
476.

Memorandum of Topics 
Suggested for Consideration by the 

Federal Advisory Council, 
on

Jamaary 18th, 1916

First:
The Federal Reserve Board's discount policy. In considering 

this subject we would like to have the Council address itself par

ticularly to the phase of the subject as to how the discount policy 

can be handled to bring about a contraction of loans by the banks of 

the country. A great deal has been said on the subject of the Fed

eral Reserve Board's duty in bringing about contraction of credit at 

this time., and so discourage inflation, but no concrete suggestion 

has been offered as to how this should or could be effected.

Second:
Section 11 of the Federal Reserve Act gives the Board power,

"To add to the number of cities classified as reserve 
and central reserve cities", etc.

Under this authority, the Federal Reserve Board could name the city 

in which each Federal Reserve Bank is located as a central reserve 

city. The immediate effect would be increase the reserves of those 

cities frob fifteen to eighteen per cent, and at the same titae cause 

a transfer of reserves in those ciiies to the Federal Reserve BankSj 

both of which objects are desirable, and more easily accomplished at 

a period of easy money and excess reserves. The Federal Reserve 

Board would be very glad to have a recommendation from the Council

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



-  2 -

r-AOJL 0

476.

on this subject*

Third:
Can tho Federal Advisory Council offer any suggestion in the 

direction of facilitating the provisions of tho Act in respect to 

carrying out clearing operations? The Federal Reserve Board has 

felt that the subject of clearing was intimately connected with 

the question of reserves and that it was probably best not to 

press the matter or insist on \ny mandatory rule until the reserves 

should have been paid in* It is evident,- however, that before the 

year of 1916 is over tho proportion of reserves withdrawn from other 

depositaries and paid into the Reserve Banks will be so considerable 

that the demands on the Reserve Banks to take care of the collection, 

not only of checks, but of many other items, will be insisted 

upon by member banks.

Fourth:
At the last meeting of the Advisory Council, the Council recom

mended a reduction in the proportion of capital stock which should be 

paid in by member banks to the Federal Reserve Banks, baling its 

conclusions largely u£on the argUment that Federal Reserve Banks 

ought not to be compelled to compete with member banks in periods 

of inflation* It is obvious tha.t the necessity of earning dividends 

upon the capital of Federal Reserve Banks held by member banks may be 

regarded from opposite points of view. On the one hand, it may be 

said that if tho Federal Reserve Bank is compelled to earn six per
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cent on a considerable capital, it will be compelled to invest not 

only all its capital, but a good share of its reserve deposits, in 

rediscounts or in investments bought in the open market, and so 

compete with its member banks at a time when it might be wiser to 

stay out of the market. On the other hand, it may be urged that 

the greater dividend the bank has to earn, the more willing it 

will be to have interest rates stiffly maintained. This latter 

reasoning is in the mind of those who suggest that the Federal Re

serve Bank should have no capital, hence no dividend requirements, 

so that they can offer money to their member banks at very low 

rates of interest, or actively compete with member banks in the 

open market^ Without developing this argument in extenso, it may 

be seen that the effect of reducing capital stock might easily be 

to make competition with member banks more keen, rather than less 

keen. It appears fairly obvious to the Board that there is prob

ably a golden mean between the extremes of public opinion on this 

question, and we should be very glad to have the opinion of tho 

Advisory Council, based on calculations, of the proportion of 

capital and reserves which should be invested, in normal times, 

xo earn expenses and dividend requirements, and the proportion 

which should be held {^invested, or in such liquid form as to be 

readily convertible into cash or credit.

Fifth:
At the September meeting, of the Council, it recommended to 

the Federal Reserve Board that Federal Reserve Banks should not
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establish joint agencies in foreign lands, but that this field 

should be kept open for member banks. Since that time the 

Federal Reserve Board has canvassed the subject through the 

Federal Reserve Agent of each District with a view to ascertain

ing whether the larger banks in the various Districts would be 

willing to join in the ownership of branches in foreign countries. 

The replies to these inquiries are not as encouraging as has • 

been hoped they would be for it appears that while for a number 

of good reasons it soems unwise that the Federal Reserve Banks 

should undertake this business, there is a great deal of hesita

tion on the part of most member banks to undertake it themselves.

A few banks appear to show a spirit of enterprise in 

the matter and the Board believes that under any circumstances 

the door ought to be opened as wide as possible and that Congress 

should bo urged to do all it can to offer to member banks, singly 

or combined, the opportunity of entering these foreign fields.

In this connection some questions have occurred to the 

Board in considering this matter upon which it will be glad to 

have the views of the Advisory Council. These questions are:

(a) Should the proposed amendment provide that others than 

member banks be permitted to be stockholders in these banks which 

are to operate under Federal charters in foreign countries? If 

so, should there be a provision that a majority of the stock be 

held by member banks?
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(b) Would it not be advisable to provide that there should 

not be a double liability with respect to the stock holdings

in such banks, but only a liability up . to the authorized capital?

(c) What, if any, should be the reserve requirements of 

these foreign banks? If they are to receive deposits in foreign 

countries it would subject them to great hazard of fluctuation of 

exchange if against these foreign deposits they are required to 

keep reserves in the United States.
*

(d) Should these foreign banks be required to be members 

of the Federal Reserve System?

(e) Should these foreign banks be permitted to invest a 

definite percentage of their capital and surplus in holdings of 

foreign banks operating under local charters?

(f) What restrictions should be placed upon these foreign 

banks for their Operations in the United States? For instance - 

they might be permitted to accept deposits only where these de

posits are incidental to transactions in foreign countries. On 

the other hand, it would appear that they should be permitted to 

receive deposits on demand or on time from other banks, particularly 

from those for which they will act as correspondents or agents in 

foreign countries.

(g) Should these foreign banks be permitted to accent and 

should their "bankers' acceptances" be eligible for rediscount

with the Federal Reserve Banks?
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The Federal Reserve Board would be glad to have the 

Advisory Council consider the whole subject and make any 

suggestions as to these and any other questions involved.

1/4/16.
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