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X-1032

TOPICS FOR DISCUSSION AT CONFERENCE WITH GOVERNORS OF
FEDERAL RESERVE BANKS, JULY 1, 1918.

1. Curtailmont of credits

11. Discount rates at Federal Reserve banks

(a) Mcthod of extending "to cach womber bank such discounts,
advancements and accomoedations as may be safely and
recasonably made witn due regard for the claims and
derands of other member barnks."

(b) Proposed differentinl abeve official discount rate
to apply to offcorings of wowmber baaks in excess of
their requircd reservo halance or multiples thereof.,

(¢) Memorandum of Honorabls A, C. Miller,

(d) Letter of Honorable Charles 5, Hamlin,

111. Intorcst rates paid by momber banks on bank balancos and doposits.

(a) Discussion of method for standardizing rates and ]
prevonting unduc competition botween banks for doposits. ‘

IV, Indirect discounts for non-momber banks,
(a) Effoct of such accommodation through member banks upon
Fedoral Rssorve banks and their membership. Should
limitations bo imposed upon such accommodations?
V.  Branches and Agoncios.

(a) Arc uniform by-laws for branchos desirablo?

What considerations should govern in the cstablishmont
of branches?

Is it dosirable to cstablish agencies in local financial
or industrial centers where branches are clearly
inexpedisnt?

VI. Exchange ratos.

(a) Is it expodient at this time to rcgulate charges which
ray be made by mombor banks on checks deposited with
them which ars clearcd through the Fedcral Reserve banks?
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VII.

VIII,

IX,

XII.
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Inter-district clearings.

(a) Time allowances arc based at present upon time
in transit to cach Federal Ressrve bank, plus
additional time for actual collection of intra-
district items, transfers of actual collections
being made by wire. In order to protect Fedoral
Reserve banks from excessive float, cxchange on
other districts is purchased by Fedoral Resorve baénks
from momber banks at a discount.

Is it feasible oOr desirable to extend time allowance
so as to provide for mail transfers between Federal
Resorve banks, thus cnabling the Federal Rescrve
banks to take exchange from member banks at par and
involving a redistribution of the float among the
member banks and their customers?

Foderal Roserve Exchange drafts,

(a) To what oxtent are these instruments being used and
do banks which use them promptly advise Fedorel
Roserve banks of their drawings?

Should Federal Reservo exchange drafts, when properly
advised, be made instantaneously at any Federal
Resorve bank and cleared through the gold settlemont
fund?

Bankers Accoptances.

(a) Are they being paid in actually collected funds om
day of maturity, or if not, is ponalty of one doy's
additional interest imposed where checks are
received payable the next day through the local
clearing house?

Fiscal Agency operations,

(a) Discussion of plans for sale of current issues of
Treasury certificateos and for redeposit and with~-
drawal of funds.

Negotlatlons with foreign Governments involving shipments of gold
six wonths after the conclusion of the war.

(2) Plan for division of this liability among all Federal
Reserve banks in an equitable proportion,

Adjustmont of employes' salaries.

(a) How best sffectod; gonoral discussion of salary
question with recommendations,

.org/
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

ADOLPH C. MILLER

CHARLES S. HAMLIN

. WILSAMLG. MCADOC
SECRETARY OF THE TREASURY
CHAIRMAN
JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD SHERMAN P ALLEN, Aser. SECRETARY

AND FISCAL AGENT

G

WASH[NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

June 28, 1918,
X-1035
Dear Governor Harding:
I ha¥e read very hastily Dr., Miller's memorandum. As
I understand it, he favors a substantial increase in all rates
of discount of Federal Reserve Banks, including the 4 pur cept
rate on 15-day ¢ollateral notes. His purpose seems to be to

force contraction in non-essential industries and to indicate,

as he says; "the desire and expectation of the Federal Ressrve
System that it is not to be made so easy for msmber banks to

carry the cortificates as an extra that they deed do nothing to

curtail,"

The position taken by him that the discount mate is
the instrument by which the Federal Reserve Bank should control
tho credit situation, would appecar tc be sound in normal times,
but I wish to point out that his argument logically would seem
to require the putting up of all Federal reserve rates ahlove '
commercial rates,fior this is their nomél position, unless for ;‘
special reasons the reserve banks desire to reduce commercial

- rates, in which case By putting down Federal Reserve Bank rates,
the desired reduction ¢ould be accouplished.

The present times, however, are not normal, Today
war is the normal condition; and, to my mind, we must approach

this rate question with a view to present cornditimms. T am
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inclined to believe that a general increase in rates would have iittle
gffect in the way of contractiné, or wiping out, ihe non-zssential
industries. To my mind, it would be much more eificacious if we were
to ration credit exactly as we now have to ration food, and in that
way directly control non-cssential industries. I think it is clear
that a great deal of this has alresady been done by the banks through-
out the country.

Dr. Miller points out that our reserve droPped betwsen
June 22, 1917, and Juns 21, 1918, from 71.6 per coent to 63.4; and
he seems to think that our reserve situation is perilous. While
these figures are accurate, they do not accurately show the whols
picture. On April 5, 1917, when we entered into the war, our cash
reserves were 83 per cent, while at the end of Nbvenmer they had
fallen to 63.2 par cent, thus rsovealing that the placing of 6.5
billions of loans had pulled down our reserves about 21 per cent.
There is, however, another more roseate view of this picture. On
January 15, 1918, the last instalment of the Second Liberty Loan
was due. On January 18, our reserves were 65.2 por cent, while
on June 21, 1918, they had fallen to 63.4 or a docline of only
1.8 per cent., It should be remembered that during this period
about 80 per cont of tho Third Liberty Loan has been paid, and
this, to my mind, tends to show that our reserve situation is not

in as great peril as Dr. Miller fears.
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On‘Jhne 19, 1918, ths Secret%ry of the Treasury offered
750 million dollars of Treasury Certificates, bearing interest from

“ Juhe 25. This offer has : been before the people for nearlyAtWO'weekg
and the subscription closed on July 2nd. Meantims, the Federal reserve
banks have given no notice whatsoever to the banks of any purpose -to

. advance the rates oﬁ obllateral notes secured by these certificates. é
It would seem to me tha£ to increase rates on these certificates at the L
present tims or in the near future, unless some Btartling new situation é
develops, would .savor of bad faith with the banks which have taken thess ‘
cortificates, ‘

It sooms to me the banks had a right to assugs, in the absenée

of soms notification from the Fedoral Reserve Board, that no immediste

et chamge - at least in these rates - was contemplated.

