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LCear Mr. licCord,

Rofersnce is made to your letter of Deg. 2nd,. ./
relative to forms for aseigmmonte of United States bonds,

The matter was taken up with the Divisior of

Loars and Currency, ard for your information, m lgtisr. received

today from that Divieion is gquoted telow: // ) %?
| 2\ 1& ]!

"In reply to your letter of the 5th
inst., in which yofl inouire whether certain formme
of power of attormey for the assigrment of United
States regietered btonds submitted to you by the
Federal Reeerve Bank of Atlarta, Ceorgia, will be
eatiefactory to this office, you are advised that the
changes which have been indicated on the forms whigh
accompanied your }Jetter aprear: to be eimply those
which would make the power conferred special and limie
ted in the manner indigated in the directions nrinted
on the forms, and it would seem therefore that they
would prove acceptable to thie offioe.

I¢ must be understood, however, that
the Demrimert camnot undertake to pase in advance of
its submiesion uyor the eufficiency of any instrument
submitted to it in support of an assigrment of United
States bonds. The right must be reserved to give con~
sideration to each instrument ir connestion with the
case which it accompanies.”

Very truly yours,

Assistant Seoretary.
Ure Jo A lloCord. GO'ONOT.
Federal Reesrve Bank,
Atlanta, Ga,
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/

TREASURY DEPARTMENT =572

et
-~
OFFICE OF THE SECRETARY
DIVISION OF LOANS AND CURRENCY WASHINGTON December 18, 1918,
IN REPLY PLEASBEKE QUOTE ‘ ) -
CHG

Mr. L. C. Adelson, Ass't Secretary,
Federal Reserve Board,
Washington, D, C,

Sir:

In reply to your letter of the 5th instant/&n which you in-
quire whether certain forms of power ol &tY67HeY Tor the assignment of
United States registered bonds submitted to you by the Federal Reserve
Bank of Atlanta, Georgia, will be satisfactory to this office, you are
advised that the changes which have been indicated on the forms which
accompaniedyour letter appear to be simply those which would make the
power conferred special and limited in the manner indicated in the di-
roections printed on the forms, and it would seem therefore that they
would prove acceptable to thias office,

It must be understood, however, that the Department cannot
undertake to pass in advance of its submission upon the sufficiency of
any instrument submitted to it in support of an assignment of United
States bonds. The right must be reserved to give consideration to each
instrument in connection with the case which it accompanies, /

The forms which accompanied "your letter are herewith returned
to you,

Respect fully,

Chief, Di¥ision of Loans and Currency.

Incs,

Buoulved ©

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




Reproduced from the Unclassified / Declassified Holdings of the National Archives

TREASURY DEPARTMENT,
SUBTREASURY SERVICE.
Form 2407.

Ed. 500—F. C., Feb, 2-18.

RESOLUTION FOR ASSIGNMENT OF UNITED STATES BONDS.

We Certify, That at a Special Meeting of the Board of

________________________________________________________________________________ of .
heldat .. .. on the . dayof . . .
191 ,at . o’clocke . .. M., the following resolution was adopted
and is now in full foree, viz:

Resolved, That.. . .. ___ - . e
be,and .. - . hergby quthorized and empowered to sell and assig‘n%?:"-_

4(,...;;.47 2. S‘C Mz*.:u_d, ?w/

{United Staﬁ%s’ ,/kégfstéi;éd ;"Bfinﬂs@‘ reégiétered ﬁonﬂs of/éng/def’c'ﬂpi;ign vhich are
transferable on the books of the Treasury Department now standing,f/ f )ﬁk‘bc}t‘
/éﬁ%‘hersaft?? ?tapj in the name of ThIS ..
and to appoint one or more attorneys for that purpose; and we certify that notice
was duly given personally to all members of the said Board of ..

4 et eeemmmn e en of the said time and place of said meeting, and of the object thereof,
Jor more than . .. days prior thereto, and in time to enable all to attend
satd meetling; and that at such meeting so held a quorum of-all the members

of said Board was present and voted for the adoption of said resolution.

\" T Signature .
| SEAL ‘
SHOULD Title ... .
ALWAYS BE
lIMPRESSED. Signature ... e
TitLe o

* N..B.——To.make.this. authority general and permanens; write after the word a.ssxgn anifor alk.
To make this autharity special or specifie, write-aftor the word assign the amount sird deecription of the bends.to be assigned.
In the former cage the anthority remains in force until revoked, and covers all present or futurerassignments; in the-latter; it ceases
and terminates with the transaction.specified. . o
DA form (No. 2406} for resolutions. adopted at regular-mesetings will ‘be furnished- upen applieation:to the Treasury
Depaztment, ) ) 2—8246
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TREASURY DEPARTMENT,
SUBTREASURY SERVICE.

Form 2406.
Ed. 1,000—F. C., Feb. 2-18.
RESOLUTION FOR ASSIGNMENT OF UNITED STATES BONDS,

At a regular meeting of the Board of of the

held , 191 , it was, on motion

Resolved, That

be,and . .. hereby authorized gnd empowered to sell and assign™@#1e-
éﬂ PR —y 24 .5 &M%Zi«- ' )

G

are transferable on the books of the Treasury Department now standing,

ﬁ/l{hﬁeﬁ'ﬁ//ﬁ in the name of this .

and to appoint one or more attorneys for that purpose.

I certify that the above is a true copy from the minutes.

SEAL
SHOULD
ALWAYS

BE - T
IMPRESSED.

bonds to be as%ned

Rnts; in the la:, r, it
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_TREASURY DEPARTMENT,
SUBTREASURY SERVICE,
Form 1781.~Ed. 10,000—Mar. 6-18.

POWER TO SELL AND ASSIGN UNITED STATES BONDS.

88 To be acknowledged by the constituent before the Treasurer of the United States, or an Assistant Treasurer, a United
States Judge, United States District Attorney, Clerk of a United States Court, Collector of Customs, Collector of Internal
Revenue, President, Vice President, or Cashier of a National Bank, or a President, Secretary, or Treasurer of a trust company
located in the District of Columbia. If in a foreign country, before a United States Minister, Consul, or a Notary Public. In
all cases the officer must add his official designation, residence, and seal (if he has one). If the acknowledgment is taken in a
Jorergn country before a notary public, his official character must be attested by a United States Minister or Consul.

To make this authority general and permanent, write after the word assign, any or all.

To make this authority special or specific, write after the word assign the amount, name of Loan, and date of the Act under
which issued. In the former case, the authority remains in force until revoked, and covers all present or future assignments;
in the latter, it ceases and terminates with the transaction specified.

-

my attorney to sell and assign_t’_‘fé: _________________________

___________________________________________

@mt‘p{ Sﬁteszegtf;rﬁ Ms, / re/ t?é’ b,{ds an/ dg‘lp“ now standing, /!/fc%np{/ !;f t"
/t}fﬂ) in my name on the books of the Treasury Department,@ﬂc‘ ”W ﬁ,‘ /o ,r}, granling

to said attorney full power to appoint one or more substitutes for the purpose herein expressed: hereby ratifying

and confirming all that may be lawfully done by virtue hereof.

Witness my hand and seal, this ... day of s 191

S [sEAL.]

Executed in the presenceof .. -

of oo - ,intheStateof ...

25250 e e oo [sEAL]
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December 5, 1918.

P e

The Georetary of the Treasury,
ashington, De O
There 1s enclosed copy of lettexr meccived from

the Federal Reserve Bank of itlanta, with referemse to

———

forma of assirnments for United States Bonds.

blease advise if the forms as amended In odopies
attashed will be satistactory to your offloe.

Very truly yours,

ssalstant Jecretary.

Lnclogures
Jcry of letter
Coples of formas.

A-H
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Deosmber 5, 1918,

Dear Mre. MoGord:
Your letter of December seoond, f:in re

forms for assignments of United Stetes Bonds, has been

received.

1 am submitting the matter to the
Jesretary of the Treasury, and will advise you as soon

as roply is received,

Yery truly yours,

Assistant Secretary.

Bre Jo Ao lheord,
Governor, Pederal Reserve Bank,

Atlanta, Georgia.

A-H
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JOS, A, MCCORD,

EDW. T. BROWN, S M. B, WELLBORN, GOVERNOR

DEPUTY CHAIRMAN OF CHAIRMAN OF THE BOARD

THE BOARD AND FEDERAL RESERVE AGENT <. B. PIKE.

CASHIER
M. W, BELL,
ASSISTANT CASHIER
W. B. ROPER,

FEDERAL RESERVE BANK | Zreso

JOS, M, SLATTERY,

ASS'T FEDERAL RESERVE
AGENT

- WARD ALBERTSON, ASBISTANT CASHIER
GENERAL AUDITOR R. A. SIMSs,
OF ATLANTA . ASSISTANT CASHIER

’d"““\ ‘ o, ‘e,
i Yol

December 2, 1918

Mr. J. A. Broderick, Secretary,
Federal Reserve Board,
Washington, D.C.

Dear M¥. Brodericki-

We have received from the Treasury
Department three forms of assignments for the United States
Bonds. In the endeavor to have a form which will bs ac~
ceptable boyh to the Banks in this Distrdict and the Treasury
Department, the forms used by the Treasury Department, of
which we enclose three samples, for Corporations, Corpora~
tions and Individuals are so general that we bellieve some
objections will be raised by the member Banks, chiefly
because it covers not only the Bonds which may be deposited
as collateral to their loans, but also on Bonds that may
be in the hands of any depaytment in trust or awaiting
shipment, <Therefore, for the protection of not only
ourselves, but of the member Banks it is deemed advisable
to have, if acceptable to the Secretary of the Treasury,
a form of assignment covering specifically the United
States Registered Bonds which the Banks may deposit with
us as collateral security to a note.

If you will kindly submit the three
samples enclosed herewith to the Secretary of the Treasury
for his consideration and write us his decision in the
matter we will appreciate 1it.

Yours ve truly,

Y 7N

a/G. Governor.
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K‘{' \J\

ERAL RESERVE BANK! /

J.Z.MILLER,JR

GOVERNOF
J.L.CROSS

DEPUTY GOVERNO#
ARCH W_ANDERSON 4

KANSAS CITY DEPUTY CHAIRMAN

C.K.BOARDMAN
ASST.FEDERAL RESERVE AGENT

OoOF /:;E%BM'
NG
,,w

/“7’54«3

- Nov. 6, 1918,

Mr. J. 4. Broderick, Secretary,
Federal Reserve Board,

Washington, D. C.

Dear lr. Broderick:- //
Your lgﬁperwgfm§9y§mp§rw2dwié acknowledged and
appreciated.

Your suggestion that we bring the matter of reso-

lution for assignment of United States Bonds, and power of

———n

attorney in connection therewith, to the attention of our

counsel will be followed.
The comment of Judge Elliott, which you report,
is observed with interest. Should we conclude an unofficial
ruling of the Board on the subject to be desirable, we wili
avail ourselves of your invitationto submit the matter.
With personal regards,

Respectfully,

Secretary-Cashier.

- &\M)Vm(}

¥
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Hovember 2, 1918, " e

My doar 1. inderioa | VQ 1 6 7% (1€
It was with mch regret I learned
of your illness, and I am very hapoy to know you hawve
fully reagwered and are bask at your desk.
With referemse to. the resclution for
assignmgnt of United States Bonds, may I suggest that
you bring this matter to the atteuntion of your Counsel
and have him rule thereon. I have spoken to Judpe Liiliots,
and he believes thers are many points invoived which will
require & oonsiderable amount of study. However, 1i you
think the matter is oune which will pall for anm unofficial
ruling of the Board, please advise me.

With best wishes, I am,

Very ‘W/;%WMK

Jeorotary.

ir. Ae Ve Anderson,
Jjecre tary~Cashier,fsderal Heserve Bank,
Kansns Clty, Lissourl.
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FEDERAL RESERVE BANK

J. Z.MILLER,JR ASA E.RAMSAY, CHAIRMAN
GOVERNOR o F AND FEDERAL RESERVE AGENT
J-L.CROSYS FRED W.FLEMING
DEPUTY GOVERNOR KA Y ' DEPUTY CHAIRMAN
ARCH W.ANDERSON NSAS CIT C. K. BOARDMAN

SECRETARY CASHIER

C.A.WORTHINGTON
ASSISTANT CASHIER

M.A.THOMPSON ff 3 .
October 28, 1918. ,w..33

Mr. J. A. Broderick, Secretary,
Pederal Reserve Board,
Washington, D. C.

ASST.FEDERAL RESERVE AGENT

Dear Mr. Broderick:-

This morning I am at my desk for the first time in
two weeks, having been detained at home by an attack of in-
fluenza.

/ It is with interest I observe your letter.of .Qetober
14th, (in response to my suggestions of the 8th, 'touching a
method of hypothecating registered Bonds under power-of-attorney
to the Governor of this Bank to sell and assign, which power

was believed to be ample protection to this Bank, and might be
invoked if necessary.

Qur views on the subject matter have been in line
with your own, and.- we have made it a practice to discourage
the lodging with us of registered Bonds as collateral. My
letter to you was prompted, as stated in the first paragraph
thereof, by the present policy of the Treasury Department en-
couraging applications, on the part of banks, for registered
Bonds, and the consequent necessity for us to provide a means
to make advances thereagainst.

Ve are especially pleased at the interest you have
manifested and the comment you have made, and shall hope to
have some further advice from you after you have conferred with
Judge Blliott on the point of an official or unofficial ruling
from your office in this connection.

With kind regards,

Resnectfully,

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

October 21, 1918.

demorandum for Mr. Broderick:

Unless we are called upon for amn
official opinion on this matter I prefer
not to pass on the attached form as it
will be necessary to look into the law
on this subject.

Sincerely

sel.

Digitized for FRASER
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EX-OFFICIO MEMBERS

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY

CHAIRMAN
JOHN SKELTON WILLIAMS
Co! LER OF THE €

W. P. 6. HARDING. Govannor
vice

ADOLPH C. MILLER
CHARLES S. HAMLIN

J. A, BRODERICK, SECREYARY

L. C. ADELSON, ASSISTANT SECRETARY
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT

FEDERAL RESERVE BOARD

WASHINGTON
October 14, 1918.

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

GE ELLIOTT:

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis

Dear Judge:

AL

Referring to the attached letter-from
capsme IS

ir. Anderson, will you please advise if it would.
be well to approve the use of the form of "resolution
for assigmment of United States Bonds" with the modi-
fication suggested in .. Andersca's lettert In the
conversation with vou the other day, vou indicated that
if this form or ome similar to it wes used, in your

opinion it would be advisable to chanze the phraseology.

it/

vecretary.

Very truly yours,

Letter attached.

i e e
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Ootodber 14, 1918, |

Dear lr. Anderson:

. Referring to your lettor ef ths
M,fl losing copy of "resolution for
assignment of United 3tates Bonds, I wish to say that
1 have shown your lotter to lir. Broughton, and he has
indioated that the use of blanket power was desiradle
fy¥om a wraotical danking standpoint. Forsonally, I
believe thore are so many questions involved that, as
a gencral rale, the hypothecation of registered bonds
ghould be discourageds Your idea, if jegal, is & good
onoe, It will simplify the present method of handling
the matter. Ths question will be discuesed with Judge
Elliott and I will advise you if an offiolal or unoffioial
ruling will de mde by this office. Before adonting any
plan I think it would be woll for you to submit the matter
t0 your counsel ian order that you may be assured that the
rishts of your banic are fully proteoted.

Yory truly yours,

Jecretary.

My, As W, an.
Seoretary- Cashier,
Fedoral Reserve Bank,
Kensas Oity, illssouri.

e

3
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FEDERAL RESERVE BANK

GOVERNOR OF AND FEDERAL RESERVE AGENT

J.L.CROSS f FRED W.FLEMING
DEPUTY GOVERNOR KA DEPUTY CHAIRMAN
ARCH W.ANDERSON NSAS CITY C.K.BOARDMAN

SECRETARY-CASHIER ASST.FEDERAL RESERVE AGENT

C.A.WORTHINGTON
ASSISTANT CASHIER

M.A. THOMPSON
ASSISTANT CASHIER

Qet. 8, 1918.

Mr. J. A. Broderick, Secretary,
Federal Reserve Board,
Washington, D. C.

Dear Mr. Broderick:-

In view of the policy of the Treasury Department to encourage
applications for registered Bonds, and our anticipation of offerings
of these securities in larger quantity to us as collateral, we should be
much pleased to have your advice as to the method of procedure outlined
herein:

You will find enclosed form 2406 of the Treasury Department,
being a resolution for assignment of United States Bonds, which resolu-
tion we have required of member banks placing Bonds with us as collateral,
in addition to the formal assignment on the Bonds themselves. This necess-
itates, in every case, a re-assignment and a transfer on the records of
the Treasury Department, and occasions the member bank a considerable amount
of inconvenience.

In view of the style of the form enclosed herewith, it is our
disposition to have resolution so drawn as to authorize J. Z. Miller, Jr.,
Governor of this Bank, under power-of-attorney, to 'sell and assign." Umler
this plan, we feel that we could accept registered Bonds unassigned, accom=-
panied by a certified copy of the resolution under seal, which certified
copy we could file with the Yreasury Department in the event it was necess-
ary for Mr, Miller to exercise his power-of-attorney and make assignment
to the Federal Reserve Bank of Kansas City. It is our understanding that
this power-of-attorney,as already provided for in the resolution, does not
necessarily have to be given to an officer of the assigning bank. ’

: If we may inquire further, we would appreciate your advice as to
hether we might accept a certified copy of & blanket resolution, providing
for general and permanent authority to "assign any or all"” from any one
" bank, and, under this blanket authority, make exchanges and accept from time
to time Bonds of varying description as collateral without special and formal
assignment thereon. In this connection, your attention is respectfully di-
rected to the asterisks referring to note "N. B" on the form enclosed.

We have not addressed the Treasury Department in fhis connection,
assuming that you will confer with the proper officials thereof, if you deem
it necessary. .

The suggestion here outlined would relieve the hypothecating of
United States registered Bonds of cumbersome details, and the ‘‘reasury De-
partment of numerous requests for transfers and re-issues, and we believe
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§#2=-Mr, J. A. Brode:ick, Secratary,

at the same time would afford the Federal Heserve Bank ample protection.

Your adviee on this point at your early convenience will be
appreciated.

Respectfully,

Enc-1

Digitized for FRASER
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TREASURY DEPARTMENT,
SUBTREASURY SERVICE
FORM 2406

RESOLUTION FOR ASSIGNMENT OF UNITED STATES BONDS.

United States Registered Bonds now standing, or which may hereafter stand, in the
name of this . . , and to appoint one or more attorneys
for that pufpose.

I certify that the above is a true copy from the minutes.

(SEAL)

*N. B.—To make this authority general and permanent, write after the word “‘assign’ any or all. To make this authori-
ty special or specific, write after the word “assign” the amount and description of the bonds to be assigned. In the former case
the authority remains in force until revoked, and covers all present or future assignments; in the latter it ceases and terminates
with the transaction specified.

This resolution should be certified by some officer of the iastitution other than the one empowered to assign the bonds.

It is recommended that resolutions be adopted only at regular meetings. When passed at a special meeting the certifi-
cate must be signed by two officers.

DlgmzeMWM N MMMM

1

http: //fraser stlouisfed.org/ ;

Federal Raserve Bapk of St Louis 7' h
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OFFICE OF THE SECRETARY

DIVISION OF LOANS AND CURRENCY WASHINGTON ‘ —’:’M

July 12, 1918.

FIL=®
Secretary, JU1 o
Federal Reserve Board, 151818
Washington, D. C, Foucryy Buavocyy

With your memorandum of the ,}Q'el;az..;lmmaf&.}sthiﬂ
oifice be%% to acknowledge receipt of a certified
copy of a resolution issued by the Board of Directaors
of the Federal Reserve Bank of Kansas City on the
27th of June, 1918, authorizing C. A. Worthington,
Agsistant Cashier, to sell and assign bonds for the
said Federal Reserve Bank. The resolution has been
approved and filed.

Respectfully,

Y,
I Dt
Chief, Yivision of Loans & Currency.

Digitized for FRASER
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July 10, 1918,

Memorandum fer Mr. ¥William S, Broughtont

In acoordance with your mezorandum of July 5.104-
iressed to Hom, M. C. Elliott.JI ;ﬁ.;;§£a;itting the at-
tachea resclution for assignuent of United Btates bonde
sent tc the Board by the Federal Reserve Bank of Kan-
sas City, and regquest that asame be pleoced or. file in

your offisce,

Secretary.

Digitized for FRASER
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FEDERAL RESERVE BOARD

OFFICE OF COUNSEL

July 10, 1918,

sussEcT:  Resolution of the Board of Directors of the Federal Reserve
Bank of Kansas City, authorizing C. A. Worthington,
Assistant Cashier,to sell and assign U, S. Registered
Bonds.

MEMORANDUM FOR DR, WILLIS:

Please note that the accompanying resolution
meets the requirements of the Treasury Department; also the sug-
gestion of Mr. Broughton that this resolution should be filed
with hie office, I recommend that this be done.

Very truly yours,

éounael.

Digitized for FRASER
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July 5, 1918,

My dear Judge Elliott:

The resolution of the Board of Directors
of the Federal Reserve Bank of Kansas City, submi tted
with your memorandum of the 3rd,instant;;is in proper
form. Permit me to suggest that said resolution

should be filed with this office,

Sincerely yours,

/
{

/%/QZ/W

(Gl i e S
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SUBJECT:

FEDERAL RESERVE BOARD \52

OFFICE OF COUNSEL

July 3, 1918.

Iy dear lr. Broughton: )

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

Please note the attached resolution of
the Poard of Directors of the Federal Reserve RPank of Kansas
City authorizing C. i, Worthington, ‘fssistant Cashier, or
his his attorney, to sell and assign bonds belonging t§ the

bank.
I will be glad if you will let me know

if this in proper form: If not, just what form you usually
require.

Very sirncerely,
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272. R
ly 2, 1918

ERVE I OART
L ORATDUL

s L)

July 2,1918

At a mesting of the Federal Ressrve Toari on

, the following matter
(as-Shztraan;y-Committee-on~
was referred to you(es-memberg——=—-~—=doma—-d

(as Counsel of Federal Reserve Bvard
R ' for assignment of U,S.Bonds

s%%g&% %gn byo Se%?'oigarye of Board of Directors,
¥§¥sggngi§¥iation as to correctness of form.

Ene. Secretary
JAH

Please return this wemorandum with copy of
documents resuliing from action taken, if any,
Lats _ .

Sy v

Documents

Sizuat UL B i SO 122 o e Ao
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: FEDERAL KESERVE
“ZASHTHGTON .

Jay L2, 1918,

, ;
Letter, liay 16,-from Jovernor Lynch of San
Francisco, re purchase of old sovernment
bonds by the 3un Prancisco bank.

Secretary.

CHATRMAN [ VERNOR

L
MR, HAVLIN [T :
5@;{;&w¢&uu¢é&

~ COMPTROLLER

v

MR. MILLER . SECRETARY ~ COUNSEL

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

OF SAN FRANCISCO

JAMES K.LYNCH, GOVERNOR

Ky dear Governor Harding:

~Referring to my letter to you under date of

i R N S st .

May 16th, yegarding the purchase from the German Savings

& Loan Society of $1,000,000 United States Bonds 48 of
1925, these bonds have been delivered to the Federsal
Resgserve Bank of San Francisco and not to the Federal
Reserve Bank of New York, as stated.

Yowrs very trdly,

y 4

Governor.

The Hon W P G Harding

Governor, Federsl Reserve Board
Washington D C - .

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

OPF-,CE!
OF SAN FRANCISCO 3 3‘/} !

JAMES K.LYNCH, GOVERNOR May 16th 1918
—l&’nﬁ-m Mm«
‘) ,mf .
My dear Governor Harding:

We have bought under purchase and sale agreement from
the German Savings & Loan Society of San Francisco, $1,000,000 United States
Government "0ld Issue" Bonds 4% of 1925. The bonds have been delivered to the
Federal Reserve Bank in New York to be held for account of this Bank, and we have
issued our cheque in payment.

If not redeemed within 90 days, the bonds are to be sold for
account of the German Savings & Loan Society at the best market rates. Should they
not realize par, the German Savings & Loan Society is to make good the difference.
In the meantime, interest at the rate of 4% per annum is to be paid to this Bank.

The reason for entering into this transaction requires some ex-
planation. Aes you are no doubt aware, the German Savings & Loan Society is the lead-
ing savings bank of San Francisco, and has a very large clientage, in fact, something
over 27,000 depositors. The bank has been prudently managed and is recognized as
one of the soundest institutions in this City. Its business, however, has been built
around the name "German,"” this being manifest by the sub-title which they have used,
"The German Bank." They have made application to the courts to have the name changed
to the San Francisco Savings & Loan Soclety, and they are sémewhat afraid of the re-
sult on the minds of their depositors, so they have taken the precaution of having
this extra million dollars cash available, no matter what may happen.

The Bank has cooperated splendidly in the sale of the Liberty Loan
and circularized all their depositors, having sold 1,750,000 of the bonds. They
obtained the largest number of subscribers to the Third Liberty Loan of any bank
in this City, about 11,000. Mr George Tourny, the Manager, informed me recently
that they would have larger withdrawals on account of the bond payments than for
either of the preceding loans. '

They wish to come into the Federal Reserve system, and will undoubted-
ly do so as soon as the legislature (meeting in Jamary 1919) has passed the necessary
amendment to the California Bank Act enabling State banks to Join the system without
additional penalty in the way of vault reserves.

We feel that this is a situation which fully Justified our aid, but
do not regard it as a precedent, as there is no possibility that anything like it
will arise in this City.

Youz; very truly,

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

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

WASHINGTON
OFFICE OF THE GOVERNOR

Dear Mr. Warburg:- /

I have had a talk with Mr, Leffingwell,
who tells me that he does not feel that he
e¢an purchase the bonds which are held or which
were oversubscribed for by the Federal Reserve
banks,

Sincerely yours,

Hon, Pe M. Warburg,
Federal Heserve Board.

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

Now York:

Philadelphia

Cleveland

LIBERTY BONDS CWNED BY FEDERAL RESERVE BANKS.

Actually own $80,000 337 bonds and
. 64450 second 4s

Held at slose of business April 29th
$15,000 second 4s

30,050 3i%s

Also hold 241,700 3%%s for redemption of
rarticipation certificates of this bank,

First isme $100.00
Secord 4s  798,000.00

Richmond

Atlanta

Chicago:

St. Louis

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

$1,966,900. first 5te
60,000, converted 4s
314,555, Second 48
$42, 400, first 33s
38,4200, Second 4s
Actua']ly owns
$16,650. First loan
240,050. Second
(New Orleans Bramch)
1,700, Second "
Actually owns
$63,050, Second "

Owns none of first issue, tut there was an overag\e
in first bond account which now amounts to

§305,100.

Owns no Liberty bonds of any issue.
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Minneapolis:

Kansas City:

Dallas:

San Francisco:

Fyv®

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

Owns one $50, bond, on which payments are being made
by employes.

Total holdings $20,600. first issus

Holds $700, first loan amd
2,200, second

purcha.sed for account of employes and has takem
their subscriptions for $13,000 third loan which
the bank will purchase,

On account of duplications and adjustments
in allotments bank holds in suspense account for
Treasury first loam bonds aggregating $369,900 abvd
$36,950. second loan, which amounts are mot takem on
bank's books, the bank feeling that Treasamry should
make adjustment, thus relieving it of items and
close suspense account.

Owns First issue $50.00
1st converted 4s 16,250,00
and 400,00

Also has purchased, for purpose of delivering to
them when payment is completed, bonds of delinquent
subscribers as follows:

First $55,200,

Second 10,450,
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At a meeting of the Federal Reser ¢ gozrd on

—Nedneaday, May 1, 1918 the folleving matter

{as Chairman, Cona;lttee on
was refsrred tao youlas wewbsr, "

(as  governors

The matter of ownership of bonds by Federal Reserve
banke, data having been obtained by inguiry
from the benks themselves by telegraph. It
was agreed that the Governer bring the data
to the attention of Assistant Seoretary of
the Treasury lLeffingwell and disocuss the

| matter with him.

({;urn this merorandum with copy of
docwmentslresulting from action taken, 1f any,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Lrensury Department 5 3 3/

TELEGRAM RECEIVED
Arrnd 01918

108%ULT 32 Collect Govt
GOVERNOR'S OFFICE

| CB Boston lass 340PL Apl 30 18
Fard ing
Federal heserve Board ..: Washington
We actually cwn eighty thousand liverty lcan three and
one half percent and sixty four hundrad fifty second liberty
loan fours
Fgderal Reserve Bank of Boston

355p

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

C' 78S OF SERVICE

. elegram
Day Letter Blue
Night Message Nite
Night Letter NL

If none of these three symbols
appears after the check (number of
words) this is a telegram. Othor-
wiseits character is indicated by the
symbo! appearing after the check.

TEL

NEWCOMB CARLTON, PRESIDENT

Form 1201

CLASS OF SERVICE

SYMBOL

Telegram

Day Letter

Blue

Night Message

Nite ~

Night Letter

NL

If none of these three symbols
appears after the check (number of
words) this is a telegram. Other-
wiseits character is indicated by the

GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT | symbol appearing after the check.

RECEIVED AT WYATT BUILDING, COR. 14TH AND F STS., WASHINGTON, D. C. Aywars o
J3SONYOV 42 GOVERNMENT

HARDING RESERVE BOARD

WE HOLD CLOSE OF BUSINESS

£
(S RVA

q,‘q

S

;v:r.\‘l,‘l 18
Q NEWYORK NY 522P APL 30 1918Govenmon~s OFFICE

WAS%INGTON DC
ENJOYMENT LIBERTY LOAN BONDS AS

FOLLOWS DANDLER SECOND FOURS DARWIN ADEGA DROUGHT WE ALSO HOLD
"DESXKLOCK DEBONAIR BULLETIN DROUGHT FOR REDEMPTION OF PARTICIPATION

CERTIFICATES OF THIS

BANK

FCDERAL RESERVE BANK QOF NEWYORK

547TP
we hold close of business ~pril £9th dioeru, ~oun Fonds as follows 415,000
;241,700 Sw for redemption of participu-

second fours
tion certificutes ol this bank.

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis

$00,050 Sﬁ

Je also

hold .
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[CL...o OF SERVICE | SYMBOL
Day Message

CLASS OF SERVICE | SYi30L
Cay Ricssap

Day Letter Blus | Day Lcttor Blua |
Night Message Nita Night Message Nite
_Night Letter NL Night Letter NL

1 if none of these three symbols
.30 ars after the check (number of
-ords)this isaday message. Othor-

If none of these three symbols
appears after the check (number of
words)this isadaymessage Other-

wise its character is indicated by the wise its character is indicated by the
symbol_appearing after the c‘lnc{(” NEWCOMB CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT symho' af"fa""g after the. ‘T?flfm
RECEIVED AT WYATT BUILD:X3, COR. 14th AND F STS., WASHINGTON, D. C. PR ED G & BD
- ) ’) (U '
A575P 29 GOVT Vo,

-

MR PHILADELPHIA PENN 424 P 3C -w‘CIJIS
HARDING GOVERNOR 58693 | GOVERNOR'S oFFICE
FEDERAL RESERVE BOARD WASHINGTON DC
HOLDINGS OF LIBERTY BONDS BY THIS BANK FOLLOW FIRST ISSUE
OFE HUNDRED DOLLARS SECONDS FOURS SEVEN HUNDRED NINETY
EIGHT THOUSAND
PASSMORE GOVERNOR.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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[~ T35 OF SERVICE SYMBOL_

" Telogram i
Day Letter Blue
Night Message Nite
Night Letter NL

If none of these three symbols
appears after the check (number of
words) this is a telegram. Other-
wiseits character is indicated by the
symbol appearing after the check.

WESTERN UNION

WESTERN UNIUN

NEWCOMB CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

Form 1201

CLASS OF SERVICE

SYMBOL

Telegram

Day Letter

Night Message

Nite

Night Letter

NL

If none of these three symbols
appears after the check (number of
words) this is a telegram, Other-
wise itscharacter is indicated by the
symbol appearing after the check.

RECEIVED AT WYATT BUILDING, COR. 14TH AND F STS., WASHINGTON, D. C. ALwArs

207THBG 46 COLL GVT

HARD ING

) . : : GC"'L"" .
RN CLEVELAND 0 5P APL 30 1918 TRNORL Grpy

6207

RESERVE BOARD TREASY WASHINGTON
ANSWERING YOUR WIRE ONE MILLION NINE SIXTY SIX THOUSAND NINE
HUNDRED FIRST L L THREE AND ONE HALFS SIXTY THOUSAND

Wi ]

i.:},’g

 FIRST L L CONVERTED FOURS THREE HUNDRED FOURTEEN THOUSAND FIVE

FIFTY FIVE SECOND L L FOURS

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

FEDERAL RESERVE BANK CLEVELAND

513PM
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POSTAL TEL.SRAPH ~ COMMERC’L CABLES

REICEIVED AT

LARENCE M, MACKAY, PRESIDENT

el TELEGRAM

TELEPHONK: MAIN eaoc

10—37863 OESIGN PATENT Ba 40029
RECEIVED 3350 g/ !
| o O WATL 1918 ey
5 RD GX-~35 Govt  430p GOVERNOR'S OFFICE / :

RD Richwmond ‘s Apl 30

paraing . A
" pedersl reserve , shn DC : i

unswering your tc ﬂj l own'liberty bonds first tnrus and hal /t

forty two thousand four Wrod,nconﬂ tours thirty eight thous;ad

oo S AR

two hundmd total oighf.y thouamd six hundrod

8m: ‘
Digitized for FRASER ’
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

C' “9S OF SERVICE | SYMBOL
ay Message X

Day Letter Blue

« ma
CLASS OF SERVICE | SYNBOL
l Day Message
Day Letter Blue
Night Message Nite
Night Letter NL
If none of these three symbols
appears after tha check (number of

WESTERNUNWN Night Message Nite
W\
~ " "”' ' -
words)this isaday message. Other-
wise its character is indicated by the

symhol appearing after the check. | NevwcoOMB CARLTON, PRESIOENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

RECEIVED AT WYATT BUILDING. COR. 14th AND F STé.. WASHINGTON, D. C.

Night Letter NL

If none of thesa three symbols
appears after the check (number of
words)this is aday messare. Other-

wise its character is indicated by the
symbo} appearing after the check.

A630AN 37 COLL GOVT
ATIANTA GA 719P 30
HARDING 8173 -
GOV FEDERAL RESERVE BOARD WASHINGTON DC
THIS BANK ACTUALLY OWNS SIXTEEN THOUSAND SIX HUNDRED AND FIFTY
FIRST LIBERTY LOAN STOP TWO HUNDRED FORTY THOUSAND AND FIFTY SECOND
LIBERTY IDAN STOP NEWORLEANS SEVENTEEN HUNDRED

MCCORD GOV. N
G /; LN "‘»\'b
O N
& PR
L} J‘Y
m*ls;» 6
C‘.@,\j
LA ’\
~-&

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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CLASS OF SERVICE | SYMBoOL
Day Message
Day Letter Blue
Night Message Nite
Night Letter NL

It none of these three symbols
appears after the check (number of
words)this is aday message. Other-
wise its character Is indicated by the
tymbol appearing after the check.

WESTEHN UNIUN

e

TEL

NEWCOMB CARLTON, PRESIDENT

GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT

CLASS OF SERVICE | SYMBOL
Day Message

Day Letter Blue
Night Message Nite
Night Letter NL

If none of these three symbols
appears after the check (number of
words)this is aday message. Other-
wise its character is indicated bythe

symbol appearing after the check.

RECEIVED AT WYATT BUILDING, COR. 14th AND F STS, WASHINGTON, D. C. ===/
B527CH 57 COLLECT GOVT

HARDING GOVERNOR 65 11 -

MG CHICAGO ILL 405P 30

WASHINGTON DIC

»r o

nu-\‘f’ A 131& i r W i 5

GOVERNOR'S OFFICE

N Cad

i

ANSWERING YCUR WIRE OF THIS MORNING OUR BANK ACTUALLY OWNS EIGHTY
THREE THOUSAND FIFTY DOLLARS SECOND LIBERTY LOAN BONDS OWNS NONE OF

FIRST ISSUE THERE WAS AN OVERAGE HOWEVER IN OUR FIRST LIBERTY LOAM
BOND ACCOUNT WHICH NOW AMOUNTS TO THREE HUNDRED FIVE THOUSAND ONE

HUNDRED DOLLARS

Digif[izeg for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis

FEDERAL RESERVE BANK OF CHICAGO.
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POSTAL TEI.GRAPH - COMMERC.L CABLES

CLARENCE H. MACKAY, PRFSIDENT

bt TELEGRAM

TELEPHONK: MAIN 0000

RECEIWVED AT

w—s1m67 . DESIGH PATENT Na. 40529

- 378agwk 744 22 calk ct lexa

Btlouie Mo apl 30
Fard ing

7

Res Board Tresury \‘Eshn ne

Rerlving vour tel egram thi‘s'_rda.vt’e {ou are advigsed that thie bank
does not own arv libety bonde of anv ieevue

Atteverry Caghr

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Teeasury Depaciment | | 3 -ig

TELEGRAM
88FUMT 25 Collect Govt

SU Kinneapolis iinn 104P Apl 3¢ 18 RECEIVED
Varding ArR3 6 1918

GOVERNOR'S OFFICE
Reserve Loard Treasury Washington

Cne libsrty bond of fifty dollars owned by this bank
payments being made on this by employees
Wold Governor

250PM

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

P
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Treasnry Depariment

423,
TELEGRAM /)

STWULT 25 Govt

) ) f\E:.CElVED
Kensas City Lo 150P &pl Jo 18 AFR3 (1918
Yarding Federal Reserve foard GOVERNOR'S OFFICE

;i(L { >V }”{ Washington

Lelegram eceived total holdings of this bank of liberty bonds

is twenty thousand six hundred dollars first issue

Xiller GCovernor

325pm

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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-
[f s oF servicE svymBoL WI S I E CLASS OF SERVICE SYMBOL
-ay Message I Day Message

Day Letter Blue Day Letter Blue
Night Me. ge Nite Night Message Nite
Night Letter N L Night Letter N L
If none of these three symbols If none of these three symbols
appears after the check (number of appears after the check (number of
word”,)this isa day message. Other- words)this isaday message. Other-
wise its character is indicated by the wise its character is indicated bythe

symbol appearing after the check. NEWCOMB CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT symbol appearing after the check.

RECEIVED AT WYATT BUILDING, COR. 14th AND F STS., WASHINGTON,-D; C j; |
hri 30 AV 4|

*#jfcH lie COLL GOTO Arn2Ci9Js8

2ALLAS TEX 2°0T 30  g°VERNORS OFFICE

WARDING A', J /M
RESERVE BOARD TREASUHY WASHINGTON

ANSWERING TELEGRAM IE HOLD SEFEN HUNDRED DOLLARS EIRST LOAN AND

TWENTY TViO HUNDRED DOLLARS SECOND LOAN PURCHASED EY US FOR ACCOUNT

OUR EMPLOYEES AND HAVE TAKEN THEIR SUBSCRIPTIONS EOF. THIRTEEN THOUSAND

THIRD LOAN 3HXCH BE WILL PURCHASE STOP OCCASIONED BY

DUPLICATIONS AND ADJUSTMENTS IN ALLOTMENTS WE HOLD IF SUSPENSE

ACCOUNT FOR TREASURY FIRSTIDOAN BONDS AGGREGATING THREE HUNDRED

SIXTY NINE THOUSAND NINE HUNDRED DOLLARS AND IN SAME ACCOUNT

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

WESTERN UNION

CLASS OF SERVICE | SYMBOL
Day Message
Day Letter Blue
Night Message Nite
Night Letter NL

_9' = OF SERVICE | SYMBOL
—ay Message
Day Letter Blue
Night Mes. age Nite
Night Letter NL

If none of these three symbols
appears after the check (number of
words this isaday message. Other-
wise its character is indicated by the
lymbol appearing after the check.

w\
TELEG

NEWCOMB CARLTON PRESIDENT

AM

GEORGE W. E, ATKINS, FIRST VICE-PRESIDENT

If none of these three symbols
appears after the check (number of
words)this is aday message. Other-
wise its character is indicated by the
symbol anpearing after the check.

RECEIVED AT WYATT BUILDING. COR. 14th AND F STS.. WASHINGTON. D. C.

