday night
telegrams.to tne Bard the bonds so held be desigiated
by code word "BUCK" and certificates of indebtedness so
held by code word "BOON".

It is also requested that commercial parer of
the several maturities when taken by the Federal Reserve.
banks under an agreement with the rediscounting bank that
the paper will be taken up within 15 days, shall be re-
ported on Stlheelules B.D. 4 and that he words "Repurchase
agreement" follow the name of the rediscounting member
bank. This will insure their proper classification by cur l
Statistical Division. At present it is difficult in some .
cases to determine whether the transactions represent
member banks' collateral notes or paper discounted under,
a repurchase agreement.

Very truly yours,

kssistant Secretary.

Mr.
Federal Reserve Agent,

1

'
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EWIN.T.BROWN,

DEPLITYCHAIRHAN. OF THE BOARD

OS . M LATTE RY,
ASSISTANT FEDERAL RESERvE AGENT

•
1.1.130
NIAN OF HE BOARD
D FEDE ...9r,SERvE AGENT

FEDERAL RESERVE,!
OF ATLANTA.

February 28, 1918.

Hon. W. P. G. Harding, Governor,

FEDLHAL RES721V7.7, BOARD,
Washington, D. C.

Dear Governor Harding:

: tA

R Nop
;Kg' • ; L. CASHIER

.W• BE LALS.S151,147 CASHIER
w. RORER. 'ASSISTANT CAS HIER

ATTERSON,ASSISTANT' CASHIER

We telegraphed you_today. s per the

enclosed confirmation, relative to theTreasury Cer-

tificates of Indebtedness. After having/sent the

telegram we found that on /Igyember_3pth/you telegraphed

us and said telegram covers the authority we asked in

the telegram herewith enclosed.

We apologize for this oversight, but as

we have had so many telegr:Tis during the period named,

the matter was overlooked.

Encls

Yours very truly,
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POSTAL TEL fr73RAPH COMMERC' L CABLES
COUNTER Pio

TIME FRIO

PA

CLARENCE hi. MACKAY, PRE,,tbEwr

TELEGRAM
CRUX

The Pa.:tal Te;egraDo-Cable CupanyOrcerporated)transmits and delivers this message subject to the terms and conditions voted an the tack 31 thls t;ank.

, MUM the following- trelegram. subject to the MENU MEAT 11.. 40520
&Draw Eta beak hereof, which are hereby agreed to.

Atlanta, Ga. Feby. 28, 1916.

Hamitic, Governor,
Federal reserve Poaru
7ashington, '.C.

Are ye pernitted take treasury cert5ficzAes Indebtedness und(!r
repurchase arreements naturing fifteen days similar to bonC, transactions?

GoverLor.
collect
official businecs
governrIent rate

3-676
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yceln 40

• l'ELEGRAM

FEDERAL RESERVE E30-
i WASHIINGiTON

UoCord,
Govarnor Fedirza Res)rve ban ,
At1art4, Geor6la.

Your telegram date. Antiwar is ;m5.

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARD
2-7729

;

• 

-

• C ;14 1771

11/ 4, • /44.012. 

3.
Februury 8, 148.

77
—

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



RECEIVICD AT

EVANS BUILDING
1418 NEW YORK AVENUE

WASHINGTON, D. C.
TELEPHONE: MAIN 8600

POSTAL TELT 'RAPH C9MMERCIf CABLES
CLARENCE H MACKAY, PRESIDENT

TELEGIRAM
DELIVER NO.

The Postal Telegraph-Cable Company(Incorporated)transmits and delivers this message sutFect to the terms and conditions printed on the back of this blank.

18-37536

322AgD 245p 27 Coll GVT

DESIGN PATENT Ns. 40529

Q Atlanta ga feb 28-18

Harding Govr Fed ites Board

Washn DC

We are permitted take treasury certificates indebtedneri under

repurchase agreements naturing fifteen days similar to bond transact—

ion

McCord Govr

•

6--
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Form 40 LEaRAM

FEDERAL RESERVE
WASH I N GTO N

Ramsey.
roderAl Eetgervo

City. 0.

/

O
OARD

F.bst7 1, 119'318.

Tour ire of .,T:sturami 5:-tv Viroto 7o COrroCt t Winking th•it ti-ao and

rol•Urete otti2C1hW )Q11. 406, Can 71:.t (46 C01.1. ;tort)). for

orl 3eaqrve

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARD
2 — —7721
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Form 1201

iorOF SERVICE

y Message 

ay Letter

Night Message

SYMBOL

Blue

Nits

Night Letter NI

If none of these three symbols
appears after the check number of
words) this is a day message. Other-
wise its character is indicated by the
symbol appearing after the check.

wEetEWESTERN UNWN utfekt
TEL AM

NEWCOMB CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

CLASS OF SERVICE SYMBOL

Day Message

Day Letter Blue

Night Message Nite

Night Letter N L

If none of these three symbols
appears after the check (number of
words) this is a day message. Other-
wise its character is indicated by the
symbol appearing after the cheek.

RECEIVED AT

293KS UZ 97 GOVT
MT KANSAS CITY MO 540PJAN 31

FEDERAL RESERVE BOARD

WASHINGTONAM 

 
,

;

I AUTHORIZED TO RECEIVE-13

AS COLLATORAL FOR FEDERAL RESERVE NOTES WHEN TENDERED EN THE

FEDERAL RESERVE BANK OF KANSASCITY CONTRACTS EXECUTED BY MEMBER

BANKS TO REPURCHASE LIBERTY BONDS Au0 CERTIFICATES OF INDEBTEDNESS

OR IN OTHER WORDS CAN SALE AND REPURCHASE AGREEMENTS BE REGARDED AS

ELIGIBLE PAPER AND SHOULD FEDERAL RESERVE NOTES BE ISSUED AGAINST

THEM PERIOD OUR BANK HAS MADE NO ADVANCES TO MEMBERS ON SUCH

A3REEMENTS BEING UNDER THE IMPRESSION THAT THEY COULD

NOT CE USED AS COLLATERAL FOR FEDERAL RESERVE NOTES PERIOD

YOUR PROMPT RESPONSE WILL BE APPRECIATED RAMSAY CHAIRMAN 650Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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meats for longer ,?eriods. 13_ard has been asked to permit Federal Reserve

# TELEGRAM

FEDERAL RESERVE BOARD
WAS

January 26, 1918.

