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STATEMENT FOR THE PRESS. .
November 27, 1916.

The Federal Reserve Board today made public the fol-
lowing statement relating to foreign credits, which is to appear

in the next issue of the Federal Rescrvc Bulletin:

In view of contradictory reports which have abpéared
in the press regarding its attitude toward éhe purchasing by_banks
in this country oi Treasury.bills of foreign governments, the .
Bogrd deems it a duty to define its position clearly. In making
this statement the Board desires.to disclaim any intention of dis-
cussing the “finences or of reflecting upon thc financial stability
- of any nation, but ;ishes it under§too& that it seeks to deal
only with geperal principles which affect all alike.
The Board does not share the view frequently expressed
of late,,thai further izportations of large amounts of gold must
‘ -of necessity prove a sourcé of danger or disturbance to this
| country. That danger, the Board belisves, 'will arise only in
E‘ . .cgse the inflowing gold should ;amain unsontrollgd and be per-.
? mitted to become the bagis of undesirable lo-1 expansions ani of
inflation. There are maans, however, 6f controlling accessions
of gold by proper and voluntary cooperatibn of the banks or if

need be by legislative enactment: An important step in this
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direction would be tho anticipation of the final trahsfer of
reserveé contemplaied by the Federal Ressrvs Act to become
éffective on November 16, 1917. . This daie coﬁld be ad;anaad
to febrﬁary or March 1617, Member btanks would then be ﬁlaced
o:x the permanent basis of their reserve reguirements and fic-
titious reserves would then disappear =ad thc banﬁs.haVe a
clearer conception cf actual reservs.and financial aénditions.
It will then appuar that whiie a large increzss in the country's
gold holdings has taken place the expansion »f loans and de-
posits has been such thaé there will not remqin any excgsé of
reserves, apart from 4he important resérve loaning power of
the Federal Raserve bankse. .

In the%a circuistances the Boari féels that member
‘banks shcuié pursuve a pélicy of keeping themselves liquid; of
not loaning down to the legal limit, but of maintaining an

excess of reserves — noti with reserve agents, wherc their bal-

.ances are loaned out and constitute no agtwal reserve, but in

tﬁeir owi vau@fs or prafaradbly ﬁdth.their Federal Reserve banks.
The Boaril telicves that at this time banks ghould.proceed'with
mucii cawtion in locking up their funds in long %erm obligations
or in investments, thgh are shoff-ter; in fera or name but
which, either by contract or through force of circumstances,

may in the aggrogate have to be renewed until ncrmal condi-
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tione return. Ths Foard does not undertake to forecast probabi-
lities or %o spscify circumstances which may became important
factors in dotermining future conditions. Its concern and responsie-

bility lies primarily -with the banking situation: If, however, our

-banking institutions have to interveno oecause fofeign securities
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are offorsd faster than they can be absorbed by investors - that is
iheif depositors £ an ¢lement would be introduced into the situation
which, if not kept undsr cqntrQl, would tend toward instability,
and.gltimaté injury to the éoonomic development of this country.

The natural absorbing power cf. the investment market supnlies an
important regulatoer cf the-éolume of owr sales to foreign countries
in excess of the zccds that they send us. The form which the most
recent borrowing is taking; apart from reference to its Intrinsic |
merits; makés it appsar particulariy atiractive as a baﬁking in-
vestment. The Board; as a matter of fact, understands that it is
expected to place it primarily with banks. In fact it would ap-
pegr 8o attractive that:unless a broader and natienal point of view
be adopted; individual baznks might sasily be tempted.to invesf in

it to such an extent tiaat the banking resources of this country em-.
ployed in this marner might run into many huadreds of millions of
déllares- While the loans may_bg short in form and severally,may'be
collected at ma'urity, the objcect of the torrower must be to attempf

/- to renew
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them collectively, with the result that the aggregate amount placed
here will remain until such time as it ﬁay be advantageously con-
verted ihto a long term obligation. It would, thercfore, seem as
a conseduénco that liquid funds of our banks, which should be
available for short credit facilities to our merchants, nanuface- ,
turers and farmers, would be exposed to the dangqr.of being ab-
sorbed for other purposss to a disproportionate degrec, especially
in view of the fact that maﬁy'of oﬁr bénks and trust companies are
already carrying substantial amounts of foreign obiigations, and
of acceptances which they are under agreement'to renews The Board
deems it thereforo, its duty to caution the member banks that it
does not regard it in the intérest of the country at this time
that they invest in fcreign Treasury bills of ihis character.
The Board does not cdnsidef that it is called upon

to uadvise private investors, but as the United States is fast
becoming the banker of foreign ;ount;ies in all parts of the
world, it takes occasion to.suggest that the investor should
receive full and authoritative data - particularly in the case of
unsecured loans — in order that he may judge the futqre intelii—
gently in the light of present conditions and in conjunction with
- the economic developments of the past. ' |

The united States has now attained a position of wéalth

and of international financial power, which, in the natural ‘course

’
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of events, it could not havé reached for a ganeratioﬁ. We must

‘be careful not to impair this position of strength and indepéndence;
Whilé it is true that a slowing down in the 3rocess'of credif ex-
tension niay mean scuz curtailment of our abﬁofmally stimulated ex-
port trade to certain countries we need not fear that our business
will fall off*precipitately shculd we beuome more sonservative in
the matter of 1nvest1n7 in loans, because there are still hundreds
of millions of our own and foreign securities held abroad which

our investo;s'WDuld'be glad te take over, and moreover, trade can
be stimulated in ofher directions.

In the opinion of the Board, it is the duty of our banks
to remaln l;quld in order that they may be able to contlnue to
respond to our home requirements, the nature and scope of which
none can foresee, a:é in ordet that 6ur present economic and finan-
cial strength may be maintained when, at the end'bf the w;r wé
shall wish to do our full share in the work of international re~
construction and developmgnt which will/gzinshead of us, and when
a clearer understanding of oconomic conlitions as they will then
exist, will enable this country more safely and igtelligently to

do its proper par{ in the finarcial rehatilitation of the worlds