I believe the discount of member banks' notes seéured by

Uhited States bonds or Teeasury Cortificates, is laigely confinéd to

operations in the way of financing the Government by the purchase of
these certificates. For the whole system, on June 21, about 50 per
cont of the total bills discounted, excluding acceptance, cohsisth

of msmber banks'! collateral notes, of which about 92 per cent were

segsured by Liberty Bonds or Certificates. At the Federal Reserve Bank

of New York on June 21, about 65 per cent of the total bills discounted,
» .
excluding acceptances, consisted of member banks' collateral notes, on
i  which all of the collateral was Liberty Bonda or Certificates.
AR , ' t
a /

)
i
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I believe we shauld move Very cautiously and. consexvatively
in the matter of increa.sing rates, and especially on member banks?
eellateral notes. In a marttex"'sizch' as this I should plac'é great
reliance on the judgment of the Federal Reserve Banks of New York amd
Chicago. Thgy are in .the field, and I should hesitate to disregard jtheir'

: judgment) uhless it were shown beyond a reasonable doubt that their

judgment is in error. I do not know What their judgment is, and regrst

that I can not be a.t the meeting, but I ha.Ve given yon my views very
hastuly, for such use as you may care to put them to.

Very truly yours,

C. S. HAMLIN.
: : Hon, W, P. G, Harding, :
«* Govemor, Federal Rssqmre Board.
¥ ?;
y \
>
Ny
3 .
T ,
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FEDERAL RESERVE BOARD

Pld

OFFICE OF THE GOVERNOR WASHINGTON

July 2, 1918.

Receipt is acknowledged af your tele-

gram of the 1st instant urging the establishument
of a branch of the ngeralineser_'ve Bank of St. Louis,
at Little Rock, Arkansas.

There is not a> quorum 3f the Board in
Washington this week, but the subject will be brought
up for consideré,tion at an early meeting, at which
tine I will take pieqsure in bringing your telegram
to the ;ttentit;n of the Board.

Very truly yours,

Governor,
~ X-1036,
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
IAM G. McADOC
WILLIAN S o ADOLPH C. MILLER K7

SECRITAR(:HOAI:RT:A!"TREASURV CHARLES S. HAMLIN ;_ié : 8
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SE¢R%rary
COMPTROLLER OF THE CURRENCY F E D E RA L R E S E RV E BOA R D SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 3, 1918.
X1039,

Dear Sir:

The attention of the Federal Reserve Board has been called to the
fact that because of the limitations of Section 5200 of the Rgvised Statutes,
many of the emallsr national banks arc unable to take care\of the neesds of
their customers engaged in the canning business. The canning season is now
about to begin and the Board is informed that additional accommodation
covering a period of about four months, will be required by many concerns
engaged in this business.
| It appearé that although the canning -industries have sold their t
output in advance, they are unable to realize on these.. sales until deliveries

can be made. In the meantime they are in necd of funds with which to purchase

materials and to mest payrolls. The increased cost of labor and materials
and the demands for larger production make their nceds greéter than usual.
As the canning industries are located mainly in the small towns, few of them

have established connections with larger banks in the citiss, and have relied

hitherto upon local accommodation.

The suggestion has been made that the city banks extend direct !

credits to the cannsers upon the recommendation of local banks., While the

Federal Reserve Board does not feel warranted in recommending to member banks

in the financial centers that credits be extended to customers of other member
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banks in the circumstances recited, it does feel however, that it would be
deéirable to have the facilities of the Federal Reserve System made avail=-
able as far as practicable in the present emergency. In order, thersfore,
to afford some measure of relief, it is suggested that you communicate with
some of the larger banks in &our district and ascertain if they would be
willing to coopcrate with the smaller banks in the canning districts by
extending temporary cresdits to such canning enterprises as may be able to
make a satisfactory showing as to their financial condition,

Very truly yours,

Governor,

The Governmor,
Federal Reserve Bank,
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

WILLIAM G. McADOC

ADOLPH C. MILLER ¢
v s:cns'rnzucﬁn:i:"'rnnsunv CHARLES 5. HAMLIN i@
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E RA L R E S E RV E BOA RD SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT
WASH I NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 3, 1918.
X1-0400

Dear Sir:
It appears that there is no uniformity in the several Federal

Reserve districts as to the method of figufing discount on trade accspt-A
ances. In some cases interest is figured on a basis of 360 days to the
&ear and in others, 365 days.

~ In the opinion of the Board, it is desirable to have a uniform
method established, particularly in view of th: frequent rediscount opera-
tions between Federal Resorve banks. It is thsrefore suggested that discount
calculations be bﬁsed upon the actual number of days that the acceptances

have to run, and that intsrest tables, basecd on 360 days to the year, be used.

The Board has already adviscd all Federal Reserve banks that
actual and final payment should be received by the banks holding these accept-
ances on the day of their maturity, and that in cases where payment is made

by check on a member bank payable through the clearing house the next day,

discount for one additional day should be charged.

Very truly yours,

Governor, 3

The Governor,
Federal Reserve Bank,
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EX-OFFiCIO MEMBERS

WILLIAM G. McADOC
SECRETARY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY
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W. P. G. HARDING, GOVERNOR

PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO iﬁ
ADOLPH C. MILLER

CHARLES S. HAMLIN

FEDERAL RESERVE BOARD SHERMAN . ALLEN, Aser. StemeraRy

AND FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 5, 1918.
: X=-1042
Dear Sir:

I inclose herewith, for your ihformation,
copy of a letter which has been addressed to Major-
G§neral.Crowder, Provost Marshal General, together
with memorandum of Counsel, asking that bank employees
be not classified as engaged in run-essential work.

Very truly yours,

Governor.,

S S e A N

i
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July 3, 19180

Ma jor-General E. H., Crowder,
Provost liarshal General,
Washington, D. C.

