CoPITAL ISSUES COMIITTEE
OF TiE

FPEDERAL RES ZTRVE BOARD

s

VASHINGTON
February 7, 1918.
To the
Chairman of the Sub-Committee on Capital Issues
of Federal Reserve District No.

Dear Sir:

The Sub-Committees of the Capital Issues Committee at Vash-
ington will, no doubt, wish te be informed as te the principles and

poljcies te be adopted in dealing with applicatiens and requests for

information addressed t® them. )

It is not possible to give at this time more than general
outlines. A mbre definite policy will be developed, and the Sub-Com-
mittees kept informed as to the same, as soon as it becomes possible
to secure from the various Government Departnents a mor: dsfinite ex-
pression as to their own policies and requirements. A better under-
standing of the sitvation and the policies to be adopted will be de-
veloped as soon as concrete cases shall have been submitted to the re-
spective Departments and will have formed the basis for comprehsnsive
discussion with them,

I. POLICY: The Central Committee and the Sub-Committees
are guided in their deliberations by the thought that only by sub-
.ordinating local and personal inteyrests to the public welfare and
by enforcing the most'rigid economy in mattors of personal expenditure
can the United States hope to bear its part of the financial burden of -
the war and to release sufficient labor and materials for war purposes

without depletion of our own resources. From this point of view the
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Cormittee has adoptscd it as its policy that during the period of the
war favorable action should be taken orly wnere State, county, muniéipgl,.;
corporate, or individual financing involve projscts which will oontribute_-
to the successful prosecution of the war cr which are essential to the
public health and welfars. The Sub-Cormittses will assist ﬁhé Ceutral
Committee not only by invostigating the cases submitted to them, out
they pay, in addition, repder most important service by wa“ching closely
and kecping the Board advised as to gquestions arising in their own dis-
tricts, both with respect to such securitics as éhould cone into the
: marketvwithout the pravidus apprbval of the Capital Tssues Comﬁittee;
and with respect to appropriations and commitfments that are beihg made
and which it is most inportant to stop ét the source.
It is hoped that in the very near futurs the Centrzl Commit-
~tec nay be able to nake a direct appsal to those in chargs of Siate and
nmunicipal administrations. For the tine being, hawever, it is essential
that the Sub-Cormittess usoe their local influence in preaching the gospel
of economy in their comrvnitics and to invite ccoperation wherever thev
can. As far as can bs scen the Committees may count on the wholchsarted
‘and patriotic responsc on the part of all concerned. ALl svidence points
in that direction.
ThetCentral Committee rcscrves the right, of courss, to deal
with each individuél case on its own nerits, but an sxpression as to
policy is given as illustrative of the main purposes tne Conmittes

has in wind.

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



X-705
- 3 -

(1) The Central Committse will consider favorably applica-
tions submitted to it involving the refunding of ma-
turing obligations.

(2) The Central Committee will consider favorably applica-
tions submitted to it involving the funding of capi-
tal expenditures incurred prior to February 1, 1918;
Provided, however, that the Central Committes ray deviate
from this policy if available cash assets reasonably may ..
be used for the payment of such debts in whole or in
part or excessive cash distributions to shareholders
are contomplated, or in cases where the requirements
of the corporation may be met in some nmanner without
undue risk or hardship.

It nust, of course, not be undarstood that funding of bank-
ing indebtedness incurred after February 1, 1918, will not be permitted.
Close investigation nay sstablish cases whers such funding may be proper.
What is to be avoided, however, is that those intending to apply for
permission to issue ssdurities first funning into debt; conceivably
for purposes not compatible with the public intsrests, and then asking
for permission to fund the banking indebtsdness already incurred.

(3) 4s a general basis for its conclusions the Central Com-
mittee is inclined to adopt the policy that the sale of only such new
securities ought to be considered favorably as will finance projects
likely to bring results within the calendwr ycar 1918. Exceptions will have

to be granted in cases where Governnent Departaents advise that as matter

of military or econonic protection work qught to be undertaken extending
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over the yesr 1918, or .here zo much money has already been invested
thit the emount necessery to couaslete the work may be concicdered as ir-
relevant as compared . ith the money . lready hazarded in the uncertaking.

(4) jith ressect to the -uestion of roesd buiiding #né ne.. aevelon-
ment of arable lands, so f.r as they are to be financed by ne. bond
issues, the Comicittee zdonted as its policy th:t, in nassing uoon issues
for road construction or for irrigstion or drrinage projects, covering
lands not heretofore under cultivation, f.vor:ble considerztion should
be given only to those of great economic or militery importance.and from
“hich definite results c:n be secure. in tiue to be of assistance in
meeting the present emergency. In.dealiﬁg with these cizses, the Committee
ecte in close touch ith the Tenartment of ‘griculture, and hss received

. assurwnce of the hearty coover.tion of thst Depertment, from which advice
is sought concerning the facts :nd merits of escch individu-l case.