Governor Federal Reserve Bank,
Minneapolis, Minn,

Your letter seventeenth. S ale and repurchase agreement suggested by

Board was intended to avoid use of revenue stamps on short loans maturing

within fifteen days. Lau does not ::rovide for banks borrowing longer than

;fifteen days and Board doubts its power to authorize sale J.nd repurchase Igres-

/I 

1

banks to rediscount member banks ninety day notes secured oy government bonds

but has been unable to find any iota' valthority or thin. 1-1vou if your

suggestion vero proved batko statamertc would soon shov lazes amount of

gJvernment bonds owned and it would not be advi[,able to have stateionts show

amounts carried moor repurchase aureement separated fram banks on holdings.

Statement showing large aunt of government bonds held icould create bad

imiwession. Litogether Board dams it inexpedient at this time to authorize

transactions under FICXY2COMMOVIXIIVW111X repurchase and sale agreements for

longer than fifteea dws.

H arding.

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARDDigitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis
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Zani.,..2,24 1318.

re <*)
F I D 

T
L f.e. R — 0 A .12

"LIOR,A2TAT„:;

Harding

\*.

At a meeting of the F
ederal Reorv oar. on

Jan. 25  , the follovri-nq -.Latter

(az Chairman) C
oalitte on

wa3 referred to yeu(as 
zerZter,

(as

for reply:

The attaciled letter of
 Govertior Wold, Jan.

17,/nd other correspond
ence,

_
relative to sale and

re-purchase agreement a
t Minneapolis.

ainer

Please return this -.r.er- orandun. ,.,rith copy of

document:3 resulting fr
om action taken) if any,

rate

Docuitin

SigLature

6.•
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Federal Reserve Board,

17ashington, January 24, 1S18.

Memorandum for the Board:
in re Sale of Bonds at
Minneapolis under Agree-
ment to re-purchase. 

\
Governor Woldts question raises some points which we should

not overlook:

First: the sale and repurchase agreement suggested by us

was devised to help the banks over the difficulty created by the

20 stamp, which on very short loans made quite a difference in

the interest rate. On loans running beyond fifteen days, how-

ever, the stamp does not cut BO much of a figure. The law

provides that banks may borrow on their fifteen day notes se-

cured by Government bonds,and if we permitted purchase and resale

agreements in excess of fifteen days we would, as a matter of fact,

get beyond what our fifteen day note contemplated. There is quite

a demand for our granting permission to Reserve banks to redis-

count member banks' ninety days notes secured by Government bonds,

but we have not been able to do this under any legal construction.

It could be done, of course, under purchase and resale agreement,

but we should be quite clear about what we would be doing in

that case. Personally, I am opposed to it because we would then

soon show a very large item in "Government bonds owned" by the

Federal Reserve Banks and it would be impracticable in our state-

ments to keep these bonds owned under repurchase agreement apart

Digitized for FRASER 
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from the banks' own holdings.

make a bad impression.
•

(2)

Such large holdings would

Moreover, I think Federal Reserve

Banks are, as it stands now,

carrying of Government bonds,

that we should avoid being di

than is absolutely necessary.

bein:_; used very freely for the

and my personal impression is

'awn any deeper into the matter

Respectfully submitted:

To the
Federal Reserve Board.

I

( /PI • )° :7P1/;_--.11//1
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FEDERAL RESERVE BOARD

WAS
MC. ELLIOTT

COUNSEL

'JAN
11

6...)

22, 1913.

My dear governor:

/
In the accompanying letterl(n.. rola, Governor, Feder-

al Reserve Bank of Minneapolis, makes the su7zestion that where banks,
in order to obtain temporary accommodation, sell Government Bonds to
Federal reserve banks under agreement to re-purchase, it would prove
4 convenience if the date of re-purchase could be fixed at 30 or 60
days, instead of at 15 days under the present .plan.

From u purely technical standpoint this could, no doubt,
be done legally. I, um taking the liberty of suggesting, however, that

(r( 

a sale under an aa.reement of re-purchase is not a desirable form of
banking transaction under ordinary circumstances. It was permitted
in the present case in order to allow banks to obtain accommodation
for 15 days without incurring expense incident to discount of renewal
15 day notes, which is imposed on such banks by the recent Revenue
Act. It is assumed that the practice will be discontinued if the
Revenue Act is amended. The Board should, therefore, consider the
question of policy involved and determine whether such a ruling would
not establish an undesirable precedent.

Respectfully,

Honorable Ti. P. G. Harding,
Governor, Federal Reserve Board.

Counsel.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



•

FEDERAL RESERVE BANK OF MINNEAPOLIS

OFFICERS
THEODORE WOLD,GOYE PNop
R.A.YOUNG,ASST.TO THE GOVERNOR

S. S.COOK,cAsHiE R

FRANK C. DUN LOF,, ASST.CASHIER

GRAY WARREN, ASST. CASH I E R

HOWARD HALL,AuBlyop

NINTH DISTRICT

DIRECTORS
JOHN H.RICH,CHAIRMAN JOHN W. BLAOK,HOUGHTON,MICH.

mINNEAPOLIS,MiNN. E.VV.IDECKER,Nt INNEAPOLi 5, MINN.W.H.LIGHTNER,DEpuTy CHAIRMAN
ST PAUL,MiNN L.B. HANNA, FARGO, N. DAKOTA. 