Sir:

The Federal Reserve Board's attention has been
called to the fact that in view of your announcement of
June 21, 1918, which contains several important rulings
explanatory of the recent "Work or Fight" regulations,
some of your local Boards are disposed to classify bank
clerks as engaged in a non-produciive employment,

This office haws received a number of letters
from officers of Federal reserve banks, and other banks;
indicating a very well-defined apprehension that the or-
ganization of the several banks may be so seriously dis-
rupted as a result of this interpretation of your order
it will be difficult, if not impossible, for the banks to
successful perform the services required of them by the
United States Government, '

The Federal Reserve Board does not desire to
ask fsq/gg%mption from military service of any  non-
essential employee nor does it advocate the exemption of
bank employees es a class. The forces of the several
banks have already been materially depleted by the loss
of men of the draft age and their places are being filled
es rapidly as possible by older men or by women. The
bank officials will continue to replace as rapidly as
possible those who, in due course, are called to military
service but if the forces of the banks are to be further
depleted by a reclassification of those of draft age and
by their transfer to other employments, it will be difficult
for the banks to meet the increasing demands made upon them
by the Government in the conduct of its fiscal affairs.

I am, therefore, taking theliberty of submitting
for your consideration a memorandum prepared by Counsel for
the Board which deals primarily with the public or Govern=-
mental services performed by the several banks. It is hardly
necessary to0 emphasize the impertance of maintaining the
efficimncy of the machinery used by the Government in the

http://fraser.stlouisfed.org/
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conduct of its fiscal affairs at the present time and the Board,
therefore, hopes that upon consideration of all the circumstances
you may feel justified in instructing the local Boards not to
treat bank employees as engaged in a non-productive occupation or
employment.

It is the understanding of this office that the provision
contained in the regulations issued May 23, 1918, to the effect
that “"sales clerks and other clerks employed in stores and other
mercantile establishments are engaged in non-productive employments"
has been construed as including bank employees. If it was so
intended it is hoped that you will consider the advisability of
modifying this order so as to give the banks at least a reasonable

-time within which to reorganize their forces if you do not feel
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justified in classifying bank employees as engaged in a productive
occupation or employment,

Respectfully,
W. P. G. HARDING

Governore.
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July 3, 1918, R

Status of bank employeés under selective service regulations issued by the
Provost liarshal General, May 23, 1918.

LEMORANUDM FOR THE BOARD:

Under regulations issued by the Provest Marshal
General,

"Sales clerks and other clerks employed
in stores and other mercantile establishments are engaged
in nonproductive employment."

The question arises whether banks should be
treated as coming within the class of "Other mercantile establish-
ments", This, of course, depespds upoén whether the Provost Mar-
shal Gemeral intended this language to be so construed. As the
business engdged in by banks under existing circumstances differs
materially from that engaged in by ordinary private mercantile
establishments, it may reasonably be argued that the Provost Mapshel
General did not intend to classify banks as a nonproductive occupa-
tion, but the regulations ‘chould, of course, be interpreted by his office.

Status of Banks created by Congress.

The constltutlonallty of the Act of Congress
whlch created the first bank of the United States, was sustained
oh the ground that a bank is en instrumentality which may be used
to aid the Government in the conduct of its fiscal affairs.
(lMicCulloch v, laryland, 4 Wheat, 316,401; Osborn v. U. S. Bank, 9
Wheat, 738, 861.) The constitutionality of the A ¢t c¢creating
national banks has been sustained on the same ground. (Farmers
National Bank v, Dearing, 91 U. S. 29, 33.)

Banks created by Congress are not, therefore,
organized solely for the benefit of their stockholders or the community
which they serve. In the present emergency the services performed
for the Government are not merely incidental to the private operations
of the bank, but the corverse is a more accurate statement of the
situation; that is to say, the private operations of the bank are
more or less incidental to the fundamental purpose for which they
were created, viz: to assist the Government in the conduct of its
fiscal adifairs. This is, of course, true of national banks created
by the Act of 1864, which Act contains the express provision that
that all national banking esseciations *"shall perform all such
reasonable duties as depositaries of the public money and financial
agents of the Government as may be required of them".
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: It is especially true of the Federal reserve banks ji:}
which are also expressly authorized and required to act as fiscal agents
of the Government and the earnings of which over and above a certain
amount are paid to the Government in lieu of a franchise tax,

Prior to the passage of the Federal Reserve Act, ap~
proved December 23, 1913, it is true that the national banks were called
upon to perform only limited services for the Government in connection
with the collection and disbursement of Government revenues, Since the
outbreak of the war in Europe, however, the demands made by the Govern-
ment on Federal reserve banks, national banks, State banks and trust
companies; have been constantly multiplied, and at the present time the
Government is utilizing the services of nemrly all banks in the conduct
of its fiscal affairs,

Services‘performed by the Banks for the Government .

Since our entry into the war, it has been necessary
for the United States Government to borrow from its citizens many billions
of dollars to be used in aiding our allies, in building up our Army and
Navy, and in placing us on a war footing.

By various acts of Congress, the Secretary has been
authorized to sell to the public United States Bonds, certificates of
indebtedness, war savings stamps and thrift stamps.

In order to effect these sales it was first of all
necessary to create a market in the United States for Government securities,
A very large proportion of those outstanding at the beginning of the war
was held by national banks and other banking institutions. All foreign
markets were, of course, closed, as each country had to dispose of its
own securities, The investing public in the United States had little
experience in investments of this sort, and it was necessary for the
bankers to underteke a very large part of the work in conducting the
verious Liberty Loan Campaigns that have resulted so successfully.

In this work the banks have been called upon (&) to make subscriptions
and to purchase bonds for their own account; (b) to receive subscriptions
from the public and to sell and deliver United J3tates securities as
agents of the Govermnment; (c¢) to collect the purchase price of securities
sold; (d) to act as depositaries of public funds; (e) to keep an accurate
account of all transactions engaged in for the Government.

War Finance Act Approved April 5, 1918.