CI“ "V"'W
sl o IFRe

SECOND LOAT

TWO TAST AMOUNTS NOT TAKEN ON OUR BOOXS AID
*ELIEVE US OF ITEMS AND CLOSE

7 2/36

THIRTY

DIPARTIIENT SHOULD ADJUST AND

ACCOUNT

VANZANDIGOVERNOR

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

FUNDRED FIFTY
UT FESL TOT

ASURY

e e o
[ HE

DOLLARS STOF
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Form 1220
3 OF SERVICE |SYMBOL CLASS OF SERVICE |SYMBOL
B Telpgram Telegram
Day Lettey Blue Day Lstter Blue
Night Message Nite Night Message Nite
Night Letter NL Night Letter NL

Tf none of these threo symbols
appears after the check (number of
words) this is a telegram. Other-
wise its character is indicated by the

If none of these three symbols
appears after the check (number of
words) this is a telegram. Other-
wiseits character isindicated by the

symbol appearing after the check,. | NEWCOMB CARLTON, PRESIDENT GEORGE W. E. ATKINS, FIRST VICE-PRESIDENT | symbol appearing after the check.
RECEIVED AT WYATT BUILDING, COR. 14TH AND F STS., WASHINGTON, D. C. L
B6SF XT 78 NL 2 EXTRA Gokeud&;'fg\\
y * C .
SANFRANCISCO CALIFORNIA APL 30 1918 QNQ@h/9h9
T Orgy
HARDING 1308 7o,

GOVERNOR WASHINGTON DC
REPLYING TO YOUR TELEGRAM OF THE THIRTIETH WE OWN LIBERTY
LOAN BONDS AS FOLLOWS FIRST FIFTY DOLLARS FIRST CONVERTED FOURS
STXTEEN THOUSAND TWO HUNDRED FIFTY DOLLARS SECOND FOUR HUNDRED DOLLARS
TOTAL SIXTEEN THOUSAND SEVEN HUNDRED DOLLARS WE ALSO HAVE PURCHASED
FOR THE PURPOSE OF DEL{VERING TO THEM WHEN PAYMENT S
COMPLETED BONDS OF DELINQUENT S8UBSCRIBERS AS FOLLOWS FIRST FIFTY TWO
HUMDRER DOLLARS SECOND TEM THOUSAND FOUR HUNDRED FIFTY DOLLARS FOFAL
FIFTEEN THOUSAND‘éIX HUNDRED FIFTY DOLLARS

CALKINS |
DEPUTY GOVERNOR
525PM

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Form TELE
FEDERAL VE BOA
INQTON
HI vMMtt M I M miMm %t
Bostea## HAM™ Higher a2# la* iUnanioUt* srist
Sdw H# Atlanta# G Kmi VB Oitjp* MO*
pfeUjuli-o&U* Pa* Ohfoal: v 111* DftUaa™ ¥MMa«
01«94m4 u&to* fit* Louis, &= Sm

Pleaaa talafrajh wwant of LIbtrv fcoaAa OF Ib* various inw9* actually

o*M«d fey y«mr teak*

siumt.

OFFICIAL BUSINESS
GOVERNMENT RATES
Dlgltlzed fenaryeSFéderal Reserve Board
http://fraser.stlouisfe&dﬁé?
Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BOARD

WASHINGTON

M.C.ELLIOTT
COUNSEL

Ny dear Mr. Villis:

The accompunying file dces not appear to
call for any action on the purt of this cffice.

I would svgiest that these papers be wcknowleiysd

ana filel,

Respectiully,

Mr, H, Purker Villis,
Federul Rsserve Board.

Enclosure,

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

FEDERAL RESERVE BANK OF CHICAGO | f‘

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

79 WEST MONROQE STREET

Chicago, March 22, 1918,

Mr, H. Parker Willis, Secretary,
FEDERAL RESERVE BOARD,

Washington, D.C,
Dear 5ir:

Enclosed herewith please
find copy of an extract from the minutes of the
Board of Directors' meeting held on March 22,
1918,

Yours truly,

P e

HFMsS. Secretary,




= —
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FEDERAL RESERVE BANK OF CHICAG/

"RESOLVED, That Assistant Cashiers F. J. Carr, Don &.
Jones and S. B. Cramer and Secretary W, F. lMoLallen be, 2nd are hereby,
authorized to attest the assigmment of United States Registered Bonds,

"BE IT FURTHER RESOLVED, That the Secretary be instructed
to forward copies of these resolutions to the Treasury Department and

Federal Reserve Board, together with certified copies of the signatures

of the above namsd officers."

1 HEREBY CERTIFY that the above is a true and correct copy
0f an extract from the minutes of the meeting of the Board of Directors of
the Federal Reserve Bank of Chicago held on March 22, 1918, and that the
following signatures are the true signatures of F. J. Carr, Don A. Jones,

S. B. Oramer, and W. F. MoLalls

Signa of Don A. Jones,

Signature of S. B, Cramer,

ek L
Signature of W. F\ Molallen.

(, L/(_/L__._m

Secretarys \

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

FEDERAL RESERVE BAN&

J.Z.MILLER. JR.,
GOVERNOR OF

J.L.CROSS . e
DEPUTY GOVERNOR £ . e
ARCH W.ANDERSON, KaNsASs _C1TY — »
SECRETARY-CASHIER
C.A.WORTI-_HNGTON,A:s'r. CASHIER b . ¢

Merch 7, 1918, P D

. WAR 111918
OFFICE OF
M. DBLANO

Hono Fo Ao Delano,
Member of Federal Reserve Board,
Washington, D. Ce.

Dear Mr. Delano:

We acknowledgé receipt of your commu-
nication of the 4th’ instan;)d'izvisi:ng that one of the
Federal Reserve Banks had decided to sell a block of
2% Consols held by it, at 973, and as a suggestion you
thought we might be interested in selling g part of our
2% bonds on the same basis as a means of strengthening
our reserve, et cetera.

While it might be deemed expedient to make a
sale of same of our 2's on account of the indefinite
period of the war and on account of the huge issues of
Government bonds necessary therefor, we fail to see how
the sale of our bonds would affect our reserves in the
least since we have no investment in them, except the
usual 5% redemption fund, and, therefore, our reserves
would not be increased by making the sale. The debit
to our resources and credit to our liabilities are an
offset. Ve paid 8 million dollars for the bonds we
hold and the Govermment has returned to us 8 million
dollars of bank notes all of which are in circulation,
We are getting a gross profit from this status of
$178,500, out of which we are paying 344,625 tax on
ecirculation, leavinz us clear profit of $133,875 per
axnmum on an investment of $400,000 deposited with United
Statss Treasurer on account of 5% Bedemption Fund.

. However if you or the Board think that we should
dispose of the bonds o¥ any part thereof and retire the
same amount of circulation, please advise.

Yours truly,

Governor.

Federal Reserve Bank &f St. Louis
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Harch *th, 1918,
CONPIDENTIAL

My dear YMr. Miller:

One of our Federal Reserve Banks which
has hed a few hundred thousand of two per cent bonds,
is oontemplating eelling thea at 97&, and either in-
veating the proceeds in Government 4 per oent€ or
xeoping these prooeeds in the form of a liquiayinu
vestment,

You have & large bleck of these bonds,
and I presume you sonld noet market any wvery large
proportion of them without breaking the market, bdut
$t might be 8 good 1doa to pass them out., You could
strengthen your reserves, and at the same time make
up the lose in discount: eset of earnings,

Yours very truly,

b

Mr. J. Z, Miller, Jr.,
Governor, Federsl Reserve Bani,
Kansas City, No,

gitized for FRASER
p:/ffraser.stlouisfed.org/
F@deral Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF RlC“Mgl‘@ t/

FIETH DISTRICT
T T i

k
:"s
Morgar

December l4th, 1917.

COUPONS.

To the Bank Addressed:

Intersst Coupons on United States Bonds are payable upon ;
presentation to the Treasurer of the United States, to an assistant
Treasurer of the United States, or a Federal Reserve Bank or Branch

thereof.

In sending to this bank any coupons from bonds of the First
Liberty Loan payable December 15th, either of the 337 Bonds or the
4% Conversion :tonds, you are requested to observe the following
procedure to insure safety and prompt and efficient service:

1l - These coupons wil!l be handled in ths Fiscal Agent Department
therefore, send all coupons in a separate cash letter. Do not
include coupons with your regular cash letter.

2 - If more than 100 coupons are sent arrange them in packages of 100

each under straps or in envelopes. When possible, include in esach package
coupons of only ONE DENOMINATION - for example, 100 coupons from $50 - 4%
Bonds, 100 coupons from $100 - 347 Bonds, etc. 0Odd amounts of less than
100 of each DENOMINATION and KIND should HACH be placed in a separate
envelope or under separate strap.

3 - On each envelope containing coupons, or on each strap or package,
please note the number of coupcns, amount of esch, and total amount in

each package.

Coupons being small are easly lost, and only by careful handling as
reque-ted can safety and dispatch be insured to you and to us.

FEDERAL RESERVE BANK OF RICHMOND

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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OFFICE OF

FEDERAL RESERVE AGENT

Digitized for FRASER
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Federal Reserve Bank of St. Louis

November 15, 1917.

Mr. Sherman Allen, Seoretary,
Federal Reserve Board,
Washington, D. C.

My dear Mr. Allen: T

;

I have your letterKQ:‘Noyembgg‘13;;Lnd have
taken up confidentially with Mr. Tiers in Pittsburgh
(whom I know very well) the subjeot oontained in a
paragraph of his letter to the Comptroller of the
currency.

I will advise you later if I oconsider the
situation one that should receive your further oonsidera-
tion.

DCwW-MNM.,
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OFFICERS

ROLLA WELLS,
GOVERNOR
w. W. HOXTON,
DEPUTY GOVERNOR AND CASHIER
JAMES G. McCONKEY,
COUNSEL AND SECRETARY
OLIN M. ATTEBERY,
AsSSISTANT CASHIER
R. R.CLABAUGH,
ABSISTANT CASHIER
A. H. HAILL,
ASSISTANT CASHIER

Hon, Sherman Allen,
Assistant Secretary,

Y
FEDERAL ESL/RVE BANK

OF

St. Louis

5t, Louis, Nov. 15, 1917,

Federal Reserve Board,

Washington, D, C.

BIRECTORS

w. Mcc MARTIN,
:CHAIRMAN OF THE BOARD AND

FEO§RAL RESERV ENT
JOH;N BOE ANSVILLE,
D. & Bybc } .
WAL‘ -vl‘.’DDIS MO. )

w, B. PI:UNKETT, LITTLE ROCK, ARK.
LE ROY PERCY, GREENVILLE, MISS.
FRANK O, WATTS, sT. LOUIS, MO.

S. A. ZIEGLER, ALBION, ILL.

C.P.J. MOONEY, MEMPHIS, TENN.

Dear Sir; 1
We have received your letter of November 13 th \
setting forth an extract from the minuteés of the Board

for a meeting held on Monday, November 12th, and en-
closing a copy of general instructions covering the
paynent of coupons of Unitsd States bonds.

WWH-FW

|D@mzajmrFRASER

[

ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis

Very truly yours,

Cashier,

'unt"‘{‘\“ P
o A .
e
(Y ',

‘.v "l
L
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FEDERAL RESERVE BANK
OF NEW YORK
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>
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November 14, 1917,

Sir: |
/

Receipt is acknowledged of yowr favor of Novégier

IStQLN;iving us an extract from the minutes of the meeting
of the Board held on llonday, November l2th, with reference
to the payment of the United States coupons, which has our

attention,

H
Thanking you for your courtesy, we are,

ST e

Respectfully,

Cashier,
Honorable Sherman Allen,
Assistant Secretary, PMederal Reserve Board,
Washington, D. @,
RECEIVL:,

&

Q

& /%

L fgr

?-

™

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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T, '*” lé‘EDERAL RESERVE BANK OF PHI‘.ADELPHJA

5t .
' I3
o 4A yd 408 CHESTNUT STREET
i K
YA -
é*&’ CHARLES J. RHOADS RICHARD L. AUSTIN
S GOVERNOR CHAIRMAN OF THE BOARD AND
{ . EDWIN S. STUART FEDERAL RESERVE AGENT
.
s FRANK M HA‘:;‘:Y GOVERNOR HENRY B. THOMPSON
DEPUTY GOVERNOR AND CASHIER DEPUTY CHAIRMAN OF THE BOARD
THOMAS GAMON, JR. ARTHUR E. POST
ASSISTANT CASHIER ASSISTANT FEDERAL RESERYE AGENT

C. A. MCILHENNY
ASSISTANT CASHIER

November 14, 1917.

Sirs: ”
We beg to acknowledge recéift of your
favor of the 13th instant giving extract from
the minutes of the Board for meeting held November
12, 1917, also instructions for the handling of
coupons from United States Bonds received by the
Treasurer of the United States, an Assistant
Treasurer, or a Federal Reserve Bank for payment.
We will be governed accordingly.

Yours trul

overnor.

FEDERAL RESERVE BOARD,

Rashington, D.C.

N

o
L ZITITAN N

S

Digitized for FRASER
ttp:/ffraser.stlouisfed.org/
ederal Reserve Bank of St. Louis
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[L{{ /% yfLe copy.

Dear Sir:
For your information there is given below an
extract from the minutes of° the Bouard for a weeting
held on Monciay, November 12, 1917:
"The request of the Treasury Department
for apgroval by the Board of a plan for the
payment cof coupons cf U, 5. Bonds by Federal
Reserve Banks acting as Federal Fiscal Agents,
was noted and given the approval of the Board."
Attachea there is a copy of the general instructions

covered by the above approval.

Very truly yours,

Assistant Secretary.

Federal Reserve Bank,

Inclosurs,

i
Dlgitized for FRASER
hgp://fraser.stlouisfed.org/

Féderal Reserve Bank of St. Louis
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— TREASURY DEPARTMENT,
Office of the Treasurer U. 8.,
November 5, 1917,

INSTRUCTIONS FOR THE HANDLING OF COUPONS FROM UNITED STATES BONDS RECELVED BY THE
TRELASURER U. S., AN ASSISTANT TREASURER, OR A ¥EDERAL RESERVE BANK FOR PAYMENT.

Coupons from United States bonds are actually payable only on presentation
40 the Treasurer of the United States, to an Assistant Treasurer of the United
States, or to a Fsderal reserve bank or branch thersof. When so paid they should
be canceled by punching a hole 1/4-inch in diameter in the middis of the coupon
and nsar the +top thersof through the words "United States" or immedigtely there-
under. THE HOLE MUST NOT BRE PUNCHED THROUGH THE DATE OR NUMBER ON SUCH COUPON,
NOR THROUGH THE AMOUNT THEREON. Coupons should be arranged according to Loan
and denomination, one hundred of the sams kind being put under a strap. The
remaining odds, arranged by Loan and denomination, should be strzpped in 100s,
leaving only one package containing less than 100, Each strap should bear a
gstatement in brief of the contsnts.

The total amount of coupons paid on any particular day should be charged
in the Treasurer’s account of that date and listed in the "abstract of payments®
on the transcript of the paying office as "United States coupons paid § e ",
giving symbol number 17199 and forwarding in support of the debit a charge
document on Form #6518, (if a Federal Reservs Bank) or No. 1748 (if a Sub-
Treasury) - "Stetement of coupons paid - U. 8. bonds." This charge document
must accompany the transcript in which the entry is made.

Coupons should be packed securely, sealed and forwarded, by registered
mail, to the Treasurer of the United States, Division of Banks, Loans & Postal
S8avings, Washington, D, C. A Statement of Paid Coupons, Form 5886, properly
filled out must be inclosed with the coupons. The date of this form must
correspond to0 the date of the transcript of the Treasurer’s account in which
the coupons are charged and the total amount shown thereon must agree with the
amount charged in said transcript.

Al1 Postal Savings Loans of Series One to Six inclusive, must be listed
by series on Form 5686 while Postal Savings Loans of the Seventh and subsequent
series must be listed under the head of "Consolidated Series.”

In order to facilitate the verification of coupons and the clearing of
such items, it is urged that each paying agency prepsre coupons with care and
forward them promptly to the Treasurer the same day they are paid.

NOTHING IN THESE INSTRUCTIONS IS TO BE CONSTRUED AS PROHIBITING THE HOLDER
OF UNITED STATES COUPONS FROM CASHING THEW AT ANY BANK OR TRUST COMPANY THAT IS
WILLING TO ACCOMODATE ITS PATRONS IN THIS RESPECT, OR AT A POST OFFICK AUTHORIZED
BY THE POSTMASTER GENERAL TO CASH SUCH COUPONS.,  COUPONS SO CASHED, HOWEVER,
MUST UNDER NO CIRCUMSTANCES BE CANCELED ELCEPT BY THE TREASURER OF THE UNITED
STATES, AN ASSISTANT TREASURER, OR A FEDERAL RESERVE BANK TO WHOM THEY HAVE BEEN
DELIVERED ¥FOR ACTUAL PAYNMENT. COUPONS PREVIOUSLY CANCELED WILL NOT BE SO PAID,

JOHN BURKE,

Treasurer U. S.
Approved:

R. C. LEFFINGWELL,

Assistant Secretary of the Treasury,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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| FEDERAL RESERVE BOARD Fil
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i Apl'i 1 1 9 » 1917 - <t S r"'"‘ ‘1#{,3 .

Governor, Federal Reserve Bani:.
Philadelphia, Pa.

|
|
! Mr. C. J. Bhoads,
I
|
I
: Dear Sir:
Your letter of April 18th,| stating the situation
M.,._u..w_m Az e oy
as you find it in comnection with the sale of U.S. 3%
30-year bonds hald by FPederal reserve banks, is received.

You will bave this moraing recelived from this office

a letter sent out yesterdsy to Jovernors of all Pederal
reserve banks which relates to this mautter. This letter,
I think, oovers the matter so far as can be done at this
tine.

VYery truly yours,

Governor.

(TR e

bt bt e . bR i S

igitized for FRASER
ttp://fraser.stlouisfed.org/
ederal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

FEDERAL RESERVE BANK OF PHILADELPHIA %

408 CHESTNUT STREET Y
e .- K
CHARLES J.RHOADS, RICHARD L.AUSTIN,
GOVERNOR CHAIRMAN OF THE BOARD AND
EDWIN S. STUART FEDERAL RESERVE AGENT
DEPUTY GOVERNOR HENRY B. THOMPSON,
DEPUTY GHAIRMAN OF THE BOARD AND
FRANK M. HAR E:s.;-m-:n DEPUTY FEDERAL RESERVE AGENT
THOMAS GAMON, JR. ARTHUR E.POST,
ASSISTANT CASHIER ASSISTANT TO FEDERAL RESERVE AGENT

April 18, 1917.

Federal Reserve Board,
Washington, D.C.

S1r s:

Immediately after the last conference of
Governors, the Committee of which the writer has
acted as Chairman, invited proposals for the pur-
chase from Federasl reserve banks of approximately
85,600,000 United States thirty-year conversion 3's,
said proposals to be opened on the 17th instant.

Very soon after our invitations had been sent out

the Administration bill authorizing seven billions

of United States securities at 3%% rate was intro-

duced in Congress, with the result that yesterday,

when our committee met to open the bids, we received

no bids but communications from several institutions

and firms interested in Government bonds, steting

that under the changed conditions they were not pre-

pared to make any bids. All of the letters called

attention to the fact that our thirty-year 3's if

sold at a 3%% basis, which is the rate authorized

for the new Government bonds, it would iean & price

of 902 for our bonds. They also celled attention

to the fact that the new issues will contain a pro-

vision authorizing their conversion dollar for dollar

into any subsequent Government bonds which may be

issued during the life of the war at higher rates than
, and that similar provisions should be made for our

thirty-year 3's.

It is therefore obvious that Federal reserve
banks will now be unsable to dispose of their conver-
sion 3's, and it is the opinion of our Committee that
the whole subject should be taken up with the Secretary
of the Treasury with a view to the development of a com-
prehensive plan for the retirement of the national bank
note circulation, as well as the greenbacks. Such a
plan would also have to make provision for our thirty-
year conversion 3's, our one-year renewable notesg and. . .., .. ..
probably for the Panama 3's which are now outstaﬁﬁiﬁgi;¢g;i i

May I ask that the Board give consideration to" [,
this subject and advise me whether or not they are dis-
posed to take up the whole subject as outlined,in &he

near future? Py
Yours Arudy,
Digitized for FRASER
Governor.

e S
http://fraser.stlouisfed.org/ CJR'R
Federal Reserve Bank of St. Louis
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FEDERAL R ERVE BOAR

WASHINGTON

N March 14, 1917.
Perrin,
Pederal Reserwve Agent,
Jan Franciaoo, ﬁﬁlifornia.
An;gring xgg{gwﬁkixﬁanmﬁhwén objection your selling

notes at two three quarters Basis.

MILLER.

OFFICIAL BUSINESS

. oV T RATES
D|g|t|zed(;ford§ﬁgg§ DERAL RESERVE BOARD

http://fraser.stlouisfed.argh20
Federal Reserve Bank of St. Louis
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CLASS OF SERVICE | SYMBOL |}
Day Message

CLASS OF SERVICE | SYMBOL
Day Message

Day Letter Blue Day Letter Blue
Night Message Nite Night Message Nite
Night Letter NL Night Letter -~ NL

if none of these three symbols
appears after the check (number of
words)this is aday message. Other-
_ | wise its character is indicated bythe
symbo! appearing after the check.

If none of these thrae symbols
appears after the check (number of
words)this isaday message. Other-
wise its character is indicated by the
symbol appearing after the check. NEWCOMEB CARLTON, PRESIDENT GEORGE W. E. ATKINS. FIRST VICE-PRESIDENT

RECEIVED AT WYATT BUILDING, COR. 14th AND F STS., WASHINGTON, D. C.

OTWAR 14 M | B9

A653CH 29 GOVT NITE COLLSANFRANCISCO*CAL|F‘]3

WILLER FEDERAL AESCRIE: BOARD cLs 3

: WASH{NGTON (DC)
YE AR GOVERNMENT NOTES' DUE' JANUARY

HAVE OFFERED QUARTER MILLION UNE
SELLING NOTES NOW

AT IWO THREE QUARTERS' BAS4S DOES' BOARD APPROVE'

PERRIN
CHA1RMAN.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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No. -g-359 March 14, 1917,

FEDERAL RESERVE EOCARD

LEMORANDUL

For Mr. ¥iller

Executive Canmittee
At a meeting of the Federsd-Reserve-Bamyd on

March 14 , the following matter
(as Chairman, Committee on Operation of
was referred to you(as-wmemke#, F. 2.'"8, of"San Francisco:
(as

and the following minute entered:

"4 letter from P, R. A, Perrin askins whether the
Board would approve the sale of a quarter of & million of
Government notes on a 2 3/4% bvasis, was read, and Mr.
Miller .was authorized to communicate to Mr. Perrin that

the Board would approve such action.®

g

Secretary.

Please return this memorandum with copy of
documents resulting frow action taken, if any,

Date

Docunents

Signature

"4
L )
T, .

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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f AMOUNTS AND PLRCEVTAGES OF TOTAL PAID-IN CAPITAL
| TOR EACH FEDERAL RESERVE BANK AND PROPORTION-
ATE BOND CONVERSION ALLOTMENTS ON
' $15,000,000 BASIS .
v
Pzid-in Per cent of Proportionate
BANK Capital Teial paid-in allotment for
. March 2,1917 capital. $15,000,000.
Boston 5,083,000 9.0695 1,360,400
New York 11,888,000 21.2116 3,181,700
Philadelphia 5,259, 000 5.3835 1,407,500
Cleveland 6,085,000 10.8574 1,628,600
Richmond 3,409,000 6.0826 912,400
Atlanta 2,420,000 4.3179 647,700
Chicago ©,999,0C0 le.bgs2 1,873,200
St. Louis 2,794,000 4.9853 TH7,800
Minneapolis 2,412,000 4.3037 645,500
Kansas City 3,089,000 5.5116 826,800
Dallas 2,696,000 L.g10h 721,600
San Francisco 3,911,000 6.978% 1,0u5,800
Total 56,045,000 10000500 15,000,000

March 6, 1917.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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AMOUNTS AND PERCENTAGES OF TOTAL PAID-IN CARITAL FOR EACH
FEDERAL RESERVE BANK AND PROPORTIONATE
ALLOTMFNTSON $185,000,000 BAS
| Paid~in Per oent of Proportionate
‘ Bank Capital total peid=in allotment for
March B, 1917. oapital. 415,000,000
Boston 8,083,000 9.0696 1,360,400
New York 11,888,000 21.2118 5,181,700
Philedelphis 6,269,000 9,38358 1,407,600
Clevelmd 6,086,000 10,8574 1,628,600
Richmond 3,409,000 6.0828 912,400
Atlanta 2,420,000 4.8179 647,700
Chicago 8,999,000 12 .4862 1,878,200
8t. Louls 2,794,000 4,90863 747,800
dinneapolis 2,412,000 4.,3037 645,500
Kanses City 8,089,000 5.6118 828,800
Dallas 2,888,000 4,8104 721,600
San Franoisco 3,911,000 6.9783 1,046,800
Total 66,046,000 100,0000 18,000,000
DIVISION OF REPORTS AND STATISTICS,
FEDERAL RESERVE BOARD,
/ /l\ :
! ~ i
4
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FEDERAL RESERVE BOARD _
=22
T

January 9, 1917.

MYenorandum for Mr. Jaéobscm,

Will you please send me as soon as possible
the amount of United States bonds purchased by
Federal Reserve Banks during 1916, the total of
exchanges for 3 per cent Conversion bonds amd
one year notes, and the amounts by dbanks of Fed-
eral Reserve Bank notes issued against bonds with
the amounts of this currency outstanding on Decw

ember 30, 1916.
LN

-

Assistant Secretary.

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




F . o T T Y mewwtt T

Reproduced from the Unclassified / Declassified Holdings of the National Archives

- FEDRRELS AZEBOARD Lt |
<ADOO FREDERIC A. DELANO
ARY OF THE TREASURY ADOLPH €. MILLER
CHAIRMAN CHARLES §. BAMLIN
CourmmoLLEn o THE CurRENCY FEDERAL RESERVE BOARD | [ilmeewiis scome o -
i ARD FISCAL AGENg jg
V WASHINGTON ADDRESS REPLY TO o et

FEDERAL RESERVE BOARD
DIVISION OF REPORTS AND STATISTICS

January 10, 1917.

Memorandum for Mr. Allen:

Amount of U.S.Bonds on hand, January 1, 1916 $15,918,470
Ambunt;purchased during 1916
U.S.Bonds $66,450,180
l-year Treasury
notes 300,000 56,750,180

Total purchases to December 31, 1916..cceevvuseess. 872,668,650

Amounts sold during 1916

U.S. Bonds $13,882,000
l-year Treasury
notes 3,372,000
Totaleseeeroeeenonsenesennne . 17,254,000

U.S5.Bonds and l-year Treasury notes held on
December 31, 1916..0.C.l....ll‘....l.‘l‘.$55’414’650

Respectfully submitted,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Jummry 9, 1917,

Tour 1;;&:91' the 6th mwm sddresnsd to ¥r. Yardwrg who
is ot of town today, das been referrsd t¢ this of floe.

The attention of nmembers of the Board was of ocourse called
to the recent statemsnts in the press that there would probedly
be & large iesue 0f Paname Canal 3% bomds dnring the present year,
ard the mtter was recently discussed informally with the 3soretary
of the Treasury. He is net yot prepared to meke a definite state-
pont as t0 his intentlions, and my improssion Is that there fz e
possibility, defore bomds ere finelly iszued, that one year certi-

ficatos will bo rssorted to. I have no reason to bolieve that an

fesae of sithar osrtificates or bondes 1s irminent in the lmmsdiate

future.

Yery truly yowrs,

Govemor.

i

Digitized for FRASER
http://fraser.stlouisfed.org/
Ffederal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK OF PHILADELPHIA

408 CHESTNUT STREET

CHARLES J.RHOADS, RICHARD L.AUSTIN,
GOVERNOR CHAIRMAN OF THE BOARD AND
EDWIN S. STUART, FEDERAL RESERVE AGENT
DEPUTY GOVERNOR HENRY B. THOMPSON,
— FRANK M.HARDT. DEPUTY CHAIRMAN OF THE BOARD AND
-'\‘ / , CASHIER DEFPUTY FEDERAL RESERVE AGENT
THOMAS GAMON.JR. ARTHUR E.POST,
ASSISTANT CASHIER ASSISTANT TO FEDERAL RESERVE AGENT
e
w
'd
p L t@@m
f fes AE/ Jemuary 6, 1917.
/‘1 » %"
‘1‘ 7
Ly ‘ .
- ) »
- |
¢ i T 1 -
v Dear lir. Warburg:

¢

igitized for FRASER
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In commection with our efforts to market
United States 30-year conversion 3's which Federal
reserve banks now have for sele, it is inevitable
that the purchasers with whom we deal will raise the
guestion as to whether or not there is likely to be
& large issue of Panama 3's during the current year.
From the announcement given to the press by the
secretary of the Treasury it is not perfectly clear
whether such an issue is contemplated this year or
next, but my own impression is that the Secretary
of the Treasury will, if possible, defer making
such an issue until after July 1, 1917.

If you have any information on this

subject which you can impart to us it will be

Very triz;fﬁi%f:é%i2:0~—~’4/ ,

Chairman of Governors' Committee
on 3ond Purchases.

greatly appreciated.

HOW. PAUL M. WARBURG,
Vice~Governor,

Tedersal Heserve Board,
WVashington, D.C.

CJR'R

ederal Reserve Bank of St. Louis .. ..
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On Noveabor 3O, the Trousury reports a total of 883.3 aillions
of United Btates donds with circulation privilege outstanding, divided ws

followes
S $700,888,000
3te 83, 946,000
4%

—hi9,420,000
Total 883,317,000

Of this tetal the Treasurer of ths United Stutsza neld the fol-
lowing clarses and amounto to securs circulation:

1. = Por NMational Banke -

3% $641,138,000
3*s 15,953, 000

4%, 35,164,000
Total $683,8%4,000

8. - Yor Pederul Resarve Banks -
i's 38,400,000

Total for National
and P. R. Banks 691,294,000

On Septexbor 13 the Btional danke report to the Comptroller
among their asaets & total of $72%,777,000 of United Statos donds and a
total of $687,692,000 of bank motes received from the Comptroller. This
leaves & free margin of $42,086,000 of United Stutes donds. Apsuming a
like amount on Novembar 30, and deducting from thie amount the total of
$11,036,000 of 3 per cent bonde without the sirculation privilege hold
for Bational banks by the Usited States Traasurer to asscure deposits, we
oktain a possidle maximum of $31,009,000 of United Statos bonds with cir-
culation privilege neld by the Fationsl banks a«t the clozs of November.
Our oxa records snoew that on that date the Federnl Heservs Banks, in
addition te the 3.4 millions 0f 3 por oont bonds neld with the Treasurer,
xlee had on hamrd a totul of "28,131,000 of United Statea bonds with cir-
cuiation privilage distriduted as followe:

avy $15,831,000
3%, 7,407,00Q
Ats 4,893,000

Total exclusive of 8.4
millionms held by Troase.
urer $38,131,000
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< Mr. Warburg «=--- 2. B LL/k L DI
| FEDLRAL RESERVE BOARD rickg
| . o

Regaritulation:
|
| Total amount of U.Z.donds with circuladien
t privilege outstandiag on Novamber 35,1916 $ 883,317,000

Held by Treasurer te escure
oireulaticn for -
(a) Mational Banks $683,854,000
(») P. R. Banke
Total $ 691,354,000

Estimated naximum amount of
U.8.bonde with cireulaticn
privilege in lLands of Ea-
tional banks 31,089,000

Amount of U.8.bonds with cir-
cuwlation privilege in nands
of Fedoral reserve danks 28,131,000

Ampunt of U.B.donds eith cir-
culation privilege hLeld by
Treusursr of U,8. {or Rat'i
bunks to seouwre Jovernment

deposite _A6.660, 000 $ 167,100,000

Retiomted maximum smount of
U.8.bonds with circulation
priviloge outside the con-
trol of the U.S.Troasurer,
the Pederal Reaserve danks
and the Nat'l bunks on ‘
Nevember 30, 1916 S 146,313,000

Respectfully submitted,

2 ”

Statisticlen,
Dec smber 30,1916,
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ALLOTMENT OF 30 YEAR 3§ CONVERSION BONDS Annlnmatﬂﬁm wzm,;ﬁ Z
w }

. s

i LN

FXTERAL BESERVE BANKS - CALENDAR YRAR 18

1’ ,! (,;g
Bank. Pald-in Proporticnate Alletment of Alleotment of
capital® allotment of conversion 1 year Treas-

$30,000,000%*  bonds. ury notes.
;::;nz 8,007,000 $2,696,300 § 1,348,200 $ 1,348,000
Bow York ...........11,909,000 6,413,900 3,208,900 3,206,000
Pniladelphis ....... 8,326,000 3,814,200 1,407,200 1,407,000
Clevéland ........ .+ 5,993,000 3,227,200 1,614,300 1,613,000
Richmond ........... 3,341,000 1,799,100 900,100 899,000
Atlamts ............ 2,480,000 1,335,500 868, 500 687,000
Chicage «..vovaueans 6,912,000 3,728,100 1,881,100 1,861,000
8. Leuis .......... 8,794,000 1,504,800 758,600 783,000
Minneapolis ........ 3,380,000 1,381,800 641,600 640,000
Kansas City ........ 3,081,000 1,842,900 821,500 821,000
Dallas ..oivvnensnes 3,698,000 1,481,200 726,300 728,000
San Francisgc....... 3,923,000 2,113,500 1,086,500 1,088,000
Total......... 86,711,000 30,000, 000 15,008,000 14,995 000

* Turnished by Fedaral Roserve Beard.
*¢ Allotment by Federal Beserve Board.

,Zﬁ,t c X 157(
L LT
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a Y s PRI e FREDERIC A. DELANO,
{g. : ADOLPH C. MILLER
\ CHARLES S. HAMLI

v : -

WASHINGTON /ADDRESS REPLY TO

November 24, 1916.

Dear Sir:

The Federal Reserve Board has observed ithat certain
Federal reserve banks hLave recently purchased two psr cent United
States bonds above par and its attentlon has been direscted to the
fact that this price has been artificially stimulated by the com-
petitive bidding of those Federal reserve banks.

Wihils it is not the desire of the Board to restrict or
to limit the purchase of two per cent bonds by the various Federal

reserve banks, it is deemed advisable to point cut that this policy,

which is unmaturally forcing up the price of two per cent bonds,
is fraught with certain dangers.

Section 18 of the Federal Reserve Act provides in part
that any member bank, desiring to retire the whole or any part of
its circulating notes, may file with the Treasurer of the United
States an application to sell for its account, at par and accrued
interest,United States bonds securing circulatioa to be retired.
The Federal Reserve Board is given the power to require Federal
reserve banks tc buy $25,000,700 of such bonds in any one year,
less the amount of bonds bought by such Federal reserve banks in
the open market during the same calendar year. The power of the
Federal reserve banks to make open market purchases of bonds is
not limited by law, so that, strictly speaking, such banks are
acting within their legal rights in making such purchases even
though their competitive bidding is forcing the price of two's
above par.

The difficuliy, however, is that this policy is creat-
ing an artificial and unnatural market for two per cent bonds. The
Federal reserve banks are afforded the privilege of converting a
certain amount of two par cent bonds into three per cent bonds and
three per cent one-year notes. Consequently, such banks will not
suffer any direct financial loss by paying for two per cent bonds
practically the same amount as the normal market price for three
per cent bonds. The fact, however, that Federal reserve banks may
convert bonds in this manner and that two per cent bonds are be-
cause of the conversion privilege worth substantially as much as
three's to Federal reserve banks, is hardly a sound reason to
justify their forcing of the price of two's above their normal
market value by blindly bidding against one another.

Federal Reserve Bank of St. Louis

i
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It is quite generally agreed that one of the purposes
of the Act was to promote a gradual retirement cf the national
bank circulation, and Ssction 18 in affording a fixed market, at
par and accrued interest, for two per cent bonds against which
circulation is outatanding, contemplated that member banks would
dispose in that manner of those bonds which they are required by
the national bank act to keep on deposit with the Treasurer of the
United States.

It is apparent, therefore, that if the open market price
of two per cent bonds is unnaturally established at a figubke above
par, member banks will not be inclired to offer their two per cent
bonds for sale through the Treasutrer at par and accrued interest,
even if such bonds are not free bonds and can not be released by
the Treasurer for sale in any manney other than that provided by
Section 18, The result will be that there will be an artificial
stoppage of the retirement of national bank circulation in the
manner contemplated by the Acts

The suggestion has been made that the Federal reserve
banks aproint a committee to consider the purchase of two per
cent bonds for the joint account of all Federal reserve banksi
The Board believes that such a course would not only be conducive
to a more healthy and normal market for two per cent bonds, but
alsc that it would best promote the results intended by Congress
in the matter of accomplishing the retirement of national bank
circulation.

Respectiully,

Governore.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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The Federal Raserve Board has observed tast certain

Federal reserve banks aave recently rurchassid two per cent
IInited States bonds above par and its attention has been iirected
to the fact that this orice bss been artificially stimulsted by
the competitive biiiing of those Faderal reserve banks.

¥uils it 4s not tie desire of the Board toc restrict
or to limit the purchase of two per cent ‘b’onds vy the various
Federal raserve banks, it is deemed s;lviol;blc to point out that
this poliecy, which is mm.t.nnuy foreing u;p the crice ‘of two
per cent bonds, is fraught with cor;ain d@g-rn.

Section 18 of the Federal Reserve Agt provides in pr=t
that any member bank, desiring to retire the whole or any part
of its circulating notes, may file .with the Treasurer of the
United States an application to eell for its account, at pur apd
agcrugd jmterqst, United States bonds sscuring circukation to de
retired. The Federal Reserve Board is givan the power to require
Yederal reserve bsnks to buy $35,000,000 of euch bonds in any one
year, less the axmcunt of bonds bowght by such Federul reserve banks
in the open market during the same calemdar year. The power of
the Yederal reserve banis to mate epen market purchases of donis

is not limited Dy law, 50 that, etrSatly speaking, such danks are
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scting withip tieir legsl rights in meking such purcisses aven
though thelr competitive bidiing is forcing tie yrice of two's
atove par.

Trna difficulty, however, is thmt this policy is creat-
tng an artificial ani unnatural zarvet for two per cent bonds.
The Fedsral reserve banks are aflosied tue privilege of convert-
ing a certein axount of tao par cent bends into thres per gent
bonds an: three per cent one year nctes. - Conseguently, such
bank¥s will not suffer any direct financial loss by paying for
two por cant tonds practicaliy the esne axount as the normsl mar-
ket price fur thresz per cent bonds. The fact, howsver, thut Fed-
erai recerve banks may convert bonds in tils manner ani that two
par cent bonds are becsuss of ti:e conversion privilege worth subdbe-
stantially as nmch as thres's to Feaersi raagtve barks, is hard-
1y & souns rewson to justify their fercing of the price of two's
sbove tueir normsl unarket value by blindly bididing against one
another,

It is quite generally agreod that one of the purposes
of the Act was to promote a grodual retirement of the natlonal
bank circ:lation, and Section 18 in affording a fixed murketl, ;t
p«r and accrued interest, for two per cent bonds agsinst waich
circulation is outstanding, contomplated thut mamber banks would
iisposs in that manner of thosd bonds which they are required by
the national bank act to keer on deposit with the Treasurer of

the Unitac Staten.

ederal Reserve Bank of St. Louis
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It is apparent, therefore, thit if the opem market
price of two per cent bonds is unnaturally estublisued at a
figure above par, wember banka will not ba inclineu to offer
their .two per cent bonds for aanle through tioe Trsasurer at par
eni accrued interest, even if such bonds are not fres bonds and
eannot be. roisused by the Treasurer for male in any msnner other
tran that provided by Section 18. Tho result wili ba thst there
#ill be an artificial stoppege of the retirsment of nationsl bans
circuiation in the manuer contemplated by the Act.

The sugeestion sus Deen made that the Federal ressrve
banks appoint a committes to consicer tie purcusse of two par
cent bonds for the joint account cf all Federal reserve danks.
The Roard belisves that such a course wouly mot only be condu-
cive to n nors healthy ani normsl war<et for two ver cent donds,
but wisc tiant it would best proxote the results intended by Con-
grees in the matter of accomplishing t.e retirement of national
bank circulation.

Reapectfully,

GLH-O.

Governor,

igitized for FRASER
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Tha attention of the Board has been drawn to the fac

that Federsl Reserve Banks have besn bliding against each other
for Government 3's, and have, in doing so, forced up the price
for these bonds above par - some purchases having been made

at par and an eighth,

The Board wiches to draw Federal Reserve Banks' attention
to the danger of this course. If there be establishad s basis
for thase bonds above par it may well be that the plan contem-
plated by the Federal Reserve Act for the graiual withdrawal
of the national bank clrculation might bs frustrated - at
least in its present form, Member banks would be inclined %o
hold on to the 3% bomde which they have feceling that, owing
to the eagerness of the Federal Reserve Banks to buy, there
is no danger of the®z not belng able to dispose of these bonds
at any lajer moment, continuing meanwhile to enjoy the profit
of xseping out against these bonds national bank circulation,
The plan particularly provided for by the Act of having these
purchases mads to the extent of $35,000,000 through the instru-
mentality of the Treasury would becoms entirely ineffective
insemuch as the banks would, of course, make no offers to the
Treasury when the narket established by these bonds would be
above par.