J.C.BASSETT,ABERDEEN,S. DAKOTA F. P. H IXO N, LACROSSE WISCONSIN
F. R. BIGELOW, sT. PAUL,MINNEGOTA N.B.HOLTER, HE LENA,MONTANA

CURTIS L.MOSHER,Assy.FEBERAL RESERVE AGENT

January 17,1918.

Bon. 77. P. G. Harding, Governor,
Federal Reserve Board,
7ashington,D.C.

Dear Governor Harding:

Enclosed herewith find a copy of a Purchase and Re-Sale

Agreement, which we are using with member banks desiring to use funds
for fifteen days on Government securities. A fifteen day period,

however, is so short when taking into consideration the distance
some of these borrowing banks are located from this office, that we
are wondering whether your Board has any objection to our lengthening
that time to thirt- or sixty days, in case the bank desires to use
the funds for that period.

Please wire me your conclusions, and oblige,

TV-C

Yours very truly,

Governor
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URCHASE AND RE-SALE AGREEMENT, UNITED STATES

BONDS AND CERTIFICATES OF INDEBTEDNESS
TO BE EXECUTED BY MEMBER BANKS IN CONNECTION WITH
SHORT TIME ADVANCES FOR PERIODS NOT EXCEEDING 15 DAYS

FEDERAL RESERVE BANK OF MINNEAPOLIS,
MINNEAPOLIS, MINN.

DEAR SIRS:

We hand you herewith United States Government Bonds and Certificates of Indebtedness listed

below, aggregating face value $  , all payable to bearer

or, if registered, properly endorsed for transfer. We hereby sell said bonds and certificates to you for the
sum of $  , less your current discount on bills secured
by such bonds and certificates, for   days. We agree to purchase back said
bonds and certificates on the day of , 19 
for the sum of $ 

In the event you purchase said bonds and certificates, you are hereby authorized and directed to pass
the proceeds thereof to our credit with your bank; and upon the day of
 , 19  you are hereby authorized to charge our account with said
sum of $  . and return said bonds and certificates to us.

Dated  1918.

Respectfully,

of 

By 
Cashier.

SCHEDULE OF UNITED STATES GOVERNMENT BONDS AND (OR) CERTIFICATES OF
INDEBTEDNESS OFFERED UNDER THE PURCHASE AND RE-SALE

AGREEMENT EXECUTED ABOVE.

U. S. BONDS OR CERTIFICATES MATURITY AMOUNT
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FEL,FEDERAL RESERVE BANK i

OF CLEVELAND
..p...„
.4,-,..%.....-....------- 
t , , _

%-11-1 i Vi ',. is
G014-Af0'"?'

„..;- 1,!.
January , 1911"

Hon. W. P. G. Harding, Governor,
Federal Reserve Board,

Washington, D. C.

Ly dear Governor Harding:

The amount of certificates of indebtedness we
have taken from member banks under re-purchase agreement,
in lieu of their short time collateral notes, amounts to
approximately $37,000,000 tonight, and if this amount in-
creases materially within the next few days we may be
obliged to discontinue this practice, for the reason that
there will not be sufficient eligible paper in our files
to hypothecate with the Federal Reserve Agent against out-
standing Federal Reserve Notes.

It is to be hoped, therefore, in view of the
Board's interpretation of the law as stated in your letter
of December 31, that the Revenue Bill will be promptly
amended so as to exempt from the stamp tax collateral notes

.of member banks discounted at the Federal Reserve Bank.
Otherwise we will not be able to continua the accommodation
to our member banks except with collateral note duly stamped.

F-W-MM.

Very truly your

Governor.
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Ur. E. 3. Fanaaor,
Governor Federal Reserve Bank,

Glaveland, Ohio.

I acknow1,3dge eceipt your lett,re of
tho 28th i%stat ralating to the certificates of
i:Alebtednese which your banks have purchased from mambers
upon agrements for sale and repurchase. Your suggstion
that your bank be permitted in case of need to utilize
these repurchase agreements as collateral tor Federal
Reserve notes was submitted to the Board 1,t, the meeting
this mruing, but it feels tiu-A the law does not permit
suce use of these agreements. Consequently, If you ohould
need additional notes, it woull be hec3ssary ior you to
tare collateral notes from acme of the member banics, with
the certi:i'icates as securit;,...

The Board hcpes that a.. t9 congress
reconvenes, the revenue law will be =ended 30 as to
exempt collateral notes from member banks discounted
b, Federal eserve banks from the stamp tax.
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FEDERAL RESERVE BANK

OF CLEVELAND

7ece:Aber n, 1917

Yederal Reserve Board,

'qashington, D. C.

Gentlemen:-

During the current week this bank reached
the peak in the accomnodation afforded to member banks,
the aggregate of discounts and advances being a little
above ;*,85,000,000. Of the accmnlodations to member
banks, the amount of advances upon agreements for sale
and re-purchase of Certificates of Indebtedness of the
United States aggregated '!'34,000,000. I enclose a
copy of the form of this agreement with the accompany-
ing blank schedule.

There is, perhaps, some question, under
strict inte6TiTiTan cirthe-Ac.t.,whether „these agree-
merits are eligible as collateral-security fOr Federal
Reserve Notes, out, in view of the fact that they are
definite obligations of the member bank, and are taken
by the Federal Reserve Bank in lieu of and as substi-
tute for collateral notes for advances authorized under
Section 13 of the Federal Reserve Act, which collateral
notes are so eligible, it seems to us that a liberal.
view might well be taken of the conditions, and since/
the obligations are short-lived, their acceptance as
collateral for note issues authorized.