It is, of course, obvious that the sale of such large
amounts of Government securities neceasarily absorbed a very large part of
the resources of the investing public. The Capital Issues Committee was
accordingly created, to pass upon the question whether or not the sale of
any securities other than Govermment securities, offered to the public, was
compatible with the best interests of the United States; that is to say, was
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the company or firms offering such securities engaged in a business which
contributed directly or indirectly to the success of the war,

The War Finance Corporation was also created, with
power to make loans upon securities: which are not eligible for purchase
or rediscount by the Federal reserve banks, and the securities so pur-
chased are held by the corporaticn as collateral security fcr bonds issued
by the corporation and sold to the public in order to pruvvide additional
funds for financing enterprises that are necesszury to the Government in
the conduct of the war.

Federal reserve banks are authorized to act as fiscal
agents for the War Finamss.Clorporation and these banks and the member banks
of the Federal Reserve System are called upon to perform services both for
the Capital Issues Committee and the Wer Finance Corporatian. These ser-
vices involve meking reports as to issues of securities, acting as custodian
of securities; and necessitate keeping of additional accsunts and records
and the employment of additional clerks,

Espionage Act Approved June 15, 1917; Trading
With the Enemy Act Approved October 6, 1917.

The Acts of Congress known as the Espionage Act and
Trading With the Enemy Act, contain provisions regulating the exportation
of gold or currency and make it possible for the Government to exercise
the control over foreign exchange transactions and transfers of credit or
securities for foreign account,

Under these acts persons desiring to export gold or
currency are required to obtain a license frem the Federal Reserve Board,
which licenses are issued through the various Federal reserve banks.
Dealers in foreign exchange are required to obtain a license trade certifi-
cate from the Federal Reserve Board through the Federal reserve banks and
to make detailed reports of all transactions. This entails the employment
of additional clerks and employses and the keeping of additional eccounts,

Demand for Experienced Clerks and Accountants.
nearly
In the performance of a2ll of the services required

by the Govermment, it is necessary for the banks to select their employees
from those who have had experience in accounting and the accurate keeping of
records. It is inevitable that many of the employees must be entrusted with
the handling of money and securities of value and great care must be used in
the selection of such employees. With the constantly increasing demands made
upon the banks, it is difficult for the officers to train those without
previous experience., Women are being used for much of this work, but the
jocal laws limiting the number of hours they may be employed, makes it
necessary to increase the number of employees in many instances,

Under the circumstances, it is respectfully submitted that
the work engaged in by the banks is of vital importance to the United States
Government and differs materially from that of the ordinary mercantile es-
tablishment. '

Respectfully,
M. C. ELLIOTT.
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FEDERAL RESERVE BOARD

WASHINGTON

July 6, 1918.
Dear Sir:

In the Bulletin for April, 1918, the Federal Reserve Board published a
statement setting forth the reasons why, in its opinion, a gradual but
consistent curtailment of nonessential credits is necessary, and urging the
banks and trust companies of the country to do whatever they could in the
exercise of a reasonable discretion to restrict credits which are clearly
not needed for the prosecution of the war or for the health and necessary
comfort of the people.

On June 12, the Secretary of the Treasury addressed a letter to all
banks and trust companies, announcing his financial program for the ensuing
six months which involves the sale to and through banks of approximately
six billion dollars of Treasury certificates of indebtedness, in install-
ments of not less than $750,000,000 every two weeks between June 25 and the
first of November. In this letter each bank and trust company was requested
to invest in these certificates an amount equal to approximately 2% per cent
of its gross resources, or a total of &5 per cent for each month. Announce-
ment was made at the same time that there was in contemplation an issue of
two billion dollars of certificates of appropriate maturities in anticipa-
tion of income and excess profits taxes, for sale more particularly to
taxpayers, and that the amount of the regular semimonthly sales of
certificates of indebtedness would be reduced in proportion to the extent
to which these tax certificates are taken by the public.

The banking institutions have responded most generously to the appeal
of the Secretary of the Treasury. Throughout the country they have pledged
themselves without hesitation to subscribe to their allotment, and the !
result of the initial offering which has just been closed—a subscription of
$838,000,000 in response to a request for not less than $750,000,000—is
evidence of the splendid patriotism of those who direct our national and
State banking institutions. The Board hopes that succeeding issues will be
subscribed as readily and in the same patriotic spirit.

The Federal Reserve Banks will be prepared to place their facilities—
directly or indirectly—at the disposal of such subscribing banks as may
legitimately need assistance in taking their allotments. The Board, how-
ever, feels in duty bound to reiterate that the banks can render a greater
service to the country in this connection, not merely by subscribing their
allotments and by using the rediscounting facilities of the Federal Reserve
Banks in making payments, but by providing the necessary funds for meeting
payments for certificates of indebtedness purchased, by employing for this
purpose the accretion of new deposits, and by utilizing the funds that may
be made available by a judicious curtailment of credits asked for non-
essential purposes. '
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In order to prosecute the war successfully, the Government is compelled
to issue obligations to provide for its large expenditures which involve
waste and destruction rather than a permanent addition to the national
wealth. This process in itself tends to inflation, and contributes to a
rapid increase in the price of necessities. Abnormal demands by the
Government, unavoidable and necessary in the present circumstances, must be
counteracted by greater economy on the part of the civilian population which
must decrease, by combined effort, the normal waste incident to domestic
life and business pursuits. There is not an unlimited supply of credit or
of goods, or of man power. Wherever possible all such resources should be

* conserved and set aside for the use of the Government. Credit extended for
nonessential purposes involves the use of labor, of transportation, of
material and reserves which ought to be kept free for the use of the
Government. Unrestricted credit involves unnecessary competition with the
Government, and needlessly advances prices, besides impeding and delaying
Governmental operations.

~ "Business as usual" and "life as usual" are impossible at a time when
the supreme business of the country is war, and can not be approximated
without interfering with the work of the Government and inflicting serious
harm upon the Nation as 'a whole. The staying power of the country in this
emergency depends upon the extent of its resources in men, goods, and gold.
An unnecessary use of credit, a needless recourse to the discounting
facilities of the Federal Reserve Banks, weakens proportionately the gold
reserve of the United States—the financial backbone of the entire allied
group. Whoever wastes the raw material and manufactured products of the
country adds to our financial burden by increasing the amount the United
States must import from other countries and by decreasing, at the same time,
the volume of goods that should be available for export purposes—the best
means of paying for the goods acquired from abroad.