The Board sugreste that, in order to carry out the inten-
tion of the Act, the Pederal Reserve Banks do not purch:se in

Digitized for FRASER
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the open market above par, so that if member benks desire %o

dispose of thelr bonds they will feet that, at par, they will
///' have to offer them through the instrumentality of the Treasury,
which would appear to be the fairer and more aprropriste plan
vader the clroumstances., 1If the banks desire to buy sliphtly
below par, it might be the falreat way of apporticning these
purchases 1f the commitiee put in charge of the gaie of Gov-
srnment bonds would be instructed to handle the purchase of
Government 2's in a similar manner,

Congreass evidently did not expeot or contemplate that

the Government, acting through the Federal Reserve Banks,
should pay more tham par, for, after all, the Government 1is

vitally interested in the profits of the Federal Reserve
Banks. The proce of the 3's will have no effesct on floating
future Qovernment iszues for we may all expeot that Covern-

ment bondes will nevar dbe spld again with a note issuing priv-
lage.

Digitized for FRASER
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' APPORTIONMENT ON BASIS OF CAPITAL OF BALANCE OF $1,918,900 AVAILABLE FOR CONVERS ION
IN OCTOBER 1916, AFTER THE PRO~RATA SHARES OF ALL CONVERSIONS APPLIED FOR
BY THE FEDERAL RESERVE BANKS HAVE BEEN AWARDED.

.
» o Capital Pro-rata share Amounts of Balance not Additionsl Calculated amounts
e— of Oct., conver- Oct. con- applied for allottment allottable to
M. gsions to whiech versions ap-~ applied for banks applyiag
— banks are en~ plised for for additional
titled _conversions
Boston /ﬁy5,059,000 2,263,900 1,500,000 763,900 cocenna cescene ,
New York 11,221,000 1,565,200 1,665,200 creccae 345,750 345,700
Phila. 5,215,000 712,300 712,200 100 cescese cereene
Clevelamd 5,948,000 849,600 849 ,600 teesses 68,400 68,400
~ Richmend 3,345,000 456,900 456,900 (a) 315,200 ¥
. Atlamt a 2,582,000 362,700 352,700 cerenes (2) 243 ,300v
i Chicago 6,654,000 935,400 935,400 ceieess 400,000 400,000 v
(", St.Louis 2,788,000 380,900 380,900 (a) 262,700
1 Minnpls. 2,560,000 699,300 699,300 ceeaees S
| Kens.City 3,009,000 411,000 411,000 Cerenee 356,000 283,680
Dallas 2,686,000 253,100 353,100 cessese reesans ceccsns
San Frap. 3,944,000 1,154,900 creccan 1,154,900 cedione cescsns
' Tets)l 54,910,000 10,135,200 8,216,300 1,918,900 1,170,150 . 1,918,9Og2?&(7 '

(a) Willing to convert pro-rata share of the unconverted balance allottable to the beank.

q¥rﬁj ééiiay‘ fzzigégw/xz/,
i |

S Frvaf

r1L B
cep < 0 1916
‘ \ gecuemt tuarye Bord

Federal Reserve Board,
Division of Reports % Statistics,
September 19, 1916.
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Table showing Amounts Originally Awarded Federal Reserve Banks fqr- Conversion,
Amounts awarded and issued in April and July, 1916, amounts to be

Igsued in October, and amounts available for re-apportionment.

Converted Cctober Balance Extra
Bank. Award. April. July. For Oct. Convers'n. Aveilable{ Award.
Atlanta $1,410,600| % 705,300 3 352,600 $ 352,700 § 352,700 | § $
Buaton 2,763,900 500,000  ~e-=~-- 2,263,300 1,500,000 763,900
Chicago 3,635,400/ 1,000,000 1,700,000 935,400 935,400
Cleveland 3,249,500 400,000 2,000,000 849,600 849,600
Dallas 1,412,400 cweme-==s, 1,059,300 353,100 353,100
Kangas City 1,644,000 820,500 412,400 411,000 411,000
Minneapolis 1,398,500 699,300  wemeem- 699,300 699,300
New York 6,130,500 3,065,300 1,500,000 1,565,200 1,565,200
Philadelphia 2,849,100( 1,424,600 712,200 712,300 712,200 100
Richmond 1,827,600 913,800 456,900 456,900 456,900
S5t. Louis 1,523,400 761,700 380,300 380,900 380,900
San Francisqﬁ 2,154,900 cccce-- 1,000,000 1,154,300] =-=w-ce-w- 1,154,900

Total k30,000,000 10, 290, 500 9,574,200 10,135,200 8,216,304, 1,918,900
3

|

itized for FRASER

(ghced from the Unclassified / Declassified Holdings of the National Archives

h@p://fraser.stlouisfed.org/

[Federal Reserve Bank of St. Louis



Confidential.

SCHEDULE OF CONVERSIONS OF 2% BONDS FOR 3% CONVERSION BONDS AND ONE YEAR TREASURY NOTES OCTOBER 1, 1916,

3
S
3

3

770

Total al- Converted Converted Total Balance Isstes that mey
lotment for April 1, July 1, conversions allotment be approved
BANK, 1916 as ap-~ 1916, 1916, to date. for 1916. Oct. %, 1916.
portionsd
by Fed.Res. Bonds Notes
Board.
/
VBoston. ........ ..$2,763,900 $ 500,000 $ $ 500,000 $2,263,900 $1,132,900 $1,131,000
New York,..... «.» 6,130,500 3,065,300 1,500,000 4,565,300 1,565,200 783,200 782,060
| tﬁ?hiladelphia,.,.. 2,849,100 1,424,500 712,200 2,136,800 712,300 356,300 356,000
| Cleveland........ 3,249,600 400,0C0 2,000,000 2,400,000 849,600 425,600 424,000
¥ Richmond......... 1,827,600 913,800 456,900 1,370,700 456,900 228,900 228,000
yAtlanta.,....... . 1,410,600 705,300 352,600 1,057,900 352,700 176,700 176,000
} V/Ehicago........., 3,635,400 1,03¢,0C0 1,700,000 2,700,000 935,400 469,300 467,000
| St.Louis......., . 1,523,400 761,700 380,800 1,142,500 380,9C0 190,900 190,000
| ¥ Minneapolis...... 1,398,600 699,300 699,300 699,300 350,300 349,000
|
l viKansas City...... 1,644,000 820, 600 412,400 1,233,000 411,000 206,000 205,000
‘ P/féllas .......... , 1,412,400 1,059,300 1,059,300 353,100 177,100 176,000
~ VSan Francisco.... 2,154,900 1,000,000 1,000,000 1,154,900 577,900 577,000
Total 30,000,000 10,290,600 9,574,200 19,864,800 10,135,200 5,074,200 5,061,0C0

Propared by:

Pivision of Loans and Currency,
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N f July 27, 1516.

. C. J. Rhosds,

Governor, Federal Nessrvs Bank,
Pnilsdelphia, Pennsylvanise

My desr Yr, Rhoads :

mlnam of oopy of letter of July 20%h from

mymk&mmrwﬁtotm sale of

thirty~yeuar 51 couversion bonds for the Pederal

£ Reserve Baoks. I think unier all the circum-

E atanoes the arrungemont you bave made 1a s good
| ome.

E Thanking you for your letter, ! am,

E Tours very traly,

E Yiee Goveraors

E

|

|

|
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FEDERAL RESERVE BANK OF PHILADELPHIA

408 CHESTNUT STREET

CHARLES J.RHOADS, RICHARD L.AUSNIN,
GOVERNOR
EDWIN S. STUART,

DEPUTY GOVERNOR GEORGE W.NORRI! S,
FRANK M.HARDT. '
CASHIER DEPUTY FEDERA

THOMAS GAMON. JR. ARTHUR E. POST,
ASSISTANT CASHIER ASSISTANT TO FEDERAL RESE

July 26, 1916.

Dear Mr. Delano:

I understand from Mr., Kenzel that he
advised you of the arrangement which we had concluded
with Messrs. Harvey Fisk & Sons for the sale of United
states thirty-year 3% conversion bonds for account of
the Federal reserve banks. I take pleasure in enclos-
ing herewith & copy of the letter from Harvey Fisk & Sons
so that you mey have the full detsils before you.

I happened to see Mr. Warburg in New York
on Monday for & few moments, and told him briefly that we
were negotiating with Hervey Eisk & Sons and that we were
about to close with them. |

Trusting that the arrangement will be

satisfactory to the Board, I remein,

RN

)

®P. A. DEILANO, ESqQ.,
Vice-Governor,

Federal Reserve Board,
Washington, D.C.

CJR-R
ENC.
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HARVEY FISK & SONS
62 Cedar Street
New York

July 25, 1916

UNITED STATES GOVERNMENT GOLD COUPON 3% BONDS

PAYABIE JANUARY 1, 1946

Charles Je. Rhoads, Bsq., Chairman of
United States Government Bond Committee
of Federal Reserve Banks,
Philadelphia, Pae.

Dear Sir:-

We confirmm the purchase from you of §1,000,000. of the above
bonds at 100 3/4 and acorued interest to date of delivery, subject to
our call within thirty days: in conslderation of which you have granted
us an option for ninety days on $4,000,000. additional bonds, namely:

$1,000,000s at 100 3/4 and interest
2,000,000, at 100 7/8 and interest
1,000,000¢ at 101 and interest

options to be exercised in amounts of not less than $250,000

It is understood that all bonds will be delivered to us by the
Federal Reserve Bank of New York and payment made therefor to that Banke

It is also understood that the minimum price of 101 1/2 and
interest for the present is fixed, subject to change by mutual consente ™~}
It 1s agreed by you that during a period of ninety days no Federal Reserve
Bank will offer or sell any United States Govermment 3% Bonds of 1946,
either coupon or registered, to any buyer below the price of 102 and
interests In order to encourasge co-operation, while we maintain the
minimum price to the investor, in our discretion it is understood we may
allow any part of 1/4 of one per cent. commission in ocases of institutions
with bond departments, dealers or brokers, with the understanding that
any comission allowed them shall be retalned by them and not given up
to the investore Kindly confimm this understandinge

—

Yours very truly,

(Signed) Harvey Fisk & Sons

HLD/AIL

Federal Reserve Bank of St. Louis
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WASHINGTON

Dear Delano:

5 5%

3

‘ Ib I herewith retur Mr. Kenz#MNes letter and algg the
whigch ; heve ged withelfich in-

Chicago letter, both

n-c;&&w

terest. I haprened t%\meet Mg Ry ogi 4 fFday at the

rallway station and h - told m-@avoui; " trade. -
It does mat appe"a ‘that tagf?é‘n market for these

’/,/fﬁ% } bonds ie in the middld iwes g EgE I should be much inter-
i
|

ﬁ%ﬁﬁ

ested to see how far hic:J #nd Cleveland have pooled

U\}\}& }\g{ﬁ" their bonds with the* frs. It is to be aprrehended
*&?
g&} I that the banks which’ fivd the better market will exclude

el
% will be able to begin %o

western market only whinﬁthe banks out there are through.

,,&t""" -
o
(‘;,c-.‘

their bonds and sell gOB and that the Fisk group
&aell effectively in the micddle

e

If they both sell at 1 %g it may be that they will hurt

each other by offering %t the same time. We will have
to work out gradually some scheme and gain in experience
as we go along, but I doubt whether the present echeme
will work very smoothly for the reasons above‘outlined.

When it comes to purchases, New York gives the full

benefit in acceptances and other things to the other
banks. What I am wondering at is whether, when it comes
to sales, all the banks should not have an equal advantage

Digitized for FRASER
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(3)
of whatever may be the best market But it will be just as
well not to "muddy the water™ at this time and let this
thing develop a little further before we make suggestions.
Pending that, however, if you would ask for details as to
hoﬁ many bonds are included in the pool and what propor-
tion each Federal Reserve Bank has contributed, I should
be much obliged.

/
Very,truly yours,

N

/

Hon. F. A. Delano,
Vice-Governor.

Enc.

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



Reproduoéd from the Unclassified / Declassified Héldings of the National Archives

i : v’ ;/M(f'w : %’: 0 \MJ“%; ol gmyuz
7 L i y

SERVE BANK OF PHI A

408 CHESTNUT STREET ‘ zw -:2 =
S S
. OADS, RICHARD L.AUSTIWN, “
GOVERNOR CHAIRMAN OF THESOARD
, FEDERAL RESER EAGEan 7
REPUTY GOVERNOR GEQORGE W.NORRI}P,
M.HARDT. DEPUTY CHAIRMAN JF THE BOARD ANJZIP‘E
. DT e DEPUTY FEDERA :ss%sm— D
THOMAS GAMON.JR. ARTHUR E. POST, N~
ASSISTANT CASHIER ASSISTANT TO FE RAL&fQ%? /’),
Rz 1C, L
20, O»

July 14, 1916.
Desr Mr. Delano:

| I beg to acknowledge receipt and thank you for your
[ favor of the 13th instant /confirming your telephone report

of the conversation you and Mr. Hgrding had with the Secre-
l tary of the lreasury, and I understend that it will be proper
‘ for us to repeat the substence Of your conversaetion with the
‘ Secretary to Harris, Forbes & Lompeny, or eny other bond house
| with whom we msy finally arrangements to hendle our Con-
version 3's. I note your rémarks in reference to teking the
whole subject up with other bond houses, which we should be
glad to do.

I am also interested in your suggestion that we might

8 d ok use our bonds as collateral instead of attempting to sell them

_*’Uﬂ at the present time, but my own' experience in banking leads me

5¢¢nnJ1;m~ to feel that for & Reserve hank to rely on borrowing in emer-
5&f gencies should be & last res rather then a guiding principle.'

L' % r
);uMTLFﬁvﬂv* I am interested in the suggestion that the conversion
bl rvgﬂhmprivilege should be given once & year rather than spread over
tﬂw¢>&5}wjgn4the four quarterly dates, and hope that if any ohange in this
respect is made, it will be optional with the Federal reserve
Hrwesr -~ banks to convert either sll at one time or at qusrterly periods..
The reason for this is thet if /it were announced thet the con~ |
version would take plece say opnly at the first gquarter it wounld °
meen that all the Pederal resgrve banks would try to buy their
bonds in anticipation of quarterly conversion,which would drive
up the price of 2's temporarily to & high figure, and they would
then quickly fall back after the demand hed passed. I think it
is desireble to have as few fluctuations in the price as possible
and that the Federal reserve banks should use their influence toi
steady the price rather than to csuse it to fluotuate.

— ]

j You are correct in thinking that the paragraph in the
"Wall Street Journal™ is & gquotation from C. F. Childs & Company's
monthly ciroculsar. You mey be interested in a copy of a telegram
which we received from them yestprday, which I enoclose herewith,
end to which we replied that we were not interested in buying any

more 2'g at the present time.
Yoursézsz?}

HON. F. A, DELANO, Governor,
Vice-~Governor, Federal Reserve Bosard,

Digitized for FRASER washi ton.
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FEDERAL RESERVE BANK,
Philadelphia. e

Subhjeot to confirnntion aﬁd prompt reply, will
pay One hundred one for all or. som% multiples of fifty
thousand up to Two hundred tifty tpousand Conversion
bonds and agree to supply effsetﬁlng amount Consols
gradually or at onee at ninety-nine , 8howing you two
thousand dollars prgfit eaoh one- hnndred thousand, equiv-
alent selling oonversiona ono hundred two. Please regard
this confidential and do not réiieot inquiry elsewhere.
Our client EuroPean tnvestar. %;

“{ ¢, . CHILDS & COMPANY.

ent’
" Am e e o

Federal Reserve Bank of St. Louis
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Ny dear Mr. Rboade:-

Cenfirming my telephone cenversation with you this aftermoox
aad axswering your h}hr o! tho li‘th 1m<hnt, ‘I beg to say that in
& svnversatlien viikh !r: 1a¢ and I had with the Beoretary of the
Treasury this morning, ke was quite unwilling to make any definite
pledge along the lines indioated iz your lstter or that of Harrie,
Forbes & Company. He tool the position that it wauld be guits im-
poseible under the ln,ﬂw aminpf;:f;. for him to pledge the Govern-
ment in this way, in making & pledge whick was witheut nulm‘tum
so far as the Covernment lp cemsermed.

The Secretary was v!lling to say quite esphationlly that he
had ne intentisn of selling any bends} that he was carrying over
a surplus of one hundred eighty millieme into this fiseal year; that
this would take sare of any ordinary desands spon the Covermment ami
that only seme saxtraerdimary thing, sueh as the demand whieh would be
semslionsd by var, wvould necessitate the lsswance of domds. In this
event hesrgied ihet thers would be an immediste publis respense and
ne difficuity in marketing the bonds then sffered. Ne was inelined to f&c{/){[
that seme other dend house would de for you as well, if mot better than
Barris, Forbes & Cempany and that your Committes oould well leek further

and certainly wmet fare any werse.

Federal Reserve Bank of St. Louis
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Mr, Rhonds (Bhees Mo .)

One method of handling thie bond metter whish has coourred to me,
but whish, 0 far as I know, has not been coneidered by the Board, and
that is to ascertain whethes tho banke could net well agbord te hold the
bende with the idea of ueing them as vollateral in oanse of need. There
would never be a time vhen United Btates three psrcent honde weuld not
be good oo'lla:toml for ninety~five cento on a dollar, to be used either
againgt goldiﬁ}:f 06310 law speoifically authorises the hypotheoatien of
the bonds, it was evidently the ldea of the fravers of the law that $hey
might Ve so used. It 1s on this theory that , have alvayo regarded ihe
belading of the beads mo preper from the ctandpeint of a liquid asset whioh
oould de soaverted inte eash, net enly by sale, but by hypetheoatlen.

If ne nmew bends were sold, as I bouoio to be a fact, and if the
inseme taz is increased, it seems to me reasonably ssriain to expeot that
bende eximpt frem incoms tax will come bmek to a pretty fair premium.

Ons thing about which I spoke to the Beeretary, was the sujyestion
made by ¥Mr. Warburg, that the sonversion privilegs should be given onde a
yoar, rather than spread ever four pericda. The Beeretary expreeesd him-
solf as rathsr favorably impressed with this ides and that he wvould take
1t under advisement in the near future.

I notioed an artiole on tre froat page of tho sssond seotiom of the
Wall Btrest Journal thie morning, whiah appears teo ewanats frem C. F. Childe
& Co.y in regard te the sale of bondel I take it, however, that thie i»
simply » quotation frem the Childs & Conmpany sireular.

Youro very truly,
Nr. C. J. Rheade,

Governor, Federal Reserve Benk
Digitized for FRASER Philadelphis.

http://fraser.stlouisfed.org/
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FEDERAL RESERVE BANK OF PHILADELPHIAX:S x;, . 70

gﬂ%oﬁ”@
S

408 CHESTNUT STREET

CHARLES J.RHOADS, RICHARD L.AUSTIN,
GOVERNOR CHAIRMAN OF THE BOARD AND
EDWIN S. STUART, FEDERAL RESERVE AGENT
DEPUTY GOVERNOR GEORGE W.NORRIS,
FRANK M.HARDT. DEPUTY CHAIRMAN OF THE BOARD AND
CASHIER DEPUTY FEDERAL RESERVE AGENT
THOMAS GAMON. JR. ARTHUR E.POST,

ASSISTANT CASH!ER ASSISTANT TO FEDERAL RESERVE AGENT

July 12, 1916.
My dear Mr. Delano:

We took asdvantage of Mr. Werburg's presence in
New York yesterday on his way to the Adirondacks, to have
an informal conference on the matter of marketing the
United States 30~year conversion 3's held by the Federsl
reserve banks. As you prodably know, Mr. Kenzel has been
sounding out one or two bond men in New York &s to whether
or not they would eare to undertake the distribution of
our bonds.

I enclose herewith copy of & letter received
from Messrs. Herris,Forbes amd Company on this subject,
which was supplemented by a personal interview with Mr.
Beebe, who dictated the letter on behalf of Harris, Forbes
and Company. You will observe that they wish to secure
some &assurance thet no new Govermment long-time financing
will occur in the immediate future.

Mr. Werburg thought that perheps if the Federal
Reserve Board would address a formsl letter to Seoretary
MoAdoo, stating thet the Federsl reserve banks were gbout
to dispose of some of their 30-year 3's, and asking him to
give the azssurasnces desired by Harris,PForbes and Company,
that he would probably be willing to give such assurances.

I believe that if we could secure this assurance
from the Seoretary of the Treasury, we could probably arrange
to sell through Harris,Forbes and Compeny &all of the 30-year
3's which Federal reserve banks wish to sell st this time at
a price to net the banks 100 and 1/2 end interest. While
Harris, Forbes and Company think they could sell & moderate
smount of the bonds at higher prices at the present time,
they do not believe that the higher prices could be main-
tained end that it is better to start low with & view to
working up graduslly.

I shell be glad to talk with you over the tele-
phone further on this subject tomorrow morning if I have not
made the metter entirely olear to you.

Yours -
e T - SN
Governor.

HON. F. A, DELANO,Vice-Governor.
ederal Reserve Board.

http://fraser.stlouisfed.org/ ‘eno losure .
Federal Reserve Bank of St. Louis
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HARRIS,FORBES & COMPANY
Hew York July 11, 1916.

ATTEETION MR. KINSALL

Federal Reserve Benk,
19 Nessau Street,
New York City.

Gentlemen:

: Referring to previous conversations between lMr, Kinsell and the
writer, regarding U.S.Government Conversion 3s, end pursuent to Mr. Kinsall's
request that we reduce to g written summary the views we have formulated as

to the problem of marketing a substantial block of these bonds, we would state
es follows:

The views we heve to express are the combined views of our people
in Boston end our essociates in Chicsgo, the Harris Trust and Sevings Bank ad
our own. It mey interest you to know that the western people feel somewhst
surer of their position than do those in New England. We have approcahed
this whole subject from ss broad & viewpoint as it was possible to bring to
bear, i.e., not to escertaein the terms et which & compasratively small block
of these bonds might be put upon the merket just at thie time but what might
be done with & rather larger bdlock coming slong from time to time, for nstur-
£lly we would not want to assume the position of getting an erbitrarily high
price for the first bonds merketed where we felt reasonably sure that the
price would have to be &adjusted to ) more modest figure with any subsequent
offerings.

The views &s to prige, etc., which,we haeve to express are predicated
upon assursnces thet no new Government long-time financing would occur in the
immediste future - #ay, the ourrent calendgr year, and which we understand
could no doubt be given. :

As to price: The views generully expressed by the best posted peo-~
ple in our various offices are to the effect thet par and interest is the
"logioal™price. However, by carefully weighirg the matter, we feel reason-
ably sure that if properly hand led four or five millions of the bonds could
be placed with investors at sbout 101 and interest, amd thet probably an ad-
ditional four or five midlion could be placed = 11tt1e later in the year if
the Federel reserve banks so desired upon the same terms.

In the merketing of these bonds we would expect to do more than
sell this emount of bonds. Thet is, we would expect to lay the ground-work
for additional sales of reasonably good sized blocks later on. For thst
reeson we believe thet the work enteiled and the expense involved would, as
verbally expleined, justify something more than & nominal commission. We
would be willing to hendle the maetter on & commission basis if that method
wasg desired - but we would reelly prefer to buy outright & round block of
the bonds for our own asccount with the understanding thet we would heve &
cell upon such &dditionsl bonds as the federal reserve banks wished to sell
for & ressonsble length of time. We do not feel that we oould aefford to
take such & commitment for much less then 3/4 per cent. between the gposs
selling price and our cost. We believe that we could more satisfactorily
and successfully handle these initiel transactions on these bonds without
having others associated with us but would of course expect to be governed
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Pederal LReserve Bsnk
New York L
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Awounts which muy

Total allotsent be coaverted

Beads  _Netes, Toted, 00 __for iS¢, Ogt,lu9i6.

Bocton 350,000 280,000 500, 000 3,763, %00 2,343,900
¥ow York 2,283,300 2,283,000 4,585,300 6,130,500 1,568,200
Poliedelphin 1,318,800 818,000 2,136,800 2,849,100 713,300
Cleveland 1,300,000 1,300,000 3,400,000 3,249,600 849, 600
Richmond 686,700 684,000 1,370,700 1,887,600 456,900 ,<

] Atlaats 531,900 36,000 1,087,900 1,410,600 353,700 j\’:;

- - Cuicago 3,850,000 850,000 2,700,000 3,635,400 935,400 ~

E St. Leuls 593,500 510,000 1,143,500 1,833, 400 360, 900

s Minneapolls 538,300 530,000 1,048,300 1,398,600 50,3

i Ksasss City 817,000 616,000 1,233,000 1,644,000 411,000

£ Dallas 530,300 539,000 1,089,300 1,413,400 {953, 100

g §sn Prsscisse 500,000 500,000 1,000,000 2,134,900

[m)

) TOTAL 10,868,800 9,345,000 20,313,800 30,000,006 . 9,786,

g R CE‘. ke

£ SN . z

2 DIVISIOR OF REPORTS AND STATISTICS, SR S

£ FEDERAL RESERVE BOARD, ~2 .

- June 31, 1916, s 5 W

E >

& '
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” ReN o
, JUNE 1191 E:;‘
PO T o om §
Potal sllot=ent for Total sllot-ents Balanse allot- issues that may be arproved July 1, 1916 Balance nom- %
1916 ar arrortioned for apr. 1 and Snmverted memt for somversidble g
Oy Feicesourd = _july 1, 1916 avrs 1,396 iy 1, 1018 C EET Nores Towd Dyl ' 2
| | R Tatki Taken T !
Sostom $2,76%,900 §2,070,928 ¢ 500,000 ¥1,5Y2,928 } ¢ 786,900 , M § 786,000 Jreva &1m.m §z8 %
Bow York 6,130,670 4,597,695 3,068,500 1,020 7 ve6,800 7SD.200 766,000 750,000 1,852,800 7. 504,000 V8 | i
Philadelrhia 2,849,100 2,136,825 1,424,600 12,228 366,200 v 356,000 + . M2,200 28 %
Clevoland 3,249,600 2,437,200 400,000 2,087,200 1,019,200 1,5604,6"1'01"“ Lb%_b‘ 2,087,200 :;;
R1 cbmond 1,827,600 1,370,700 917,800 456,900 228,900 ¥ 220,000 + 456,900 +
Atlunta 1,410,600 1,057,950 708,300 a8 880 176,600 176,000 v 382,600 0 |
Ghiongo 3,635,400 2,726,860 1,000,000 1,726,550 863,500 550 005 665,000 550.000 1,726,800 /. 7e5.000 B0 ;
Jte LOuls 1,525,400 1,142,800 761,700 380,800 190,800 v 190,000 580,800 )
¥imeayolls 1,398,600 1,048,950 699,300 49,880 198,000 /70060 1APAO00 /Y0.05, 49,600 348 L0
Kamsas 01ty \ 1,644,000 1,253,000 820,600 mm 206,400 V 206,000 v 412,400 ¥
tallze 1,412,400 1,009,300 1,089,300 630,300 V 529,000 v 1,059,300 v
; 00.000 300,000 'y Lobss.ooo
s m eem o e mggoe. g s s e

FEHDRRPAYL "ER2ERY T BOARD,
Jume 1, 1916,
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Bostoa, i Avz214

"Hew York, $780,000 $750,000
Philadelphia, 356,200 356,000
Cleveland, /,000,000. /,000.0vD
Riohmond, 228,900 228,000
Atlants, 176,600 176,000
Chiocago, 860,000 850,000

_ 8t. Louis, 190,800 190,000
Rinneapolis, 179,000 170,000
Esness Clty, 206,400 206 ,000
Dallas, 530,300 5pe,000
San Francisco, 500,000 500,000
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$1,500,000. -

712,200,

2000.007
456,900,
52,600,

1,700,000,
380,800,
349,000,
412,400,

s b

1,000,000,
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June 20, 1916.

% The Secretary of the Treasury,
Yashington, D. C.

8L~
I havo the honor to hand you herewith applications of
ten Fedeoral Reserve bdanks far the conversion of 27 United States

bonds into 3% thirty-year conversion bonds and ¥ :-one-year

Treaswy notes, as follows:~

Hew York, $750,000, $750,000. $1 ,500,000,
Phlladel ﬂiﬂ » 356.@. 365,000. ﬁz.m.
Bichmond , 228,900, 228,000, 456,900,
Atlanta, 176,600, 176,000, 362,600,
Chioago, 650,000, 850,000, 1 4T00 ,000.,
8t. Louls, 190.00(% 1’0‘MQ 580.800‘
Minneapolis, 179,000, 170,000. 349,000,
Xansas City, 206,400, 206,000. 412,400,
D&Ilﬂ, m'm. 1'05’ ’mﬁ
38& mﬂim' 500.000. l’om’w.

All of these applioations submitted to th
sorve Board bave the approval of the Bosrd.

Very respeatfully,

Yice Governor.

Digitized for FRASER
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, % W May 11, 1916.

Dear Mr. Delano: w 3 3 =,

I do not know whej#€r the holdings of Government bonds

by Federal Reserve Banks comes to me as Chairman of the In-
vestnent Committee or whether there is a special conuithés
on Government bonds. But in any case, 1 believe that this
matter ought to be taken up at one® and discussed very close=
ly byﬁgﬁcommittee.
;;;rc are several things that I think ought to be
straightened out in thie connection. |
- First: I think it would be a ¢rime to permit the twelve
| banks to eell, one against the other, and I believe that there
should be a committee amonget the Féderal Regerve Banks who
. should be in charge of selling these bonds on soue kind of a
&Q§P§ joint plan, If it ie propexr for the banke to have joint

\ agencies and deal on e joint plan 4in their foreign exchange

questions, there is certainly no objection to their getting

L

YR

- &
e ?\

@‘“' together in this guestion instead of throwing their money out
of the window and, incidentally, epoiling the price for U. S.

| Government bond%jm ok 4;4“” & ﬁﬁ " WI’W*

SOPIEDS . Should the banks sell their thirty-year 3%

bonds? I believe they should and I think it would be advie-

able to establish how many of them want to. But whatever 1s
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(3)
done in thie respect should be done in a confidential way and
should not be aivertised publicly, because it would interfere
with the sale of the bonds upon the most ‘favorable ternms,

Third: The one-year notes. My own feeling is that these
notes oould ve placed within the System. That is to say, that
if some of the banks would like to sell, I am sure that some of
the large banks, partiocularly New York, would want t§ buy. I
have not discussed this with New York, but I should not be sur-
prised if this were the case. Has anything been done in thise
matter?

Fourth: What is to be done about the purchase of Govern-
ment bonds by Federal Reserve Banks in the next quarter? (I
append a letter received from Mr. Jay) Personally, I think
that as soon as the amendments now pending are passed, we should
take vp this question of Governuent bonds and see. whether we
cannot get a proper amenduent to deal with this thing on a
somewhat more comprehensive basis. But even as it stands now,
I should like to investigate why it would not be possible to
convert the 330,000,000[E%ich the banks have bought and which
the Treasury is willing to have converte§3 no lgter than July
first. As a matter of fasct, I think that the conversion should
havé: . been permitted on April first. As it stands, the whole
thing is being lealt with on a petty basis of a f{xg and ten
cent store - on a hasis of $15,000,000 and tw&?fgggélments of
$7,500,0004¢. The effect of this may be a small saving for the
Treasury, but it interferes with the prompt disposition of the
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thirty-year bonds to the public, where they ought to go,
There cannot be any doubt that if a substantialiamount of
Government bonds can be disposed of t9 the public and bankers!
acceptances and commercial pa.pez;l purchased instead and used as
a basis for our note issue, in this manner an elastic curren-
ey will gradually ve created. But if this is to be achieved
the Treasury has to be liberal and cooperate in a whole-hearted
way; no matter whether the annual budget of the Government will
be increased by a $100,000 more or less through this process,

The Federal Reserve Act indlcates cleafly that ultimately
this,greceas is to be carried fthrough, even though the Govern-
men%iﬁggbko pay one per cent more upon its $800,0G0,00Q of
Government bonds, and it is therefore only a question of carry-
ing this plan §nto effect in a hesitating manner or in a libver-
al spirit as rapidly as conditions will permit, Just now
we have an excellent opportunity of selling the 3% bonds to
advantage and this opportunity should not be lost. Nobody
can foretell what the market conditions will be when the war
is over. |

Very/truly yours |

Hon. F. A. Delano,
*Inc.

P. S. By the way, I am not so sure that I am not wronging
the Treasury and that the fault may be with the Board's rulings.
Mr, McAdoo's letter ¢of February 38 said in effect: "Such conver~
sions will be made quarterly on the first days of January,
April, July and October, * * and applications must have been
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(4)
received prior to such dates in order to have the exchanges made".

That does not indicate at all that the conversions would
have to be made in equal instalments on such dates, but only
indicates upon what dates they may take place. To’ my mind,
the wording of the letter would have permitted the Board to
allow the banks to apply for the conversion of all the bonds
up to QSO 0CO,00C on any of these dates.

Please give this matter your careful consideration and let
us discuss it as early as possible.

P, M, W,
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200 Pirst National Bank, Boston, Mags.. - - - - -'- ~ $500,000
416 First Hational Bank, Basston, Horth Esston, iees., - 50,000
475 MHerchants National Bank, Boston, Mags., - ~ - - - - 336,000
517 Bational Ht. Wallaston Bank, Quincy, Mass., - - - - 50,000
574 Amosakeag EB, lanchester, N. HB., « -« =« = =« = - - . 26,000
626 Hopkinton KB, Bopkinton, Mass., - - - - - - - - - 10,000
726 Merchants NB, falem K Mags., - - - - - - - - .- 25,000
791 Citizens HB, Waterbury, Comn., =~ - = « = - = = - = 50,000
845 Middlesex Co.NB. M{ddletown, Comn., =« = = - « = = - 150,000
921 City HB of Bridgeport., Comn., - - - - « =« - ~ - - = 250,000
924 HMetascomet NB, Fall River, Mags., - - = =« - - «- - = 100,000
927 Connectiout KB, Bridgeport. Comm.,~ -~ - - - - « & < 20,000
981 Canel HB, Portland He,, - - = « ¢« a o w4 - = - - 50,000
1058 Stamford NB. Stamford. Lonn., - e e e w = m - m - 100,000
1162 Gloucester HB Gloucester ¥agg.,, - - - - - - -~ - - 5.000
1184 New Britain HB, liew Britain. Comm., -« « = =« « « - ~ 100,000
1187 Uncas XB, Rorwieh, Comn., = = - = - = - « = - o« - - 40,000
1203 Lahaiwe Bank, Grest Barrington Mase. - - - - - - §2,000
1333 Citizens KB, T{lton, N.H., =« - = - = = = = - o & = 5,000
1368 KB of Uorby Line, Vt., - e e e e e e e m e = = 30,000
1700 Bsaxter HEB, Rutland | I 50,000
2270 FKational Shoe & leather Bank, Auburn de., -~ - - - 25,000
2275 Home KB, Kilford, Kase. - - e e m e e e e o 16,000
2295 Merchants B, st. Johnabnry. Ve, =~ o = - - - - - 35,000
2371 KNorth Rational Bank, Rockland, ¥e., - - - ~ - - - = 15,000
2494 lManufacturers XB, ¥Waterbury, Comnn., - - - - - - - 26,000
3020 HNaugetuck KB, Raugatuck, Comn., - =« « - - - - - - - 100,000
3923 Commercial HB of Boston, Megs., - - - - - - - - - < 60,000
8994 MNi1ddleborough KB, dedleboro Hage., - -« = « = - - 20,000
5155 Bational Shawmut Bank Boston. Haaa., ------- 862,000
7596 MHerchants NB of Wbrcoeter Eass. --------- 66,000
7812 BB of New England, East Hadden. Conn., ~ - - - - =~ 15.000
9609 NB of CGardiner, Geordiner, Me., - - « - « - - . - - 50,000

Total, First District. (33 bkgé -
85,000

4
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1113
1217

1316

| 1817
| 1262
| 1396
2045
2517
2626
3244
4906
5228
8026
9060
9825
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]

Utico City National Bank, Utieo, K.Y., - - - - - £35,000
BEational Iron Bank, Morristown, H.Jd., - - - - - - 80,000
Egsex Co. NB, HNewark, H.ed., = - = = =+ - '~ - - 500,000
Rational Newark Banking Co., Newark, X.J., - - - 50,000
Qrange KB of ew Jersey, - - - = = = = =« =« = - = 37,500
Bew York State NB, Albvany, B.Y,,- - - -« - - - - ~ 250,000
Fi{rst BB, Utica, N.Y. 6K - - - - - - - -~ = = - = 200,000
Union KB, Newark, H.Jd., = =« -~ =~ ~ « - = - = = - = 100,000
Pirst Eational Bank, Greenwich, H.Y., « « « =« - - 12,500
Tarrytown IB, Tarrytown, N.Y., =« « - « « - - - < - 30,000
Peoples NB, Hudson Falls, Hudeon Palls, K.Y., - - 25,000
Babylon LB, Babylon, HuY,, « = ©w =« = = « - « - « 12,600
Citizens KB, Potedam, N.Y., =« - - - - - - - - - 50, 000
Lincoln KB, Rochester, B.¥Y., - - - - - - - = - 50,000

East Woroester KB, East Worcester, X.Y.,- - - - - 10,000

Yonkers BB, Yonkers, N.Y., « - « = =« ¢ e = = - = 200,000
Total, Sesond Distriet, (16 bks)31,

¥ederal Reserve Bank of St. Louis

577,500
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PHILADELPRIA DISTRICT

1 Pirst KB, Philadelphis, Pa., = =~ = = = « = =~ =« ~ - $527,000
272 Pirst N3, Norristowmn, Pa., - = « = = « « = = - = - 25000
| 370 Firat NB, Vincentown, B.J., = = « =« - =« - - & - 50,000
602 3Bank of North American, Philadelphia, Pa., - - - -« 175,000
826 Wyoming KB, Tunkhannoek, Pa., = - « = « = - - - - 5,000
%198 Linocoln BB, Lingoln, Pa., - = « - =« « = = = = ~ - 15,000
6645 Merohants 5B, Allentown, Pa., « - - - - - - - - 10,000
8129 Peoples HB, Pemberton, E.J., = « = = = = o w « - . 7,000

Total, Third Distriot, (8 dks) 2814 . 000
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CLEVELAND DISTRICT Rl

| Pirst NB seringfie® , Ohio § £6,000
| Second NB Urbana, Y 10,000
| Firset 3B Newark, i 10,5650
{ Herchants 4B Dayton, " 206,000
| N.B.o0of Conmeroe ‘Ml«lcl " 3765000
Piret KB Sewiockle Pa. 8,000
| Pirst NB Rmlenton '  Ta. 28°000
¥irst RB Bapolecn Ohio 50,000
Morgan Co. B Cennel City  Ey. 25,000
Eeystone NB ¥ititsburgh, Ps, 500,000
Total Pourth Diestrict (10 Banks) $1,226,6560
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FEDERAL .cSERYE BOARD Fiis

RICHEOED DISTRICT 2 2?iz) . J
Second BB, Baltimore, M., - = -~ = = = = = = - 8100,000
Grovers & Meoh. NB, Baltimore, MA., - - - - « B0,000
First KB, Eligabeth City, H.C., + - - - - - - 5.000
I}nlon HB' ch&l‘lﬁ‘tt@, H-cu‘ - - e S S T T 25'000

Total. Fifth Dietrict. (4 bke). £180,000

F-ederal Reserve Bank of St. Louis
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ATLANTA DIBTRICT

2967 PFirst HB, Meridian, MisB., = « « = = - = = = = =
3450 Merchantas NB, Vicksburg, Misg., - « = « = - - .
4115 Dﬂ‘ﬂ“ RB‘ m“an. Ga.. L e T I T T,

6207 ¥irst NB, Louisviile, Ga., - - - - = = = - - .

7044 Farmers & Merohants B, Troy, 4l8., ~ = - = = -
7663 Pirst ¥B, Loultris, Ga., - = = « = « = = « = .
7931 FPirst §¥B, Sandersville, Oa., - - = - - - - - - .
9302 Tirst EB, Thompson, Ga., - e m o e - -

Pigitized for FRASER
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Total, S8ixth Distriot. (8 bks).