/
)

It is conceivable that a situation might ,
well arise where this bank would be unduly hampered in
the matter of available collateral for additional note
issues by reason of an increased amount of these re-
purchase agreements, provided they should not be accept-
able. For instance, now, with -1')50,000,000. of eligible
paper pledged with the Agent, and say 5.5,000,000. of
gold collateral in his hands, without making use of any
part of the t33,000,000. of these re-purchase agreements,
it is difficult for this bank to make necessary substitu-
tions for paper now pledged with the Agent, and to pledge
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Federal Reserve Board, Washington. December 28.

additional paper in exchange for gold, in order to equal-
ize the reserves se desired by the Federal Reserve Board.
The work of our Discount Departnent has been so extreme-
ly burdensome during the past month that these adjust-
ments and substitutions have really been hardships, and
it is impossible to nick out and schedule the smaller
nieces of paper.

Accordingly, until this stress of condition
is relieved, which we think will not last longer than
shortly after the fifteenth of January, in order to con-
form to the Board's request for equalization of gold re-
serves against net deposit liability and note issues,
your authorization to utilize these re-purchase agree-
ments as collateral for Federal Reserve notes is respect-
fully requested.

Very tru ours,

Encl.

Governor.
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AGREEMENT FOR SALE AND RE-PURCHASE OF CERTIFICATES OF

INDEBTEDNESS OF THE UNITED STATES OF AMERICA.

PLACE DATE

To the Federal Reserve Bank of Cleveland:

We hereby offer to sell to you Certificates of Indebtedness of the

United States of America, listed on the attached schedule submitted here-

with, of an aggregate par value of

 Dollars,

at par less discount at To for  days.

Upon your acceptance of this offer, you will forthwith credit the

purchase price to our account with you, and thereupon we shall be

irrevocably bound to re-purchase said certificates from you, at par,

  days after the date on which you credit our account

with the proceeds of said sale to you. In the event we fail so to do, you

are hereby authorized, at the close of business on the day on which we

agree to re-purchase said certificates, to charge our account with the

par value thereof, and return said certificates to us at our expense.

Bank

—Place
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SCHEDULE OF CERTIFICATES OF INDEBTEDNESS OF THE UNITED STATES

' OF AMERICA DELIVERED TO FEDERAL RESERVE BANK OF CLEVELAND

UNDER SALE AND RE-PURCHASE AGREEMENT DATED

CERTIFICATE

NUMBER
RATE DATE OF ISSUE MATURITY AMOUNT
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FEDERAL RESERVE BANK OF CHICAGO
/ 

V _Sy?)79 WEST MON ROE STREET T 
OFFICERS DIRECTORS

JAM ES B. MCDOUGAL GOVERNOR

C. R. MCKAY DEPUTY GOVERNOR

W.F. MCLALLEN SECRETARY

B.G. MCCLOUD CASHIER

S. B. CRAM ER ASST. CASH I ER

W.A. HEATH W. F. MC. LALLEN
CHAIRMAN AND FEDERAL RESERVE AGENT DEPUTY FEDERAL RESERVE AGENT

J.W. BLODGETT GRAND RAPIDS. MICH. E.L.JOHNSON WATERLOO. IOWA
J. B. FORGAN CHICAGO. ILLINOIS E .T. MEREDITH DES MOINES. IOWA
M.B. HUTCH ISON cyrrumwA IOWA G.M. REYNOLDS CH ICAG0.1 LLI NOIS

A. H.VOGE L MILWAUKEE.WISCONSIN

ecember

'LI-. Paul ,rarburL;, lice-Governor,

Federal ,eserve .)eard,

uashinLton,

Liy dear Yr. Warburg: 

(///
On recei)t of your lqt.ser, of the 21st instant,

expressing approval of our form as submitted for use in

the garchase and re-sale of United- ..;tates bonus and C.erti-

ficates of Indebtedness, ;:e released the same to our 1.el!iber

banks. iO further Use will pe made of the form oriLinally

prepared and concernine which objections were )ointed out

in your letter of Decell2ber- th-4 addressed to Er. Heath.

Very truly yours,

K.
J. .
Governor.
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W. Chas. J. Rhoads,
Governor tederal Reserve Bank,

Philadelphia, Penna.

acknowledge receipt of your letter

of the 213t instnt enolosing Ora-of rediscount

and repurchase agreement, which I have submitted

to counsel viiko concurs with me in the view that
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Deoember 21, 1C17.

Dear Governor McDougal:

I have your lett,ar of December nineteenth, enclos-

ing form of agreement that you propose to print for uae

in case of purchase of and re-sale of United Statea

bonds and certificates of indebtednes.

I had this looked over by counGel, and I ait inform-

ed that they have no sug7e8tiona to make. It ap,;:ears

to b,a in i400d shape.

Very truly yours,

J. B. McDougal, Eaq.,
Governor, Federal Reserve Bank,
Chicago, Illinois.
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FEDERAL RESERVE BANK OF PHILADELPHIA
408 CHESTNUT STREET

CHARLES J. RHOADS
GOVERNOR

EDVV IN S. STUART
DEPUTY GOVERNOR

FRANK M. HARDT
DEPUTY GOVERNOR AND CASHIER

THOMAS GAMON. JR.
ASSISTANT CASHIER

C. A. MCILHENNY
ASSISTANT CASHIER

Dear Sir:

RICHARD L. AUSTIN
CHAIRMAN OF THE BOARD AND

FEDERAL RESERVE AGENT

HENRY B. THOMPSON
DEPUTY CHAIRMAN OF THE BOARD

ARTHUR E. POST
ASSISTANT FEDERAL RESERVE AGENT

December 21, 1917.

Referring to your letter of December ls.1

and December 6th relating to agreements covering

the rediscount and repurchase of eligible commer-

cial paper, I beg to submit the enclosed form for

approval, which is based on a Richmond form, but

slightly modified in accordance with the views of

our counsel.