Conservation of our commodities and of our gold—preservation of our
economic strength—is of the greatest importance in making provision for the
period of readjustment which will follow the reestablishment of -peace. The
country having the largest supply of goods and gold available at the end of
the war will find itself in the best strategic position for controlling the
markets of the world. The Board wishes to point out, also, that by refrain-
ing from buying luxuries, and by restricting the use of necessities to the
actual requirements of health and reasonable comfort, we can create a
reserve purchasing power which will be of the greatest value in bridging
over our industries during the period of reaction and reconstruction which
must follow when war industries are transformed into peace industries. An
intelligent and prudent use of credit, therefore, will be an important
factor in strengthening the national resources during the period of the war,
in aiding its successful prosecution, and in maintaining the economic
strength of the country for the time of rapidly changing conditions which
will come when the war has been won and the millions of men in our armies
are returning to the employments of peace.

Thus, by giving your cooperation now in the effort to conserve national
resources by the exercise of discriminating judgment in granting credits, you
will also do your part in averting the danger of unemployment which is apt
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to follow a treaty of peace. The Board appreciates the difficulty of
laying down a general rule for defining essentials or the degree in which
any enterprise is essential, and requests that its remarks on this subject
in the April issue of the Bulletin be read again. The Board can not sug-
gest specific ways in which credit should be conserved or unnecessary ex-
penditures curtailed, as each banker must determine this for himself after
conferring with the business men of his community and after a careful =ztudy
of his local situation. Reasonable discretion should be exercised, and,
drastic steps calculated to bring about hardships or embarrassments or
work injustice should be avoided, but the banks should divert the use of
. theilr credit more and more into productive fields, where its employment
will result in augmenting the national resources.

Respectfully yours,

Governor.

To the President
} of the Bank or
,' Trust Company addressed.
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
ADOLPH C. MILLER
CHARLES S. HAMLIN @

WILLIAM G. McADOC
SECRETARY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS

2
COMPTROLLER OF THE CURRECY FEDERAL RESERVE BOARD e i reee e

AND FISCAL AGENT

WASH l NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

-

P

—

July 6, 1918.
X~-1044
Dear Sir:
Referring to my lctter of yesterday inclosing.COPY
. of a letter addressed to Ma.jor—Gancral Crowdor, Provost Marshal
Gencral, I hand you herewith, for your information, copy of.his g
repiy thercto, which is self-oxplanatory.

Very truly yours,

Governor,
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X-1044a
COPY
WAR DEPARTMENT
Office of the Provost Marshal General
WASHINGTON
July 5, 1918.
Honorable William P. G. Harding,
Governor Federal FRescrve Board,
Washington, D. C.
Dear Sir:

Your communication of the 3rd iunst., received and contents

noted.
‘ I beg to advise you that bank clerks arc exccpted from the

operation of the regulations which provide for the withdrawal of
deferred classification and order number of registrants found to be
idlers or ongaged in non-productive occupations or cmployments.

E. H. CROWDER,
Provost Marshal Gensral,

N By
: Carew F. Martindalc,

1st. Lieut., N. A.

CFM-mcf
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WILLIAM G. McADOC
SECRETARY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

P

Dear Sir:

=~

FEDERAL RESERVE BOARD

"WASHINGTON

X~1049

W. P. G, HARDING, GOVERNOR

PAUL M. WARBURG, VICE GOVERNOR

FREDERIC A. DELANO

ADOLPH C. MILLER

CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETAN

SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT

ADDRES# REPLY TO
FEDERAL RESERVE BOARD

July 8, 1918.

There is being sent to yoar bank under séparate cover from the offioce

of the Secretary of the Board, a supply of circulars to be addressed to all

the national banks, state banks and trust companies of your district which

are being asked to subseribe to Treasury cestificates of indebtedness.
There are also being farwarded to your bank frénked envelopes which may be

‘used in sending out the circulars; inasmuch &s the letter is a direct appeal i

from the Board to these banks.

This communication from the Board to the banks draws their attent ion
to the importance at the present time of a judicious cﬁrtailment of credit
granted for so~called mon-essential transactions and it urges the banks to
do their utmoat in cooperating in a policy looking to the gra.dual but gemeral
curtailment of such credits. Aas ‘you may reeall the Board Pr intsd in the
Pederal Reserve Bulletin for April last a statement defigzng its views on

this subject.

This staiement"haa no aoﬁbt had some educational value, but

.

it is evident that eftective sterps in the d:u-ectlon of curtailmg unnecessary

credits have been ta.ken by only a comparatively small number of banks.

'Bxe

situation as regards credlts, however, is now detter unxierstoad, and it is

believ‘ed that. i.f the Federal Reserve bank.s will tollow up the Boara'a ameal

with energ:y and tut, .good results may be achieved 8t this time.

'mxo rammendations maxle in the April stetement are renewad. a.nd it ie
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suggested that the Federal Reserve banks organize, each in its own district,

local groups comprising the leading bankers and business men, and discuss
with them the ways and means of bringing about the results desired. It would
seem that those industries and enterprises obviously catering to extravagances

and luxuries should be oconsidered first. Upon investigation it may develop

that industries of this kind neéd not be closed down, nor their lsbor thrown

out of employment, but that they can be gradually diverted to essential

lines of production and distribution. The War Industries Board end the

Capital Issues Committee are moving successfully and energetically along
these lines, and with the better knowledge of the general principles involved,
it ought not to be difficult now to secure the effective cooperation of

banks throughout the country in dealing with individual credits.

It may be. well to point out that in the interest of successful Govern-
mest finaneing, it would be much better to hold credit within reasonable
bounds by intelligent cooperatiom, rather than to attempt to force contraction

by establishing high discount rates.

Very truly yours,

Governor.