- $100.000
- 100,000
- 5,000
- 35,000
- 6,400
- 22,000
- 25,000
- __ 66,500

3859900
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1003
2165
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9792
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CHICAGO DISTRICT

Pirat ¥B, Terres Haute, Ind., - = -« = « = - - - =« « 228 . 000
Fisst 8B, ¥ilmington, I1l., « = - - = = = = « - ~ 24,000
Bational Exeh. Bank, Hilwsukee, Wie., - - - - - = 112 500
Farmers NB, Princeton, Ill.,, ~ w» - ~ -« « - - - - = 110,000

Continental & Commercial iB, Chiecago, Il1l., - - 2,000,000
First BB, Croeswell, Mich.,, « ~ « « « « « - « « 25 000

L e e

Total, Seventh District, (6 bka).$2. 296,500

Federal Reserve Bank of St. Louis

|
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ST. LOUIS DISTRICT \ Z o

Third HB, 8t. Louis, Mo., - - -~ = = = - =« - - - % B00.000
Seotland Co. ¥B, Momphis, Mo., =« - -« ~ = = = = 22,000
Firat §B, Hilm Ho..--~~---~---- 76 . 000
KB of cmcrco 3t. Louis, Ho., ~~~~~~~~ 3,621,600
First HB, Miugtan Moo, =~ =« «w v = « = =~ o - 1¢500
Firet HB, Sturgis, xy., - .. - - - - 20,000
StataHB.Tomkm APER., « o« = = = w = = = - 50,000
First HB, Corning, Ark... . T T T 7.750
First 38. Canton, Mou, = = «w - = v = = = « <« 25,000
Third BB, Union Citg Tenn., -~ ~ ~ - « - - = - 15,000
Citisens ¥B, Corinth, Uise.. - - - - - - ~ - - 87,500

Total, Eighth District, (11 bks). $4,275, 250
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259

KINEBAPOLISYDISTRICT
i
|
l
¥ First NB, Red Wing, Mimn., = = -« -« =« = = = - = - $100, 000
| Tirst NB, Owatonns, Minn.,, = -~ - - - - ~ « - - - 3.000
; Pirst ¥B. Wausau, Wise., -~ = == -~ - -« 10,000
| First B Bessemer, Mioh., -~ -~ = = = = = = = - 12,500
Pirst KB, More, Mimn., - - « - - - - - - - o 25,000
Pirst BB, Portland, ¥.D.,., =~ « =« « « « = « = <« - 6,280
Total, Ninth Distrioct, (6 bks). $156,750
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KABSAS CITY

Keota N.B.
First NB
First ¥B
UsBoNuBe
Fourth KB
Pirst NB
Pirat KB
Pirat NB
0'Neill KB
Citinene KB
Piyet KB
Pirst B
First BB
Eaton ¥B
Parmers NB
San Juan Co. KB
Pirst KB

ilﬁDL?é’ ELU xi# L“

DISTRICY

R
200 e
Okla.
Columﬁna Ned,
Durango, Coloe
Omaha, Rebr.
iahita Kae,
slluride Colo.
tad “eph Hoe
Clayton N.H,.
0'Neill Nebr.
Teounseh Nebr.
Arvedsa Colo, 6 280
Ault Colo. 20.000
Findsor Coloe 65,000
Stafford, Kas, 25 000
Farmington HelMa 10, 000
Eemingford, Nebr. 4,250

Total, Tenth Distrioet (17 Banks)

Rederal Reserve Bank of St. Louis
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DALLAS DISTRICT

| Colorado N.B. cﬂlﬁnaﬁ, ToX. $ 60,000
First NB Ballinger Tex. £6,000

Pirst XB Rice Tox. 12,600

Stockyards XB Ft.¥Worth Tex, 200,000

| Rodgers NB JofTerson, Tex. 6,250
| Planters KB Rosebud, Tex. 12,600
| Commefcisl NB Brady Tex. 50,000
Totel, Eleventh Distriot (Y Banks) $3556,880
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4229
5263
6426
6491
8662
8763

9093
9121

9166
9210
10212
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Santa Barbars Co.N.B.

Pirst BB
Seattle XB
Piret 2B
American ¥B
Pirst §B
Firat XB
First NB

UeSeNational B

First NB
Tqllace B
L ]
U.SeNatl B.
First NB
Empire NB

Total, Twelfth Distriot
(15 Banks]

Federal Reserve Bank of St. Louis

Santa Barbara, Calif? 100,000
San Diego, i 160,000
Seattle, Vash 100,000
Ontario, C Calif, 40,000
San Francisco Calif £00,000
Canyon City, Ore. 40,000
Glendora, Calif. 5,000
Rialto Calif., 25,000
Sales Ore. 31,000
Englewood Cal if. 26,000
Pagsdena Calif., 100,000
¥allace, Ida. 50,000
Dinuba Calif. 12,500
Barrington Wagh. 30,000
leviston, Ida. 100,000

$1,008,500
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Temporary Certificates for Bonds and One Year ary Hotes have

been 1ssued to Federal Reserve Bamks as followsj <7 afc/oneKb.a @5//%

,4~ e

Philadelphia. Coupon. ot

$962,600,00 Bonds Z} TR REE
462 ,000«00 nﬂte&

$1,424,600.00 " %

= ™
=
Cleveland. Coupon. E <t ?
$200,000.00 Bonds é ®
000
Chicagoe Coupone

Boston« Coupohs

$250,000.00 Bonds.
250,000.,00 NWotes.

500 +00

New York, Coupone

$1,533,300.00 Bonds
1,532,000.00 Notes

_$34065,300.00
Kansas City. Coupone.

$410,600.00 Bonds
B_Q' 000 +00 Hoteg

_$820,600,00
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Hinneapolis, Coupon.

Richmond.

St - LOﬁ 13;

&54'9 .500».00
350 000.00

Bondse
Notes

$639,300,00

$457,800400
456,000,00

Bond.ﬂ -
No t&g__._._

$912,800.00

$38).,700.00
380,000,00

Bonds
Notes

$761,700,00

Rw%itu]»&ti O e

Philae $1,424,600.00
Clevea. 400,000.00
Chicagoe 1,0004000.00
Boeton. 500,000.00
Now York. 3,066,300.00
Kas. City. 820,600400¢
#inneape 699 30000
Richm'd. 913,800.00
Ste Louis. 761,700,400
Total $9,585,300400
G Josz300-
77”/'2 70/ 690.09
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Mareh 31, 1916.

Ve To the Federal Reserve Board.

Gentlemen:

The Yeoretary of the Tressury, under date of Feb-
ruary 28, 1916, authorised the Federal Heserve Banks to tender
for conversion into bonds and notes, thirty millton dollars
during the present calendar year, fifteen millione of which
would be oconverted April lat, and the balance one-half July 1st
and one-half Oectoder lat.

Hine of the twelve Federal Reserve Banks have ten-
dered bonds for econversion:; in fact, all except Atlanta, Dallas
and 3an Fronciseo. five Banke have offered more bonde for
conversion than oan be allotted to them at this time, while
four Banks are offering fewer bonds than they would be an-
thorized to take.

Your Committee therefore makes the following recom-
mendation:

{1} That the application of the Bank of Boeton for

the conversion of £500,000 of bonde be approved,

one-helf bonds and one-half notes.

{2) That the application of the Bank of New York for
the conversion of U3, 308,000 of bonds be approv-

ed in respect to $3,0656,250, ons-half bonds and
one-half notes.
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(3]

(4)

(5)

{6}

(7)

(8)

(9)

That the anpplication of the Bank of Philadelphis

for the converajon of §1,500,000 be approved as

to $1,424,660; $962,2756 of whieh will be bonds,
82,275 will be one-yesar notes.

That the appliocation of the Bank of Cleveland
for the oonversion of $400,000 bde aspproved, ono-
half bonde, and one-half notes.

That the application of tho Bank of Riohmond for

the oonversion of $1.676,000 of bonde he approved
in respeot to $915 800, one-hslf bonds, and one-

half notes.

That the epplieation of the Bank of Chicago for
the conversion of ¥1,000,000 of bhonds be approved.

That the application of the Bank of St. Louie
for the conversion of ¢, 309,000 of bonds be
spproved in respect to $761,700, one-half bonds,
and one~half notes,

for the conversion of 000 of bonds be
approved in respect to @699 300 one-half dbonde
and one-half notes,

That the application of the Bank of Kangas City
for the conversion of $8Z0 600 of bonds de spprov-
ed, ono-half bonds and one-half notes.

That the appliocation aé the Bank of Minnespolies

It will be seen that the foregoing recommendstions

sggregate $12 ,511,050. Under the ruling alresdy made by the
Treasury Department ani our own Counsel, if sny of the Banks

do not ask for the conversion of their full allotment by or

before October 1, 1916, the donde anthoriszed to be taken by
them shall be allotted to other Banks who are asking for an-
thority to convert a larger pereentage than their allotment.
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It is understood that the Secretary of the Treasury
will meke esch of these sllotments one-half sach of 2% bonds
and one-year notes. There wﬁi. however, au exception made in
the oase of the Poldersl Reserve Bank of Chicago as to one
million, and the Federal Reserve Bank of Philadelphia se to
$500,000 bonds, spplied for and approved by the Secretary be-
fore a shange in the rmuling was deoided upon.

Respeotfully submitted,

Committee

A S A iy S S L W— —
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CONVERSION OF UNITED STATES 24 BONDS.

L

Amount of

Bonds accep~

tadle for

Conversion

on Bagis of
Federal Capital (Ad-
Reserve Total Justed to Excess Deficienay in
Bank of Applications Apr.l1,1916) Applied for Applieations
Boaton $ 590,000 $1,381,960 $ $ 881,950
New York 3, 502,000 3,068,250 586,750
Philadelphia 1,600,000 1,424,560 75,450
Cleveland 400,000 1,624,800 1,224,800
Richmond 1,676,000 918,800 762,200
Atlanta 708,300
Chicago 1,000,000 1,817,700 817,700
St.Louis 2,309,000 761,700 1,547,300 .
Hinneapolis 1,000,000 699,300 300,700
Xansas City 820,800 822,000 1,400
Dallas 706,200
San Prancisco 1,077,450

Total 15,000,000
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Yy WITHDRAWALS OF OFFERINGS l - P e
AR, S A
ﬁ 4 ;}“ " BOSTON, $250,000
(:?” “'r‘ p—,y é ;o
N wmw vome, 200,000 228t
,ﬂ‘f .
e PHILADELPHIA, 534,000
t‘/d
e CLEVELAXD, 5,000
RICHMOND, 5,000
ATLANTA, -
CHICAGO, 112,500
ST. LOUIS, -
MINNEAPOLIS, 15,500
KANSAS CITY, 60,000
DALLAS, -

SAX FRANCISCO, 108,000

A
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WREREAS, It appears from -tatemant !urniahed ,
the Board by the offige of ths Soorstary that elovem out _4
of the twelve F:deral roservs danks have purehmsed in the
opon markct bonds in excass of tho amount whigh might be '
allottad to such banks at the end of this quarterly pare
1od on a basis of one~fourth of twontysfive miilion dol-
laras which tho Board had considersd alloting at this time,
and

YTHEREAS, ftho bonds offered for sale through
ths Treasurer under Secctien 18 of the Poderal Reserve Act
aggregate mors than twanty times the amount which might
he allotted on the bdasis indioated, and it will, there
fors, be possidle on this basis to scll for eagh momber
bank less than {ive pur cont of the amount offared for
sale, and

WHREREAGS, It appoars that tha only Fadoral
ressrve bank whioh has not purchased in the epen markot
donds in axcess of the ampunt which might Do alletted to
1% 15 under contract to purshase 2 sum vory largely in
exoces of ite nllotment and has been provented from gone .
summating such purchase by reazon of the faet that more T
than nines million dollars in lawful moncy has boun doe M=
yosited with the Treasurse during the curremtflo retire
cirgulation by nationzl bdanks and th: banks u ‘eon=-
traot to sell are thereby provented from making delivery,

NOW, THEREFURE, BE I? RESOLVED, That it is the
sense of the Board that no nogessity oxiets for enforeing
the requirement provided for undey Bection 18 of tho
Paderal Romserve Agt at the cnd of this quartorly period
and that it will not at this time require the Foderal roe
serve banks to purohaso any of those bonds which arc of=-
fered for sale by msmber banks through the Trsasursr of
the Unitoed States under the provisiena of Seotion 18,

BE IT FURTHER RESOLVED, %That the Sserciary bde in~
structed to semd n copy of this resolution to thc warious
Foderal reserve banks and to the momber banks which have
offored bonds for oalc in erder that they may b= notified
of the action of the Board in the premlses., %$
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-

General Flam for Allotting to
’ Reserve Banks the Right to Couve
f Thirty ¥illions of United States
2% Bonds into 3% Bonds and FNotes

fe) Each Pederal Reserve Bank shall be authorized to state
the full smount of bonds whioch it wisches to convert;

(b) “
If this amount does not exceed thirty mididions, for all
Federal Reserve Banks, each Bank shall be granted the
privilege of converting the entire amount offered;

(o)

If the amount thus offered exceeds thirty millions, each
Pederal Reserve Bank will be first allotted its sliquot
proportion of thirty millions, based on its eapital stock,
and any exceas over this aliquot proportion will bde adivid-
od smong the remuiming applicants in proportion to their

stook holdings.

3/2/16
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FEDERAL RESERVE BOARD

March 27, 1916.

MEMORANDUM FOR MR. JACOBSON.

Can you have the attached table made up
for the use of the Board in meking allotments
toumorrow morning, leaving ocut the ¢olumm
hesded "Amount Offered," whieh will be ear-
ried in the letter of the Treasurer of the
United States to the Board, and leaving the
last eolumn vasant, the figures to be filled
in from the replies to our telegram sent
out todsy when reeeived tomorrow morning?

With this information wefure—yew, you will
be able to show for Boston the amount which
would be allotted in case an allotment is to
be made, that is, the relation whiech the
$576,750 for Bostom has to the total offering
of $16,000,000.

.

Assi t Seeretary.

Digitized for FRASER
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,
4 R
A

Basis for Allotment of U. S. Bonds offered by lem ‘”E&;k,,
and Amounts purchased by Federal Neserve Baiks since

f:%éi?ﬁ!;)
; (-]
I"'aximum amt.- banks 1 AnoMts

Federal Reserve may have, to duy One-fourth , since
Bank of during 1916(A;. of (4). Jan. 1, 1916.
Boston 42,303,250 $576,812.50 0 (a)
Hew York 5,108,750 1,277,187.50 43,202,000 (v)
Philadelphia 2,374,250 593,562 .50 2,216,000 (c)
Cleveland 2,708,000 677,000 1,867,000
Richmond 1,523,000 380,750 1,676,000
Atlente 1,175,500 293,875 1,399,600 (d)
Chicago 3,029,500 757,375 2,446,000 (e)
St. Louis 1,269,500 317,375 2,369,000
Minneapolis 1,165,500 291,375 884,880
Kansas City 1,370,000 342,500 5,826,300
Dellas 1,177,000 294,250 425,000 (£)
San Francisco 1,795,750 448,937.50 2,025,000
Toteal $25,000,000 $6,250,000,00  $24,336,780 {(g)

(a) Boston reports it has "acqulred“ $2,332,000 bonds, but that
trensfer has not been possible account $9,000,000 limit to retirement
of circulstion in Maroh

(b) In hend or with Secretery of the Tresasury in suspense occount.

(c) Philcdelphis reports it has in mddition contracted to purchase
$284,000 of bonds, transfer of $272,000 of which is delayed account
$9,000,000 limitation and $12,000 account closing of transfer bocks.

(d) Atlanta reports it has also purchased $15,000 to be delivered
April 1lst end hss written to the Federal Reserve Bourd under dste of
March 27th that it will teke 359,900 which has been offered by member
banks in its district.

(e) Chicago has in addition purchesed $3,075,700, not yzt delivered
or paid for.

(£) Dallaes reports it purchesed $32,000 of bonds on liarch 18th which
it is holding in bond suspense account, that it has written the Federal
Reserve Board in regard to the purchase of $1,481 250 additional on April’
1st, and that it has also agreed to teke $63,500 in addition to the sbove.

(g) Amounts purchased since Jan. lst and in process of purchase,

Division of Reports eand Statistics, $32,659,730,
Federal Reserve Board,

Digitized for FRASER Yarch 28, 1916,
http://fraser.stlouisfed.org/
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b : S
, Basis for Allotment of U. 8. Bonds offered by lMember Banks,

and Amounts purchesed by Federal Reserve Benks Since Jan. 1, 1916e

! liaximum smt. Amounts pur-
Federal Reserve benks mey dbuy One-fourth chased since’
Benk of during 1916(A). of (A). Jan. 1, 1916,
Boston $2,303,250 $575,812.50 0(a)
New York 5,108,750 1,277,187.50 $3,202,000 (b)
Philadelphise 2,374,250 593,562,450 2,216,000 (c)
Cleveland 2,708,000 677,000 1,877,000
Richmond 1,523,000 380,750 1,676,000
Atlanta 1,175,500 293,875 1,399,600 (d)
Chicago 3,029,500 757,375 2,446,000 (e)
St. Louis 1,269,500 317,375 2,369,000
Iinneapolis 1,165,500 291,375 884,880
Kensas City 1,370,000 342,600 £,826,300
Dallas 1,177,000 294,250 425,000 (f)
San Francisco .1,795,750 448,937 .50 2,025,000

Totel $25,000,000 $6,250,000 $24,346,780

Notes:

() Boston reports it has "acquired® $2,332,000 bonds, but that
transfer hes not been possible account $9,000,000 limit to retirement
of circulation in Korch. ' ’

(b) In hend or with Secretary of Treasury in suspense account.
(cg Philadelrhia reports it has in addition contracted to purchase
$284,000 of bhonds, trensfer of $272,000 of which is delcyed account
$9,000,000 limitation and $12,000 account closing of transfer books.

(d) Atlents reports it hes also purchesed $15,000 to be delivered
April 1lst and hes written to the Federal Reserve Bocrd undsr date gf
varch 27th that it will teke $369,900 which has been offered by member

benks in its district. .
(e) Chicago has in addition purchased $3,075,700, not yet delivered

eid for. S48 am
orF ?f) Dallas has written suthorizing purchase of $1,481,250 additionel,

and hss 2lso egreed to teke $63,500 in addition to the above.

14 ¥
L

¥
I“

”

TR
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Utico . City National Bank, Uticq, N. Y. Y3500 /

¥otional Irom Bank, Herristown, X.J., s 0,000,
Tesex 00+ N8, Newsrk, N.J., 800,000
Naticnal Newark Banidng Ooe,Newark, N.J., 50,0004,
Orangs KB 02 New Jersey, 31,800,/
Rew York State KB, Allany, “0"* W.W«V’
Pist N3, Utiea, X.Ts, 20040004
M“ RB. RWK, Kn”’ 100.0004»/
Pirat Botional 2ank, Greenwich, 7,Y. 12,8004 )
Tarrytown KB, Tarryvows, 3.Y. 30,000,
Peoples X3, Hudson Palls, Hudson Falls, K.Y, 35,0000/
Babylom XB, Babylen, B.Y. 12,6004
Citizems X8, Potodam, X.Y. 50,000, v~
Lineoln NB, Roohester, N.Y. £$0,000, v~
Zast Toreester WB, East wmater,u!. 10,000, v )
Tonkers ¥B, Yomkars, Y. e B804 000y

Tobal for Jasoud District /é{ . ”\24: 21,577,500,

Tirat FB. Philmwa. P‘;’ M?,OOOJ/
Pirst EB, Rorristown, Ps., 25,000.
Firss iB, Vincentown, X.J, 5040004
Eeak of Forth imericen, Philadelphla, Pr., m,ooo./
Lyeaing 3, Taninannook, Poe 5,909«; .,
Linoola BB, Linooln, Pae 15,000,
uerchent: P3, 2llentorn, Po. 10,060, ¥~
Tagplas 13, Pemberten, N.J. , 1008

Totel TWird Distriet S A0 A $e14,000.

First HB, Springfield, C., 26,000,
Seoond 18, Urbdena, Os, 10,000,
First NB, lewayk, Os, 10,5860.”
lerchants KB, Dagtomn, Oe, 200,0000
IB of Oommérae, Toledn, C. 376,000,/
’irst Yatlogal Bank, Sewhokley, Pa. 54,000,
Piret X3,/mlenton, Pae 2540004
First ¥B, Enpoleon, O, 50,0004/
Yorgan 0o. KB, Oannel Oity,}Ys 26,000,
Zeyutons ¥h, PiStsdburg, Pae 800,000, /

Tosal for Fourth Distriet / /) £1,4226,850,

Federal Reserve Bank of St. Louis
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rF:EDLPAL RCSE D BOARD HLE;
A
,«" N ;
i 2 Zg ‘) o,f L ” ]
£14  sosond By Baltimoreg Ude ‘ii’}ﬁ.%"
209%  Torovers & ech. BB, Badtimors, e, B0 U00,
4626 Tirss Mg 1t snbath »‘j'igyg Tk ug ﬁiﬁw. Lo
164 Unton 7B, OhmrloWte, .3., BB 0

; </ :
Towsd for SlEwh Dlatrisy 44 /f@{wm.

2OET  Uirwy N3, lsridlen, Hese, 000
b SUS QAR L TS S8 }i;j Vig nbary, “isbes 1@;%31//
4B DRepGn Ly BNy ey 84000,
TT620Y  Piret 7B, louieville, Gas, 3BO00
TOR4 Par-ors b Lereustls %8, Srey, Alse, B ARGy
Thed  Pivet R, oulirie, Goe, £2,0004 v
7933 Firet TR, Semderaville, Go. ze.aw.»:/

BIOB First 1B, Thompociy Gae
Tetel for Sizwn Diatrics gwxmé&ﬁam

47 Pirss 38, Tovres Haake, Ioda, 26,000, v
17T Pirat MB, Tileington, Ilie, 24,0004
OGS Nellonal aoite Gan, JLlmmaien, ida, 113,8004 {
RME  vFaymnps [H, Priaseton, 111&* 1&‘&3@‘ v
B4 ovasiiowmtas o Cuswpolied By hiOri 0y 1le,  K,00040040,
VI Vira¥ EB, Jresswell, lohe, e B 00

Tovsal fur Sowsnks Jistriot a/ﬁ,é&'mm
170 ?Bm W, 23%4; m*'j f"f”‘ 5 mm/
2452 Goodland ke, B3, Hemphliug Y0, ﬁﬂ‘m&/ﬂ
5110 Plrew NN, Mllen, Wou, 8,000, —
4178 TS of Dommeras, S3e LO0ULRy MO 3,683,500,
5388 Plyst BR, UashingVon, e 3 B0y —
6344  Flras B3, Shergis, ey 20,000y
A Buste 1D, ?w’mm. am. BO,000, o
V38 Jirss BB, mp uy 25,060,
BEAY  Taird T, Unien Tilp, Tesne, Xﬁ.%@./
9781  iitinexe #3, curinkh, Ulete, B -
Tobkal “ighth Listrick / / ﬂ/m 244275 REDs
1437  Flret N3, 184 Vlng, lilbie, 1004003, 7
1911 7Zires I'B, Cwatonunn, iTiBhée a,m&,/
RBARC Flysd NN, Tenset, Tise, 104800,
IMAT  Pirat 1B, Bessenar, ok, 32 E00,
TR ired V3, Dove, inte, 26,000, -
7693 Virst 1B, Portimad, TDe, u‘__m“/

e i 7 ems
Tatel ¥ nth Tlsvriat é \z:} /<:~ 1186, M0,
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Keota National Bank, Keoto,
£83T  [lrat T, Tarsngd, J01l0.,
2307 irst 15, Columtue, Sabe
—~7 #9278 Urivsd itates N3, Omaba, Deds
4658 Tourwh IR, Uiohibo, imum.

FER"RAL RESERYL 05-7D £t

37 Firut §B, Tellaride, 00ls.
T 4SS FiguN BBy 3% Jeosephy How,
ET13 First FB, Glayvem, Ml
EPH GYReLL) W8, O'Zeild, Vel
T HI88  iizeqs PR, Jeowssehy Subs
TBOL  Fhras 58, lresdn, Jolde
8088 Firat W&, salt, J010.
T A0 PlEsS DB, Tindnory Jolee
06L8  “wton HBy Uatdn, D0k0s,
BBLS  Parsars U, Utatiord, Fpose
CURIEL Lk umn OBy By FANGLIZRON, el 3&.@@5,:;;
10848 First B, Nemingford, Yebs £.250,
Total for Temsh Distriet / ’7{’3&»% 518,000
2001 Colowede U8, Joleyads, Uers 50,000,
SBUS  rlret 1By Selilngor, los %MV
4366 Tirgy m‘ mm" ToK 1»'5&‘*
T aBKA Sroeigrrwds VD, Fort wowthy Tasy Sl Qg -
7159 Trodgern TR, Jeffarion, Toxe &MW
8084 Flrabsrs N8, losobud, Sowe L& gl
TAnrs  Cewewralsl TH, Sredy, Texs 3y
Totsd for “lovonth szutrxut/;Z/éygsag.as&.
N
8456 Sents Rerbara 2. IR, Banba Saresrs, Oelif., 160,000,
5050 Nirst 7B, O8u Dlego, Uadlfes 163 4 G g
4229 Sesdtls TH, Sestuls, Tssh. 10045600
---------- TTSESY Firsk B3, inmterio, Sellfe, W g0 . —
€4%8 Anoriosu Kb, ied Frapeilsce, Gellifay 206 4000,
8481 Firet 43, Jaugon My, ree 46 $000u -
0688 Pirst I8,0lendore, Gealife, 5, 00le
8760 Virwd '93., Sualte, f}ﬂiift' %QMO/
P01 Uefeliationsl dani, Salse, Orey &1M¢t/
RGeS 7irst B, ‘glewood, Osllles 85,0000
9121 Unlem N3, Fsoadons, Onlife wwm/
P34 Tallpoe 7B, “allaen, idsho, 56,0004~
9166 Uliie Bational Denz, Dinubd, Uslife, L ofilile
9210 First ¥B, liarrington, Cekie x,m//
10212 ispire X5, Lewloten, 1iaho, 300000,
Tetnd for ToeslSh Bistriet /\ n,m,wo.
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S Dol dwm“

On Basls of On Basis of
Thirty Nillioms Twenty-five Millions W/

Boston 2,763,602 ——2,303,00% A
New York 6,121,910 5,101, 582 g\‘ﬂ"
Phila 2,871,275 2,392,729 .-
Cleveland 3,247,658 — £,706,382
Richmond 1,822,783 1,538,986
Atlanta 1,411,061 1,175,664
Chgo. 3,634,284 3,058,570
St.Louis 1,521,375 1,267,813 \
Minn'pls. 1,396,033 1,163,361 :
Eansas Gity 1,641,337 1,367,781
Dul las 1,412,836 1,177,363

San Francisco 2,155,846 - -~ 1,796,538

igitized for FRASER
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March 20, 1916.

MEMORANDUM FOR GOVERNOR DELANO:-

SITUATIOR OF BOND CO SION MATTERS, MOURDAY, A.M.
MARCH 20, 1916.

L)

ABanka have applied for conversions as followas. Nothing has

been received from Atlanta, Dallas and Sam Francisco:-

(ﬂ Ao Conethp?
1,35 /I"a ¢
g.06c.cce
/43 et
| bog 7.eee

F s e O
‘7:;.1’, Iy

[/ FI1) . ere

7 §o, 0erd
éﬁ’l fe g

¥ 20,000

7¢ 5 , P

/.L’?g‘ W"‘v“

Digitized for FRASER
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BOSTOK, $500,000 (With Loans and Currency)

gﬁmwaes. |
%7\1'. o oo
NEW YOBK. “,200,000 /‘ 3‘7 \J“ (2] o -4

éoa L

~ (b cco -

PHILADELPHIA, $500,000

CLEVELAND, $400,000

3 F 0. e
NOTE. Treasury will write for proper reso- '

lutions.

RICHMOND, $911,000

ATLANTA, 294020

) Vb, se0

ST. LOUIS, $2,309,000 Desire to convert as much as posaibi( b oo
this amoumt.

CHICAGO, $1,000,000 -

MIRNEAPOLIS, $1,000,000 18 e e

KAKSAS CITY, $820,000 - 3¢t te0
SAN FRANCISCO, %o o0
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CLEVELAND DISTRICT

Pixet BB
Second NB
Firet B
Herehants N3
¥.B.0f Comusrae
Piret KB

Pirset BB

First 1B
Norgan Co. B
Eeystone EB

Boringfiel ,
Urbans

Sewickley,
Enlenton,
Napoleon,
Cannel City

iotal Fourth Dietriet (10 Banks)

e "
s,
O
PR S

oaﬁo $ 26,000

10,000

" 10, 550

" 200 4000

" 3755000
Pa, 5,000
P&’ 85.0@
Ohio 50,000
n‘ wgow
500,000
$1,226,650
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200
416
476
517
674
626
726
791
845
921
924
987
9e1
1038
1162
1184
1187
1203
1333
1368
1700
2270
2275
22956
2371
2494
3020
3923
3994
51556
7596
7812
92609
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BOSTON DISTRICT:

Pirst Bational Bank, Boston, Mass., - - - - - - - ~ $500,000
Firat Hational Bank, Esston, North Easston, lass., - 50,000
Herchants Eational Bank, Boston, Mags., - - - - - - 336,000
National Ht. Wallaston Bank, Quincy, Mass., - - - - 50,000
Amosakeag BB, Manchester, N. H., « - - - = - - . . 25,000
Hopkinton MB, Hopkinton, Mass., - - - - - - =« « - 10,000
Merchants NB, Salem, Mass., ~ - - - -« - -~ « ~ « ~ - £5,000
Citizens BB Waterbury, Comn., =~ « « = « = =« = - -~ 50,000
Middlesex Co.KB, Middletown, Conn., « « ~ « - « .- = 150,000
City HB of Bridgeport. Comn., - - « - « = - - - - & 250,000
Motacomet NB, Fall River, Mass., - - « « - - - ~ = 100,000
Connecticut NB, Bridgeport. Conn..« - - = - « = - - 20,000
Canal KB, Portland, le., - = = - =« = =« = & - - « = 50,000
Stamford BB, Stamford. Conn., « <+« « = = = = « - = 100,000
Glougestor HB, Gloucester, lasg., - - - « - - - - = 5,000
New Britain HB, New Britain, Comn., - - - - ~ « - = 100,000
Uncas ¥B, Norwich, Comn., - = - = = = = = = =« - - < 40,000
ilahaiwe Bank, Great Barrington, Mass., - - - -~ - - 62,000
Citizens KB, Jilton, F.H., « = = - 0 = = = & « - = 5,000
EB of Derdy Lime, Vt., - - - « = « & & « & = = - = 30,000
Baxter HB, Rutlsnd, Vt., - - « - - - = =« & « & - < 50, 000
Hational Shoe & leather Bank. Auburn, Me., - - - - 25,000
Home BB, Hilford, Maes., - - - - = = - - - =« - - 15,000
Merchants NB, St. Johmsbury, Vt., - - « - - - - - - 35,000
Rorth Rational Bank, Roekland, ¥8., = =« = - « - - = 15,000
Manufaoturers NB, Waterbury, Conn., - - - - - - - 25,000
Naugatuok NB, Naugatuck, Comn., - - = - - -« - - - « 100,000
Commercial KB of Boston, Mess., - - - = - - - - . . 50, 000
Middleborough EB, Middleboro, Maes., - = - - - - - 20,000
Hational Shawmut Bank, Boston, Masp., « - - - - = - 862,000
Uerchants HB of Worpester, Msmss., - - - - - - - - = 66,000
KB of Hew Englend, East Hadden. Conn., - - -~ - - - 15,000
NB of Cardiner, Gardiner, Me., ~ - = = = - - - - - 50, 000

Total, First Distriet, (33 bkg)
3,285,000

FFederal Reserve Bank of St. Louis
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278
370
602
836
3198
6645
8129
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PRILADELPERIA DISTRICT

FPirst 5B, Philadelphis, Pa., = - = = = « = =« - - - $527,000
First BB, Norristowm,K Pa., - - = « - - .- - - =<~ = 25000
Firet ¥B, Vincentown, H.J., = -~ « = =« = = =« = - 50,000
Bank of North Amerioan, Philadelphia, Pa., -~ - - - 175,000
Wyoming BB, Tunkhannook, Pa.,, = « ~ « <« « -« - « - 5,000
Lincoln BB, Linaoln, Pa., - = -« =« « = =« « o = o =« 15,000
Merchants NB, Allentown,6 Pa,, - - - -~ « - - - - 10,000
Peoples BB, Pemberton, B.J., = « = - = =« =« « =« - . 7,000

Total. Thirda Pistriet., (B8 bks) 8814 . 000

Federal Reserve Bank of St. Louis
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2499
4628
9164
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RICHMORD DISTRICT

Second NB, Baltimore, MA., - - - -~ - - - - - - $100,000
Grovers & Meoh. NB, Baltimore,K Md., - -~ - - -« 50,000
Pirst BB, Eligabeth City, H.C., - « - - =« - - 5,000
Union BB, Charlotte, H.C., - - « =« = - ~ - - - 25,000

Total. Fisth District. (4 bks), $180,000

ederal Reserve Bank of St. Louis
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ATLANTA DISTRICT

;
|
| 2957 First BB, Keridian, Misa., - - - « = - = = - « - £100,000
| 3450 Merchents NB, Viukabnrg. Mipg., -~ = =~ « = -~ - - - 100,000
| 4115 Dawson HB, Dawaon Ga., » ~ =« « o 4 4 W 4w~ 6,000
| 6207 ¥irst NB, Louisvills, Ga., =« ~ - « - - - - - = = 35,000
| 7044 Parmers & Msrohants EB, Troy, Ma., -~ --=-_ 6,400
| 7663 FPirst ¥B, Loultrie, OM., - = - « = - = = = - - = 22,000
| 7921 First NB, Sandersville, 0a., = < - - ~ - - — - - - 25,000
E 9302 First NB, Thompson, G&., ~ = - - ~ - - « - - - - 66,500
I
t

Total, Sixth Distriet,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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47
177
1003
2165
2894
9792
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CRICAGO DIBTRICT

Firat NB, Terre Haute, Ind., - = - = = « = = = = = $25. 000
Fiest NB, Wilmington, I1l., « = - - = - - - - - - 24,000
National Exch. Bank, Milwankee, Wis., - - - - - - 112,500
Farmers B, Princeton, Ill., = = « -« - - - - « . - 110,000
Continentel & Commercial HEB, Chieago, Ill., -~ - 2,000,000
First HB, Crosswell, Mioh., « - -« « - « - - - ~-___25,000

Total, Seventh Distriot, (6 bks).$2,296,500

ederal Reserve Bank of St. Louis
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ST. LOUIS DISTRICYT

|
|
|
|
|
E Sgotland Co. BB, Memphis, Ho., - - - - - - « .
|
|
|
|
|
|
l

Third KB, St. Louis, Mo., = - = = = = ~ =« - - - $ 500.000
22,000

Pirat NB, Milan, Mo., « ~ = = - = = - < - - & 76,000
KB of Commerco, 8t. Loule, Mo., - -~ - - = - - = 3,621,500
Firet BB, Waghington, Mo.e,~ « - = = = = - - - 1,500
Piret 5B, Sturgie, Ky., = -~ ~ « = = = = = = - 20,000
State BB, Texarkana, Ark., « -« « = = = = = = « 50, 000
Firet BB, Cornimg, ArkK., = = = = = = = = = ~ - 7.750
Firet BB, Canton, ¥o., - = « - - « - - - - - - 25,000
Thira B, Union City, Temn., - - - - - - -~ < 15,000
Citigens HB, Corinth, Mise., - « - - -« - - - - 37,600
Total, Eighth Distrioct, (11 ®ks), $4.275,250

igitized for FRASER
ttp://fraser.stlouisfed.org/
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MINSEAPOLIS?DISTRICT

Pirst NB, Red Wing, Himn., = = = = = = =« « = = = $100.000
Yirat NB, Owatonna,6 Minn., « - - - - - - « « - « 3.000
First BB Wauspau, Wise., - e e e o - = 10,000
Firat KB, Bessemer, Hioch., - - - = = = = « = - - 12,500
First KB, Mora, Mimn., - - - = « = - = -« - - 25,000
First NB, Portland. ¥.D., « - - o « « o« o« o - = 6,250

Total, Ninth Distriet, (& bks). $156,750

igitized for FRASER
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Keota H.B.
First HB
First HB
U.S.H.B*
Fourth HB
First HB
first HB
First HB

0 Beill HB
Citizens HB
First HB
First HB
First HB
Eaton HB
Farmers HB

San Juan Co.

First HB

KAHSAS CITY BISIRICT

HB

Keota,
Columbus,
Durango,
Omaha9
Wichita
felluride
St.Jfeseph
Clayton
0#5eill
Teeumseh
Arvada
Ault
Windsor
Eaton*
Stafford,
Farmington
Heraingford,

Total, Tenth District (17 Banks)

Federal Reserve Bank of St. Louis

kla.
Heb.
Colo*
Hebr*
Kas.
Colo.
MO .
H_M*
Hebr*
Hebr.
Colo*
Colo*
Colo*
Colo.
Kas.
9.X*
Hebr .

112,600
£,000
100,000
60,000
100,000
£5,000
26,000
10,000
60,000
60,000
6,260
20,000
6,000
20,000
26,000
10,000
4*250

$505t, 500
S/T,
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DALLAS DISTRICT
|

Coloxado N.B. Colorado,
Pirst BB Ballinger
Pirst 2B Riae
Stoskyards ¥B rt.Vorth
Rodgers X3 Jefferson,
Planters KB Rosebdud,
Commefcial HB Brady

Total, Eleventh District {7 Banks)

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

Tex.

Tex.
Tex,.
Tex.

Tex.
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2456
3050
4229
5263
L 6426

6491
| 8652
] 8763
l

9093
2121

9166
9210
10212

pigitized for FRASER
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San Praneisco, Distriat

Santae Barbaras Co.H.B.

Firet BB
Seattle KB
Piret X¥B
Anerican NB
Piret AB
Pirst XB
Pirst BB

UsSeBational B

FPirst BB
Union B
Wallace XB
UsSeNatl B,
First ¥B
Empire NB

Total, Twelfth Distriot
(15 Banks|

Federal Reserve Bank of St. Louis

Sants Barbare, Calif?

San Diego,
Seattle,
Ontario, C
San Francisco
Canyon City,
Glendora,

Rialto
Sales

Englewood
Pasadena

¥allace,
Dinuds

Harringtom
lewiston,

100,000

" 156G, 000
Wash 100,000
Calif. 40,000
Celif 200,000
ore. 40,000
Calif, 5,000
Calif. 25,000
Ore. 31,000
Calif. 100,000
Ian. 50,000
Q&lifo 112.500
Waﬂhc w'm
Ida. 100,000
sz,m’am
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Margh 22, 1916.

To the Fedaral Heserve Board:

Gentlemem:

isnswering the specifio guery which wes re-
forred to ma at the meeting this morning: 4after oon-
sulting the Lew Department and our Division of 3tatis-
tios, I find that ten of the Banks have already pur-
ashased more bonds in the open market than they can be
required to take me their one-quarter proportion of
twenty-five millions. There are, however, two Benks
which have not done this; nsmely, 2osten, which has m
1ts credit no bonds purchased sines Jamary 1, 1918,
and may therefore be reguired by the Federal Beserve
Board to purchase through the Treasurer of the United
States 3875,750.50, and itlsata, which has bought some
bonds dut may he required by the Federal Heserve Board
to purchase $110,971 additional. This total of
3687,000, in round figures, would have to bs taken from
the sgzxregate number of boxde offered. This aggregate
is in excess of sixteen millions. In round fignres
this would mean thaet about 4i% of ths bonds offered
through the Troeasurer of the Uni ted States would be
taken, unless this peroentage was consideradly reduced

Federal Reserve Bank of St. Louis
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wgn

by rsason of the National banks availing themselves
of the privilege suggested to thsm of witXdrewing
their appliostions, up to the morning of Marsh Z8th.
In view of the situntion 2nd the very small
number of bonds to be taken, say 41% of those
offered, whioh would inevitadbly lsad to breaking up
even blooks of bonds into omell inoonvenient lots,
I respsotfully suggest that the Board deoline to
spprove the purchase of any of thess bonds, dut that,
at the same time, 1t suzgest to the Beston and Atlanta
Banks the propriety of buying from the banks of their
Districto offering them for sale, the bonds whioh
might have been allotted to them by the Board.
Respsotfully submitted,

SRINGRDY BLOAL LEIL oA,

Federal Reserve Bank of St. Louis
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| FEDERAL RESERVE BOARD

WASHINGTON

March 22nd, 1916,

To the FPederal Reserve Bosard:

Gentlemen: -

Answering the specific query which was referred to me at
the meeting this morning. After consulting the Law Department
and our Division of Statistics, I find that ten of the Banks
have already purchased more bonds in the open market than they

can be required to take as their one~quarter proportion of

twenty-five millions. There are, however, two Banks which have

ﬂwc"" L Ay bded A
not done thls Boston, Wthh has no bonds purchesed since Jan-

by rquitid by A Frd s Porne T
| uary first@&e—ﬁe—Mtherefore purchase through the !

Treasurer of the United States $575,750.50, and Atlanta musd /\ /‘
s et M»R&ud .
7e s — 110,971, 00y

This total of §687, 000.00 mtAbe taken from the ‘aggre-

oonds. )
ate number of bonds offered. This aggregate is in excess of

e fbotyy ”
fowr4eew millions. In round figures this would mean that 4’% =
; &

yeswent of the bonds offered through the Treasurer of the United a;;,
W é'«éwu«i’bm&esi '

States would be taken, unlescs this percentage m’\reduced SO T
weet by reason of the Hatlonal banks availing themselves of the 5
privilegem them of withdrawing their applicatioms, up &w
N
to the morning of March 28th. ‘;:' )
—ReSPOOSEN T IPaRibiill Lo yen =
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but at the same time it suggeste to the Boston and Atlanta Banks\‘
the propriety of buying from thilpanks in thelr Dlstricts of-
.fering them for sale, the bends which might have been allotted

‘ to them by the Bbard.