Trusting that it will be found satis-

factory, I remain,

Yours truly

Governor.

HOP. W. P. G. HARDING,

Governor, Federal Reserve Board,

Washington, D.C.

CJR-H

enc.
DEC

_
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We hereby offer for rediscount the bills and

notes listed in the forecoin application, with the

unaerstanding that we agree on or before 

  to pay you the face value of said

bills and notes,and that you agree to accept such

payment and thereupon return the said notes to us.

If such payment is not made before

  you are hereby authorized and in-

structed to charge to our account on said date the

face value of said bills and notes,nd to hold said

bills and notes for collection for our account,subject

to our order.

(bignature ofauthorized officer)
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FEDERAL RESERVE BANK OF CHICAGO

79 WEST MON ROE STREET

OFFICERS DIRECTORS

JAM ES B. MCDOUGAL GOVERNOR

C. R. MCKAY DEPUTY GOVERNOR

W. F. M LALLEN SECRETARY

B.G. MCCLOUD CASHIER

S. B. CRAM ER ASST. CASHIER

W.A. HEATH W. F. MC LALLEN
CHAIRMAN AND FEDERAL RESERVE AGENT DEPUTY FEDERAL RESERVE AGENT

J. W. BLODGETT GRAND RAPIDS, MICH. E. L. JO H NSON WATERLOO. IOWA

J. B. FOR GAN CHICAGO. ILLINOIS E.T. MEREDITH DES MOINES.10WA

M.S. HUTCHISON OTTUMWA.10WA G. M. REYNOLDS CHICAGO,ILLINOIS

A. H.VOGEL MILWAUKEE,WISCONSIN

December 19, 1917.

—r. Paul L. Warburg, Vice-Governor,
Federal deserve Board,

tiashington, D. G.

Idy dear Lir. Warburg:

At the meeting of our Executive Committee held
yesterday, consideration was given to t)rour letter of December
13th 1addressed to Lir. Heath, in which attention is called to
the form application which we recently put out, intended for
short time advances against commercial oaper of longer maturi-
ties, and also against Government Bonis and Certificates of
Indebtedness.

Noting your suggestion that we confine the use of
this form to the matter of the discount of notes, drafts and.
bills of exchange and that we prepare a separate form for
gurchase and re-sale to be used in connection with Government
securities, we have had prepared by our counsel for the latter
purpose a form, coy of which is aopended hereto. Before
havini, the sane printed we should be pleased to have approval
of the suggested form by your Board, upon receipt of which
the same will be iii.mediately put into use to supplant the one
concerning which the iuestion has been raised.

Very truly .yours,

K.
_24Yic1osure.
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(JRCHASE AND RE-SA1E Gi1.2.1a.:.E1TT, UNITED STATES BONDS AND CERTIFICATES
OF INDEBTEDNESS, to be exeauted by member banks in connection with
short time advances for periods not exceeding 15 days.

Federal Reserve Bank of Chicago,
Chicago,
Illinois.

Gentlemen:

We hand you herewith United States Government Bonds and

Certificates of Indebtedness listed on the annexed schedule aggregat-

ing face value of y  all payable to bearer or,

if registered, properly endorsed for transfer. We hereby propose

to sell said bonds and certificates to you for the sum of ie 

less your current discount on bills secured by such bonds and certifi-

cates, for   days, PROVIDED, you will re-sell said bonds

and certificates to us on the  day of  ,19 ,

for the sum of v , for which sum we obligate ourselves to

re-purchase the same on said date.

In the event you accept our proposition herewith made to

purchase said bonds and certificates, you are hereby authorized and

directed to pass the proceeds thereof to our credit with your bank;

and upon the  day of  , 19 , you are here-

by authorized to charge our account with said sum of   and

return said bonds and certificates to us.

Your acceptance of said bonds and certificates shall con-

stitute your binding agreement to comply with the terms hereof.

Respectfully,

Bank

(Draw lines through
titles not used) By 

CASHIER 2RESIDENT VICE PRESIDENT
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Form 40 TEL EG:9 M

E R A L. R R V E
TON

Wellborn,
Federal Reserve Agent,
Atlanta, Georgia.

,) 

43 / 
0 ,,

4°.-/

BOARD  FiLoci4iL 
..„,11'4.)

r•'"
Decaliber 18, 1917.

Bonds purohased from member banks under repurchase agreement

camot be used as collateral for F-eaeral Resirvis notes. Should

YOU h_Lve need for notes against such security, y:)u would be

ouliged to insist on collateral fifteen day note from the member

ban.a. concerned.

HABDE;G.
OFFICIAL BUSINESS

GOVERNMENT RATES
CHARGE FEDERAL RESERVE BOARD

2-7729
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FEDERAL RESERVE)BANK OF CH

OFFICERS

JAMES B. MCDOUGAL GOVERNOR

C. R. MCKAY DEPUTY GOVERNOR

MCLALLEN SECRETARY

B.G. MCCLOUD CASHIER

S. B. CRAM ER ASST. CASHIER

79 WEST MON ROE STREET

DIRECTORS

W.A. HEATH
CHAIRMAN AND FEDERAL RESERVE AGENT

J.W. BLODGETT GRAND RAPIDS, MICH.

J. B. FOR GAN CHICAGO, I LLINOIS

M.B. H UTCH !SON OTTUMWA,10WA

W. F. MC LALLEN
DEPUTY FEDERAL RESERVE AGENT

E.L.JOHNSON WATERLOO, IOWA

E .T. MEREDITH DES MOINES.10WA
G.M. REYNOLDS CH ICAG0.1 LLINOIS

A. H.VOG EL MI LWAUKEE.WISCONSIN

D-Jcember 17, 1917.