The Chairman of the Board
and Federal Reserve Agent
Federal Reserve Bank of
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W. P. G. HARDING, GOVERNOR

Ex.orr‘c—'lo MemERs PAUL M. WARBURG, VICE GO_V!HNOR
WILLIAM G. McADOC FREDERIC A. DELANO
’ ADOLPH C. MILLER
s“““n:ni:;::u“”s““ CHARLES S. HAMLIN 2%

H. PARKER WILLIS,"SECRETARY

m"l::"s‘:("s"'-‘?‘:‘:"‘:""-:‘:i“““‘““ F E D E RA L. R E S E RV E BOA R D SHERMAN P. ALLEN, ASST. SECRETARY

AND FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

X~1050

" July 9, 1918.

Dear Sir:
It is desirable to maintain uniformity in figuring

interest in rediscount transactions between Federzl Reserve
banks, and as it has proved most ceonvenlent in the purchase

of acceptances to use interest tables based on 3u0 days to

the year, the Board has decided that these tablss should be
¥ used in all rediscount transactions between Federal Reserve

banks, and has therefore revoked its previous ruling that
the besmis of 365 days to the year should be applied, as én=~

nounced in its circular letter, X-691, dated Jamvary 31, 1918.

Very truly yours,

Governore.
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W. P. G. HARDING, GOVERNOR
EX-OFFIC—IO MEmBERS PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

WILLIAM G. McADOC ADOLEH €. MILLER
SECRETARY OF THE TREASURY CHARLES 5. HARLIN
CHAIRMAN -—_— 2 :"}
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETAKYS L
FEDERAL RESERVE BSARD s e i s
AND FISCAL AGENT
WASH [ NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 30, 1918.

Dear Sir:

The Board has given careful comsideration to the various
topics which were discussed at the recent conference with the gov-
ernors of Federal Reserve banks, and has dirécted that this letter
be sent to infonm the governors of the conclusions reached.

l. Curtsilment of Credits.

The Board has decided to send a letter to all national
banks, state banks and trust companies, imviting their cooperation
in a campaign for a judicious curtailment of non-essential credits,
end to address a letter to all Federal Reserve banks asking them to
take such steps as may be necesséry to arouse the interest of bankers

and business men in this movement.

11. Discount Rates of Federal Reserve Banks.

At the conference the‘vi;w was generally expressed by the
governors that they could control any excessive rediscounts by any.
member bank, by informing the applying bank that it had reached its
limit; by requiring additional collaterasl; or, with respect to fif-
teen-day borrowings, by aveiling themselves of the authority given
them by the Board to raise the interest rate in case of renewals.
These devices have been used in the past, and the Board has reached
the conclusion that for the time being, it would be better to adopt
this policy rather than to insist upon changes in discount rates.
The adoption of this policy will give the PFederal Reserve banks an
opportunity to demonstrate that credit mey be restricted without re-
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Federal Reserve districts the fifteen—day rate for member banks® notes
secured by Govermnment obligations is now 43%, and should other Federal
Reserve benks find it nececsary for their own protection to recommend
that their rates for such paper be advamced tc 42%, the Board will be
inclined to approve. This question of disccunt rates will be ag?in
considered by the Board in the light of additlonal experience whenever
conditions warrant it,

I1l. Interest Bstes Paid by Member Bemks on Bank

Balances and Deposits.

The governors aréd requested to give this matter especial
attention, and to take vigorous steps te got results, beginning with
the importent reserve cities in the respective districts.

IV. Indirect Discounts for Non—Member Benks

The Board has decided not to issue any regulations at this
time defining J,imitétions to the accommodations which mey be granted
indirectly to non-member banks through members, but suggests that
the officers of the Federal Reserve Banks exercise proper dis’cretion
in preventing abuse wf rediscount privileges.

V. Branches and Agencies.

The Board believes that by-laws for bpanches should be as
nearly uniform as possible, msking due allowance for local conditions
in certain districts. 1t appears to be advisable also, &8 & rule,
that the manager of a branch bank should be one of the three directors
appointed by the Federal Reserve Bank. The Board would like to test

clearing
the plan for establishin_g/agencies, based upon the active cooperation

of loecal clearing houses. It appears that an agency of
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this kind would give the banks in the cities which are local finan-
cial centers, but which have no Federal Reserve bank or branch, most

of the benefits which accrue to banks located in a Federal Reserve

city. It will not be the policy of the Board, however, to establish
any branch or agency in any city which is not classified 8s a reserve
city.

Vi. Exchange rates

In view of the unanimous opinion expressed at the confer-
ence, and having in mind the large number of banks which have not
yet applied for membership in the Federal Reserve systém, the Board
has decided that it is not expedient at present to fix the ‘charges
which may be made by member banks on checks deposited with them which
are ¢letied through the Federal Reserve banks. The Board is willing
to defer action on this matter until such time as the par lists in-
clude a much larger number of state banks and trust companies.

ViI. The Board does not contemplaté making any change in
the time allowance for the collection of interdistrict items, but has
determined that Federal Reserve exchange drafts drawn by a member
bank upon its Federal Reserve Bank when promptly advised at the time
the drafts are drawn, should be treated as payable upon presentation
at any Federal Reserve bank, and cleared through the Gold Settlement
Fund.

Vill. The Board has addressed a letter to all Federal Re-
serve banks statigg that bankers' acceptances should be paid in sc-
tually collected funds op day of maturity, and that in cases where

accepting banks pay by cashier's check or by check on some member
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bank of their 1licality, ecne day's additional discount should be figured
when the acceptance is bought.

IX. The Board ur-ges all Federal Reserve banks to combine
with their effurts for the sale of Treasury certificates of indebted-
ness, the exertion of every énergy fcr adding to their state bank
membership, and for *he further concentration of gold in the Federal

Reserve banks.

X. The Board desires all Federal Reserve bamks to parti-
cipate in the benefit and 1ligbility of accounts opened with any par-
ticular Federal Reserve banks, by foreign govermnments, or foreign
government agencies, which are predicated upon the obligation given
by the Treasury or the PFederal Reserve Board, or both, to pay the de-
posits in gold within avoertain time after the conclusion of & treaty
of peace. A letter treating this gquestion more in detail will be ad-
dressed in_due course to all Federal Reserve banks, and will set forth
the method of distributing these foreign acoounts_in the proportions
applied in the case of the agreement with the Bank of England.