Digitized for FRASER
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March 4, 1918,

Memorandun for the Board:

I submit herewith a tabulation prepared by our
Statistical Department, showing for each year of the
period 1916 to 1935 the amounts of capital and of
United States bonds to secure ci;culafion hz1ld in
trust for all national vanks whose charters expire
during each of those years.

This is the material that we had compiled in(order
to enable us to judge of the merits of Mr,
proposition to amend the law to the effect that any
national bank whose charter expires shall reczive a
renewal of the charter only without the circulating

privilege.

Respectfully submitted:

Digitized for FRASER
http://fraser.stlouisfed.org/
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(In thoussnds of dollars)

Joar Copitel Bends
1916 4,993 4,400
1917 20,320 12, 693
1918 17,9%0 9,245
1919 17,165 13,337
19320 34,224 28,249
1921 35,363 28, 908
1922 83,959 58,738
1923 126,703 95,510
1924 90, 307 60,615
1928 824,992 139,323
1926 46,145 38,438
1937 44,347 32,078
1928 36,071 31,082
1938 48,180 38,923
1930 40,135 47,134
1931 36, 898 26,853
1933 42,147 29,968
1933 19,910 14,668
1934 31,481 14,619
1938 24,905 15,919
207AL 1,048,982 788,058

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

(In thousands of dollars)

Year Capital Bonds
1916 4,93 4,400
1917 30,320 13,892
1918 17,780 9,248
1919 17,165 13,387
1930 84,224 28,249
1931 35,362 38, 908
1923 83, 959 56,728
1928 126,703 95,510
1924 90,307 60,618
1928 834,992 139,323
1926 46,145 38,428
1937 44,347 32,013
1938 3,071 31,082
193¢ 48,180 38,%:3
1930 60,135 47,124
1 36,898 36,832
: 1933 43,147 29,965
1933 19,910 14,668
1934 31,481 14,619
1938 | 24,908 15,919
P07AL 1,048,988 138,856

Digitized for FRASER
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e " DERAL RESERVE BOARD FilE

fimally 93K'd., February 28, 1916.) = s
i R B

A—_
WHEPEAS, Sestien 1E of the Faderal Reserve Act lays upen ])3\“?
the Tederal Ressrve Board the duty to recommsnd te the Seerstery
of Lthe Treasury aspyprevel or disapproval of applicat icne made by
Yederal reeerve banke for the conversion of two per eent bonds
iate three per senmt bdends, and, \

THERRAS, Voderal reserve banke have slready purchased about
($30,000,000) thirty =idliens of bonde bearing the eirewlating
privilege, and

WHEREAS, Trom time tc time differant zmesbsre of the Board;
lissors,. Hamlin, Warburg and Delano; have, upon reguest eof the
Seerstary of the Tressury, prepared informal aesoranda expressing
thelr views en thie whole subdbjzet, and,

YHIREAS, The Board has approved the gensral] pelicy expressed
in seid remoranda me filed from time to time, withcout, howver,
taking aotion thereon in ary forwal way, end

YHERRAB, Opinions have rescently besn rendered by the Seliei-
Sor of the Treanury Depertzent and by Counssl of the Fedearal Re-
serve Board, that the limit of e ompulscry purchaes under eection
12 ahall vet e regarded as the limit teo Ve fized for the scn-
torsien of twypser cont intc thres per cent bends, and

WHEREAS, It ie deeirable thet a formal expreesiocn of épirlor
be Tade asmattsr of recerd,

TREFEYORE, B IT RESCLYED, That the fellewing bde stated as

the esnme of the Bonrds

ttp://fraser.stlouisfed.org/

ederal Reserve Bank of St. Louis
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age

1 That it is important to give full offoct t¢c the pre~
vielone of the law relating to¢ the reduetion of tosd-wecured
eurrercy wnd the aonversien of two par sent bends inte three
per cent bonde and te glve eppertunity for the transfer to the
pudlie of eusch bonds converted inte three's in #c far ne net
needed fer purposes of eireuletioes.

2. That such peliocy will hekp to ereete n field for the
sirenlation o¢f Yederal reearve bank issuse and also enlarge the
eporations eof Faderal reserve bankas by the greduml eabstitu~
tler of esum-reial paper for bende as the bsaie of the ecuatry's note

sirculat ion,

ARD PINALLY BE IT RESOLVED, That it ie ithe sence of the
Fedors)l Fecerve Board that the Sedratary of the Treaeury sheould
ret limit the eus he i» willing te convert frox two per oceat
into three per cent cesurities during the year 1916 to salid
l1imit of ecsmpulmsory purohase insemuch se ouch astien ~ight
sreate a harmful precedent and might likewiee hamper the opora-
tione ef the Tedera] reserve dbanke, prevonting them from pro-

sseding freely in the purshsse of Government bonde.

ttp://fraser.stlouisfed.org/
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WHEABAR, the Fodaral Reserve set | “oetion 18 )
mekee provieion for the conversicn of United ttates bonde
boaring oiroulsting privilege, into 3% bonde and notes,
by the Zecretury of the Treasury, upon application of
Foderul lsserve Banks; and

WHEZEAS, suah application and conversion regulrs
the approval of the Federal Heserve Board; and

JBRLLEAL, the sot does not limit bhim in the exercise
of his diseretion to an amount of $£5,000,000; and

WHEIDAZ, the poliey of such conversisn has been
the subjeat of oarefal atudy dy the Board, and of &isovesion
within the Board and of tho Beard with the Seeretary of the
Treagqury; now, therefore. be it

IRECLVED That the Federn) Reserve 3oard earnestly
| recommends to the Secretary of the Treasury that in the
i exerciae of his authority to make oouversions he should, in

ordar to eptabiish & precedent that &ich conversions are not
to be linmited to wwount of twonty-five milllons of dollsrs,
make provision at tre preseat time for the conversion of an

amount in excess of twenty-five millions of dollars.

‘ e reunsons for the polliay on whieh this rocommenda-
| tien is based have besn fully set forth in verious memorands
presented to the Board; the apecific occaasion for the recom-
mendution at this time ie that $185,.900,000 of bonds had been
purchased prior to Jemuary 1, 1916; that the Fedoral Reserve

| Banks are required, under the ict, to purchame this year
| oither in the open market or from momder banks $25 000,000

|

£

Digitized for FRASER
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additional, making, in round figares, a total of §41,000,000
during the currert calendar year. it the present time
$£9.600,000 of dands have been purchased.

The Board, therefore, sess strong reasen for fixing
the 1limit at least high encugh to cover the sumber of bondwe
slready mahwcd.

Digitized for FRASER
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WHEZRAS, the Foderal Reserve sat ( Pectiom 18 )
maker provision for the convarsion of United States dondae
bearing oireulating privilege, into ¥ bands and notes,
by the Secretary of the Tressury, upon spplication of
Foderul Heserve Banks; mnd

#HLABA%, saeh appliention and comwersion reguire
tha approval of the Fedsrsl Jeserve Board; and

| FEKAEAE, the act does not limit him in ths exeroise

| of his discretion to sa amount of $25,000,000; snd

| FRENAZ, the poliey of wuoh oonversion hns deen

] the subjeot of ourefal study by the 3oard, and of disoussion

i within the Joard and of tho Beard with thoe Speretary of the

i Tresoury; now, therefore, be it

| HESOLVED That the Fedorsl Severve 3Joard sarneatly

| recommsnds to the Ysoretary of the Tressury that in the

i sxercise of his authority to make oonvarsions he should, in

, ordexr to eatablish a precedont that sach conversions are not
10 be limlted to amount of twonty-five millliona o7 dollars,

} mako provision at the nrosent iime for the conversion of en

| msount in excess of twenty-five millions of dollars.

E

E

|

The reoasons for the polisy on whish this recomenda-
tion is based have heen fully set forth in various rwmorenis
presented to ithe Board: the specific oeoansion for the rocon-
nendution at thie time im that $15.90C,000 of bonds had been
purchased prior to Japuary 1, 1914; that the Fedoral Roserve
Dankas are reguired, under the Jot, to purchape this year
igiized o race- @ EheP in the open market or from member danke 28,000,000

ttp://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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sdditional, maxing, ia round Tigares, a total af 41,000,000
| darfng the currsnt calendsr year. 4t the presant time
29,600,000 of boands Love been purchased.

T™e Doard, therefore, seec sirong resson for fixing
| the limit et loast high enou 0 cover the samber of bonds
already purchasoed.

Digitized for FRASER
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WHERRAS, under the Federal Reserve Aot it is the
duty of the Federal Reserve Board to make a recommendation
to the Secrotary of the Treasury in respeot to the right of
Federal Reserve Banks to sonvert 2% Unitea States Govern-
ment bonds with the eironlation privilege, against which no
circulation is outstanding, into 3% bonds, and soled @ed

WHEREAS, thie metter has been the subjest of sars-
ful study by seme msmbers of the Beari and of discussion

within the Board, ..o "/Zg/fz?g;gw,@, /( ,_,;x’ fed ol 4?’7/:« s

Thﬁ;{z#oralmgnncrve Board\ esrnestly resommends

to the Seoretary of thc'!rc;id¥rw iztaver limit he fixss.
g

e
on the conversion it should be in exoes $25,000%°000.

of bonds had been purchased prior to January 1,1916; that the

Fedaral Reserve Banks are required, under the ict, to pur-
chaagkzithar in the open market or from memberbanks 325,000,000
additional, making, in round figures, a total of $41,000,000
xzzzs:sin:ont-ot the current calendar yuir. At the present
time $29,600,000 of bonds have been purchased.

The Board, therofore, sees strong resson for fixing
the 1imit at least high enough to cover the number of donds
already purchased.

Oigitized for FRASER
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______

WHEREAS, under the Federal Reserve Act it is the
duty of the Federal Reserve Board to make a recommendation
to the Secretary of the Treasury in respect to the right of
Federal Reserve Banks to convert 2% United States Govern-
ment bonds with the circulation privilege, against which no
circulation is outstanding, into 3% bonds, and #ele<

WHEREAS, this matter has been the subject of care-

ful study by some members of the Board and of discussion

within the Board, /w7t nfere fo oF roolo AW 4
¢

ﬁhe Federal Reserve Board earnestly recommends
to the Secretary of the Treasury that whatever 1limit he fixes
on the conversion it should be in excess of $25,000,000.
The reason for this recommendation is, first, that $15,900,000
of bonds had been purchased prior to January 1,1916; that the
Federal Reserve Banks are required, under the Act, to pur-
cﬁgg;A;§¥;er in the open market or from memberpanks $25,000,000
additioqal, maeking, in round figures, & total of $41,000,000
&pJZg:£¥;:§a&—oi the current calendar year. At the present
time $29,600,000 of bonds have been purchased.

The Board, therefore, sees strong reason for fixing

the limit at least high enough to cover the number of bonds
already purchased.

Digitized for FRASER
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VHEREAS, under the Federal Heserve Act it is the
duty of the Federal Reserve Board to make a recommendation
to the Seoretary of the Treasury in respeot to the right of
Federal Heserve Banke to convert 2% United States Covern-
ment bonds with the ciroulstion privilege, against which no
oiroulation is outstanding, into 3% bonds, and néTe~ pw&v;-

WHEREAS, this matter has bhoen the subjeet of care-
ful atuldy by some membders of the Board and of disocussion
within the Board, j , w et ‘;}{&v/“u i w’ VPt iia_a—«;,, &'3'/ 72 it

The Federal Keserve Board earnestly recommends
to the Beoretary ef the Treasury that whatever limit he fixes.
on the conversion it should de in excess of $25,000,000.
The resson for this recommendation is, first, that §15,900,000
of donds had besn purchased prior to January 1,1916; that the
lodc;:tl Reserve Banks are required, under the iot, to pur-
ol:&;tﬁ;;f in the open market or from memberdanks 325,000,000
additional, making, in round figures, a total of $41,000,000
np—az% the current ocalendar year. At the present
time $29,600.000 of bonds have boen purchased.

The Board, therefore, sees strong reason for fixing
the linmit at least high enough o cover the number of bdonds

already purchased.

Qigitized for FRASER
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VEERRAS, under the Federsl Reservs iAot it is the
duty of the Federal Reserve 3oard to make s recommendation
to the Seoratary of tho Treasury in respeot to the right of
Federsl Heserve Banks to convert 2§ United States Covern-
ment donds with the oiroulation privilepe, against which no
eiroulation 1s outstanding, into 5% bonds, and % fcs

FHEREAS, thio matter has been the subjeat of care-
ful study by some members of the Board and ef disoussion

within the Board. 4. .. W‘“ A; N Vesslend Toat

Tho Federal Keserve Board earnestly recommende
to the Seeretary of the Treasury that whatever limit ho fixes.
or the conversion it should be in axcees of $25,000,000.
The reason for this recommendation is, first, that §15,900,000
of bonds had bdeen purchassd prior to January 1,1918; that the
Fedoral Reserve Banks are required, under the iot, to pur-

Thod wear
ohage withor in the open market or from membarbanks $28,000,000

uldit;\onnl. making, in round figures, a total of $41,000,000
the ourrent calsndar Jyear. At tho present
time $29,600,000 of bonds have been purchesed.
The Board, therefore, sees strong reason for fixing
the 1limit at least high enongh to cover the number of bonds

slready purchased.
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FEDERAL RLSLRVE BQARIYTWLQ
DISTRIBUTION OF UNITED STATES «ab
Held by the Various , s .
Federal Reserve Banks 2 i
(As per schedules on hend Febe 7, leb;- ') i
&M %;W #
T 7 o R -
i Date of
Federal | ILatest
Reserve g Bchedule ,
Bank of | On Hand Twos Threes Fours Total
! (1916)
Boston, Feb. 1 $ 1,000,000 [ $ $ 1,000,000
Few York
———————————————————————————————————— Jow—
Philadelphia Feb. 3 3,225,000 3,225,000
[ UG U | U _—— e L e oo —
Cleveland, | Feb. 5 400,000 | 1,428,000] 1,353,600 3,181,000
Richmond }

______ I
Atlante Jew. 7 25,000 25,000
____________________________________ e
Chiceago Feb. 4 2,525,000 ;1,843,000 1,754,000 6,122,000
Minneapolis Peb., 2 1,075,000 424,200 1,499,200
_______ e el B e B
Kensas City | Jau.31 2,221,150 300 2,221,450
b e o - N R  Eadinliediies ottt i e B B e
Dallas Feb. 2 1,295,000 1,295,000
| T T I i i —
San Frgncisco| Feb. 1 3,035,000 3,035,000 '
Total $16,570,150 {§4,695,500! $3,107,000 ' $24,372,650
- L 1 i

Division of
Reports & Statistics,
Feb. 7 916.
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e
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e
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1,000 000
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484,200
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$16,5%0,1860 ?‘ 98,600

e e
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-
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- e A
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¥
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i
i
!

38,107,000
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e e i e

3,588,000
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8,181,000

B . T

i e e e e

1,499,800

£,28),460
1,896,000
3,025,000
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184,372,660
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ot B LTy YAAT
FEDTRAL RISCRYe 204

EE N

& ;o jzgngzt;:r~
/¥ FPEDERAL RESERVE BOARD T/Z-. (,)0-
:‘,}i i O SIS e Sesr ¢ s e o
g WASHINGTON D |
T

January 15, 1916.
Dear Mr. Delano: -

I have read your memorandum in regard to the pur-
chase of Government bonds, and thank you for the illum-
inating way in which you have analyzed the situation,
which is very helpful.

May I suggest that, on page 3, under "Third",
your language might be changed to advantage because,
as you have it, it reads that the Federal Reserve
Banks "shall take these bonds * * * retiring the cir-
culation thereon and exchanging these bonds for 3%

bonds and notes, etc."™ That permits of the construc-

é, tion as if the banks were obliged to exchange fhese
\ bonds whereas, as a matter of fact, the Federal Re-

serve Banks have the power of either taking out cir-
culation and leaving the 2% undisturbed or of applying
for the conversion of these bonds. With a little
change in the language, you might make this paragraph,
I believe, clearer in this respect.

On page 4, you say: "It 1s safe to estimate that
under normal conditions and even with a liberal inter-
pretation of the Act it would take ten to‘twelve years
to effect a complete substitution.® I believe you can
Digitized for FRASER
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()

J_fnake this paragraph stronger because I am confident
fthat a great many of the National banks - particularly

o

4

i the smaller ones - will not give up their note issuing
3 privilege as it 1s a profitable affair for them, and
my own feeling is that, after we get under way and

after we absorb the first offerings, the voluntary

offerings will, from then on, rapidly grow less and

e et e
R
—
®
[+]
o
.

On page 5 is the only point in which I do not

Quite agree with you. I do not think we should sug-

gest that banks which leave the system should take

back their bonds. First of all, I believe that the

only material ,amount of bonds that we shall get will
be from Rational banke that may feel that they want
to be rid of their bonds so as to be able to denation-

alize in case they want to, even though I do not think

it likely that they will. But I do think that it

looks "as if we were afraid™ should we put in such a
clause., Moreover, I think it is a good investment
for the Federal Reserve Banks to hold the bonds and it
is better for them to hold these bonds, rather than to
throw them back upon the hands of unwilling holders.
In addition to all that I firmly believe that if con-

ditions should force National banké to withdraw and de~
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(3)
nationalize it will have a very heslthy influence on
Congress and the administration of the Federal Reserve
Board. It would show that something was wrong, and I
should rather see that corrective brought to bear in or-
der to get the system right. My own feeling is that
the system cannot be considered a success unless it can
be put in such shape that its members will be satisfied
8o that the State banks will come in because they see
we are a happy and prosperous family. I do not believe
in the permanency of success achieved by constraint.

I am in full accord with all your other recommenda-
tions and with the spirit of your memorandum, and I
hope that the Board will act in sympathy with it.
Very truly yours,

(et 74

Hon. F. A. Delano,

Vice~Covernor.

Federal Reserve Bank of St. Louis
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MEMORANDUM IN REGARD TO
THE PURCHASE OF GOVERNLENT BONDS,
THE EXCHANGE OF 2% for 3% BONDS AND NOTES, aqj/
THE RETIREMENT OF NATIONAL BANK NOTE CIRCULATION AND
SUBSTITUTION OF FEDERAL RESERVE BANK NOTE cxncummrom%liw/’/-

Points upon which it is desirable to have
a definite ruling or decision by the Federal
Reserve Board, even if it requires a revision

or reconsideration of previous decisions.
I actrtr Fora ™
Sagpec:

Under the open market provisions of Section 14 the

Federal Reserve Banks are given am—abselwdely free hand in the
Mf

purchase and sale of,féovernm nt bonds, subject only to such

general regulations as the Federal Reserve Board may promulgsate.

sheckd:

P

Under Section 18 there is the provision that National
banks may tender Government bonds with the ecirculation privilege
for sale and, the Federal Reserve Banks shall take these bonds

to ‘the extent of $25,000,000 per year, 0 $6 250,000 e chﬁggggter.& »
AL jua/f’f;/ Ludns Troveh 3/ 7F ,7,2“5’/'{1/"’:2."“..‘““%5‘,“7 CH 4 3z T,

{w/ﬁv
M~' The Federal Reserve Board has ruled that if the Fed-
eral Reserve Banks shall have purchased their quota of bonds

through the Treasurer of the United States by National banks.

g
&
in the open market they are not required to take bonds tendered éj
It is probable that this ruling ought to be reconsidered and §

withdrawn, because the effect of such a rule w-:i&-be to favor E

Digitized for FRASER
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large banks- having close relations with the Federal Reserve

Banks, as against the small/CQuatyy banks, not knowing thé&
s fJu />

ropata era-we3:l, or not having close relations.

If any Federal Reserve Bank buys 2% bonds with the
circulation privilege, but against which no circulation 1is
outstanding, in the open market, under Section 14, it has a
right to convert these bonds into 5% bonds, or half and half,
Z$ bonds and one-year notes. This i1s a privilege, given
under the law, subject to the approval of the Federal Reserve
Board and the Secretary of the Treasury. There need be no
danger that this privilege will be eastgif t because the
Federal Reserve Board can at any time fix any general limita-
tions which i1t wants to. The argument is som<3imes raade
that under this privilege the entire $750,000,000 of Z% bonds
outstanding could be converted am a year from Zéb to 3% bonds
and -p* increase the fixed charges of the GovernmentJ37,500,000"
thhis i& sb{e or lese absurd because i1t overlooks the facts
fa) J3S®Wr these purchases, are limitfed to*bonds against which

“'no circulation is outstanding.  There are only ~51,000,000

of such bonds at the present time and the Board could easily
rule that this meant that no circulation should have been out-
standing within” the previous six months prior to the

purchase;

fb) Under the National Banking Act the circulation of the

Digitized for FRASER
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country can not be reduced at a rate more, rapid than 9,000,000

jAr~month, which means a maximum of $108,000,000 per year.

It is very desirable that a liberal legal interpre-
tation shall be given the powers of the Board and- e getteral
m BaggcnEBwiws or ~e~eral Reserve Banks, acting under
regulations of the Federal Reserve Board and the Secretary of
the Treasury xmimr Section 18, because the substitution of
Federal Reserve and Federal Reserve Bank Note currency for

7600 different kinds of National bank notes 1is desirable from
* i iawlc. it »

th. 3«
rapid progress possible under the Act and if each Federal Re™

serve Bank were to buy bonds as rapidly as the law *11
which is quite 1inconceivable, 1t would take practically seven
years to retire the present National bank note currency, into

which void the Federal Reserve currency wouldiMMtdrfrAflow.

If, however, a narrowfy interpretation 1is placed uﬁbﬁ Section /
18 1t will take thirty years to accomplish this, fa-all. "

J - —~ .- ij \
ysebaMlity, under a liberal interpretation it would take > /_nr al

ten to twelve years to effect tfe* complete substitution, «Kkioh

wsA-d/not Hr hasty action.

The National banks of the country have @<
oJ CIZA%s
IinterestA in tjijg- matter. Many of them, especially the. small”-

ones, paid prices for their bonds, In many
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|10.
cases as high as a. httB&r -and ton. They have had to write

off this premium and they are mm interested in galjitog*

the "bonds at par, or approximately pat® For
this reason, it would seem desirable that any zfo bonds, bought
in the open market, and exchange for Z% bonds, or zfo bonds and

notes, siiould not be deducted from the $25,000,000” which

eral Reserve System should be protected against the action of
those banks which might w&tim+f) use the willingness of the
Federal Reserve Ba”ks to buy bonds as an o»«y opportunity for

,withdrawj” from the National banking system. -The Federal m
Reserve Board 1~ justified in requiring Federal
Reserve Banks, buying the bonds of National bank, to secure
an agreement from that bank that iIf It retired within three
years from the National Banking System, it '

. ~H%z
T]Jée back the bondsAéoId to the Federal Reserve Bank.

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



[’ Reproduced from the Unclassified / Declassified Holdings of the National Archives

% ' / "
- " {’) “ 48 -
" {’4 p{ FEDERAL RESZRYE BOARD FILE
Ve / \\ FEDERAL RESERVE BOARD ;%355“; !
: }, ‘ !/‘1 o i. il . : - ——
\ | - L WASHINGTON  January 14, 1916@_,.3 b T
ACOUNSEL 4 L

My depf Governor:-

I have read carefully the attached lgjgte_vrx\\g /
of Mr. Reynolds in which he suggests that the Board /
make a ruling to the effect that Government bonds

bought by Federal reserve banks after December 31,

1915, and prior to March 21, 1916, and during each
quarterly period thereafter, shall not count as a

part of the $25,000,000 of bonds which the Federal

Reserve Board can, in its discretion under the pro-

visions of Section 18 of the Act, require Federal

reserve banks to purchase from member banks whose
applications for the sale of their bonds have been

filed with the Treasurer.

I would suggest that Mr. Reynolds be ad-
vised substantially as follows:

That while the Board appreciates the force
of his suggestion, and deems it important that the
market price of government bonds should be pro-
tected, the difficulty in the present ease is that
Section 18 does not give the Board the power to make

the ruling suggested. The particular language
involved reads as follows:

nkxxxxxxThe Federal Reserve Board may, in
its discretion, require the Federal reserve banks
to purchase such bonds******x**xx*PROVIDED, That
Federal reserve banks shall not be permitted to
purchase an amount to exceed $25,000,000 of such
bonds in any one year, and which amount shall in-
clude bonds acquired under Section 4 of this Act
by the Federal reserve bank®.

From this it will be observed that a limit
is placed by statute upon the power of the bank to
purchase and the Board cannot requirs such banks to
purchase an amount in excess of what they ars per-
mitted to purchase by law.

Under the ruling referred to, published on
page 217 of the August Bulletin, the Board reached
the comclusion that bonds bought by Federal reserve
begks prior to December 31, 1915, should not be de-
dueted from the allgtment made to any Federal
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reserve bank during the year 1916 on the ground
that such bonds were not purchased during the
year that the allotment is to be made. Not al-
lotment was made during the year 1915 since this
provision of the Act did not become effective
until December 23, 1915.

Where bonds are purchased under Section 4
during the same year that the allotment is made,
however, the Board has no discretion in the matter.
In such case Federal reserve banks are prohibited
by law from purchasing their full allotment under
Section 18 but must deduct those bonds which they
have purchased under Section 4.

Very sincerely,

Hon. F. A. Delano, ﬁ_;—;ﬁv——*/"’/

Vigce Governor.
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Jamuery 10, 1916,

¥r. George M. Beynolds,
Continental & Commerolal Xational Bank,
Chioagoe, 11l.
Dear Siri-
This will mk::fwlodgo the receipt of your

letter of Jamwry g@pk_j;,ving the Federsl Reserve

Board your views in connection with the astion of
the Board relative to the purphase of United States
bonds under the Federal Reserve Aot, is received.

1 sball take pleasure in briaging your
letter promptly to the attention of the Federal Re-
serve Board.

Yeory respectfully,

Seoretary.
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CAPITAL, SURPLUS AND UNDIVIDED PROFITS $ 33,000,000 od s

GEORGE M.REYNOLDS, PresioenT
ARTHUR REYNOLDS, VicePresioent GEORGE B.SMITH, Asst CasHien

::EL;}:‘XQNERVYES%PLTEN :’hcz ::svo:rr WILLIAM T. BRUCKNER, VicePresioent WILBER HATTERY, Asst Caswmrer
HERMAR WALoeek VICEPRESIDENT NATHANIEL R. LOSCH, Casuienm H.ERSKINE SMITH, Asst Casnien
JOHN C. CRAFT . V:CE ESIDENT JOHN R.WASHBURN, AssT.Casmier WILSON W. LAMPERT, Assr CasHier

- 8 CE PRESIDENT HARVEY C.VERNONM, AssT Casuier DAN NORMAN, Asst. CASHIER

AM
J €S R.CHAPMAN, VicePresipent GEORGE A.JACKSON, Asst. CAsHIER

January 5th, 1916,

FEDERAL RESERVE BOARD,
Washington, D. C,
Gentlemen:
While attending a meeting of the Executive Committee of
the Federal Reserve Bank of Chicego yesterday, Governor McDougal read
the telegrams which had passed between himself, representing the Federal
Reserve Bank of Chicago, and your board, relative to the redemption of
the 2% United States bonds now used to secure circulating notes of nationg
8l banks under the provisions of the Federal Reserve Act,
Mr, McDougal's telegram to you was as follows:
rpPlease advise whether under the terms of paragraph three Depart-
ment circular number fifty-three issued by the Treasury Department
December third we will be allowed credit for purchase of United
States two per cent bonds made subsequent to December twenty-third
nineteen fifteen,"
To which you replied as follows:
"Your telegram December twenty-seventh received, Board has ruled
two seventeen August Bulletin that Government bonds bought in open
market prior to December thirty-first, nineteen hundred fifteen are
not eligible as a deduction from sallotment made under Section eight-
een, Bonds bought on or after January first may be deducted,"

Believing, as I do, that the intent of that part of Section

Eighteem of the Federal Reserve law which relates to the exchanging of
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2% United States bonds for 3% gold notes in amounts not to exceed
$25,000,000 per anmum, was to maintain a parity for the 2% bonds, of '
which the national banks of the country, members of the Federal Reserve
System, own about $680,000,QOO, and to stabilize their market value,
as well as 1o provide means for the gradual retirement of national bank
notes secufed principally by those bonds, it seems to me that the ruling
of your board, as outlined in the above telegram to Mr, McDougsl, will
tend to imterfere with those purposes and, on the contrary, create the
very thing which the passage of this section of the law had expected to
prevent, viz; a demoralizgtion of the market value of these bonds,

Entirely aside from any discussion regarding your interpreta-
tion of the law, I believe that, as a matter of policy, the opinion you
have given to Mr, lMcDougal should not stand and that part of it referring
te bonds purchased after December 31st, 1915, be made public, for if such
should be the case it seems to me that you will unconsciously be playing
into the hands of speculators in those bonds, rather than following a course
calculated to stabilize their market value and protect the national banks,
members of the system over which you preside, and whose ownership of the
major portion of those bonds has for years been the chief supporting factor
of the market,

Already the Federal Reserve Bank of this city has been approach-
ed by houses who would sell 2% bonds to them at a slight discount and after
the two per cents, have been exchanged for 3% notes, buy those notes from
the Federal Reserve Bank at par, or a price slightly above par,

During the last few days there have been many inquiries for 2%
bonds in Ghicego, but so far as 1 know, none of the banks here has, up to

this time, disposed of amy of its bonds at a discount,
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If the Federal Reserve banks are permitted to buy 2%
bonds in the open market and include bonds so purchased in the allot-
ment of $25,000,000 per anmum, which your board has the right to require
those banks to buy, 1t natufally follows that it will stimulate activity
on the part of the bond houses to deal in these bonds, even though the
profit may be ever sa small, and we believe that in all equity and jus-
tice, the interests of the members of the Federal Reserve System, who are
co-operating magnificently for its success, should not be subordinated to
those of the street, which seeks only the profits it may derive through
those transactions,

The fact that in onme draft of the proposed currency legisla-
tion, which was printed before the bill was presented to Congress, there
was omitted any treatment whatever of the 24 bonis owned by national banks
and held in trust by the Freasurer to secure circulation,caused the first
depreciation in the value of these bomds below par,

On the afternoon of the day before the bill was introduced into
Congress, 1 had the honor to be one of a committee of four bankers appointed
by the American Bankers' Associatiom to interview President Wilson and Secre-
tary Mcidéo regarding this matter and its omission from the draft of the bill
which had been prepared, with the result that it was restored and later om,
in somewhat of a modified form, was enacted into law,

I know that it was clearly the intention of all taking part in
the framing of that legislation to have that part of the bill act as & safe-
guard against a demoralization of governmment 2% bonds and t¢0 assure banks
owning those bonds that the Administration proposed to keep faith with them

and do all in its power to protect their values up to par,

Federal Reserve Bank of St. Louis
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Row, assuming that during the present twelve months period
the twelve Federal Reserve dbunks should be able to buy in the open mare
ket approximately $26,000,000 of these bonds and would have the right,
under yowr ruling to offset them against their allotment, it is obvious
that it would be impossible for memdber banks to realize upon their bonds
through action of the Federal Reserve Board as contemplated by the law;
and assuming that $25,000,000 so purchased by the Federal Reserve banks
are bought at a discount of 1/2 of 1%, the twelve Pederal Reserve banks by
such transactioms would earm $125,000,- would it not follow that an equal
discount might properly be chergeable against the whole $678,000,000 of
these bonds held by national banks, and entail a loss to them of $3,390,000,
on the ome hand, while reaping $125,000 through their stockholding interests
in the Federal Reserve banks, on the other?

Furthermore, under the assumption that member baenks would find
it impossible to dispose of any of their 24 bonmds through your board, is it
not reasonable to assume that many of the baenkers throughout the country
would become wesk-knmeed and offer their bonds for sale at a greater discount?

Now, since all of the stock of the Pederal Reserve banks is owned
by member banks, I fail to see that it would be to their interest for the
¥ederal Reserve banks to earn & profit through the purchase of 2% bomds at
e discount, when %o secure that profit the market for those bonds would
necessarily be held below par and make & loss to them, collectively, of thir-
ty times the amount of that profit,

In our case, we are carrying $8,500,000 of these bonds,.and,

like other bankers of the country, we have gone into this matter in good

Federal Reserve Bank of St. Louis
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faith, believing it was right to co-operate with the government and
that the govermment, in turn, would co-operate with us, If the ruling
which you have made should stand, and it should develop that we are un-
able to reduce our circulation from time to time through the provisions
of the law because of the offsets Pederal Reserve banks might make of
bonds purchased in the open market, the only possible recourse for us,
if we realise upon our bonds at all, would be to throw them on the mar-
ket and get whatever we could for them,

I 40 not say that we would do this, but I think your board
will appreciate the fact that ever since the incident which caused treat-
ment of the national bank motes and bonds securing them to be omitted from
the draft of the bill, as referred to, there have been some mis-givings
in the minds of many bankers, and I fear that the ruling which you make in
this commection, if permanent, will accentuate this and create the belief
that they had better do what they cem to dispose of their 2% bonds, rather
than take any chances on the outcome at some indefinite future time,

Would it not be advisable to promulgate & ruling similar to
that appearing on page 217 of the August 'Federal Reserve Bulletin" to pro-
vide that government bonds bought by Federal Reserve banks after December
3lst, 19125 end prior to March Zlst, 1916, and during each quarterly period
thereafter, shall not count as a part of the $25,000,000 of bonds which
the Federal Reserve Board can, in its discretion under the provisions of
section 18 of the act, require Federal Reserve banks to purchase from meme
ber banks whose applications for the sale of their bonds have been filed
with the Treasurer,

1 believe that the members of the board are just as anxious as

Federal Reserve Bank of St. Louis
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the bankers of the country to handle this matter alomg lines which will
do most to insure parity for the 2% bonds, and I have, therefore, writ-
ten you my impressions uponvthe subject with this thought in mind, feel-

ing, a8 I do, that it is worthy of your earmest conslideration,

Yours very respectfully,

7

R RPN
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/ 12/25/15.

MEMORANDUM N -

Refunding Provisions, Section 18, Federal Reserve Act.

(1) The Executive Committee of the Governors, at their
recent conference, claimed that the reference to Section 4 in
Section 18 is in error; that the reference really was to Sec-
tion 14.

I do not think that this is correct; if correct, the
Federal Reserve Banks, by buying, in the open market, Government
bonds not having a circulation privilege, e.g., Panmma 3's, could,
pro tanto, reduce their annual 1liability to buy 25 millions of
Government 2's from the Treasurer of the United States, for
Section 14 gives Federal Reserve Banks the right to buy any
kind of Government bonds in the open market, that is, bonds with
or without the circulation privilege.

(2) It is true that Section 4 gives no direct power to
the Federal Reserve Banks to buy any bonds, but merely gives the
right to teke out Federal Reserve Bank notes against any bonds
bought with the circulation privilege under Section 14, although
this latter section is not referred to. Congress, however,
evidently intended that the 25 millions abligatory quota may be
cut down by purchase, in the open market, of bonds having the
circulation privilege but not deposited with the Treasurer as
security for National bank notes.

(3) The cuestion is, whether it was the intention of Con-
gress to give to Federal Reserve Banks the right to convert

these latter bonds into gold notes and Government 3's.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Reproduced from the Unclassified / Declassified Holdings of the National Archives

(4) This privilege of refunding, whatever its scope,
is one given to Federal Reserve Banks and not to the public.

(5) The burden placed upon Federal Reserve Banks is to
buy not exceeding 25 millions, minus their open market pur-
chases, of bonds having the circulation privilege.

(6) The privilege of conversion may be construed:

(a) To be of the same scope as the burden, that is,
to be limited to bonds which the Federal Reserve Banks must
annually buy from National banks through the United States
Treasurer, or, \

(b) The privilege may be construed as broader than
the burden, that is, Federal Reserve Banks may convert into
gold notes and Government 3's, any bonds bought in the open
market having the circulation privilege.

(7§ If {(a), above, is correct construction, the privilege
would be limited to converting the 679 millions of bonds, or
such of those as are 2 per cent bonds, now held by the Treasurer
to secure National bank circulation, and it would be further
limited to the amount of 25 millions (less open market pur-
chases) in any one year.

(8) If (v), above, is the correct construction, thés
privilege would be inereased so that the Federal Reserve Banks
could convert any part held by them of the 39 millions of bonds
in the hands of the public, and also the 12 millions of bonds

held by the Treasurer to secure deposits of public moneys.

In this case, the 25 millions annual limitation would not
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(9) It may be presumed that the intent of Congress was
to cancel, gradually, =211 outstanding National bank notes, but
Congress refused to permit a greater contraction than 25
millions each year.

(10) On the other hand, the conversion of bonds bought by
Federal Reserve Banks in the open market does not directly con-
tract the circulation, it merely, pro tanto, prevents future
increase in the same.

(11) It would seem, therefore, that (b), above, could be
held to be a perfeectly possible construction of the law.

(12) It would seem clear, however, that Congress could
not have intended to give to the Federal Reserve Banks the
privilege of converting only 25 millions of bonds held by the
Treasury, and at the same time the privilege of converting over-
50 millions of bonds held by the Treasurer to secure public
deposits, and held by the public.

(13) It would seem equitable, therefore, for the Federal
Reserve Board and the Secretary of the Treasury to apply to
bonds bought in the open market the same limitation as honds
bought of National banks through the Treasurer.

(14) I would, therefore, recommend an announcement that
the conversion privilege vested in Federal Reserve Banks:

(a) Is open for all bonds whether in the hands of the
Treasurer of the United States or in the hands of the public,
but that the total annual limit be fixed at 25 millions, or

(b) That the limit be fixed at 25 millions annually

for each class, respectively, making the grand total 50 millions
annually.

(¢) Both (a) and (b), sbove, to be conditioned upon

the Federal Reserve Bank not having taken out Federal Reserve
Bank notes against any such bonds.
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\‘%é‘i fl:n SAL RESERVE BAnNK {)‘FPHILW PHIA

" §

— Wive, S,

408 CHESTNUT STREET e

gt

PHILADELPHIA, Dec.11,1915.

Sir:

I beg to acknowledge receipt and thank you for
your favor of the lOthWinstanté ﬁith reference to a re-
adjuétment on our books‘of the price at which we are
carrying our U, S, bonds to correspond with market values
at the close of the year, and note that should we mark
the bonds up, it would be necessary for us to mark them
down again should the price decline, which is entirely

satisfactory to us.

heSpectful%y

/(/L/Z’V-V

Governor. -

DR, H., PARKFR WILLIS,
Secretary,

Federal Heserve Board,
Washington, D, C.

CJR-D
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December 106, 1915

Sdri s

’

| ,
\ Youy F}g};gggﬁg_gw}igfﬁggg‘,Mwuﬁraaaaﬂ t Honorable
; Paul B. Varburg, is which you ask whether the Board would
J cbject Lo your carrylng your Government bads at the merkot
price &t tho dlose of tiw year, hias been culy reoseived.

The matter has boan discussed by the Board, am I
o8 lnstructed to inform you that it hes reached the casolu-
sion that no objootion could be raisad to your oarrying
the bonds at morket, provided that 1f your bank adopts this
poliay, it shell continue to follow it. In other words,
it yor mark up your bonds in vese the market price at the
and of the year ie¢ higher than the purchage price, you will

also naves to mark them down In o yoonr whan the markst price

j shozld Bappan to ba below the price at whigh you camy thess
i
}
banda on your books.
Besysotfalily .

Secretory .

M¥r, C» J. Rhoads,
Governcr, Pedoral Reeo:rve Bank of Philadelphias
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FEDERAL RESERVE BOARD -
WASHINGTON
December 6, 1915.
Dear Governor Rhoads:

I still have to answer ygg;Mlgﬁfg;“QﬁmyqupPQ:“29thiiin
whisch you ask me whether the Board would object to your carry-
ing your government bonds at the market price at the close of
the year.

L‘have discussed the matter with my colleagues and we have
reached the conclusion that no objeotion sould be raised to your
carrying the bonds at market, provided that if your bank adopts
this policy it shall continme to do so. In other words, if you
mark up your bonds in case the market price at the end of the year
is higher than the purchase price, you aiggigﬁzieéiem down in a
year when the market price should happen to be below the price at

which you earry these bonds on your books.

Very truly yours,

C. J. Rhoads, Esq.,
Governor, Federal Reserve Bank,
Philadelphia, Pennsylvania.

-

.org/

Federal Reserve Bank of St. Louis
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MEMORANDUN, FOR DR. WILLIS.

)2.{1!:,5/

It is reasonable t0 expect that, as the time approaches,
when National banks will begin to sell their U. S. bond holdings
at_par, the market value of these bonds will show but little fluc-
tuation from par. There would then be little impropriety in mark-
ing up on the books the value of the bonds carried as assets by
the F. R. banks.