Mr. Paul M. Warburg, Vice Governor,

FEDERAL RESERVE BOARD,

4ashington, D.C.

Dear Mr. Warburg;

I am in receipt of your letter of

the thirteenth instant, which refers to application

form issue y our bank for discounts of fifteen

days or less.

The comments and suggestions embodied

In your letter will have our attention.

truly,
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XECtJTIVE FOL.

„

December 13, 1917.

Dear Mr. Heath:

The Board received a copy of the awlication for41

issued by your bank for disoounts of fifteen days or

less of commercial paper of longer maturities which

wa3 000ai Y tle going into effect of the war

stamp tax.

In that circular your bank says:

"The ....Bank of ....hereby makes application for
the discountl ofor days, of notes, drafts,
bill 3 of exchange and United States Government
bonds or Certificates of Indebtedness aggregat-
ing listed below. You are hereby author-
ized to charge each and every item thereof to
our account at the expiration of ... days. We
reserve the ti,3ht from tire to time to subFyti-
tute for any of said items other items satisfac-
tory to you."

I want to dravr yor attention to the fot that your

-oT.r.1 has no power to diseount United. States Government

bonds or certifioatee of indebtedness and, purchases of

these Government bonds and certificates of indebtedness

could hardly be clasAfied under discounts but would

come under "Government securities". I suggest, therefore,

that you change the form in use so as to include only

the discount of notes, drafts vid bills of exchange, and

that for dealings in Government bonds and certificates

you use a different form. In that case it is a purchase
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with a repurchase agreement on the part of the seller.

Very truly yours,

Vice—Governor.
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FEDERAL RESERVE BOARD

WASHINGTON

Dear Mr. Warburg:

•

December 12, 1917.

I have considered the attached circular issued by
the 20deral Reserve Bank of Chicago in reference to the dis-
count, for fifteen days or less, of commercial paper of longer
maturities.

The circular appears to be in proper form except for
the fact that the wording of the first sentence of the appli-
cation is technically incorrect. 11 Federal reserve bank can ac-
quire promissory notes only under the provisions of Section 13,
that is, by the process of rediscount. It can acquire Govern-
ment obligations only under the provisions of Section 14, that
is, by purchase. To make application for the "discount for
  days of notes, drafts, bills of exchange, and United
States Government bonds" cannot, therefore, technically speak-
ing, be correct, because if the word "discount" is intended to
mean "rediscount" so as to apply to promissory notes, it cannot
apply to Government bonds. On the other hand, if the word "dis-
count" is intended to mean "purchase" it cannot properly be
applied to promissory notes. It is suggested, therefore, that
in order to avoid any ambiguity and possible complications in
the future the application should be reworded as follows so as
to eliminate Government obligations:

"The  Bank of  
hereby makes application for the rediscount for  
days of the notes, drafts, and bills of exchange, aggregat-
ing  e;  Dalars, listed below," etc.

The Richmond Bank is the only other bank which has for-
warded to the Board a copy of its circular on this subject. Its
circular applies only to eligible paler and not to Government
obligations and appears to be in proper form.

Hon. P. M. Tarburg,
Vice Governor.

/6 &ad tw,*
4dIfi 76,
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,PPLICATIONtrR DISCOUNT, FOR 15 D OR LESS,
OF LLS OF LONGER 

MATURI

INSTRUCTIONS (READ CAREFULLY)

1.—Commercial and Industrial Notes must mature within ninety days from the date offered. Agricultural and
Live Stock paper must mature within six months from the date offered. All paper submitted must have a
definite maturity; therefore demand notes are not eligible.

2.—Opposite each name under character indicate whether note represents loan to depositor, is purchased paper,
or paper rediscounted for another bank. Abbreviate Depositor (D), Purchased Paper (P), Paper Redis-
counted (R).

3.—If the amount of the obligations of a borrower offered for rediscount is equal to or in excess of ten per cent of
your paid-in capital, and in any event if the amount is in excess of $5,000, financial statements should be available.

4.—Notes, drafts or bills of exchange offered for rediscount should be endorsed by member bank in the following
form: FIRST NATIONAL BANK OF BLANKVILLE, ILLINOIS.

Proper execution of this form is the only requirement
necessary in offering paper except we reserve the
privilege of asking for additional information or for
copies of financial statements where they are on file.

To the FEDERAL RESERVE BANK
of Chicago

The  Bank of 
;hereby makes application for the discount, for  days, of notes, drafts, bills of exchange and

ji United States Government bonds or Certificates of Indebtedness aggregating $  , listed below.
m You are hereby authorized to charge each and every item thereof to our account at the expiration of 

days. We reserve the right from time to time to substitute for any of said items other items satisfactory
to you.

By 
President

or
Cashier.

 191 

MAKER ADDRESS BUSINESS Estimated
Net Worth Maturity

Character Have you I
see.instruc- Statement

non 2 on File?
Amount

Total, $ 
I certify that, to the best of my knowledge and belief, the notes, drafts or bills of exchange listed in the fore-

going schedule, were made for commercial, industrial, agricultural or live stock purposes and are eligible for redis-
count with the Federal Reserve Bank.

The liability of this bank at the present time for borrowed money, exclusive of the above offering, is as follows:

Rediscounts, $ Bills Payable, $ Certificates of Deposit issued for money borrowed, $ 

B. D. 24 5M 12-8-17 No. 2916
 Cashier.
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Ex•OrFicio MEMBE

WILLIAM G. McADOO
SECRETARY OF THE

CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY

Dear Sir:

FEDERAL RESERVE B ARD

WASHINGTON 3,
De cembe-rt,

W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR

/ ,0*REtERIC A. DELANO
- . ADOLPH C. MILLER

$) 

i- CHARLES S. HAMLIN

1...i-\t_ ii.E`,.=.42y:„ ,.. PARKER WILLIS. SEkRETARY
SHERMAN P. ALLEN, ASST. SECRETARY

AND FISCAL AGENT

ADORKAS REPLY TO

FEDRI4AL RESERVE BOARD

On November .38, 1917, the Federal Reserve Board for-

warded to you the following telegram:

"Board has been advised that promissory notes of meMber
banks are subject to stamp tax Stop Legislation necessary .
to obtain exemption Stop Elis-ible commercial paper, how-
ever, may be rediscounted by member banks with Federal
serve Banks without any additional stamps Stop If 7-ederal
Reserve Banks desire to do so they may resell such paper with
custamaryrebate of unearned discount.