XI. The Board adheres to its view that a distribution of
8 bonus should, as far as practicable, be undertaken only at the end
of the year, and that any adjastment that may become necessary during
the year should be made on the besis of an increase in salary. 1In the
opinion of the Board, it is not expedient to have the bonus constitute
too large a part of the salaries paid employes of Federal Reserve benks.

With respect to topics not &B the program, which were dis-—
cussed with the governors, the Board holds:

XII. That domestic acceptances drawn ageinst & pledge of
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warehouse receipts or eimilar instrumemts, should be regarded as
eligible by Pederal Reserve banks only in cases where the acceptor
remaine secured; that is to say, in such cases the colletersl should
not be released by the acceptor after the acceptance has beed made.

It is not practicalbe in every case for fhese documents to remain at-
tached to the acceptance, but if not attached they should remsin in the
bhande of the acceptor, or subject to hie order and control, until the |
accep tance has been paid or other approved collatergl has been substi=-
tuted. 1in some cases, documents have been deposited in trust with

the Federai Resefve bank, and this appears to the Board to be an excel=-
lent precaufion in dealing with weaker acccptors. In all oases the
acceptance should contain a reference to the collateral by which it is
secured, sufficiently cleer as to identify &nd locate it.

XI1I. Trade Acceptances;

“henever dedirable trade acceptances are offered with the
endorsement of a member bank, they should be purchased by Federal Re—
serve banks in the same menner as if offered directly by the endorsing
banks When a trade acceptence is offered with the endorsement of &
member bank located outside of the district in which the acceptance is
offered, it is suggested that before purchasing, the Federal Reserve
bank should communicate with the Federal Reserve bank of which the
endorsing henk is a member. The Board deems it important that Federal
Reserve banks should advise each other as to local conditions and
credits affecting trade acceptances and barkers' acceptances.

Yours .very truly,

‘&\
Governor.
i
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WILLIAM G. McADOO FREDERIC A. DELANO

SECRETARY OF THE TREASURY ADOLPH C. MILLER 4’? g
: © CHAIRMAN CHARLES s. HAlu.lNh UO
JOHN SKELTON WILLIAMS

H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD
DIVISION OF REPORTS AND STATISTICS

UJ-Jco

July 10, 1918

Dear Sir:

In order that the Board may have available each
week complete data regarding changes in the gold holdings
of the System as a whole, it is reguested that form X-1053
be prepared and tmiled to the Board_as at close of business
each Friday. It is also requested that all items 6n the
form for which code words are given be telegraphed each

. Friday night in addition to the telegraphic data on forms
34 and 31-b. This will make it umnascassary for you to con-
tinue telegraphing the inforsmtion regarding your gold
holdings called for in our telegram‘of June 22.

Twenty five copies of the form ars being for-
warded under separate cover today.

Respectfully,

Assistant Secretary

- Federal Reserve - X~1055
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EX-OFFICIOo MEMBERS
WILLIAM G. McADOC
SECRETARY OF THE TREASURY
CHAIRMAN
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO .

ADOLPH C. MILLER .7y Qi

CHARLES S. HAMLIN ‘.: [

H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY

FEDERAL RESERVE BOARD

WASHINGTON

AND FISCAL AGENT

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

Jaiy 11, 1918,

Gentlomen:

Or account of the difficult situation exishing in
the Tempico district and the necessity of encouraging *he pro-
duction of »il aand its importacion into the Uaited States, the
Federal Resarve Board nas undertaken %o grant certain licenses
for the exportation of 1l’mited quantities of gold for the use of
American oil producers who 3re engsged in the production of oil
in Mexico, and whose product is shipped to the United 3tates.

For the months of July and August the Hoard will grant
to o0il producers licenses to export sumé of gold equal to their
export taxes and bar dues, due and payable to the Mexican Federal
Government in those months.

For the month of August the Board will further grant
licenses in favor of oil producers not tc exceed in the aggregate
one-half of the smount needed for the liquidation of thelr pay-
rolls.

1t is understood, however, that no applications for the
exportation of gold, either for the payment of taxes or wages, will
be granted except upon satisfactory showing that such taxes and
wages relate to the production of oil which is actually being ship—

ped into the United States.
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Licenses for Taxes.

The Board will permit o0il producers to file applicationé
for export licemses, for the present, directly with it instead of
through the Federal Reserve benks in the several districts. Blank
applications may be obtainéd from the Federal Reserve Board or from
any Federal Reserve bank. In making out such applications there
should be included:

(a) A statement of the approximate average amount of
0il produced during the six months preceding the application and
shipped to the United States by the applicant company, and a state-
ment of the amoﬁnt of o0il shipped to the United States upon which
tax has been incurred during the period to which the application : -
relates.

(b) A statement of the quantity and aspproximate valua-—
tion in Mexico of o0il upon which the tax is to be paid to the liexi-
can Govermment, the rate of taxation, and the amount of the tex.

Tax receipts, copies thereof certified by American Consul,
or other original documents showing the actual use of the gold in
settling with the Mexican Government should accompany the next ap—

! plication for gold, and no such application will be granted without
such accompanying documents attesting the use of the gold previously

\ granted.
Pay-rolls.
In the case of applications for licenses to export gold

for payrolls, the gpplication should comtain a statement of the
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period covered by the payroll in question, the amount of oil pro~
duced during the vreceding six months, and a statement as to whether
or not the mverage production of 0il during the period to which the
application relates is expected to be the sé.me as for the preceding
period. The application should also state what proportion of the oil
produced during the period for which the payroll application is made
is actualiy intended for shipment to the United States. |

A statement sworn to before the American Consul by the dis-
bursing officer of the company at Tempico to the effect that the gold
has actually been used for payrolls in the wa& specified in the appli-
cation should accompany the next application for gold, and no such ap-
plicetion will be granted unless accompanied by such a certificate
relating to its predecessor.

" Very truly yours,

Secretary.
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JOHN SKELTON WILLIANS —at
CouPTROLLER OF ThE CURRENGY FEDERAL RESERVE BOARD SHERNAN P. ALLEN, ASET. SECAETARY

MJ-JEH
DIVISION OF REPORTS AND STATISTICS

Digitized for FRASER

AND FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD '

July 12, 1918.