Whether the end of this month is a proper time to mark
up their value in view of the pending pressure to sell bonds, as
a result - of the coming transfer to F. R. bauks of Government
deposits, seems doubtful. In my opinion tne proper time to wo so
would be March 1, or some time after, when there is reasonable as=-
surance that the maricet value of these bonds will be practically
pér. By that time their value might be properly marked up to par.

It my be stated in this connection that the Cleveland,
Chicago and Minneapolis F. R. banks ccarry. the bulk oi their
bohds at par. It is believed therefore that if the Philadelphia

bank is authorized to raise the book valuesof its bonds that

authority be given to raise them gl_ggz_;ather than to 99%—or
99 2.
Respectfully,

Dec. 2, 1915.
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(Stencil recut on 10/27/57

r and *«mpared with original)
459.
_ ?32
Circular No. n <

Series of 1915.

FEDERAL RESERVE BOARD. /5 /7 /1"

TFIASWU."D™ v* 2 7 November , 1915.

GENERAL OPEN MARKET OPERATIONS.

The Federal Reserve Act in Section 14, under the head "Open Mar-
ket Operations,”’provides that:

"Any Federal reserve bank may, under the mles and regulations
prescribed by the Federal Reserve Board, purchase and sell in the
open market, at home or abroad, either from or to domestic or for-
eign banks, firms, corporations, or individuals, cable transfers,
and bankers® acceptances and bills of exchange of the kinds find
maturities by this Act made eligible for rediscount, with or with-
out the endorsement of a member bank."

The Act also provides that every Federal reserve bank shall have

power :

"To deal in gold coin and bullion at home or abroad * * *

"To buy and sell, at home or abroad, bonds and notes of the
United States, and bills, notes, revenue bonds, and warrants with
a maturity from date of purchase of not exceeding six months,
issued in anticipation of the collection of taxes, or in antici-
pation of the receipt of assured revenue by any State, county,
district, political subdivision, or municipality * * * >~

"To purchase from member banks and to sell, with or without
its indorsement, bills of exchange arising out of commercial
transactions, as hereinbefore defined."

Further in the same section permission is given to each Federal
reserve bank:

»* * * to buy and sell * * * through (its) correspondents
or agencies, bills of exchange arising out of actual commercial
transactions which have not more than 90 days to run, and which
bear the signature of two or more responsible parties.”

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



r Reproduced from the Unclassified / Declassified Holdings of the National Archives

439

- 2 -

Several of these classes of transactions have already been
provided for in the circulars and regulations heretofore issued
by the Federal Reserve Board as follows:

In Circular No. 7, Series of 1915, regulations have been 7 -
established for the general purchase of warrants;

In letters to the various Federal reserve banks the conditions
have been indicated under which bonds and notes of the Unites States
may be dealt inj;

In letters to Federal reserve banks conditions under which
Federal reserve notes may be exchanged for gold, gold coin or gold
certificates, have been stated, and operations of this nature are
in progress;

In circulars revised from time to time and culmineting in
Circular No. 18, Series of 1915, conditions have been established
for the purchase of bankers' acceptances growing out of foreign
trade operations;

In Circular No, 19, provision has been made for the purchase
of acceptances of State banks and bankerg growing out of domestic
operations of specified classes.

THERE REMAIN STILL TO BE DEALT WITH THE PURCHASE AND SALE OF

MCABLE TRANSFERS AND BILLS OF EXCHANGE OF THE KINDS AND MATURITIES

——— A ——————— S S ———————  W———  o———

BY THIS ACT MADE ELIGIBLE FOR REDISCOUNT",

The present circular and regulation is intended to cover
these two items, and the Board wishes particularly to call

attention to the purpose of the open market section of
Digitized for FRASER
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the Federal Rescrve Act, This purpose is twofold - to enable the Fed-
eral Reserve Banks to exert a grester influence upon prevailing rates
of interest by the use of thelr purchasing power whenever conditions
seem to make it desirable that they should exert such influence; and
when, owing to the lack of applications for rediscounts, they are unable
to influence rates through the latter means. In addition to this the open
market power may afford to Federal Reserve Banks the opportunity of pur~
chasing in the open market enough paper to enable them to provide reason-
ably for their expenses and dividends. The Board is of the opinion
that the reserve banks should, when occasion demends, stand ready to
engage in open market transactions, as buyers or sellers to the extent
that is necesgery to attain these or any other desirable object.

The Federal Keserve Board does not wish to be understood
as encouraging expaunsion of credits when in some Districts at least
there should be contraction, but rather that the Federal Reserve Banks
taking cognizance of the conditions in their respective districts will
avail themselves of the privileges granted by the Act as explained in
our letter of October 8 just as they have other open market powers al-
ready defined if and when it seems wise to do so.

CHARLES S. HAYLIN,

Governor,

H. P4RKER VILLIS,
Secretary.
12/1/15
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Regulation __
Series of 1915,
FEDERAL RESERVE BOARD,.

Washington, November , 1915,

GENERAL OPEN MARKET OPERATIONS.

I
Definition,

Open market operations as defined under the Federal Reserve Act,
are all those operations permitted by the Act which do not require the
endorsement of a member bank upon the paper growing out of them, which
are not presented or brought to the attention of the Federal Rcserve

Board by a member bank, or which involve dealings with persons or in-

stitutions not members of the system,

II.

Operations Already Authorized.

In the accompanying circular description has been given of, and
reference made to, preceding circulars and letters issued by the Board
providing for open market transactions in bankers' acceptances, bonds
angd notes of the United States, warrants, and the exchange of Federal
reserve notes for gold, gold certificates, etc. The present regula-
tion has no reference to any of these dealings, but the circulars and

regulations relating thereto arc continued in force ag heretoforc.
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I 171,

Operations Provided for in this Regulation.

This regulation deals with operations in cable transfers, and

foreign and domestic bills of exchange. The statutory requirements

pertaining thereto have already been set forth in the accompanying

circular,
1v.

Character of Bills Fligibhle.

The Federal Reserve Board has determined that to be elig-
ible for purchase under Section 14 by Federal Reserve Banks, at
the rates to be established for open market operations :

(a) Bills must comply with the provisions of Regulation
"B, Series of 1915, relating to "notes, drafts and bills of
exchange,”" in so far as applicable thereto, a pill of exchange
being hereby defined as an unconditional order in writing,
addrecssed by one person to another, signed by the person giv-
ing it, regquiring the person to whom it is addressed to pay
on demand, or at a fixed or determinable future time, s
certain sum in money to, or toc the order of, a specified

person or to bearer,
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(b) Bills may have been made by demestic or foreign
firms, corporations, or individuals,

(c¢) Bills need not be endorsed by any member bank.

(4) Bills need not be accepted by the drawece prior to
purchasge.

V.
Method of Ascertuining Eligibility.

In ascertaining the eligibility of paper under
thiz regulation, Federal rescrve banks shall comply with the
provisions of Section III, Regulation B, Series of 1915, except
that the certification of eligibility to be furnished by =z member
bank, under the terms of that Section, may be supplied by & non-
member bank, or‘by any other individual, firm or corpzration able
te afford such information in a trustworihymanner, provided
that the name of such individual, firm or corperation shall be

submitted to and approved by the Federal Reserve Bouard.

Statements of the financial condition of the maker
the paper may be walved where bille offered for sale comply with

the following requirements:

Federal Reserve Bank of St. Louis
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(1) If the bill bears the signature of the purcheser and
seller of the goods, and presents prima facle evidence that it
was issued for goods actually purchased or sold; or

(2) 1If the bill be specifically secured by approved warehouse
receipts, bills of lading, or other documents covering readily

marketable goods.

viI.

Credit Files.

The Federal Reserve Banks should establish credit files con-
taining information on the following points 3

(1) The nature of the business or occupation of the meker
of the paper purchnsed by the Federal Reserve Banks

(2) If an individual, information as to his indebtedness and his
financial responsibility;

(3) If & firm or corporation, a bulance sheet showing quick
assets, slow assets, permanent or fixed assets, current lisbilities
and accounts, short-term loans, long-term loans, capital and surplus;

(4) All contingent liabilities, such as indorsements, guar-
anties, etc.

(5) Particulars respecting any mortgage debt and whether there
is any lien on current assets.

(6) Such other information as may be necessary to determine

whether the borrower is entitled to credit in the form of short-term loans.
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VITI.,

(a) Cable transfers are defined as immediate transfers of
funds made on behalf of applying individuals, firms, or corporations
in such manner ag to place at the disposal of the applicant a speci-
fied sum of foreign currency in a designated foreign country, in ex-
chenge for payment made to the Federal Reserve Bank in United States
standard money.

(b) Federal Reserve Banks are authorized to make such
transfers up to & limit to be named on application by the Federal
Reserve Board, for each Federal Reserve Bank.

(¢) Every Federal Resérve Benk undertaking dealings in
cable transfers shall inform the Federasl Reserve Board by tele-
graph at the close of each day's business, the amount so trans-
ferred, the rate at which the purchase or sale of same has been
made, and any other facts essential to the operation.

(d) The Federal Reserve Board reserves the right to alter
the rate at which such transactions are entered into, by telegraph,
and without notice.

CHARLES S. HAMLIN
Governor,

H. PARKER WILLIS

Secretary.

11/29/15
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Regulation
Serles of 1915,

FEDERAL RESERVE BOARD.,
Weshington, December , 1915,

GENERAL OPEN MARKET OPERATIONS.

I.

Definition.

Open market operations as defined under the Federal Reserve Act,
are all those operations permitted by the Act which do not require the
endorsement of a member bank, or which involve dealings with persons or

institutions not members of the system.

II.

Operations Provided for in this Regulation.

As explained in the accompanying circular a number of forms of
open market operations have already been covered in previous regula-~
tions.

This regulation deals with operations in cable transfers, and

foreign and domestic bills of exchange. The statutory requirements

pertaining thereto have already been set forth in the accompenying

circular.
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I1I.

CABLE TRANSFERS AND FOREIGN BILLS OF EXCHANGE.

In order to carry on open market transactions in dealing
in cable transfers and foreign bills of exchange - that is,
payments to be made in, or bills payable in, foreign countries,
it will be necessary for Federal Reserve Banks to open accounts
with correspondents or establish agencies in the leading finan-
cial centers of those foreign countries where there is established
a reliable standard of exchange. As the law prescribes that
these connections are to be established only with the consent
of the Federal Reserve Board, Federal Reserve Banks will com-
municate with the Federal Reserve Board whenever they are ready
to enter into these foreign fields.

The Federal Reserve Board realizes that in dealing in
foreign exchange, the Federal Reserve Banks must necessarily
have to have a free hand in determining +the rates at wiich
they wish to sell or purchase. The Federal Reserve Board how-
ever, desires to establish the general rule that in puréhasing
long bills in foreign countries, such bills shall bear at least
three signatures -~ that is, the acceptor, the dfawer, and that
of the firm from which the bill of exchange is bought, pre-
ferentially that of a banker., It is not necessary, howcver,

that the bill shall have been actually accepted at the time

Federal Reserve Bank of St. Louis
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of purchase. Of coursc, lieserve Bunks will have to exercisc the
grestest caution in dealing in this paper, and it is expected that
their Boards of Directors will fix a 1imit up to which the accept-

anceg of one single firm may be taken.

Iv.
DOMESTIC BILLS OF EXCHANGE

The - Federal Reserve Board has determined that in order
to be eligible for purchase under Section 14 by the Federal Re-
serve Banks, at the rates to be established for open market opera-
tions @

() A bill of exchange is defined as an unconditional
order in writing, addresscd by one person to another, signed by the
person giving it, requiring the percon to whom it 1s addressed to
pay on demand, or at a fixed or determinable future time, a cer-
tain sum in money to, or to the order of, a specifiéd person or to
bearer.

(b) 4 Domestic bill must be payable in dollars in the
United States.

(¢) It must be & bill, the proceeds of which have been
used, or are to be used, in producing, purchasing, carrying, or
marketing goods in cne or more steps of production, manufacture,

2nd distribution;
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(d) No bill is eligible, the procceds of which have been used,

or are to be used for a permanent or fixed investment of any kind,
fer example, land, buildings, machinery, etc., nor for any invest-
ment of a merely speculative character.

(e) Domestic bills may have been drawn by a domestic or foreign
firm, corporation, or individuwal upon a firm corporation, or indi-
vidual in the United States.

(f) Domestic bills need not be endorsed by any member bank.

(g) Domestic bills must bc accepted by the drawee prior to the
purchase by the Federal Reserve bank unless they are accompanied
and secured by approved warechouse receipts, bills of lading or

other document covering readily marketable goods,

v.

Domestic Bills - Conditions of Purchase.
(a) Before purchasing domestic bills of exchange, Federal Reserve
banks must secure statements concerning the condition and standing
of the drawer of the paper, and, if possible, alsc of the acceptor
of the bill, cufficient to sutisfy the bank as to the ligitimate
nature and quality of the paper to be purchased.
(b) No Federal Reserve bank will be permitted to purchase an
aggregate amount of bills of any one drawer, or issued upon any
one maker in excess of a percentage of its capitel, to be

fixed from time to time by the Federal Reserve Board, except when

http://fraser.stlouisfed.org/
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secured by approved warehouse receipts, bills of lading or other
documents covering readily marketable goods. The aggregate
amount drawn on any one acceptor, purchased by Federal Reserve
Banks shall not exceed a reasonable percentage of the net worth

of the parties whose names appear upon the paper.

RATES AT WHICH THESE OPEN MARKET TRANSACTIONS
SHALL BE TAKEN.

Federal Reserve Banks desiring to enter intoc these open
market relations shall communicate to the Board the rate they de-
sire to establish, for review and determination by the Federal Re-

serve Board.

CHARLES S. HAMLIN
Governor.

H, PARKER WILLIS
Secretary.

12/1/15
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CHARLES .J. RHOADS RicHARD L. AUSTIN,

GOVERNOR. CHAIRMAN.
EDwIN S.STUART, GEORGE M.LAMONTE,
DEPUTY- GOVERNOR. DEPuTY CHAIRMAN.

FRANK M.HARDT.
CASHIER.

FEDPERAL RESERVE BANK o PHILADELPHIA

st

g

408 CHESTNUT STREET

PHILADELPHIA Nov.29,1915,

Dear Mr, Warourg:

I wish to thank you for your kindness in sending me a
copy of your remarks delivered at Charlotte, N, C., on tane 23d
instant, which I have read through with much interest, and hope
that this address will be given wide publicity, because I am
sure that 1t would be most helpful if people generally could
read and digest what you have stated.

I today persuaded Mr, Rue to let us have about $200,000,
of acceptances made by the Philadelphia National Bank, maturing
through December, the longest rumning until the 31lst of that
month. We have so much of our invested funds maturing in Decem-
ber tnat we are very desirous of replacing our maturities, even
at low rates. I had to take the acceptances from the Philadel-
phia Bank on a 2% discount basis. ~—

would there be any objection in your mind to our marke-
ing up the book value of our U, S, 2's, which stand us, approxe
imately, 98-5/8 plus 1/16 to 99-1/4 or 99-1/2, in view of the
appreciation in market price which has taken place in these bonds?
If we could take credit for this book profit, it would probably
enable us to close our books at the end of the year without show-
ing any deficit on our so-called operating expenses, and this
would enable us to make a little better showing to our stockhold-
ing banks, which we are very anxious to do. From what bond deal-
ers tell me, the price for U, S, 2's is now pretty well establishe
at 99-1/2 bid and 99-3/4 asked, and while this may be affected by
pressure to sell the bonds released when the transfer of govern-
ment deposits takes place on January lst, yet I hope that the pur-
chase of 2's, as provided under the Federal Reserve Act, will
counteract this influence and hold the price at or near par. .——9“”’

o

el i

I enclose a slip from the News Bureau Service, showing
the combined statement of the Philadelphia Clearing House for the
week just ended, which indicates a decline of nearly $9,000,000.
insurplus reserves, due chiefly to decrease of deposits and a
small increase in loans. I will mail you the regular detailed

statement tomorrow, as usual,
5,37
T AL
1/ A_/V-"//L/\\
(\

zovernar.

Very truly yo

PAUL ¥, WARBURG, Esq.,
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RECEIVED
URY DEPARTMEN! 1 2i8lE e
T’ “"*"‘»"*;:: CERICE

WASHINGTON

October 22,

I have just been looklng over the Septemd
statement of the twelve Federzl Reserve Banks,

In the month of Zeptembsr, they all ssem to have earned their
current expenses except the Ot. Louls Dank, which rsports a deficit
of $2,761.00. Some other banks alse show “® very small marszin of
earnings over expenses,‘*nd vory few can be said to be ezrning
anything like a Fair dividend on tteir shares.

Do you rot think it mirht he well to ‘ring formally to the at-
tention of scme cf these lean banks acain the sagpestwcn that they
purchase Covernmeant 2 per cent bonds and *oke cut 1OG circulation
against them, so as to make a net profit of about ldf per annum on
the amount they may buy?

If the St. Louis Bank, for insgance, should purchase $5,000,
Govermuent 2/8 at, say, 97 the transaction would work approxima tely
as Iollows: o i

$5,00C,000 at 97 v v o o o o o o o o o o« o . $4,850,00C,
The company would receive, a~ainst these bonds, Foderal
Resorve Ilotes fOr . « + .« «.« o « & & » $5,00C,000,
Deduct 5 reserve fund. . . . . « + . o 250,000, .
Net awount of woney received. . . . . » 4,750,000 . . .__4,75C,0C0,
Therslors it appoars that the net amount of money ‘
which the Bank would be out would be « « o o o 4 + + » o5 100,000,
upon which xe will assume the Pank will loss EV per annumr
interest or & 3 CoC,

00

The Bank,however; receives 25 interest on 5, Cok,LOO or $100, 000,
It has %o pay a circulation tax of oneéhalf of 19, or __ 25,670,
Tet return from interest « « o v o o o« s 0 ¢ v o . e & 75 VOO.
Deduct 3% interest loss on say $10C,007, as above. . .PCO.
Leaves a net profit por annum 6f « « v « ¢ ¢ o o 0 o o S 72,000,

And in addition to receiving this net returm, the Dank would make
$15¢,C0C ad“itional when the bonds are paid off at par in twenty years.
Tris 872,000 is aqual to $5,00C por month.

I note that the TOTAL current expenses for 10% months, from
¥ovember 16, 1914 to September 30, 1915, of sevoral of the banks have
besn less than £72,000; so *hat, if they had made this investment of
$5,000,000 in Govemnment 2¢ bonds, *the revenue on these bonds would
kave paid ALL of their CUTRENT FXPINSES {rom the beginning of the
System to September 2C, 1615,

Federal Reserve Bank of St. Louis
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The total expenses lor this period of several of the Danks are
reported as followss .
Richmond o o « v o o oo o o $67,624,24,
Atlentae o 0 0 0 0 0 00 e 71,480.37
Hinnearolis, + + « + « « « o 70,910, 55.

These Banks would then have had the following sums available
for distribution to their stockholders:
RIChmond o o o o o o o o o +$243,000,44,+ %747 760 B2Y7,38¢2
Atlan‘ta...........15163083+ "/?(93"’— /('V/J'OFJ‘
Minneap6lise o o + o o o oo 63 104.61 t1087. ¢  LLI%os

And the St. Louls Bank, ;n°tead of showing a deficit for the ten and
one-half months' period of ¢2 761.64, would have shown a slight
surplus.

Shoull not this subject be brought forcidly %o the ?*tantion
of those banks which are still falling behind?

Sincerely yours,
/%W\Mé Q7

Hon. C. S. Hamlin,
Governor, Federal Reserve Boards

Federal Reserve Bank of St. Louis
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VENORANDUM ON THF PURCHASE OF
COVERNMENT BONDS.

In the month of Septomber, they all sesz th have sarned their
ourrent sxpenses ezoept the 95t. Louie Bank, which reports & deficit
of $2,761.00. Soms other banks ulsc show a very small margin of
ecarkinge covar cxpsnses; and very few oan be sald to de earting any-
thing l1ike a fair dividend om their shares.

Do you mot think 1% might bs wall to bring formally to the at-
tention of scme of these lean banks again the sugzestion that they
purchase Covermment 2 per oent bonds and take owt 1007 circulation
against them, so as to make & not profit ef about 14 per annum on
the amcunt they may buy?

Tf the 3t. Louis Bank, for instanes, should purahase $5,000,000
Government 2/a at, say, 97, the transaction would work approsimmtely
as follows;

’5.@0@0@*9’. ....yn...-».@‘,ﬁﬁc,(’w
The company would reaeive, ugninst these bow:ls. Federal
B&Btmﬁetlsfﬁt"..-.-.-...» ,000000,
Teduct 51 reserve fumd . « . . o . o ___%_.m
Het amount of womoy recelved . . . . . 4, o LA, T30,000,
Therefors 1t appears that the net ancunt of momey
whish the Bank would be out would B® +» « » + + » « « » § 100,000,
upon which we will assuma tho Bank will lose 3% per anmum
iaterest or 43,000,

The Bank, however, rsceives 2% interest on $5,000,000, or $100,000.
Tt has to pay a cireulation tax of one<half of 11 or ag,w
lﬂtﬂtmfminttmﬁ.;.-...,«.a...». ,m
Dedust 7 intarest loss on say $100,000, as above. . . g.m
Loanoamtmtitpﬂ‘mof‘u.......t.« » 000

ind tn addition te recédivimg this net return, theBank would mmke
$150,000 additional whem the bonds are paid off at par in twenty years.
Thie $72,000 1is squal %o $6,000 per month.

T note that the Total current eipenses for 104 months, from
Kovember 16, 1934 to Septembsr 3C, 1915, of several of ths bunks have
beom less tham $72,000; so that, if they had made this investment of
£8,000,000 in Covernment 2fbonds, the revenue cn thoss bonds would
have paid nll of thelr surrent sxpenses from the beginning of the
System to Septemsber 3C, 1915.

The total sxpenses for this poricd of several of the Bankas are
roported as follows:
Riohmond « « « » ¢ ¢ v« o 4 &« & o 567,62‘.@‘3&
AM . & % & 8 & a8 & 2 s » 71’4&0'3?
Minneapolls . + « « + s s & o » 70,910,568

Digitized for FRASER
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Theno Banks would then have had the follewing sums available

for dlstridutisn to their stoskholderss
Richwnd - « « » « $343,010.44 pius 4,375,76 or . . . $247,3868.20
AtlantR & « o o o 151.630.82 Paay 519.63 oFf o« » » 252.150.63
ﬂwp!lit - 5 & 63'1“061 N“. 1’0890“ “ . w & M,194.05

Amd the St.llLouis Bamk, inctead of shewing o defieit for the ten and
one~holf monthe' perded of $2,761.64, would have showm a alight swrplus.

Sheuld net this sudject be brought foroidly to the atisntion of
these banks whish are still fulling behimd?

Federal Reserve Bank of St. Louis
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MEHORANDUM ON THFP PURCHASE OF
COVEPNMENT BONDS.

In the month of September, they all sesm i have earmed their
current expences except the St. Louls Bank, which reports a defisit
of $2,761.00. Some other banks alsc show a very small margim of
oarhinge over axpenses, and very fow can be sald tc be eariing any-
thing like & fair dividend om their shares.

Do you mot think 1t wmight be well to bring formamlly to the at-
tention of soms of thess lsan banks again the suggestion that they
purchase Govermment 2 per cent bonds and take out 1007 circulation
agdinst them, so as to make a net profit of about 141 per annum oam
the amcunt they may buy!?

If the St. Louis Bank, for instance, should purchase %5,000,000
Covermment 2 /s at, say, 97, the transactiem would work ayprogimately
as follows:

85000000ﬂ‘97.§....g..‘...aa,ﬁﬁﬂ,ﬁw
The company weuld receive, against these bonds, Federal
ms.mﬁotﬂﬂf@r»-‘vnocnatt 5000%0'
Deduct 51 reserve fuad . . . . . . . . ___éégiggg‘
Ret amount of money received . . . . . » 000 4,750,000,
Therefore 1t appeare thut the net anocunt ef wmoney
"hiek th‘ mﬂk 'Qaldb.aﬂt Vﬁﬁldbt * & % ¥ & = ¥ v a * 100.“»;
upon which we will assume the Bank will lose 3% per anmum
iaterest or £3,000.

The Bank, howsver, recsives 2% interest om $5,000,000, or 3100,000.
It has to pay a ciroulation tax of ome~half of 1% or zg,ggg
Not return from interest . . . o . ¢ ¢ ¢ 4 ¢ 0 0 w4 »000

Deduct 3% interest loes oa say $100,000, as above. . . _3.000
Leaves a net profit per annum of . . « ¢« ¢« &+ ¢ &+ « & 2,000

Amd in addition to recéiviag this nret return, theBank would make
$150,000 additional whea the bonds are paid off st par in twenty years.
This §72,000 is equal %o 46,000 per month.

T note that the Total current expensee for 103 months, from
November 15, 1834 to Septembsr 20, 1915, of several of the bunks have
bewn lees tham §72,000; sc that, Af they had mnde this investment of
8,000,000 in Govermment Zfbonde, the revenue on thoss bonds would
have paid all of their ocurrent sxpenses from the beginning of the
System to¢ September 230, 1918.

The total expenses for this periocd of meveral of the Banks are

reported as follews:
PACRMORA . « « o « « = o » » + « $67,624,24
Aﬂantl » & @ » & & & P & & 3 @ 71’480037

Minneapolis . . « » <+ « + « « 70,900.56

Federal Reserve Bank of St. Louis
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These Banke would then have had the follswing sume available

for distributien te their stoskhelderss
Fiskmond . . . . . $243,010.44 plus 4,375,768 or . . . $247,388.20
Atlanta . . . . o 161,630»63 plas 519.63 or . . o 163,150.*‘8
Kmp‘l&‘ . s @ 63‘10‘-61 Pl“ 1,08’-“ or o+ o » 5‘.1“10’

And the St.lLeuls Bank, instead of showing = defieit for the ten and
sne~half monthe' peried of $2,761.64, would have showm a slight surplus.

Sheuld mot this subjest be drought fereitly te the attention of
these bamks which are still falling behimd?

Federal Reserve Bank of St. Louis
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1

FEDERAL RESERVE BOARD
OFFICE OF COUNSEL

pate: October 18th, 1915.

My dear Gov&rnor:- \ﬁi\f\iﬁs
The accompanying ?EEﬂEEE%F@,%&

to the Secretary is evidently the opinion to

which you refer. This is the only copy we

have in the office but a modified draft of this

wag Bent to the Federal reserve agents. Do yoﬁ

wish copies of the letters to the agents?

Very sincerely,
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October 11, 1915

The Faderal Reserve Board,
Viashington, D.C.

Gentlemen !
1 have eoxamined with interost the letter sent
o over the sirnmaturses of the Acting Governor and the Secre-
tary of the Board to all Federal Reserve Apents, under
dets of Oatober 8.

I believe thas RBoard has acted wisely and hes perw
formed its plain duty in thus informing Pederzl reserve
banks of their rights and privileges under Section 14 of
the Act., Tho interpreatation of the soction afforded in
the letter of October 8 almo seems to mo, from the cussory
examination I have given 1%, to be sound and well taken.

Permit me to urge, however, the necessity of tak-
ing a further step by the proparation of definite regule~
tions ambodying the ideaz which are contpined in the letter
in quertions Ve can not, I think, afford to place our~
selves in the lisht of treating Section 14 as if it were difw-
forent from any other provisiom of the law. (ounsel has
ruled that the duty of the Board with respect to regulatiors

Received from H, Parker Willis

giized G03dleation from Butler Library,
tip://rasGolumbiadniversity,

ederal Reserve Bank of St. Louis
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under that section is the pame as its duty with regard to

| all other regulations callod for by the Aote In no other

case, 30 for as 1 am award, has the Lunrd adopted the

| plen of failing oz‘ rofusing o issie a roulstion until

| sugh regulation has been callel for by some one or mare of

; the banks, or until the general development of business ree

E guired it. VWere we to abstain fyom the preparation and

t publisation of the same type of regulations in this case
that has been fssuad in others, we should, I think, lay cur-

l selves open to ths charge that for souo rossom we were less

inolined to permit the desorve bamks t0 sngeme in properly

guarded oper market transactions in bills 0f exchange, than

we were t0 permit them to buy bankers' asceptennes, munici-

pal warrants, and the like, im the openm mariet. In view

| 0f the general misunderstanding which perveils on this whole

su- joct, and the apparant disposition in some quarters tg

geek & basis of oritiocism of the acts and purposes of the

Board, I am, therefore, strongly of the agpiniom that no .tlma
should be lost in following this letter with suitably
framed regulations, evem if they should contain little more
than is slready embodied in this letter.

80 far as I have observed, the Board has not here~
tofore cantioned the banks aéinnt any payrticular class of
operations in its previms circulars ani regnlations, and,
while there may Ye no present harm in the language which has

Pigitized for FRASER

http://fraser.stlouisfed.org/
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been need 0 that purpose In the letter of October 8,
owing to the Informal character of *ha% letter, I should
stromgly sugrest that uo such expressions be ambodied
in such circalar or regulation as the Bosrd mey deter-

ming Lo icene on the general subgects

Vory truly yours,

Chigl rmaty o

K M“M\j-—/‘l? ,,~¢~~é“1lm—«

ff
Digitized for FRASER
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CS.H. 10/7/18.

MEMORANDUM BY MINCRITY IN RERPLY 70 THE W(BI‘I‘Y REPCRT OF THE CQMMITTEE
APPOINTED TO FRAME REGULATIONS GOVERNING PURCHASES BY FEDERAL
KESERVE BANKS OF DOMBSTIC BILLS OF EXCHANGE IN THE

OPEN MARKET.

I.

The gajority originally reported against framing regulations covering
open market purohases by Fedsral Reserve banks of domestic bills of exschange.
Phe Minority reported in favor of framing such regulatioms,

The Majority then filed another report answering the arguments in the
Minority report and reaffirming its opposition to framing regulations permitting
such open market purchases. This memorandum is filed by the Minority in reply.

II.

The undersigned bhas earefully studied the two Majority reports, = the
1at1§er written for the Majority by Mr. Warburg, ~ and will endeavor to anaswer,
; as briefly as possible, the arguments advanced.

: No answer, however, is considered necessary to the somewhat sarcastioc
references, running through the Najority report, to the statement of the
' Minority that the Federal reserve banks should not be permitted to languish

unassisted by the kiember banks, — ss "this pathetic sppeal to our sentiments™;

nor to the further charge that ®To Governor Hamlin, evidently, the making of

immediate wniWort&nt than the guestion of the future and the

safety of the System®.

Discussions of law and policy as important as those herein involved
should be entered into without sarocasm and without innuende, and in that spirit
this reply to the Majority report will be governed.

111,

The Minority report, in favor of open merket regulations, rested upon

two principal propositions, - first; that the right to engage in such open market

purchases 1s given to the Federal reserve banks by Section 14 of the Federal

bigitized for FRASER
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Reserve Act and that it 1s the duty of the Board to frame appropriate regula-~
tions; séoond: that the exsercise of such right may be necessary, at least to
some of the Federal reserve banks, in order to secure revenues with whisch to
meet current expenses and the dividends prescribed by the idct.

The Majority report takes an adverse position as to both these
propositions, and it, accordingly, becomes necessary to consider the reasons
upon which such adverse report is based.

1v.

At the outset the Majority report denies that any duty is imposed
upon the Federal Reserve Board to issue such regulations and points out that
many regulations on other subjects have not yet been framsd and that it ia the
duty of the Board to go slowly and not issue regulations which may break the
entire credit structure of the Country and undermine its safety.

As to the guestion of the duty of the Board to issue these regula-
tions there can hardly be any reasonable doubt.

Section 14 of the Act gives to Federal reserve banks the right to
buy in the open market;

"Bills of exchangs of the kinds and maturities
by this Aot made eligible for rediscount® »»»*

"Under rules and regulations prescribed by the
Federal BReserve Board.®

Section 11 (1) of the Act prescrides that:
"8aid Board shall perform the duties, functions, or
services speclified in this Act, and make all rules
and regulations necesasary to enable said Board
effectively to perform the sams.*
One of the duties laid down in Section 14 is that of prescribing
methods by whioh open market purchases of bills of exchange shall be conducted,

and it would seem clear that to refuse to 1ssus such regulations amounts to a

Digitized for FRASER
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refusal to perform the duties prescribed by the Act.

Assuming, however, as above stated, that no such duty rests upon the
Board, the Majority report takes the further position that no such regulations
should be issued or are necessary.

The Majority report states that the matter should be considered under

two separate headings, -~ Firat: Domestic bills accepted by banks or bankers;

Seconds Domestic bills drawn on or accepted by actual sellers or purchasers

and known as "trade acceptances.®

As to the first proposition, ~ the purchase of domestic acceptances
of banks and bankers, - the Majority report enters into a discussion of the
advisability of amending the Act to permit National banks to accept susch
domestic bills, strongly approving such an amendment, in which position the
writer of the Minority report gladly concurs.

Kuch more attention, however, is given by the Majority to the
advisability of amending the Act than to the gquestion now before us as to the
duty and advimsbility of permitting open market purchases of such soceptances
under the Aot as it now stands,

To this queation little attention is paid, and the subject is dis-

missed with the statement that the writer of the Minority report “brushes
asids the danger that State banks might derive rediscommt adventages without
becoming Members™,

The Majority report, in this comnection, seems to confuse redimcowunt

operations with open markst purchases.

For example, on page 3, it says that ®whether or not it 1s advisable
at this moment to permit Federal reserve banks to rediscount domestic
acceptances before Member banks shall have secured an amendment permitting

banks to accept for these domestic transactions is a guestion of policy which

Digitized ior Frasc@ught to be carefully discussed®,

http://fraser.stlouisfed.org/
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Again, on the same page, it says, - "if it should be decided to
pernit the rediscount of domestic bankers acceptances® the draft of the
Minority report "will have to be revised in many respects®.

In making the sbove statements the Majority apparently forgets that
under the construction placed upon 8S8ection 13 of the Act, by the Federal Reserve
Board, the only acceptances which Federal reserve banks cam rediscount are

foreign trade ascceptances and that the question before the Board is as to the

purchase of domestioc bills or acaceptances in the open market under Section

14, and not thes rediscount of such bills or acceptances undesr Section 13.

The Msjority report states, as guoted above, that "if it should be
decided to permit the rediscount of domestic bankers acceptances® the draft
submitted in the Minority report ®"will have to be revised in many respects®,
and points out that it should provide for more than acceptances by bankers
"in behalf of the purchaser®, and should be extended to include drafts drawn
®"for the purpose of carrying commodities™ against "warehouse receipts, warrants,
railroad, elevator, or terminal receipts and shipping documents covering all
kinds of staples™.

This 1s tantamount to saying that the regulations of the Minority
report, as to purchase of domestio bills, are too restrictive and should be
broadened.

It is hardly necessary to reply that the Minority will gladly broaden
the scope of these proposed regulations in any manner permitted by the Act,
but, it is submitted with some confidenoe, the fact that the Majority believes
the Minority draft of regulations should be liberalised, is surely no resson
for the position taken in the Majority report that no regulations ahouid be

issued at all on the subject.

Digitized for FRASER
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Y.

To sum ups 88 to the question of regulations for the purchase of
domestic banksrs acceptances the Majority apparently takes the position that
no such regunlations should be issued until the Act is amended so as to permit
domestic acceptances by National banks, the chief objection being that the
State banks would be given rediscount advantages without bescoming Members.

The obvious answer to the latter objeoction is that the privilege
of purchase in the open market of such acceptances was given by Section 14
of the Act for the direct benefit of the Federal reserve banks, and the fact
that incidentally the non-member banks might also derive some benefit is no
good reason for refusing this privilege and right to the Federal reserve banks.

It may also be pertiment to point out that the Fedsral Reserve
Board, in the acceptance regulations, ruled, - against the unanimous opinion
of the Federal Advisory Council, = that the power granted to Federal reserve
banks, under Section 13 of the Act, to discount acceptances in the foreign trade
included asceptances of non-member State banks and Trust Companies, as well
as those of Member banks.

It would seem clear, therefore, that consistency would require either
that the above ruling should now be revoked or that the equivalent right of
purchase of domestic aoceptances of State banks and Trust Companies should be
given to Federal reserve banks,

Furthermore, it should be pointed out that even if the Act were
amended, as recommended by the liajority, to permit of domestic acceptances by
National banks and then the right to purchase such acceptances in the open
market were given to Federal reserve banks, it would still be open to the
objection, —~ referred to later at great length in said Majority report, - that

1t would lead to dangerous competition by the Federal reserve banks with the

tp://fraser.stlouisfed.org/
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Member banks, exciting their antagonism and distrust,.
Vi.

The Majority report having disposed, to its satisfastion, at least,
of the purchase of domestic bankers aocceptances, next takes up the question of
permitting, by regulation, ths purchase in the open market of trade acoeptances,
so~called, that is, bills drawn or accepted by the actual sellers or purchasers
of goods., The report vigorously attacks the arguments of the Minority report
and takes the position that regulations permitting such purchases ahould not
be issued., Its arguments will now be considered in detail.

l. The Majority report spparently denies that the Federal reserve banks
have any right to go into the cpen market in ordsr to earn their expenses and
dividends; such right, the report implies, is restricted to purchases and sales

in the open market for the pwrpose of influencing, through rediscount rates, the

rates of Member banks, and of econtrolling tha movemsnts of the precious metals,
While the latter purposes undoubtedly oome within, and may very

lixely be the chief purposes of the open market powsrs, it wounld be & manifestly

absurd counstrustion of the Act to limit these powers to these purposes only

! and to exclude the right to go into the cpen market to earn money to pay

expenses and dividends.

It must be manifest that the same construction must be given to ths

provision authorising open market purchases of bills of exchange as to that

5 authorising the purchase of warrants, Government bonds and acceptances. To
exclude the one for purely revenue purposes would neceszitate excluding the
others. ind yet we see the Foderal reserve banks today purchasing Government
bonds, mmicipal warrants and aoceptanses for the sole purpose of securing

revenues to meet their expense and dividend requirements, not only with the

full approval of, but, as well, under regulations prescribed by the Federal
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Apparently, according to the views of the Lajority report, the
Federal reserve banks must depend wpon the good nature of the Lember banks
in offering paper for rediscount, and if such offerings be not made in suf-
ficient amount for their expenses and dividends the Fedsral reserve banks must
stand by and announce to the Country that they are forced to levy an assess~-
ment updn their Liember banks for the reason that the Federal Reserve Board
will not allow them to purchase bills &m the open market for fear of the
antagonism of the lember banks.

Such an interpretation of the Federal Reserve Act would plainly
defeat the intént of Congress. The Federal reserve banks have clearly the
right to live and to use every power granted under the ict to this end.

2, That regulations permitting the purchase of trade acceptances would
permit the Federal reserve banks to compete all over the Country for unsecured
paper (meaning thereby, apparently, paper not indorsed by banksrs] from parties
remote from the Federal reserwve banks and with whom they could not possibly be
in touch.

This argument reveals an amazing distrust of and lack of confidence
in the officers and directors of the Federal reserve banks. National banks,
State banks, and Trust Companies are today busily engaged in purchasing paper
all over the United States which hss not the indorsement of a banker, and they
are considered competent to pass upon the standing and credit of the names on
such paper, and of the collateral, as well, if any., It can scarcely be denied
that the offiocere and directors of the Fedsral reserve banks are the peers of
the officers and directors of the various National banks, State ﬁanks and Trust
Companies, yet while the lLajority report presumably is satisfied with the
business ability of the latter, it objects to trusting to the ability of the

former, although one~third of the Directors of the former, including the Chairmam
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of the respective Boards, are appointed by the Federal Reserve Boeard.

3o That to permit such purchases for the sake of obtaining revenue
with which to pay expenses and dividend requirémenta would be 80 exceed the
bounds of prudence in their management.

"ﬁhis again displays utter lack of confidsnce in the management
of the Federal reserve banks. One would almost believe that the framer
of the Majority report believes that the direct mansgement of Federal reserve
banks 1s veated not In the banks but in the Federal Heserve Board. This
srgument will be referred to again later.

4, That even 1f these powers were needed and could lawfully be used
for securing revenue needed for expenses and dividend purposes, the banks
would still"la.nguish",'; for the reason that they could not be forced to use
this mesns of replenishing their treasuries; and further, that they have never
asked for any such power and in fact would never use it if granted.

If this be true in fact, 1t would seem clear that, as the power
would never be used, the disastrous comsequences predicted by the Lajority
report from such use would never come to pases,

6o That while "under some pressure® some of the banks have been "willing®

to say that it might be®proper® for them to receive the power to undertake such
open market operations, none of them has yet said that it wishes actually to
engage In them,

The “pressure" above referred to was a direct question to Governors
Fancher and liacDougal, in the presence of the Federal Reserve Board, without any
previous consultation with either of these gentlemen, - asking whether they
believed or did not believe in the propriety and expediency of the Federal Reserve
Board issuing regulations granting this power; whereupon both these officers,

one representing the Chlcago bank, and the other the Cleveland bank, replied
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that, In thelr opinlon, such action was both proper and expedient.