HARDING, Governor."

In view of the fact that the stamp tax imposed by the

War Revenue Act has been held to apply to the prcmissory notes of

member banks on which short time advances are made by Federal Re-

serve Banks under the provisions of Section 13 of the Federal Re-

serve Act, and in view of the fact that this tax practically pro-

hibits this form cf short term borrowings by member banks at a

time when such borrowings are most necessary as an incident to the

successful loal.n operations of the aoverhment every proper effort

will be made to secure an amendment effecting the requisite exemptif

Pending consi,,eratic;n of such an amendment by Con:„,ress,

member banks aay properly obtain short tiae advances from Feien:.:

Reserve Banks, by rediscounting eligible oomaercial paper, of

longer maturities, under an agreement by which the reserve bank

will resell and the member bank repurchase on whatever date Lay be

2,4 ( A-71-
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agreed upon by both parties. The unearned discount may be rebated in

the usual manner.

It is sucested by the Board, however, that, in order, to ex-

pedite these rediscount operations and to simplify the bookkeein:L; inci-

dent to such operations so that they will be practicable during the rvsh

and pressure of the banks' activities j.n connection with the payment of

the next insallment of the Liberty Loan subscriptions, Federal Rese:ve

Banks may adjust the rebate of discount in advance. That is, instead of

deducting interest for the full period of the note or bill when taking

the credit in favor of the member banks, the reserve lank nay ehare

interest only for I period covered by the agl.eetien, that is, irc,m

the :late 3i ::eilsont to t'he late of renurchase. Or the reserve bank

may, if it LLesiros, crcit the Member bank with the full amount of the

paper rediscounted at the time of Lakin: the rejiF,court and at the :,ate

of repurchase charge the rember bank with that amount plus the amount

of discount earned up to the date of repurchaso.

It should also be understood that the Federal Reserve Banks

Lay further aid the situation by purchasing, either fiam =amber or non-,—

member banks, notes or bonds of the Ullited States under similar agree-_

cents of resale.

Respectfully,

Federal Reserve Agent,

Governor.
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FEDERAL RESERVE BANK OF RI

OFFICERS

GEORGE J.SEAY.GovERNoR

CHAS A.PEPLE,oEpury GOVERNOR

GEORGE H.KEESEE.cAsHIER

C.V.BLACKBURN,ASST CASHIER

THOMAS MARSHALL,JR ASST CASHIER

FIFTH DISTRICT

CALDWELL HARDY,
CHAIRMAN AND FEDERAL RESERVE AGENT

H.B.WILOO X, BALTIMORE, M 0.

JAS.F.OYSTER,wAsHINGrroN,D c.

JOHN F.BRUTON,w1LsoN,N.c.

EDMUND STRUDWICK, RICHMOND

Hon. W. P. G. Harding, Governor,

Federal Reserve Board,

Washington, D. C.

My dear Governor Harding:-

DIRECTORS

JAMES A.MONCURE.
DEPUTY FEDERAL RESF_RVE AGENT

EDWIN MAN N,BLUEFIELD,W.VA.

D.R CORER, HARTSVILLE.S.C.

December 1, 1917.

717

DEC i917

G-cpi 
0551C

I am writing t3 acknowledge your telegram relating

to the Stamp Tax on Promissory Notes and defining he conditions 
under which we

can purchase notes of any maturity under agreement to re-sell the notes to

member banks.

The understanding conveyed to me over the 'phone that we can accept

these notes from member banks in a lump sum, and handle and report them in

a lump sum to the Board will meet the emergency fully, and render it
 possible

for us to grant relief to the member banks, whereas I do not think it 
would

be possible if we had to handle the notes one by one, put them up
 withthe agent

and take them down, and report to the Board in detail.

I am sure the member banks will appreciate this very highly.

Yours v r"
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FEDERAL RESERVE SYSTEM

KansasCity Dec 1 3102

Jashinton

(LEASED WIRE SERVICE)

RECEIVED AT WASHINGTON, D. C..

Federal Land Bank of Omaha desires to sell us eleven aud one half

dollarsiLiberty Ilend- under repurchase agreement. Please wire

whether Board would consider a transaction of this nature with Federal

Land Bank or any one other than a member bank as authorized under

Federal -.„eserve act. so, please advise how such bonds should be

carried on our records and reports to Federal eserve Board. Understand

similar repurchase agreements have been reported by other banks as

bonds owned. All appreciate early reply
t '1(

OA° .te 1.3„.1
t , e.

\*2-
443iM

4.4

.Or
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FEDERAL RESERVE BOARD
WAS H I NGTON

Noveleber 3•) 1917:

PLEASE SEND FOLLOWING TLIEGRAll

TO TRIPPSIMWatiirilatii, tirt THE F.ZERAL R EF.VE BANKS Ors

Boston, Mass.

New York, N. Y.

Philadelphia, Penna.

Cleveland, Ohio

Richmond, Va.

Atlanta, Ca.

Chicago, Ill.

St. Louis, Mo.

Minneapolis, Minn.

Kansas City, MO;

Dallas, Texas

San Francisco, California.

Ana to the branch Federal Rthiorve Bum", lam Orleans, Louisiana.