Lach of the 5ub~Com¥itbees on Canital Iscues .,ill do well to keep
the 3oard fully zdvised :s to projects for ro.d building in their dis-
tricts end to use their influence - ith local communities mhere#er they
find ta.t eporopriations are being made or sought for roads wihich are
not of essential v.lue either from an economic or militery point of view.
As to vhether or not the roads have any such velue,_the Central Comnittee
/1l. seek sdvice in both c:ses .t hesdquarters ond "ill be guided by such
edvice.

(5) ith resject to building operations, Secietary licAdoo made the

follo. ing statement:
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"Bscaus> of the intsrsst of the Trsasury Dopartment

in tho coenssrvation of capital and credit during tho poriod
of tho war, I have rocsiv:d scvoral inquiriss as to whsther
building oporations of on: kind and anothor should be dis-
couragzd., With rogard to plans for public buildings undor
the control of this Dspartnent, I havs stopped letting con-
tracts oxcopt in cascs whers thoy wers absolutsly nucessary.

"Hoze building is zn oxcallent thing in nornal tinss, but
at prosont, unlsss thers is a real shortage of houses for war-
workers, I strongly advise that materials, valuablc labor and
crodit bz not utilizcd for this purposc. Whother homss should
be built should be determinsd strictly by the urgoncey of theo
noad."

From this statencnt, it is desirablc that building opsrations
ought to b: suspondcd at this time as far as possible withouf dircet detri-
wont to haalth of war work. Ths statamantvof the Sserstary may be ﬁsod
to advantage in dealing with plans on the part of municipalitics and Stato
éovarnnants to dontinus or to provide for n.w construction at this tinc.

II. METHOD OF PKOCEDURE: With ruspect to thoir own proccdurs the
Fudoral Ressrve Board's. Comnittsse and the Advisory Committec, acting as a
Contral Committsc sitting in Washington, havs adopted as a definite policy
that no nonbsr will vots or advisc in a nmatter in which he may be intcorost-
5d, dircetly or indirsctly, and it is undcrstood as a unattsr of courso,
that the Local Comnittocs will act in a liks nanncr.

The Foderal Rosorve Aguont is cxpect to ssrve as chairman and
ths Guvernor as ;ics-chairnan of the Standing Committce of five, and
tho Committeos will always be in a position to call upon ons or more
nembers of the Auxiliary Committes to "sit in" on spocial casss or to
assist the Comnittes in svcurin: export information.

It is hopad that all nembors of Local Committsos will coopcrate
in sprcading ths gospel and in naking >ficctive tho work of the committoo
in thoir districts.
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It is suggested that the Sub Committees use the style '"Sub-
Committee on Capital Issues, Federcl Reserve District No. ......"

- As to all necessary exjenses of members of committees, for ex-
ample, traveling expenses, the Federazl Reserve Board thinks it
proper thet such expenses should be refunded by the Federal Reserve
Barks and that all out-of-pocket expenses of the committees should
bevcarried in & special item and it will be decided later on whether
they should be carried as an expense by éach bank or refunded by the
Federal Reserve Board. |

It may be neéessary for the Central Committee, particularly
in cases where prompt action is desired and where there is no need
for a local investigation, to act without consultation with the lo-
cal committee. In certein cases where the situation is clear pro-
vided thst the statement of facts can be uccepted as correct, the
#oshington Committee, in order to save time, may decide to execute
the letter of gpproval or disapproval, as the case may be, and send
‘suoh letter to the local committee for transmission to the applicant
provided thut the facts upon which the Central Committee based its
conclusions are substantizted by the local committee. 1In all cases,
however, it is the plan of the central committee to keesp the local
committees sdvised as %o applications and as to the decisions resch-
ed s0 thet they shsll be fully advised as to the situation in their
districts. '

The Centrel Committee at “ashington will bpprecicte it if in any

* case. (even where action hes already been taken by s2id committee)
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the local committees will give it the benefit of any comment that might
appear to them helpful. The central committee is most anxious to reach
a fair and just conclusion in all cases, and it must count on the co-
operation of the entire organization to bring about the best under-
standing of the problem.

Please express, on behalf of the cent®@al committee, to
all members of the standing committee, vas well as of the auxiliary com-
mittee, the PFederal Reserve Board's sincere‘appreciation of the willing-
ness of the members to help in this work. |

Very truly yours,
(Signed) PAUL M, WARBURG.

Chairman,
Capital Issues Committee.
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