6. That the Federal reserve banks, if given the power, could not
posslbly buy enough domestic bills for this purpose.

If this Dbe true, considering that the total sum needed for both expenses
and dividends is only about five millions of dollars for all the Meserve banks,
and considering further the relatively large proportion of this amount now
furnished by rediscounts and purchsses of Govermment bonds, municipal warrants
and acceptances, it would seem to follow that the Majority report exsggerates
the dangers, even if they are dangers, = which the kiinority report denies,-
which would follow as the result of such purchases.

7. That investing in such purchases would leave the Federal reserve
banks out of commission when & period of active money comes in again, as their
avallable means would, to a dangerously large extent, be tied up in these
investments, and they would thus cease t0 be Reserve Banks.

One would naturally suppose from this statement in the Majority
report that the Federal reserve banks were proposing to invest the bulk of their
resources in, say, fifty year bonds. The fact 1s, however, that these pur-
chases would be of the same paper as cbuld be now rediscounted, the only
difference belng that the indorsement of a llember bank would not be required.

8, That, in order to earn the amount needed for expenses and dividends,
the banks, assuming the rate of purchase to be 3%, would have to acquire 120
millions of trade acceptances.

Mathematically this is probably correct. It would be equally
correct to say that if the rate was 1% three times as much would have to be
soquired, or that, if the rate was 6% only one half as mush would be required,

Such & statement, however, rests upon the underlying premise that the

abandon all banking functions, including rediscounting, and purchase of
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acceptances, Govermment bonds and municipal warrants, and devote themselves
exclusively to the purchase in the open market of these domestic bills.

When, however, 1t is comsidered that the banks will still perform the
usual banking functiona for which they were created, it will be seen that only
a relatively small portion of the amount needed for expenses and dividends would
in sny event ever have to be made up fron; earnings on these purchases, and the
imposing 120 million trade acceptance castle thus vanishes into thin air. |

9. That to earn sald expenses and dividends the banks would have to
invest an enormous and unsafe proportion of thelr deposits and capital, =~
varying from 60% in the case of the Boston bank to 1124 in the case of the
Dallas bank, - leaving only the FNew York and Chigcago banks in a state of reason—
able liguidity. ’

The fact that the liajority report says that the baniks would never
invest any of their resources in such purchases deprives fhe above statement
of much of its terror. Such a statement, furthermore, rests upon the assumption
that the banks would cease to be banks and would twrn themselves into money
lenders or pawn brokers, and merely lend out their cash and cease to bank upon
their reserves.

10. That while ordinarily reserves and not capital and depcsits are the
measure of loaning power, this rule does not apply at the present time, and the
latter and not the former is the source today from which loaning or purchasing
power must come,

Three reasons are given for this statement:

(a) Beserves are the measures of loaning power only when there is

a demand for circulation, that 1s, for Federsl reserve notes.

(b), There 1s no demand for such circulation today, therefore,

purchases of domestic bills must be made by cash payments, thus de-
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(e} Bills of exchange so purchased could not be used as collatersel
for new issues of Federal reserve notese.
As to the first reason, - that there is no demand for circulation at

the present time, = i.e. for Federal reserve notes, - it is only necessary to

point to the fact that there are today over 133 millions of such notes outstand-
g ing, = representing an inerease of over 38 millions in the last two months.

This would seem to indicate that there is a steady and increasing demand for such
notes and that the only difficulty 1s to secure commercial paper to serve as
collateral for such issues.

As to the second reason, - that, because of lack of demend for such
circulation, purchases of domestic bills must be made by drawiﬁg down the cash
resources, we have already shown that there is a steady demand for Federal re-
serve notes, the only difficulty being a lack of commercial paper to serve as
collataral for such notes. This difficuwlty has been, however, overcome by the
now familiar process of deposliting gold to reduce liability on noteé.outstanding.

It may be claimed that this method is really carried out by reduction
of the cash resources of the banks, but, if trus, it would apply to notes
isaued for other purposes than the purchase of domestic bills. It would seem,
however, that this process is rather a change in the character of the resources
of & bank than a reduction of such resources.

The third reason, - that bills so purchased could not be used as
collateral for the issue of new Federal reserve notes, - is certainly correct
aa?matter of law, and, of 1tself, would furnish a reason for caution in puwrchasing
such bills. The same reasoning woﬁld, however, apply to the purchase of
Government bonds and municipal warrants, as well as to acceptances of non-member
banks and bankers.

An examination of the present condition of the Federal reserve banks,
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however, would show that, taking all the banks tojjether, there 1s now held a
supply of commerclal paper and scceptances of lember banks, not pledged as
collateral, sufficlient to serve ss the basls of further issues of Federal Reserve
notes, which would contribute, in part 'at least, towards payment of bills
purchased to secure revenue to meet expenses and dividends, - over and above
the revenue derived from investments in Govermment bonds, municipal warrants
and acceptanees of non-member banks and bankera.

A oomputation of possible future isaues of Federal reserve notes
based on present unpledged holdings of oommercial paper and Member bank
asceptances shows =

AMOUNTS OF COMUERCIAL PAFER AND ACCEPTANCGES AVAILABIE
AS COLLATERAL F(R FED:RAL RESERVE NOTES OVER AND

ABOVE AMOUNTS DEPOSITED WITH FEDERAL RE-
SERVE AGENTS ON SRPTEMBER 20, 1915,

Acoeptances
Commercial paper available as Exoess of paper
available as col- collateral for held by agent
lateral for notes notes
Boston § 152,580 $2,124,990 - -
Few York 228,341 2,369,921 -
Philadslphia 460,643 989,248 - - -
Cleveland 787,358 115,445 - -
Richmond 1,256,847 50,000 $53,582
Atlanta 1,370,193 - - - - 2,545
N.0.8ranch 579,560 - - -
Chiocago 1,322,044 425,227 - -
3t. Louls 820,599 105,397 2,654
g Minnespolis 1,007,941 69,763 1,808
Kamsas City 883,997 -~ - 460
; Dallas 1,608,322 - - 59,544
San Prancisco 1,276,665 239,653 - -
TOTAL 11,749,980 §6,479,644 §120,693
Gross amount of paper available as collateral for notes - - - - - - - $18,350,317
Less 10% - estimated amounts of paper in course of collection = - - ~ 1,836,032
Fet amount $16,515,285

ll. That the question of earnings is relatively unimportant at the present
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Inasmuch as the la jority report states, - as ia umdoubtedly true, -
that in normal conditions the Reserve banks will have no difficulty in making
there expenses and dividends, this 1s tantamount to saying that the gquestion
of earnings 1s of no importance at all.

This would seem to be a very short sighted and mistsken view, es-
pecially when we consider the reasons given later in the report for such
opinion.

It is certainly true that the guestion of profits, over and above
expenses and dividends, 1s relatively unimportant. In fact, we might go
further and point out that Congress never intended that these banks sliould be
maintained as purely money making institutions.

To state, however, that it is of no importance whether or not these
twelve Federal reserve banks are able to earn emdhgh revenue to keep them
alive is to mistake the whole purpose of the Federal Reserve Jict.

If earnings are not sufficient to meet expenses it will be necessary
to levy an assessmsnt upon the liember banks for this purpose, and the response
to the inguiries of the Board as to how such an assessment would be viewed shows
conclusively that, - exocept possibly as to the most powerful banks, - it would
be viewed with z2larm and the deepest dissatisfaction.

Such an assessment would also require a marking down below par of the
book value of the stock and would be halled by the opponents of the Federal
Reserve System as an official declaration of the failure of the System.

For fear of this very result, the Board has directed the banks not to
mark down said book value until, at least, a camplete financial year has elapsed.

The question would seem plain, ~ either the banks must be given the
opportunity to inorease revenues through these open market purchases or an

assessment must be levied against some of the Member banks. A8 between these
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alternatives there would seem to be no reasonable doubt as to the course to be
pursued.

Those who favor the alternative of an assessment, spparently, mn-
consclously, rest upon the bellef that the Federal reserve banks are not banks
at all but puwrely eleemosynary institutions, - & kind of financial fire insurance
oompanles, -~ and that they, liks fire engines, are to lay wmused except during
financial conflagrations.

They are certainly all this but also much more, They are, in short,
banks in the true sense of the term, and when in the Judgment of the directors.
such course is necessary, they bave the lawful right to go direct to the individ~
ual over the heads of the Member banks.

Such a right is possessed, though in much more effective form, by the
Bank of England, the Reiochsbank, and the Bank of France, and it is too late,
at the present day, to deny this right to the Federal reserve banks,

The Majority report characterizes the desire of the Minority to securs
to the banks an earning power sufficient to meet expenses and dividends, as a

Mpathetic appeal to our sentiments”.

It might well be answered that sentiment is of great force in banking,
as witness the beneficial effect of ths Fedsral Reserve System last year even
before the banks wers opened,

To test the matter in smother way, suppose that the directors of a

Member bank should report to the stookholders that the desire for earnings

expressed by & Minority was merely & “pathetic appeal to ths sentiments”
of the Majority of the directors and that accordingly the Majority had voted

to levy an assesament to meet the expenses of the bank rather than to continue
business on the exceptionally low rates then prevailing, - how long, it may be

asked, would those directors be allowed to remain in office?
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12, That those who sold domeatic bills to Fedaral reserve banks, under
such grant of power, would thereby antagonize their regular banking connections
upon which they will remain dependent for the sale of the bulk of their paper.
(pebe)

This thinly wveiled, if not openly expreased, fear that the Member
banks would “black list™ those individusls, firms and corporations which had
the temerity to exercise their legal right to sell their paper to Fedsral re-—
serve banks, would, if trus, indicate an extraordinary state of affairs, for
which, however, the Anti trust laws would offer a speedy and efficacious remedy.

The Minority knows, however, of no reason for such an arraignment
of the Member banks, and is loath to believe that any susch blask-listing would
be undertakem. If the lajority have lmowledge of any such intention on the
part of any of the lMember banks the faots should be made known to the Federal
Reserve Board for its immediate consideration.

13, That such purchases would antagonize the Member banks which would no
longer make voluntary deposits with Federal reserve banks if their reserve money
is to be used in competition with them, (pp.6. & 9.)

To those who apparently fear that the Member banks would black list
all who dared to sell their paper to Federal reserve banks, the transition is
easy to the belief that the same banks would resent the use of Federal reserve
money in competition with themselves, even to the extent only of insuring
sufficient revenue to meet expense and dividend requirements.

The Minority, however, believes that these apprehensions are not well
founded. As already pointed out, it was not the intent of Congreass that the
Foderal reserve banks should use the money supplied by the Member banks for the
purpose of entering into a competitive warfare with them for the sake of huge

profits. On the oontrary, the intent of Congress was that the Federal reserve
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banks should use every lawful power in order 'to secure their expenses and the
prescribed dividend, and a reasonsble surplus, but beyond this the intent was
clear that these banks should use their open market powers to make their regular
disoount rates influential and effective upon general rates, at times when they
could be made effective in no other way, and also to regulate in the publie
interest ths movement of the preclous metals.

It is very lilely trus today, - at least in the large industrial
and financial centers, - that‘ there 1s no necessity for the use of the open
market powers to influence general rates through discount rates established by
the Federal reserve banks and approved by the Federal Reserve Board; as regards
localities removed from said cez;ters, however, disturbing instances of excessive-
ly high rates continme to powr in, requiring careful investigation.

Assuning, however, that the only necessity for such purchases at the
present time is for expense and dividend purposes, there still remains the fact
that the Pederal Reserve Aot has given the right to the Pederal reserve banks
to engage in such purchases, and that the Federal Reserve Board is in effect
taking amy sald right by its refusal to enaoct the necessary regulations.

The Minority does not believe that the Member banks will be antago-
nized by the incidental competition involwved in purchases of domestic bills for
such revenue purposes, If such antagonism were created, however, it would not
change the opinion of the Minority as to the necessity of framing regulaticms
covering such purchases. .

Competition at certain times is essential to the well being of the
Federal Reserve System, as it is to the Bank of England, the Reichsbank, or the

Bank of France, and it is the belief of the Minority that the Member banks will
not be disturbed or antagonised by such incidental competition as the best

interest of the Pederal reserve banks and of the people of the United States,
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in the judgment of the Federal reserve banks and the Federal Reserve Board,
secems to demand.
14. That to break down rates for the whole credit structure of the

Country "to secure 2 paltry return® is to undermine the safety of the Country.

It is submitted with some confidence that the purchase of domestic

bills to an amount needed to secure the ™paltry return® of expense and divi-

dend requirements would not break dpwn the whole credit structure.

The small effect of such competition will be appreciated from
Mr. Forgan's statement, at the recent meeting of the Federal Advisory Council,
that the Member banks of the Chicago district would have to give to the Fedseral
reserve bank paper for rediscount only to the amount of 15 millions of dollars
to enable 1t to earn its dividends and expenses, -~ an amount, lr. Forgan added,
only eqn&l.to the annual business of one very moderate sized bank.

So, also, Federal Reserve Agemt Wills stated that if the kember
banks in the Cleveland district were to rediscount with the Federal reserve bank
only enough paper ‘to learn how rediscounts were made, it would incidentally give
to the Cleveland bank earnings enough to pay its expenses and dividends.

Thus the lMember banks have it easily in their power to prevent the
use of such open market purchases for expense and dividend puwrposes by simply
rediscounting & really "paliry"™ amount of paper with the Federal reserve banks.
In fact if this power is given by the Federal Reserve Board to the banks, and
there is any such antagonism to its use 4n the part of the Member banks, as the
¥ajority seem to fear, these banks would rush to the Federal reserve banks
with the necessary rediscounts.

There 1is also another side to this question. A few days ago, Federal
Reserve Agent Wills, or Governor Fancher, of the Cleveland bank, stated that

recently a Member bank in his District secured a large loan from a New York
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Member bank, and on being asked why it did not obtain this at the Cleveland
Bank, the President replied that the rate offered was far below the rate of
the Cleveland bamk, and added that it was an exceptionally low rate only given
because of the ease of money and of the necessity of placing the loan by the
New York Member banke.

| Presumably this exceptionally low rate was made in order that the
Kew York bank might earn its expenses and dividends. Can it be that the

Majority will pronounce the astion of a Fedsral reserve bank in purchasing

paper at low rates ss sin and at the same time extoll the action of the New

York bank as righteousness, although the motive in both eases would be pre-

cisely the same, - the necessity of revenue to meet expenses and dividends.
Will the Majority take the position that the needy Federal reserve

bank shall cease to do banking business and makes good its losses by an assess-

ment upon its Member banks when 1t thinks rates are unreasonsbly low, while
? the needy New York Member bank shall have the privilege of meeting these un~-
resaonably low rates with rates even lower in order to secure its revenue?
Will the Majority set its foot down upon competition of Federal
reserve banks with liember banks and at the same time view with equanimity

competition of Member banks with Federal reserve banks, - all for the same

purpose - of avoiding an assessment upon the stockholders?

15. That the use of reserve money for breaking down interest rates below
reasonably low rates will, in the long run, be injurious to the business
community.

This is one of those axiomatic statements which no one will care to
dispute. It is obvious, however, that the use by any bank of reserve money

or of any other money, and whether by a Federal reserve bank or by & Member bank,

k for the purpose of unreasonably Breaking down rates, will, in the end, no$
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work advantageously for the business community.
The diffioulty, however, lies in the definition of what are

“unreasonably low rates". The same rate might be unreasonably low under

certain conditions and unreasonably high under others.

Rate making 1s a matter largely of Jjudgment born of experience and
no hard and fast rule can be laid down.

For can the test of the selfish interest of the banks alone be taken
as a safe guide., The business of banking is clearly among those affected
with a "public interest®, so called, and the judgment of banking officers, if
against the real interests of the public, may be controlled by State, or, in
case of National banks, by National legislation. See 219 U.S. pp.104, 121 and
128,

Congress has given to the Federal reserve banks, under the general
control of the Federal Reserve Board, the right to £ix rates of interest for
rediscounting which it is hoped will exercisme a controlling effect upon the rates
charged by the Member banks to their customers. 1If these rates, however, do
not exercise this controlling effect, these banks are given the right to go

direct to the public over the heads of the Member banks.
As stated above, the real test of reasonablensss, in banking, depends

upon Judgment., In some indunf;rien it is possible to find with same exactness
what would be a reasonable rate or price, based upon the eost of production, dbut
no such test could be applied to banking. We scertainly could not base rates of
interest upon the actual expense of operation of the banks, for such expense would
vary so greatly that any general rates based upon it would be purely conjectural.
Hor ocould we base interest rates upon the wvalue of the banking wnits, such value
depending in large part upon the original cost of the plant or the cost of sub-
stitution. Nor would it be a proper method to base commercial interest rates upon
the rates paid by banks to their depositors, for these rates, when any interest is

allowed, vary from 2% to 6 or 7§, and, in addition, the best banking opinion seems
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to be that no such interest should be paid at all.

It may help to lead us out of these difficulties 1f we are able to
recognize - what is largely a fact - that banks do not so much make rates as
#record® rates, and that these rates are really the resultant between the
forces of supply and demand of credit, - that is to say, they are the market
value of credit reached by negotiations between willing borrowers and willing
lenders,

When, for example, discount rates are said to be advanced in order %o
keep gold from leaving the country, what really happens is that the banks merely
record a fact which they do not arbitrarily create or fix, and this fact is
that the balance of rates as between this and other foreign countries is out
of adjustment and that gold therefors 'may. leave the country for that country
in which rates are relatively higher and this exodus of gold will at once
operate to make credit more scarce in relation to the demand for it in this
Country, which will almost automatically operate to raise rates here. The
banks may possibly anticipate or, as it were, discount this operatiom, but
they do not create the conditions inevitably producing it.

In the long run, both in domestis and international operations,
demand and supply of credit will fix the rates of interest. The banks have
credit to sell which their customers wish to buy, and the relation between
the demand and supply fixes the rate.

0f course the above presupposes normsl conditions. It is perfectly
conodivable that the supply of credit may be artificially reduced, 8.80, by
combination among the banks, but in any ¢ vent the rate of interest is fixed by
the credit placed on the market as compared with the demand for the same in such
market.

If the above be true, under normal conditions, as long as there is a
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legitimate demand for oredit it can not be said that thsre can be an "™unreason-
ably low rate™ so long as demand and supply, both domesti€ and international,
meet in the market.

To deny this fadt is to fall into the error expressed in the phrase, -
once often heard, - that "a cheap coat mskes a cheap man",

We often hear the statement that what a borrower wants is accommoda-
tion and that he is willing to pay any rate for it.

It would be as true to say that all a shipper wants is tranaportation
and should not obJect to any rate the common carrier sees fit to impose,

The most that can be said is that when rates are so lew that further
reduction will not ¢all forth any legitimate demand for credit, but will only
encourage unhealthy speculation, then such further reduction might be an
unreasonably low rate and injurious to the coumtry.

Clearly, however, all banks have the right, and have always in the
past exercised the right, to make rates low enough to imsure expemnses and
reasonable dividemd requirements.

If this proposition is denied then the principle of free banking
is denied, and the position must be taken that banking charters must be, as
it were, monopolized by restriction in number, and from this the path to
Government ownership of all banking institutions would be an eady one.

16. That the question of reducing the capital and the number of Federal
reserve banks should be earefully considered.

In any such consideration the inability ®f some of the banks to
earn expenses and dividends at the present time would surely be no argument
in favor of reduction in number, unless, at least, they be given open market
povwers granted by the Act, to enable them, among other things, to earn these
expenses and dividends.

1f, after the use of all their powsrs of rediscount and purchsse,

certain of the banks can not earnm their fixed charges, then it may become of
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importance to consider whether the number should be reduced. The question
would still be left, however, for careful inquiry, whether the fixed charges
of the reduced number would not be inoreased in exact proportion to the de-
orease in number, leaving the System in no better condition than before.
Should, however, investigation reveal the fact that in certain dis-
triots the Member banks were refraining from rediscounting for the purpose of
crippling their Federal reserve bank, then the question whether such banks

needad or deserved & separate Reserve bank would become a very serious one.

Vii.

Conclus lon.

.» To sun up: The Majority report rests upon the necessarily implied
| premise that the Federal Reserve Board should 4o nothing which is likely to
antagonize the wishes of the Member banks; that the Federal reserve banks are
not to be trusted and should be denied rights explicitly given to them by the
Aot for fear these rights may be abused; in short, that the Federal Reserve
Board members are merely trustees for the Member banks to carry out their will
and pleasure.

Such a conception of the Act 1s, in the opinion of the Minority,
absolutely unwarranted, and it is not believed will be entertained by a Majority,
or by more than & small minority, of the Member banks themselves.

The Minority, on the other hand, rests its report upon the conviction
that the Federal Reserve Board represents the public interest as well as that
of the Member banks, and that the greatest good of the greatest number of the

people, and not that of the Member banks alone, should be its maxim of action.

For the foregoing reasoni, the Minority reports in favor of the

immediate issue of such open market regulations.
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September 27th, 1915.

¥y dear Mr. Secretary:-

In the matter of open market operatioms pro-
vided for by Section 14 of the Federal Reserve Act, as
I understand the questijn submitted for consideration,
you desire to know whether there is any duty or obliga-
tion on the part of the Federal Reserve Roard to pre-
scride rules and regulations goveraiang conditions under
which Federal reserve banks may purchase and eell in
the opsn market cadle itransfers, bankera' accentances
and dills of exchange, or whether the Board, by fallure
to prescribe such regulations, may withhold from such
banks the right to exercise these powers,

To anawer this question it is necessary to
determine the legal effect of the proviatem in question.
the language of the Agt ig -

"iny Federai reserve bank may, under rules
and regulations prescrided by the Federal Re-
serve Board, purchase and sell in the opsn market,
at home or abdroad, sither from or to domestic or
foreign banks, firsms, corporations, or individuals,
cable tranafers and bdankers'! acceptances and bills
of exchange of the kinds and maturities by this
Act made oligidble for rediscount, with or without
tha indorsement of a member bhank™.

The legal offect of this provision seenms
clearly to be tc vest in the Federal reserve bank the
right to exerciss this power and to vest in the Federal
Reserve Soard only the power to regulate its sxercise.
In other words, Congress did not imtend to vest a dis-
cretion in the Board to determins whether Federal re~
serve banks should purchase and sell cable trnsfers,
acceptancee and dills of exchange, dut merely to regu-
late their purchase and sals.

¥hile there are a great many cases dealing
with ths question of how far Congress, or any lagisla-
tive body, may delegate to an administrative body the
power to regulate, it is not necessary to consider
these casee at length since we are dealing mot with the
question of what the regulation shall contain dut merely
with the Noard's duty in the premiees. Seneral speaking
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"while Congress gannot delegate the power to make
laws it ¢an delegate ths power to detersine soms
fact or state of thiangs upom which the statute
wakes or iatends to make ita owm actionm depend”.
For collection of cases sce Fneyclopadia of Law and
Procedure, Yolume 8, page B30,

Congresa mizht, tharefors, have vested in
ths Federal Ressrve Soard the power to determine
whether Federal reserve banks should purchass ia the
open market oable tramafers, amccaptances and dilla
of sxchange. Had it intended to do so, however, it}
would havs incorporated this power in Section 11 !%?’
defining the povers of the Pederal Reservs Board in
stead of in Ssction 14 which deals with the powers of
the Federal reserve banks, For example, Section 11
authorizes the Federal Reserve Board -

*{b) To permit, or, on the affirmative vote of

at least Ilvps mexbers o! the Reserve Board

tc require Federal ressrve bdanks to redis~

count the discounted paper of othar Federml
reserve banks at rates of intersst to be
f{ixed by the Federal Reserve Soard.

(2) To suspend for a pericd mot exocesding thirty
days, and from time to time tc renew such
suspension for periods not exceeding fi{teen
days, any ressrvs requirezent specifisd in
thia Aet... ...

(k) To grant by special permit to mational banke
applying therefor, when not im contraveation
of State or local law, the right to ast a»
trustes, executor, administrator, or reglia-
trar of stocks and bonds under such rules and
regulations as the said Noard may prescride”.

Isassuch, therefore, =s the power tc purchass
and esll eadle transfsrs, acceptances and dills of ex-
change in the open market is veated in the Pederal re~
ssrve banks, subjsct only to rules and regulatfoms of
tha Federal Reserve Board, it would seem to be the duty
of the Board tc prescribe the rules and regulations re~
foerred to just as mugn 23 §{t is 1%s duty %o vrescride
any other rsgulatioms provided [or in this i¢f, and that
uniike the powers emumerated in Seetion 11, it ig mot
nocessary for the Board $o determine as a condition pre-
codent whether any fact or condition exists which makes
it necessary for thess povers to be gxercised.

Should the DBoard fail to make such rules and
rogulaticns it may be raasonably contended by the Feder~
a8l reesrve banks that these powers may be saerctsed ad
libitum umtil restricted by such rules and regulations.
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Sush a position would be somewhat ocomslstenmt with
the position of the Board in the matter of the ia-
suanse of Tederal reserve actes. Ssotlion 16, im
dealing with the ieavanse of Foderal reaerve notles,
providas that -

*fuch danka shall be oharged with the
axount of such notes and shall pay sach rate
of interest oz sald asonmt as may de sstad-
lished by the Federal Resesrvs Board".

The Federal Reserve Board havin; eetablished mo mte
of interest Poaderal reserve notes ars nov deiag i~
susd withont any intersst charged against the banks
and by analogy the danks might contemd that umtil
some restriction is placed upon the purchase and sale

of cable transfers, acceptances and bills of exchange -

by notion of the Board they are authorized to deal in
such without restriction.

ﬂai’pu::t!ully,

Hom. Williaz G. Nehdeo, Counsgel .
Secretary of the Treasury,

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



-

Reproduced from the Unclassified / Declassified Holdings of the National Archives

3 Y }~
i 1
P SEBNOILHDUNM QUV-AIHG GUVe HARIIMNY: FISC.I2Y ALionad

- i&m}u»"}.

0F PHE S230LAL COLMIZIER OF LORSIZIQ Uil agls

#1th referease $0 Jovornoy Yemlin'es minocrity Eiggfﬁiﬁf
the speeial committes en ihe osubject of domestic (rnde ase
ceptanees’ :

Thie report cught to ve dAivided undor twe Louis - the f J;
ons . ealimg with epen warket trosssotions in domestic svcepte |
ances and the othed with those in 0-08l1led trade mcceptances.

Theoe $wo tvnnnnutiann nust vo esusideored Iroz eatlrely r
ALY Tent sagles,s ’am objections rsiced asaimet Linic BOw
5¢apﬁanooa are 1a n® way s:rlioadle to dorentie .eacgssnnon.;'
Tre latter are ia every m nod only desirable tul their dovele
copuent will uriang ia a sound snd effectun)l way ithe very rellef
whieh is now sought® by open market trazsnctisay iz trsle uee
¢ovtaingede  The majoxity report stroagl; fsvaere the develops
- wment of douestis scseptances, on brosd lines both by somber
aid noa~nembery tankSe

; If, howevsy, 8 reguls 1on tu o be prapared {u:r Lie

purpose oF roverning tiese domestle accoptunces, it mus$ bLe

! done on very muocn btroadey 1inew $hana co.ibonmpinted by Sovirnor

; Hamline Tie regmlutiou drwan by him crovides only for avee: te
wooes by benkers "in bebal? o7 the purokeasre” Thui would .
exaluds drefts drawn for the purpoge of carryinmg commodities, : :
which coactitute the very field that ought tu Le suvuraise L

—Cr ey fiw 75 ¥
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:
Domestic acceptances shouli be pormitted against warchoume
recelpts, warrants, railroad, elevator or terminal re-
ceipts nad shipping doouments, sovering all kinds of staples, “
I? the purchase of such acceptances be pe-emitted sn‘}i! Eé
they be mads elligible for rediscount with Fed:ral Remarve i%
Banks, the greateat possidle relisf will be secured dnuring ’M
the orop-moving sesson and willjbe much more effective tham ‘;%

that to be had from commodity rates or open market transse- ‘
tions in trrde acceptances, A8 far a8 the first re come
cerned, control by the local bankers will be gradually and

effectively broken down by an oper market domestis accepte Rt
anoe disoount rate and the ablility of bankers outside 6! ]7   ;§%7
the local 1iatriet to. mccept freely against the pledge of T
commodities. 4s far as the second olass of transactioms 1

18 concerned, the domestlie soceptance is free Ifrom the &sn- ," 
gor of having the Federal Resecrve Banks bRy peper tiihlut |
any banker's endorsement or acceptance and of haviang. iha |
Federal .ieserve Banks compete, all ever the country.~£brv§nml ‘:f
gecoured paper, buying £t froum parties with whom normally S
the Federal Rewerve Banks are entirely out of tomoch. |

If the oreation of proper warehouse facilitiol'0r ttr~l
minal facilities all over the country is 9erailtont11¢h§
couraged and if the develupment of domestioe anoaytanb;q b.v
pernitted and encouraged the country will feel the ‘,.‘*‘¢';f
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poasidble relief within « very short time,

Whether or not it is sdvisable st this wonent $¢ yere
mit Federal iesorve Jenks to rediscount demestie sseept-
anges before mexbey banks shall have Eseured san ssendment
pormitiing banks $9 acoept for these domsctis transactions, {
18 a questien ef poliey whieh cought to bde carsfully dise
ouvesd, ke ;roblem Ltoelf ie not & new ons to the Bosrd
but has been brought te the sttention of the [ward ever
sines 1tn exiastence.

IT 1% skould be Acoided %0 pormdt the redisoount eof
mytic bankers acceptaness, Jovernsy Hamlin's regulation
will have $0 de¢ rovised in nany reapests. }

AB axsizmt the srzument brought by the majority $¢ the
offeat that spen market transsetions 1a trade accoptances
de not aypesr levirable at this tiaw, Sovermawr {mnlin of«
fers one main errument, the scantiness of m\;«mm ot
the Federal ileserve Bankme A sesond argumend, though

, Soushed wpon very lightly by him, is that ke eonceives 1%

’f %o be the duly of the Fedsred leserve Board S0 l:swe tiwse
regulstions, There sre & great meny fanetions eof the
Pedorsl Leserve BDoard whieh Lave not ye$ been ezereised

and it 48 naturel Shet the Bosrd preceed graduslly ss she
system develeps, 2iseal relastions have 208 et been estade
11shed; varieus fines and sohedules have not yed been estabe
1ished; foreigm nsoounts have ot yet boen opemed} sud ¢o en.
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The unde:rtaking of epen maris ¥ transsotions is optiome

sl with Pedoral Semerve Soamkue They pay wndsrtake them ;
aasder proper reguwlation of the Board, but they are not eblig~ !
a%ory. 5o far, ms Tequest has besu reseived from sy Fede 2
srol feserve Bunk thet these apen marie$ trancsstions be _;
permittesd to them. uumite the sontrarxy, investigatioa se §
far hoe sliways oalled forth the spimion frua the Federal z
Heservs Denks thet thus fay open puriet tresssctions im |

trade acceptonoes 40 ne% appear desirable to thems Under
Bone prezvure soms have beew williamg %o say sthet it might z
be propsr for them t¢ raesive the pevwer to uaderssks snsh
epoa mmrkel osperntiens, wut uione of them ez yet waid that

1t wishes actually te engnge in them,

Po Joversor Hemlim, evidently, the making of iumediate |
surniugs is moye important thea the questien of the future
and the safely of the wyutes, e Jrushes aside the danger

( that State hanke mizht derive redismunt edvantages witioud i
’ becoming membors, He (uotes the language of the £irwe
Federal Loesrve Board repord, emphusising the statement Shnt
“there iv N0 reason why itroy should not earn thelr expenses |
snd & fairy profit beside,”™ but evidently overlooking the i
scrds imoedintely following, “without falling %o exercise t
; thely proper funstiems snd exveesding the bounds of prudence

$n their macagement.," He oltes the fagt of swmlative
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staek Aividends aa ea srgument for at onoe sceuring the full
dividends, if possible within the first yoeay of oparatiom,
a8 be consliers it s hardeship that those should huve 4o te
made up ia subtsequent years, Ihe wore faet that Congress
mads the diviieads eunulutive uhows thal Uon ress seatsemplat
od that the diviiends might not be sarned st 11 tixes, amd
partioniarly not in the sarlier ywars vhen the banks would
not be in possession of ‘neir full funis,

devormor Hamlin sa;s,”The questd en st issue before
ws im, shall the Vederdl .emerve Sanke be pormitted ¢o0 lane
guish unsssisted by the neabder bankes while it is in our
powar to permit thiem to extend thelr bLusioness operations
in the cpeam market ®o a8 probsily to insurs osroings suffie
aient %0 pay thelir expeuses and a aix per gent dividend.”
How 168 us consider in the 11gh% of reason, this patietis }
appeal to our se:ntiments, “ould the luaguishiag Federal
Heourve Danks be holped by giving them these epen market

e e

operations? “hen the majority poinis out the dan-ers and
consequences of conferring trhin power Governor Hamlia rew
plies that of oourse we could not and wonld not force the
FPoderal iiwserve Hunke sotually to onter uponm thews operations
but By & matter of reeord and duty the Joard showld under all
sircunstances lusus the regulations 1 we sgcopt tiule reas
soning, sews suppose we ought to, the eatire srpument falle
te the ground and,,~ epen mmrket regulation or ndo epen mar~
ket rogulation, - the buake will coatinue to longuish. 1f,

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

etvide T AR Vil



Reproduced from the Unclassified / Dectassified Holdings of the National Archives

(8)

however, we proveed on a different tipevry, &:pecting the
Federal .emerve Sanks t0 gv sstively into epen markot
operations, whst would be the results?t It is safs to eay
Shat the volume of trade acceptiances availeable at this time
ic 50 limited thet the Foderal Heoerve Pusks ocould not Sew
sure sny sukesantial asmount of them without posalbly goe-
ing deown $0 retes 80 low as those for hank soece; tances and
poseibly lower, which, of course, would bte entiroly unrese
sonsble. ivea thea 1t would be diffieult for them to
se0uXe sny apprecisble amownt in the open markes, Yost
comuercial borrowing st this time ia belng dons on siogle
sane papere The double nume paper that now exiede s of

& olass whieh wust be very varefully soratinised sni, more-
over, custosers would hardly £ind it practicatde %o pet into
touoh with a dietsat Federsl sderve Bmk in srder to »ell
to 1t & smel)l Crsetion of inedir paper and possibly %o Bae
tasonise $helr regular banking eenuestions, ou whieh tiey
will rensin dependent for ihe sale ef the bulk of thﬂ;:pg:

OTe

Feidorel essrve Banks will quickly percoeive thad: thewo
open market traasactiens in Srade soueptances will meks them
inour a great deal of antagonism and oritloium Hut will pro-
duoe very omall results cnd the majority of the conmittes ia
more than ever sonvinmoed thet Pederal essrve Zankes are not
1iely to undertake snok iranscotions.
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Row let us nounsider, an a final aspset o7 the casze,
what wuld happen if in faot Pederal Leserve Jmks should
preve sble to purchase s suffisient smouat ef trade sciepte
ances to earn thely dividends.

If &t three per cent a sufliolex sao % of trade ag-
septances could ue secured {whish 18 eatirely osut of the
queation) we should £ind that in order to sam the eztivee
tod running expensed and dividends reguired, Zcaton w uld
bave to Lavest 80 per oen$ of its oopital and depositaj
Miladelphin, 68 por eent; Clsvoland, 68 per ocenti 9%, founds,
§2 per oent} Iam Yrescisee, 70 per aent} iiannempolis, 70
per cent; XKsnees Uity, Y6 por centi Eiehmond, 9% por centg
Atlanta, 107 jor vent and Dulles 118 per cenmk, ZThe only
two banks which would s#ti1ll show a reassenable aumount of
1ignidity would be hieage, with as iavestueat of 36 per cexk,
and Zew York, with an iuvestment of 20 per sent,

fuin would mesn, them, that the majority of the denks
would im tho\\time of . eatest eams Lave fuvested the balk
of tholy available ncans and that at & time when & peried of
sstive money set in, tne reServe baake would 00 lomer ve Yo
sorve banks, - Shey would ko out of comainoien, nnd the money
which membey banks vhould bve Juntified 1u looking uwpea aw row
serve money, would have left the Yedoral omerve Zanks aud
would have gone to swell the oxcess rsvcrves of the wember
ban ke, Or tLese @xgosses would have dosa sbmoxbed ss a basis
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of gsneral oredit inflation,
Against thie roasoning the argument will be offered
that inasxuch as the Fedsral Reserve Banks issus Fedaral Re~

e smo

% serve notes, capital and deposits do not oonstitute their
loaning power, but rather thsir reserwe, But that does not
hold true in this inestanse for twc reasons: bille purchased
against open market operatione eannot de used as a basle of
nots issus., 1If, therefors, the languishing banke were filled
with trade socsptances t¢ the extent that Qovernor Hamlin fore-
ssee, they would have to asquire abous $130,000,000 of this
paper, against which ne sirculation could be issued,

But insidition we must eonsider the following faot; a$
present there is no demand for additional gurrency. Quite
the contrary, with present oonditions and further gold imporss

T ———————ts <~ e+ s

$0 be expeeted, there will rasher be a redundangy of ourremay,

s0 that as s net resuls,

Yoderal Reserve Banks at prossnt buy, they buy with their actual
reusrve money, in view of the present status of Yederal Reserve

notes., The theory of the grauturwlouaiag power holds good only
if 41t poes hand in hand with s demand for additional circulatiem,

A oonsidsration of these facte olearly shows that this
18 not the time for laying t0¢ much stress on the question of g
asrnings by the banke, More important than sarnings is the i
1mplioityfaith of the country, and in puf&ﬁaular of the membder
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teaks, in m¥* nt%1™% M OWe part it foartt &~
MXIMA rmmti sn4 W X& 4# sior#
te-r* t&*& a p~rftofcl# #xpXlo*fcX* UoJdc of mMrs&m powwr uml*r
ptrm&t tomlilt**#  Om of % wikimSma of tm pxvmnt
ftitmlim i& Unrfo th* ttiilwe. of Irkr*m#o« ti*o r*~
mMPv&4 at umKID* miXo th# I ftfcocx4 MENM
to tm lItdor*! Btt™rrt SytftM*  tkm »?HfctM rz-orlto* ftr !«*£»
ailuUoMI| MI&jtttO to fet )t*8* »ifch Ftitral jitttmr Maiii bat
tfet ftt&b*r bmk* will ~1, t£ tfetlr #m uMieord, intrtttt, tetlr
\Mna$*a tritii ualtoa toi# tiafc «rt atet*il«ta*
t&tljr iundt tM ttiffftiiitlif **& do M% *ttt*trift fca **** tfcoir m
faswui 1&t $P5*e ilf *At& s
le &e Iin fail myr&utfgp with tle* vitimt* alli #f Hi sysiia
in @iYia® tfct boatfit ML MvmM NMistaX **t«« tt Y@Mo&tirt oon&»
g *hia roradU will h# wki&vmt fqo &rroloplii£ %41 bmk m-~
wjitmm?* mfk*%9 waj.u# $*«*&)«*= utttttptii to rtnmlttt car oon~
faoX by 41r«nt intorfortflti will not Itad U tha £«EHe& *#He
falt# atMoapta will ?&t&r &o&  erlppla oip growth
aai prQirest aa fros* atis. &U& ts0 rtr? “omar wivb& m
ulUmutoly pt&staa to exert a fctatfioial am halpital laflaocaat*
Sht sifcsaatita *hl<& wt art aftout so rad® la 1&rg* otyoaft

nmav uttna oaaatftlas# I f w aa&trata;*A fio? to fer«ad«& th*

s &®Is of amr ftr4t*al Haatir# iy Miawl

If th# Xd 9f th# ~«uktry§ we sb™UlA be s waxli teOcXof pawtr
to a d«]rrtc wiVik& «X««91 our omn espoatatloiui* la or&#r
to bsiat *INwt tills ymXI, Mr wn*t lit poxmitt#ri tH
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grow unhasmpered, It rejquires stateszanship which will dise
rcg@rﬁ inzsdiate sucoess or ismsdiate hlame, whers the future
of the system is inwolved, 1If we, curselves, ocan only unite
on a definite and hroad poliey 1t will not be Aifficult to
make ths public understand eur\puxy»sa and to seoure tha sup~
port of the entires courzunity, or at say rate of that portiom !
of 4t on whose confidence depends ths further developaent of ‘
the ayetes, As t0 imu -diste esrnings, ve do not helieve that
we nsed be alarmed, The banks will not lamguish suoh longex.
If, a» »we have mo doubt, large aoceptance c¢redit cperations
are in etore for this country, there will be in the vary aear 1
future a broad field foxr invostment in paper swhioh will sxelude
lesnes and the abeorpticn of whioh will help the dovelopment of
cur trade in a timely and legitimate way, In & mesorundus

written by Mr. Warburg im Mareh of thie year on this qusetioca

N gt

of domestic open sarket regulatien varsue a broad aoecptgnoc
polioy, full emphasis was laid on the grave reaponaidality
whioh we would undortake if we used reserve money for hreaking

TOM AL Ay T

interest rates balow a reasocnably low rate, thus erowding tho

e

nomboer banks ocut of thelr own legitismate investments and fore-
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. ing them into fixed invostmente, which undertaken in tims of
l great sase of money have alwaye proved fatal at she turning of
the tide,
Abnorunlly high rates alwaye bring a reagtion of abnormally

\\-.

low rates; and abdnormally low rates hring a peried «f excoesively
high rates, The aim of the Federal Renarve Syetan pust be t0
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kaap ratee as stendy as possidbls arcvnd & noreal peint, The

more suscesnful a banking system is in thie connaction, the

k]
]

safer the develorment of s gountry, Low zates which are only
el pasging ocharacter do mors harm than zpood, It {5 the duty
of the Federal Reserve Banks 1o fight excessive ratex in both
dirsctions when thay have s tendancey of getting oo high or o0
lor, If, in orier to seCurs a paliry raturn, Faderal Ressrve
Banka break the ratss for the entire oradit structure of the
gountry below the level whioh may be considered as norzal, they
undermine the eafety of the ocountry and taheﬂa,Vtrg heavy
rasponnibility., Horeover, bhoefores any drastie atepr in this
direation ougzht to be ventured upen, the systsm ought first to
rave a full opportunity of develoning, bhoth as 1o sgope and

orsration, The rediccomting faoilities batesen districte

ougrt to have o chanos to develop; and the gquesticn ought to |
be onrsfully ventilated whether thers may not be toc wmrny Federdd
Reassrve Banks, whether the caprital pald in ocught not to be re=

[eRe1s ] ] ;o Borg goonom, Te 8 2 8 &
‘uned, or whether mors soonomic And mo ffeotive oraration

; osnnot be seoured by a sraller number of banks, The Federal

{ Roserve Barks are in exsctly the sxze position as menber ban:is;
oxcaréively low rates night bring sbout with ther, as with

! thelr mesxbers, a tendency of rmtting out toc muoch miney at low ?
ratas in order to sequre a ressonabloe raturn,

?O HQ W.
5/ 30/18,

. . TP W T AT g ke

e v s e
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I agree with the mafority report submitted by NessrsiHarding and
Warburg ia se far ss it otates that the purchasse of promisssry metes ia
the epen markot 1o net permitted wnder the Federal Reserve Ast. 1
farther agree that thare is no negscsity at the preseat time fer the
purehase of fereign Bills of exthungs by Tederal ressrve danks wnisr
present internaticnal conditiene, But I belisve 1t weuld o wias e
frase proper regalatiens soveriag sush purchases, theredy dlesharging
what T consolive te bo & duty of the Federal Reserve Beard.