Promissory notes of member banks are subject to stamp taxes December first

stop Efforts will be made to have Congress exempt them, but pending action and

until further notice Board suggests that member banks obtain short time advances

from Federal Reserve banks by rediscounting eligible commoroial.paper of longer

maturities, under repurchase agreement by member bank on whatever date may be

agreed upon stop Federal Reserve banks may adjust rebate of discount in advance

so instead of deducting interest for full period of note when making credit in

favor of member bark, Reserve bank may charge interest only for the period

covered by the agreement, that is, from date of discount to date of repurchase;

or Reserve bank may credit member bank with full amount of raper rediscounted at

time transaction is made, and on date of repurchase charge member bank with that

amount plus amount of discount earned up to date of repurchase. Reserve banks

may purchase from member banks United States bonds and Treasury certificates subtect

to repurchase agreement by member bank on given date.

Harding.

OFFICIAL BUSINESS

GOVERNMENT RATES
CHARGE FEDERAL RESERVE BOARDDigitized for FRASER 
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FEDERAL RESERVE BANK OF RICHMOND
FIFTH DISTRICT

OFFICERS DIRECTORS

GEORGE J. SEAT. GOVERNOR

CHAS A, PEPLE MICE GOVERNOR

GEORGE H.KEESEE.CASHIER

CALDWELL HARDY,
CHAIRMAN AND FEDERAL RESERVE AGENT

H B.WILCOX BALTI MORE . 14 D

JAS.F. OYSTER.WASHINGTON D C.

JOHN F. BRUTON ,WILSON N C

EDMUND STRUOWICK,RicumoNo

Hon V. P G. I _ • Harding, Governor,

Federal Reserve Board,

Washington, D. C.

Dear Governor Harding:

JAMES A MONCURE .
DEPUTY FEDERAL RESERVE AGENT

EDWIN MANN.en..ucFIELo.w vA

F. H.GOUVERNEUR .WILMINGTON, N.C.
D R.COKER.HARTsviLLE,s C.

November 28th, 1917.

r
We to-day received your talegram suggesting that in order to

meet the needs of member banks for a few days at a time as a substitute

for discounting U.B.C. notes, we might take the bills receivable and sell

them back to them -- in effect allow them a rebate of interest.

We were discussing that very point when your telegram arrived.

That plan would involve handling bills receivable submitted to us one by

one and putting them through our records, and would involve a rebate on

each individual note when sold back to them, which entails much more work

than the original discount 48414. This would be a very burdensome arrange-

ment. We should have to furnish the Board with all the details of these

transactions, which would burden your statistical department as well as

ourselves.

NO\I (30 'IV

"GoveRsoll's ofFice

Is it possible for us to discount -- say -- $250,000. of paper,

or whatever the paper presented might amount to for five days, say. You

know that we handle bill of lading drafts, which take an indefinite time

for collection and charge for the time required to collect the drafts.

We would receive therefore from a member bank $500,000. worth

of paper, all of which we would list regularly on our discount sheets and

report to the Board if required in detail, but the entire amount of bills
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would be discounted say -- for five days, and according to the records

would have a five days' maturity. This would require no selling back to

the bank or rebating. Or we could discount the aggregate amount of all the

bins offered in one lump sum with the five days' maturity.

Can the above suggestion be legally carried out, and would the

Board approve it?

vernor.
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FEDERAL RESERVE BANK
OF DALLAS

November 28, 1917.
VLF.RAMSEY,

FEDERAL RESERVE AGENT

MBMEWSOME,

DEPUTY FEDERAL RESERVE AGENT

CHARLES C. HALL,

ASS T TO FEDERAL RESERVE AGENT

1,7.r • VI. P • G. Harding, ;over-nor,

Federal Reserve Board,

Washington, D. C.

My dear lovernor:

I am this moment in receipt of your tele;sram of this
•wW,g

date "th reference to tax on member bank collatg9;_up

the fact t:hat the bank may resell notes discounted with customary

rebate of unearned discount.

The imposition of this ,1;overnment tax on direct notes

will, undoubtedly, stop the practice of member banks securing

credit on their direct obligations. However, this will not, I

think, very seriously interfere with the useful service we

are rendering them. These notes are now rapidly running off

with the movement of cotton, which is continuing, and there

will not be much occa:ion for their further use.

Yours v ery truly,

/

Federal Reserve Reserve Agent.

e: 
.-4* •

471 ID/

gti
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JOHN PERRIN
CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE AGENT

4111

FEDERAL RESERVE BANK //

OF SAN FRANCISCO C
DEC - 1917

November 28, 1917.

The Honorable W. P. G. Harding,

Governor, Federal Reserve Board,

Washington, D. 0.

dear Governor:-

I have your telegram of this

date/regarding stamp taxes.

JP:FX
Cif-31V

Yours very truly,

17. r

7). r-)
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Form 40 a

TELEGRAM

FEDERAL RESERVE 130
WASHINGTON

ARD

NovemJer 28, 1917.

SEND TiE FOLLONING TO THE FEDERAL RESERVE AGENTS AT FEDERLI

RESERVE BANKS OF:

Boston, Mass. .Chicago

New York St. Louis

Philadlphia Minneapolis

Cleveland Kansas City

Richmond Dallas

Atlanta 
)

Board has been advised that promissory notes of member bang* are

subject to stamp tax Stop Legislation necessary to obtain exemption

Stop Eligible commercial paper, however, may be rediscounted by

member banks with Federal Reserve banks wit:Mit any additional 
stamps

Stop If Federal Reserve barks desire to do so they may resell s
uch

paper with customary rebate of unoarned discount.

HARDING

Governor.

OFFICIAL BUSINESS
GOVERNMENT RATES

CHARGE FEDERAL RESERVE BOARDDigitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