T enanet consur in the epinmien of eanld sajority that ae pudlic
g84d would Do subsarved by sasstiag regulations autaorising Federsl
reserve banke to purehass trade azceptances im the opon market. It is
s fast Decoming more and wore appareal that the msmder danke are doing
1ittle or ne dusinees itareugs the Federal reserve daake, and that unless
we authorise thes2 danke to extend their astivities inte the sper mar-
xot, they will net de adle to earz their expenses, mueh lses their
dividende. In my opinien, Coagress supyosed that Federal reserve daaks
would bo able at least 4o earn their expenses asdthe €5 dividends, as
vell as & reascaadle surplus, Furthermers, the 6% dividend is a sum-
1ative sne, and if it onnnot De earned at the preseat time, may plase
a hoavy hurden upon the reserve daske ia the future. Cemsequently, I de-
lieve that the Federal reserve danks should d peraitted te ge inte the
epon market and purchase trade paper, ae they are new autherised te pur-

chase warrants and import and sxperts assspianses.

/*‘"‘”‘Cfﬁ"dy ‘f&&v;' 2 j“'.‘ L
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It 4¢ polnted eut that if the purebase of trads assoptances in the
opon markos de sutherised, it would theredy afford te mon-zember baake
one of the greatect demefits to be derived frem meadership in the syeten.
This, hosaver, is net the reasen for perzitting such purehases. They
should Yo permitted in erder te bemefit the Fedorsl reeerve anke, sad i,
indirestly, the msn-meader banks odtain a benefit from thie prasties, it
is & benafii resulting frem the failurs of morter danks te give a reasen-
able ameunt ¢f Weinese te the Federzl ragorve banks with whiéh te suztaln
then.,

Purthermers, I bdeliove tiat the privilege of purchasirg benkers! ae-
septancos, nov cenfined to Import and export transactions, should be sx-
tonded 10 domeetic aesopiamces nade By State damks, trust companies and
Bankers ia behall of the purehaser of poods. I realise that at the
preseat tiss Baticnal banks are net permittsd to make such aseeptanges,
and I serdially agree that the Act ahould Ve azendsd se ns te give them
tials pover wader reasonidle limitations.

It may seom inconsistent to pernit Yederal reserve anks to duy ac~
sopinnese of Btate banks and truct sompaniea in the epen market, vhen
Yasimal banks csanmet make ouck aceeptamees. Thio, however, although an
insonsisteney, s ens whicgh arises frow the fual system of Nutionmal bank
and State dank ssmbershiipy. It is 5o more incomsistent tham tho faet that
we permit Btate tsnks z2ad trust compamies to jein the Federzl Reserve
Systey, brisgiamg in their branches with them, while Natienal benks canmot
at the present time have dranches. There mre also raay ether incensiatem-

cies, ae I Lave stated,resulting frem the dusl system of memborsnip, Wt

L 4

org/
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these ve esn, 1 am confident, serrest ultimately by imeressing the povers
of Nationsl banke, makiang them mers semusneurate with the powers givea te
Siate danke and trust somppnies by the respective states.

The question at iseus defers us is, shall the Federal reserve danke
be permitted %o languieh unassisted by the mexber banks, while it is in
our power teo permit thea te extend their businees eperations in the epea
mrket, 0 xs prodbably te iuneure emnrnimgs sufficient te pay their expenses
and the 6% dividend. I do not believe it would be wise to pestpens thie
éasiradle result teo await the action of Congrees in mrwading the law, ee
88 to give National banke the siaillar privilege of demestic ageeptance.

The argument of the majority eesus te Le based upon the suppesition
that Fedoral reserve danke are nmerely ezergeney banks, and that the ques-
tien whether or met they make their expenses or dividends is immaterial.

On this oubjest the Beard im ite annual report, page 18, sald:

"The Reoorve Banks have expenses te meet, and while it would de a mie-
take te regard them merely ae profit-making esnseras and te apply te them
the ordinary test of busineee succese, there is ne reason why trey should
2ot earn thelr expensee, and a fair prefit desides, vitheut falliag te
exereies their proeper funstiens and exseediang the bounds of prudence ia
their management. Nereever, the Reesorve Banke san never besoms the lead-
iag and importsat fastor in the meney market whish they were designed te
bs unleee a eonsiderabie yertion eof their reseurses ie regularly and sea~
otantly empleyed.® ‘

Ia my epinien 1% ie the plain duty of the Yederal Reeerve Board te eee
B, bue Fodedl 1
that the Pederal reserve danke maintain theuselves. The very fast that ne
provieien wae made in the Ast fer asseoeing deficioneiseef reserve bankse
upea the memder danks, shows that 1t was elearly in the miad of Cengreee
that thece banke should exersise sll preper funetiens im erder to mest their

expenses and dividends, s vell ae te acsiet the member banke in redisseunt-

ing.
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I attach herato a draft of Regulation covering the purchase of
dorzstic bills of exehanpe im the oren market, and anothsr draft covare

ing the purchase of domestiec bankers! acceptances in ths opsn market.
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111,
wthed of Certifyleg Flisibiilty,

Freh BI1]e munt bemy on thelr fave, or b secumpanied by, evidonce In
forn satisfactory to the Fedarel regerve benk, that they were drown by the
geller of roodp ar live stegk op the purebuser,

sueh evidenge nay esorsist of a certificase ox or ssoorpenying the
aavented P11 of ewshenpe, t0 the folliowing effeet;

"Phwe abligntion of the soceptor of this Bill of eucheange
arises out of the purodwse of z00ds or live stoak fyrom the
Aremer.®

Sugh gertifisabe may e sccspted by the Fodoral resorve bank a&s
mafficiont eviderne: provided, hewever: fhat the Federal yesorw bank,
in fte Stagrstion, way inquire into the exmet psiure of the trenssction
mm@eriving the sgeevnieves of seld 2111,

iv.
Osher fAmitstions.

A1) dcmestio Bille of emslimupe purchased uder thsss roguiations,
411 ke b ject to the Folloewine limitatlous;

{a) A i1l of exshange, cowering domestie trausactions, agoepted

b & pwrehassr, may be considered as drawn in good falth
againet aotually existing waluos whea the asceptor thereof
is segured by a liexn oz ur by iransfer of title to the goods
o whiah the bill of omchenge in based, or by other adegquate’
soouritye.

{"Y Busopt in so far as such bilis smy e drswm in good falth
sgninet sotonlly existing values, as dofived Suprs in IV.(a),
the bills of any one drawer &rswn on and sgoepled bWy any one
pwrehiior, aud purchased by & Fedoral ressrwe bank, shall a%

Federal Reserve Bank of St. Louis
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»o time exwoed in the aggrognte s sum equal o

(e) The aggregate of bills ncoepted by any one rwrehscer, rwre
ehased by a Fedoral reserve bamuk, shall at no time oxeeed
& wum equal %0

{4) Yo Foleral veserve dank shali purchase domestis bills of exe
change net seoured by a lien on or by transfer of title
10 the goods on whieh the Dill of oxchaage is bBasod, or by
other slogmete secrrity, wnless & sstisfaatery stutomemd of
She finmeial cordition of the accepter iz fire$ sedwred by
the Yedersl reserve bdank in form to de spproved by the
Federal Rocerve Board,
Ve
Attention is oalled %0 the fast that bills of oxshange o purshased
caunot de umed 28 collsteral for Federal reserve motes, muless they sre
indorsed by & member baciy nex is the open market puwrohase of notee sl
drofes, 22 distinguiehnd from Bilis of owchange, sutherised by the Fadoral
Renerwe Aot.
Ve
It will be anocedanyy Jor Palaynl vessrvs banks to wateh carefully the
aggrepgute amount of gnch bHills ypwrchemed znd hold from time te time. Busk
henks ahould contider crrofully not only the regular requiremsnts ef their
menber banks sméd $he probable dszands of other Federal reserve baxks for
ralingounie, dut, a8 well, the posaible demands upon their resources in
redissoumnting socoptances in the import sad emport trads. They should,
in ahor@, always ey in miad e constantly varying needs of the cmmtry.

¥, PARKIB VILLIE, GHARE'S £+ HANLIN,
m‘mc “w‘
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Besgmlation B
Beries 2t 1918,

FEDIBAL HEACRE BAED
Hepbingtan, = ~ = ~ - ~ =, 1618,
Open Liarket Uporuticns.

Damastis Mlls of Exchings.
b N
ln this regulstion the term “dozwstio M1l of vxolenge” is &efined in the

same languags employed in the definiticn of the torm “trade agesptensen* ia
Regulation Ps lsy ox00pt What -
(s} he bi11 of omshange may Tg}‘?:ﬁ’{ 1334' mé pe .»:th State bank,
trust sompaty, or 'mmr./\m such aocoptunoe is duly suthoriged
By the laws of the ttate shera the aoceptance is node,
(d) The b1l of sschange need ot be indarsod Ly & membder bamk,
11.
theractar of Daper 51igzidle.
Domontic bllls of sxohanpe to be olipible for purchase under {ection 14
of She Podersl Loserwe Ack
{s] JMvat arisc or have arisen out of satusl somsercial lrwwmestions, that
is, they smwt haw bees drewn for sgriculturel, iniustriel, or
otmereisl purposes, or thelr proooeds musk hawe bien used or mued
o used for snok purpesns.
{b} lust hawe a webuwrity at the tise of purchase of uot more then 90 Aays,
oF, 1u cnde of agrisvitural or liw stosk puper, of sot iore than
six aonthe s
{6) 1f uot acoerted by 2 ftate bank, trust company, or vanker, {es provided
Digiized for FRASER in 1. Suprs, | they must be scoepted by the purcheser of gods or
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G
live steck suld o sulu purehwser by the drarer of the Blll; in
any evet, the P11l must lave beons drawm sputzst Lndoblednoss ene
proasly lacuryed In She plgrchawse of gusds or Llve stooks
b K
Bothod of Cortitylng Z3igdvilivy.

Buedh Llils et bowr oo Uely fide, 9r b soccumpauiel Dy, svidenose in furm
satisiaatery 1 S Foloral rumsrwe bLenky $kat whey were druwn by the scller of
goods or live steok on the purchaser, or wpou & ducetio Hiute basky triwh
companys or lanker represanting ouch purehaselre

Swol ewidence ey ccasist i & cox¥ificote on or avcompenyisg the socepted
11 of amohwinge, S0 tua following effuet

“fhe cbligation of the soesplor of this bill of exchange
arises out of the prwehass of goeds or 1ive stock from the
AR

Swob surilfiost: way bo acocplod by Sue FedoPul resorvs buk e sufficlent
avidenoed providold, siwsover: Jhet the Jodeml tuesevys bank, in itw umnm
Bay inquire Inte tho oot naburs OF Yheo Wrumsedtlion wmiderdylisg e secoptanoe
of satd i,

1¥.
uthey dnitutions.

411 domostie ¥ills of exshange purchassd undar those regulutions, will de
subjoct %o the followfng linitatiomsg

{a} 4 Bi}l of smehangs, coveriag dumestico transagticoe, acoepted Ly »

banker (ss defined 1n Regmiation R. Il. (%), escepting only

Hatiomel imim, } or by pwrohaser, may bs considered ss dremm In

go0d frith ageinst eetunlly existing values when $ho moceptor thwreef
is securod ¥y & licw on or by transfer of titls %0 the goods on which
the Wil of emhovge 19 based, or by other sdecusbe socurity.
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ad the 11obable demanis of other fedard roosrer Daes M reidncounts,
tat, as woily the jowsible deowds woon thelr resources in redisocmtl ng
accaptances in (e fmport sod ex,ort tradge hay stould, in shart,
alvaye e In =ind he oonstanbly vaiying: needs of the oty

G LBS Be HonLll,
Sowmrmer.

Re yaRMR ¥LLLES,
Sesretary,
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:ﬁi/ SEP 1 51915
GOVERNCH'S OFFICE
{ 70,3
WASHINGTON  September 15th, 1915. s
L

FEDERAL RESERVE BOARD

M.C.ELLIOTT
COUNSEL i

250

The attached letter dated September 9th from
the Cashier of the Mutual National Bank of Boston has}/ 2.,30,/
been referred to this office for sugzested reply.

My dear Governor:-
This bank desires to¢ make application for

the sale, through the Treasurer of the United States,
of 200,000 United States 2% bonds.

; Section 18 of the Federal Reserve Act pro-
vides that -
"After two years from the passage of this
Act..... any member bank desiring to retire thse

i whole or any part of its circulating notes,
may file with the Treasurer of the United
States an application to sell for its account,
at par and accrued interest, United States bonds
securing circulation to be retired.

The Treasurer shall, at the end of each
quarterly period, furnish the Federal Reservs
Board with a list of such applications, and the
Federal Reserve Board may, in its discretion, -
require the Federal reserve banks to purchase
such bonds from the barnks whose applications
have been filed with the Treasurer at least ten
days before the end of any quarterly period at
which the Federal Reserve Board may direct the
purchase tc be made".

This provision will not become effective un-
til December 23, 1915. The end of the first quarterly
veriod following that date is December 31, 1915. 1In
order to comply with the terus of the statute, appli-
cations would have to be filed with the Treasurer ten
days before this time, or by December 21, 1915. In
other words, the application would have to be filed
at a time when this particular provision of the Act |
is not in operation. ’

Before replying to this letter, therefore,
it is necessary for the Board to determine whether it
will undertake to require banks to purchase any bonds
for the retirement of circulation on December 31, 1915.

I am of the opinion that while the Board
Digitized for FRASER cannot require the purchase of these bonds until after
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December 23, 1915, it will not be inconsistent with
the provisions of the Act for member banks desiring
to retire circulation to file applications with the
Treasurer before this date so as to have such appli-
cations in the hands of the Treasurer ten days be-
fore the quarterly period ending December 31, 1915.
The Board should, however, determine whether it will
require the purchase of any such bonds on this date
or wait untll the end of the next quarterly period,
namely, March 31st, 1916.

Respectfully,

Hon. Charles S. Hamlin, "7 Counsel.
Governeor.
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March £8nd, 1915.

Ky desr ¥r. dardurg:
The Committee on Legsal latters, which, as I recali 1t,

consiste of Governor Bamlin, yuuxézlr and ocouneel, spubmitted
to the Board s report on the main gquestlon se to the right

of Federal Ieserve Banks to buy Covernmeat bonds, with cir-

culating privilege’and to lesue Federal Heserve Bank Hotes
agtingt them.
The opinion of counsel dated Hovomber 30th, 1914, has
: never been formally acted upon. On the other hand, the
doard did authorize Fedoral Reserve Banke to buy Governnent
bonds. as requests for the preparation of plates, ete.
for lesuance of Federul abserve Bank Notes are now coming
in, 1t seeuns to me 1t is important that the main guestion:
~ should be disposed of.

§ Tours very truly,

S Eok BELANG

¥r. Psal M. Warburg.
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DERAL RESERYVYE
Lt —— -—-‘........,_.!
WASEINCTOY .
T 2
Januvary 4, 1915.
MFMORANDUN TOR SOVERNOR HAMLIN.

My dear Governor:

Digitized for FRASER
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I have your letter of Jdanuvary 2nd and have care-
fully examined that part of Sesction 128 of the Federal
Reserve Act which relates to the exchange of United
States bonds with the circulating privileze for one
vyear gold nctes cof the United States and thirty year
3% gold bonds without uke circulating prl ilege.

‘dwl“

v et eyt =3 0

frter aralysing this whole sectirn and after
considering all the circumstances, I am inclined to
tha view that technically the Federal Resarve Board
kas the right at this {time to authorize this ex-
charige and that the onening ssntence of this section
making certain provisions effsctive only after two
years from the passags of the Act, does not relate to
the provision under consideration,

As heretofore advised the power to purchase bonds
having the circulation privilsage and to issus national
currency against such bonds is specifically given
to the Federal reassrve btanks by other sections of the
Act.

When Section 18 was incorporated in the Act it
was originally intended, as its title implies, to
provide a method for gradually refundirg bonds held at
the time by the several national banks. This matter
was very carefully considered by the Coammittee of the
House and the Committee of the Senate and a nuaber
cf plans were submitted having for their object the
ultimate retirement of national barnk circulation and
the substitution of other notes., At the time of the
passage of the Act there was approximately $750,000,000,
in national bank circulation outstanding. The bornds
securing this circulation maiure at the pleasures of
the United States Government after thirty years from
the date of issue and it was accordingly estimated that
if the Federal reserve bvanks could acquire a minimunm
of $25,000,000, a year they would have in their
possession at the maturity of these bonds approximately
the entire issue, and the Govarnment would have to deal

/(Mvd.lmy.b& Co- PW{? M,L ;U-ééf
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oenly with the Federal reserve banks instead of with

the several thousand national banks in refunding such
bonds,

It was recognized, however, that unless the nation--
al banks desired to retire their circulation the Feder-
al reserve banks would be unable to procure the bonds,
and this method was provided of having those national
banks desiring to retire the whole or any part of their
circulation make application through the Treasurer
to sell the bonds for their account and the Federal
Reserve Board was empowered to require Xsderal reserve
banks to purchase bonds so offered, and, as suggested
by you, it was originally contemplated that the
Federal reserve banks should thereupon be required to
issue Federal reserve bank notes against such bonds.

In view of the arguments presented to the Committee
that this circulation becomes redundant at certain

times, it was later determined {0 permit the exchange
of bonds thus acquired with the circulating privilege

for obligation of the United States without the cir-
culating privilege,

As stated, this section was originally intended to
deal only with the bonds acquired from natiornal banks
desiring 1o retire in whole or in part their national
bank circulation,

The section was amended, however, in conference so
that is now provides -

(a) for the issuance of Federal reserve bank
notes against bornds acquired under other
provisions of the Act as well as against
bonds acquired under this section; and

(b) for the exchange of any United States 2%
gold bonds bearing the circulation
privilege but against which no circula-
tion is outstanding for one year gold
notee of the United States without the
circulation privilege to ‘an amount not
to exceed one-half of the 2% bonds so
tendered for-ex—~hange and the thirty
year 3% gold bonds, without the circula-
ting privilege, for the remainder of
the tonds so tendered.

It is significant that in the first two paragraphs
of this section in referring to the bonds which the
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Federal reserve banks may be }equired to purchase,
Congress uses the words "such bonds" manifestly
referring to bonds which a national bank desires to
sell through the Treasurer in order to reduce its
circulation.

In the fifth paragraph of -this section, however,
it is provided:-

"Upon the deposit with the Treasurer of
the United States of bonds sc purchased or
any bonds with the circulating privilege ac~
quired under Section four of this Act, any
Federal reserve bank*** shall be entitled
to receive *** circulating notes *** equal

in amount tn the par value of the bonds so de-
posited.”

In this paragraph the section for the first time
refers to bonds other than those acquired from banks
desiring torsduce their circulation and in the follow-
ing paragraph the language of the Act is -

"Upon application of any Federal reserve
bank approved by the Fedetral Reserve Board, the
Secretary of the Treasury may issue in exchange
for United States 2% gold bonds bezripgthe
circulation privilege, but against which no
circulation is outstanding one-year gold notes,"
ete, ete.

The failure therefore to restrict this paragraph
by any qualifying clause the bonds which may be exchanged
other than the qualification that they shall be 21
Unitsd States bonds with the circulating privilege, would
seem to indicate that the Federal Reserve Board may,
in its discretion, authorize the exchange of any bonds
bearing this privilege acquired in any manner by the
Federal ressrve banks,

In this connection, however, attention is called
to the fact that this exchange involves the exercise of
a discretion on the part of the Federal Reserve Board
and there would seem to be a strong reason, as a matter
of policy, for the Board to refuse to exercise this
discretion until the expiration of the two years or at
least until a later date.

The two ysar limitation was imposed in order that
the Federal reserve banks might have an opportunity to
become firmly sstablished before they shall be required
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to take over bonds from national banks and there
would seem to be a still stronger reason for waiting
until this time bsfore permitting them to exchange
bonds so acquired for one year gold notes. Such

an exchange would require the Federal reserve bank
receiving such one year gold notes to enter into an
obligation to pirchase new notes when those issued
mature and were paid and it is only upon this condi-
tion that the Government can undertake under the Act
to exchange these short term obligations for the
thirty:year 3% bonds. Accordingly the Federal
reserve bank should not be permitted to assume this
obligation until it has become firmly established.

I would respectfully suggest, therefore, “hat
Mr. Perrin be advised that the Board cannot at this
time approve the exchange suggested and that the
matter be left open of whether or not the Board can
legally authorize such an exchange before the ex-
piration of two years.

Respectfully,
(Signed) M. C. Elliott

Counsel.

Honorable Charles S, Hanlin,
Governor, The Federal Reserve Board.

Y
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My dear Governor:i-

I am in receipt of your note of the twenty-
third instant in which you submit the following ques-
tions for consideration:

Does sub-section (b), Section 14, permit a
Federal reserve .bank to buy United States Government
bonds regardless of the limitations of Section 187

If a reserve bank did so, could it issue
Federal reserve bank notes against these bonds?

Sub-section (b} of Section 14, in defining
one of the powers of the Federal reserve banks, pro-
vides in part as follows -

“To buy and sell, at home or abroad, bonds
and notes of the United States **** such purchas-
es to be made in accordance with rules and regu-
lations prescribed by the Federal Reserve Board".

This section taken alone vests in every Fed-
eral reserve bank the power to purchase and sell United
States bonds without any limitation except such as may
be imposed by regulations of the Federal Reserve Board.

Unlike Section 18, which becomes effective
two years from the date of the passage of the Act, this
section takes effect immediately upon the establishment
of the Federal reserve banks, being a power vested in
such banks when organized and authorized to commence
business. It will, therefore, conduce to clearness to
consider the mxercise of this power, first, without ref-
erence to the provisions of Section 18 and as an inde-
pendent power, and later, to consider whether the pro-
visions of Section 18 in any way affect or restrict the
provisions of this section.

It will be observed that Federal reserve banks
are given the power to purchase and sell United States
bonds. This power will include the purchase and sale
(a) of bonds not having the circulation privilege - for
example, Panama Three Per Cent bonds;'(b) bonds having
the circulation privilege but against which no circula-
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tion is outstanding. Such bonds to be purchased and sold
as the title to this section indicates, in the open market,
that is, from any source.

Section 4, sub-section 8, which likewise takes ef-
fect when the Federal reserve banks have been authorized to
commence business,provides in part as follows -

"Upon deposit with the Treasurer of the United
States of any bonds of the United States in the manner
provided by existing law relating to national banks,
to receive from the Comptroller of the Currency circu=-
lating notes in blank, registered and countersigned as
provided by law, equal in amount to the par value of
the bonds so deposited, such notes to be issued under
the same conditions and provisions of law as relate to
the issue of circulating notes of national banks secur-
ed by bonds of the United States bearing the circulat-
ing privilege, except that the issue of such notes shall
not be limited to the capital stock of such Federal re-
serve bank",.

Under these two sections any Federal reserve bank,
independently of the provisions of Section 18, may purchase
in the open market United States bonds not having the circu-
lating privilere or United States bonds having the circulat-
ing privilege but against which no circulation is outstanding
and upon deposit of latter bonds in the manner provided by
existing law relating to national banks, may receive from the
Comptroller ¢irculating notes in blank equal in amount to the
par value of the amount so deposited.

Section 18, on the other hand, which, as stated,
does not become effoctive until after two years from the pas-
sage of the Act, deals with a specific class of bonds, namely,
those held by national banks which desire to retire in whole
or in part circulating notes outstanding. This section pro=-
vides in part as follows:

, "After iwo years from the passage of this Act, and
at any time during a period of twenty years thereafter,
any member bank desiring to retire the whole or any part
of its circulating notes, may file with the Treasurer of
the United States an application to sell for its account
at par and accrued interest, United States bonds secur-
ing circulation to be retired.

The Treasurer shall, at the end of each quarterly
period, furnish the Federal Reserve Board with a list of
such applications, and the Federal Reserve Board may, in
its discretion, require the Federal reserve banks to pur-
chase such bonds from the banks whose applications have
been filed with the Treasurer at least ten days before
the end of any quarterly period at which the Federal Re-
serve Board may direct the purchase to be made; PROVIDED,
That Federal reserve banks shall not be permitted to

Federal Reserve Bank of St. Louis
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"purchase an amount to exceed £25,000,000 of such
bonds in any one year, and which amount shall ine
clude bonds acquired under section four of this
Act by the Federal reserve bank".

) The question, therefore, arises whether the limi-
tation of $25,000,000 contained in the foregoing proviso lim-
its the amount of United States bonds which may be purchased
from any source, (e.g., bonds having no circulating privilege
and bonds having circulating privilege but against which no
circulation is outstanding), by a Federal reserve bank, or
whether it applies only to those bonds which are offered for
sale by a member bank through the Treasurer of the United
States with the intent to contract the circulation of such
member bank. The language of this proviso is somewhat am-
biguous since the enacting clause provides that =

"The Federal Reserve Board may, in its discretion,
reqguire the Federal reserve banks to purchase such
bonds ithat is, bonds which are offered for sale
through the Treasurer by member banks)",

while the language of the proviso is

"Provided that the Federal reserve banks shall not
be permitted to purchase an amount to exceed $25,000,000
of such bonds (that is, bonds offered for sale by member
banks as above indicated) in any one year, and which
amount shall include bonds acquired under Section 4 of
this Act_by the ~d4deral reserve bank".

"Provided, further, that the Federal Reserve Board
shall allot to each Foderal reserve bank such propertion
of such bonds as the capital and surplus of such bank
shall bear to the aggregate capital and surplus of all
the Federal reserve banks".

If we analyze this language we find (1) that the
power is vested in the Federal Reserve Board to reguire
Federal reserve banks to purchase bonds offered for sale,
after iwo years from the passage of the Act, by member banks

through the Treasurer of the United States. (2) By way of
limitation to the exercise of this power by the Federal Re-
serve Board, Federal reserve banks are not permitted to pur-
chase more than {25,000,000 of such bonds in any one year.
That is to say, the combined or aggregate purchases of all
Federal reserve banks of bonds offered for sale through the
Treasurer of the United States, and which the Federal Reserve
Board may require the several Federal reserve banks to pur-
chase in proportlon to the capital and surplus of such banks,
shall not exceed §25,000,000 in any one year, and to quote
from the statutes -

ederal Reserve Bank of St. Louis
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"this dmount shall include bohds déquired under Section
four of this Act by the Fedelal regerve bank."

It will be bbserved =

First - that the amount to be included in the
$ZS,OO0,000 referred to is the amount of bonds acquired under
Section four which defines the general corporate powers of a
Federal reserve bank, and includes in such powers the right
on the part of the Federal reserve bank to deposit with the
Treasurer of the United States bonds bearing the circulating
privilege and to receive therefor circulating notes. ‘

No reference is made in this proviso to Section 14
which authorizes banks to purchase in the open market United
States bonds either with or without this circulating privil-
ege. Section 18 deals with bonds which not only have the
circulating privilege but against which circulation is al-
ready outstanding. This is significant because the question

-of contraction is unquestionably involved and the limitation

imposed seems to be a limitation on the amount of bonds which
the Federal reserve banks may be required to purchase from
member banks in order to permit such member banks to reduce
the amount of their outstanding circulation.

In - other words, Section 18 may be said to be sup-
plementary to the Act approved July 12, 1882 as amended by
the Act approved March 4, 1907, providing for the withdrawal
of circulating notes on deposit of lawful money, and the
withdrawal of bonds, which Act reads in part as follows -

"Provided that not more than nine million dollars
of lawful money shall be so deposited during any cal-
endar month for this purpose".

In other words, Section 18 provides an additional method by
which member banks may reduce their outstanding circulation
to the extent of $25,000,000 a year bythe sale of such bonds
to Federal reserve banks to this amount, provided, such Fed-
eral reserve banks have not lost their power to purchase
such bonds from membor banks by purchascs made in he open
market.

Second - It will also be observed that the amount
to .be included in the $25,000,000 referred to is thec amount
of bonds required under Section four by one Federal rescrve
bank and not by the several Federal reserve banks which lang-
uage, as above stated, is ambiguous. It may be that this
is the result of a typographical error and that Congress in-
tended that section to read -~

"This amount shall include bonds acquired undor
Section four of this Act by the Federal reserve banks",
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in which case it would still seem clear that Section 18 is
independent of Section 14 and that the. limitation imposed
by Section 18 applies only to the awount of bonds which the
several Federal reserve banks may be reguired to purchasé
in order to enable member banks to reduce their outstanding
circulation to the extent of 25,000,000 a year in addition
to the amouht now allowed by law, namely, nine million dol-
lars per month.

On the other hand, if we assume that Congress in
tended to confine the amount to be included to the amount
of bonds purchased by one Federal reserve bank, this ambi-
guity is partly explained by a consideration of the lang-
uage of this particular section as it passed the Senate and
as it finally appeared in the Act when passed by Congress.
In the bill as it passed the Senate on Decermber 19th, 1913,
this section provided that -

"The Federal Reserve Board may, in its discretion,
require the Federal reserve banks to purchase such
bonds ffom the banks whose applications have been
filed with the Treasurer at least ten days before the
end of any quarterly period at which the Federal Re-
serve Board may direct the purchases to be made".

No limitation was placed upon the amount of such
bonds which the Federal Reserve Board might, in its discre-
tion, require the several Federal reserve banks to purchase.

As amended by the Conference ommittee of the
Senate and House, the amount of such bonds whigh the several
Federal reserve banks are permitted to purchase is limited
to $25,000,000 in the aggregate in any one year, such bonds
being those held by merber banks and having circulation out-

standing against them.

Without the language vhich follows this limitation
and which reads "And which arount shall include bonds acw
quired under Section four of this Act by the Federal reserve
bank",the word "permitted" wolld be synonomous with the word
"recuiredy that is to say, the same result would obtain if
the provise read "the Federal reserve banks shall not be re-
cuired to purchase an amount to exceed 25,000,000 of such
bonds in any one year". '

Since in this case the limitation would have ap-
plied to the power of the Federal Reserve Board to require
the purchase of such bonds, while the Act as it passed ef-
fects the same result by limiting the power of the bank to
purchase instead of limiting the power of the Board to rew
Guire such bank to exercise the power to purchase.

Federal Reserve Bank of St. Louis
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. The question, therefore, arises - what is the effect
of the language "and which amount shall includecbonds acquired
under Section 4 of this Act by the Federal reserve bank."

As above stated, it will be observed that the pur-
chases to be included in the {25,000,000.are the purchases of
one bank, not the aggregate purchases of the several Federal
reserve banks, and this language would be difficult to ex-
plain without the aid of the second proviso which follows
and which reads:

"Provided, further, that the Federal Reserve Board
shall allot to each Federal reserve bank such proportion
of such bonds as the capital and surplus of such bank
shall bear to the aggregate capital and surplus of all
the Federal reserve banks".

Considering this language as part of the context
the conclusion seems inevitable that Congress intended that
no part of the $25,000,000 in bonds which the Federal Reserve
Board might require the several Federal reserve banks to pur-
chase through the Treasurer from member banks shall be allotted
to a Federal reserve bank which had purchased under Section 4
United States bonds equal to or in excess of the amount which
would otherwise be allotted to such bank, and had taken out
Federal Reserve bank notes against said bonds.

Unless this view is adopted, it would be difficult
to attach any meaning to the proviso that the $25,000,000
should include bonds acquired under Section 4 of this Act
"by the Federal reserve bank".

The meaning of these provisions would perhaps be
clearer if they should be transposed to read -

"Provided, the Federal Reserve Board shall allot
to each Federal reserve bank such proportion of such
bords as trhe capital of such baenk shall bear to the
azsre.ate capital and surplus of all the Federal re-
serve  banks". i

"Provided, further, that Federal reserve banks
shall not be permitted to purchase an amount to exceed
$25,000,000 of such bonds in any one year, and waich
amount shall (in making such allotments) include bonds
acquired under Section 4 of this Act by the Federal re-
serve bank (to which such allotment is rade)."

It is significant that throughout both provisions
the language "such bonds" is consistently used. The bonds
referred to as "such bonds", of which Federal reserve banks
are permitted to purchase an amount not to exceed {25,000,000
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in any one year, are shown by the context to be bonds offered
by member banks for sale through the Treasurer in order %e
reduce the girculatisn of such member banks, and also which
form a part of an aggregate amount which the Federal Reserve
Board may reguire the Federal reserve banks to purchase.

These elements are necessary to bring such bonds
within the purview of this section. The limitation prescribed
is the limitation of the amount which the Federal Reserve Board
may yequire Federal reserve banks to purchase, and it seems
clear that if a Federal reserve bank has under the power con-
tained in Section 4 already purchased United States bonds with
the circulation privilege equal to or in excess of what its
allotment would otherwise be, it is not permitted or required to
share in the purchase of such bonds which must be purchased at par.

If we assume that Congress intended to include bonds
purciised by the several Federal reserve banks under Section 4
in the limitations prescribed, the effect would be that if any
number of the Federal reserve banks had purchased in the open
market in the aggregate bonds having the circulating privilege
of $25,000,000 in any one year, then no Federal reserve bank
would be permitted to purchase any bonds offered by member banks
for sale through the Treasurer of the United States.

If, on the other hand, we follow the language of the
Act and interpret it as aforesaid, the effect would be that if
some of the Federal reserve banks had purchased in the open
market no bonds having the circulation privilege during the year
they might be required to take their allotment of this $25,000, 000,
while those banks which had purchased bonds equal to or in excess
of the amount to which they would be entitled, would not be per-
mitted to purchase any such bonds.

In either view, the conclusions seem fully justified -

First -~ That Federal reserve banks may, under Sec-
tion 14, sub-section (b), purchase in open market United States
bonds with or without the circulatimg privilege, to such an
extent as the Federal Reserve Board may by regulation permit,
and without reference to the limitations of Section 18.

Second - That any bonds so acquired, having the cir-
culating privilege, may, under the provisions of Section 4, be
deposited with the Treasurer of the United States as a basis
for issue of Federal reserve bank notes.

Third - That after two years from the passage of the
Act any bonds against which national banks have outstanding
national bank notes, way be purchased by Federal reserve banks
when offered for sale through the Treasurer of the United States,
provided, that the Federal reserve bank to vhich an allotment is
made has not alre«dy purchased in the open market bonds with cir-
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in excess of the amount to which it would boe entitled, or,
if it is assumed that the limitation of bonds purchased by
one Federal reserve bank was the result of a typographical
error, then, provided the several Federal reserve banks

have not already purchased in the aggregate in open market
such bonds amounting to $25,000,000. Inasmuch, however, as
the language can be given a meaning without this assumption,
there would seem to be no justification for treating this

as a typographical error.

Fourth - That until a period of two years from
the passage of the Act has expired, Federal reserve banks
purchasing in open market bonds having the circulating
privilege may deposit same with the Treasurer of the United
States and obtain an issue of Federal reserve bank notes on
the security of such bonds. '

Fifth - That after two years from date of the pas~-

sage of the Act Federal reserve banks acquiring bonds bear-

ing the circulating privilege under Section 14 or Section

18 may, under the provisions of Section 18 which becomes ef-
fective at that time, procure an issue of Federal reserve

bank notes on the security of such bonds, or, may, with the
approval of the Federal Reserve Board, exchange any such

United States two per cent gold bonds bearing the circulating
privilege (if such bonds have no circulation outstanding,) for
one year gold notes of the United States without the circulat-
ing privilege to an amount not to exceed one-half of the bonds so
tendered for exchange, and thirty year three per cent gold bonds
without the circulating privilege for the remainder of the two
per cent bonds so tendered, subject to the limitations pre-
scribed in Section 18,

Respectfully,

Hon, Charles S. Hamlin,
GOVERDNOR.

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



Reproduced from the Unclassified / Declassified Holdings of the National Archives

OPEN MARKET OPERATIOQNS.

."\
(SN
Wy

3%
et

1. Original bill, June 26, 1913.

In the open market clause banks were given authority to purchase

I

and sell bankers' bills, cable transfers and bills of exchange of the T
kinds and maturities by this Act made eligible for rediscount; nothing .-
being said about the indorsement of a member hank.

Power was also given 1o invest in United States bonds and in short

term obligations of the United States or its dependencies or of any
State or foreign Govervrment; nothing being sald about bills, notes,

revenue bonds and warrants.

2. Draft of bill, August , 1913.
Open market power to buy and sell, etc. prime bankers' bills and
bills of exchange of the kinds and maturities by this Act made eligible
for rediscount, and cable transfers,
Power also given to invest in United States bonds and bonds issued f
by any State, county, district or municipality; power to purchass from
member banks and to sell with or without its indorsement bills of

exchange arising out of comuercial transactions as hereinbefore defined

payable in foreign countries.

3. Bill as passed the House.
Power to buy and sell in open market prime bankers' bills and bills
of exchange of the kinds and maturities by this Act made eligible for
rediscount, and cable transfers,
Power to invest in United States bonds and bonds issued by any !
State, county, district or municipality. Same power as to bill; of

exchange as above,

4, Bill in Senate, September 18th.
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changed to "bankeré"acceptanceé" so as to read "baﬁiérs‘ acceptances
and bills of exchange of the kinds and maturities by this Act made
eligible for rediscount,‘both acceptances and bills to bear the indorse-
wment ¢f at least a member bank". (The words "cable transfers" stricken
out.)

Power given to buy and sell, etc. bonds and notes of the United
States and bills, notes, revenue bonds and warrants with maturities, etc.
issued in anticipation of the collection of taxes or of the receipt of
assured revenues, etc. by any State, county, district or municipality
of the United States, in accordance with rules and regulations prescribed
by the Federal Reserve Board. The words “payable in foreign countries"
stricken out from the power to buy and sell bills of exchange with or

without its indorsement,

5. Senate amenduent, November 22, 1913.

Power given to buy and sell in open market cable transfers and
bankers' acceptances and bills of exchange of the kinds and maturities
by this Act made eligible for rediscount.

Power to buy, etc. United States notes and bonds and bills, notes,
revenue bonds etc., same as above,

Power to purchase bills of exchange same as above,

6. Senator Owen's smendment, December 1lst.

Power to buy and sell cable transfers and bankers' acceptances and
bills of exchange of the kinds and maturities by this Act made eligible
for rediscount with or without the indorsement of a member bank,

Power to buy United States bonds and notes and bills, notes, revenue

bonds and warrants, same as above,

7. In the Senate, December 19, 1913,

Same as above,
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8. Bill as passed by the Senate.

Same as above,

9. Bill as agreed to in conference. .
Same as above, except power to buy bills, notes, etc. in increased

by including irrigation, drainage and reclamation districts.
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