In order that the 3Board may have complzte data rezardinz the
placing of certificatzs of indebtadmess issuszd in anticipation of
the fourth Libarty loan, it is roguested that your bank furnish us
with a statsment covorisz sach issue sicdilar to that rafarrad to
in our lestter of Marca 25, 1918. In additioan to the inforsation
which was furnishad by your bank for certificatas issued in anti-
cipation of ths third Liberty loan as reyusstsd in the above men-
tioned lstter, ploass add a racapitulation aftar each issus, which
will include transactions for all pravious issuss wnder the fourth
loan. In ths colum "Numbsr subscriding® please Zive the nuaber
of banks, trust cospaniss or individwals subscribing to ons or
more of the issuss, sliminmating all duplications, i.:., no bank or
individual should bs comtaed miore than oncz ragardless of ths num-
ber of issues to.which such bank or individwal may have subscribad.
It is requssted that ths racapitulation bz submittad in ths follow-
inzg form:

Humber Par Cent Anovss
Subscribing of total in Subscrided
District
Hational banks - « ¢ v v o o « . 7
State banks + ¢« ¢ + & . . . . .
Trust cospaniss .+ . . . . . . .

Other DANKS o o o« ¢ » o« & 2 o «
TOTAL BPATES v 4 ¢ = o o« o =

Indiviivals, corporations, cte.

Very truly yours,

Assistant Sscretary.

Mr.
Fedsral Reserve Agant,

T-1055
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
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EX-OFFICIO MEMBERS W. P. G. HARDING, G¥VERNOR

J— PAUL M. WARBURG, VICE GOVERNOR
WILLIAM G. MCADOO FREDERIC A. DELANO
SECRETARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN
JOHN SKELTON WILLIAMS -
. H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E RAL RE SERV E BOARD SHERMAN P. ALLEN, ASST. SECRETARY
. . ) i AND FISCAL AGENT
WASHINGTON ' ADDRESS REPLY TO
FEDERAL RESERVE BOARD
DIVISION OF REPORTS AND STATISTICS
MJ-JCO
July 12, 1918
Dear Sir:

It has been noted in the last month or so
that certain of the nmember barks in various parts
of the country are showing a disposition to either
omit altozether their weskly condition statements
or send them in late.

This is a condition which should not be, and
you are requested to again urge upon all delinguent
merber banks in your district the absolute necessity
and‘,importance of sending their reports in on time.
You are raquestad further to sez to it, when reports
are not forthcoming from member banks by Thursday
noon of each waek, that a telegram be dispatched to
such banks asking them to wire you the missing fig-
urss at once. In short, every effort should be made
to make your weckly statement as camplete as possible.
In case you find that ccrtain smell nenber banks continus
to be delinguent in their weekly reports notwithdtanding
regpeated urging on your part, it will be proper to drop
them from the list.

Plecase assist us to the bast of your ability in
this patter and sec to it that the number of reporting
banizs in your district shows no changes from wask to
week.

Very truly yours,

Secretary

Mr.
Tederal Reserve Agent,
. | | X-1060
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EX-OFFICIo MEMBERS PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
WILLIAM G. MCADOO ADOLPH C. MILLER .
SECRETARY OF THE TREASURY CHARLES S. HAMLIN
CHAIRMAN MLIN
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY 36
COMPTROLLER OF THE CURRENCY F E D ERAL RE S E RVE BOA RD SHERMAN P. ALLEN “ASST. SECRETA
AND FISCAL AGENT
WASH] NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

DIVISION OMFQQ'Q AND STATISTICS
July 13, 1918

Dzar Sir:

With the view of cxpediting as much as possible the conpil-
ation of data on schadules BD-U4 receivad from your bank, will
you kindly regusst your discountinzg department to carsfully note
suzzastions herein, and if practicabls to adopt them in preparing
schedules on said form:

1. Make sure tnat cach schedule is in every particular
legible. Only originals or good first carbon copiss should be
sent.

2. Carefully chock sach schedule and when corractions are
nacassary, make sane in both item affacted, the subtotal and the
day's total.

3. Group undesr cach discounting institution items by maturi-
ties, i.=., all 15-day paper together, all 30-day papsr, ztc.

4. Double space batween each item, and show subtotals after
each discounting institution.

5. If possible without entailing too mmch time and sffort,
list on separate schedules the differsnt classes of paper dis-
counted; 2.g8., custoniers' paper secured by Liberty bonds, membar
banks' collatsral notes, 2tc., as shown in first tabls on p. 552
of Juns 1918 Bulletin. A number of banks now do this, thus
greatly aidinz ocur tabulating section in . the compilation of dis-
comt data.

During the recent months, the volume of discounts reported
on schedules BD-U has grom to such an extent that it is with the
utmost ffort only that our Statistical Division has been able to
compile tns data in time for publication in thz Bulletin. It is
hoped that you will cooperate with us in this matter by adopting
the above suzzestions and thus enable us to carry on the cospil-
ation work under the prassnt plan. Unless this is done we shall
have to revert to the former practics o cach bank compiling its
o monthly data of discount operations.

Yours very truly,

Assistant Secratary.

Federal Reserve
X-1062
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EX-OFFICIO MEMBERS

WILLIAM G. MCADOC
SECRET’\RV OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY | F" EDERAL RESERVE BOARD

WASHINGTON

July 16,

Dear Sir:

W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
ADOLPH C. MILLER
CHARLES S. HAMLIN
- 5 L)

H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY

.. AND FISCAL AGENT

ADDRESS REPLY TO .
FEDERAL RESERVE BOQARD |

1918,
- X-1066.

The Board regrets to inform you-that the supply of
$1 and $2 bills is likely to be inadequate until after August
15th. The statement is made at the office of the United States
Treasurer that redemptions must first be prov1ded for, and that
after exchanging new bills for unfit notes which are sent in, the
balance available for new orders is not sufficient to meet the -
daily demands. Progress is being made at the Bureau -of Engraving
+and Printlng in the preparation of plates for the new Federal Re- =
_serve bank notes in the $1 and $2 denominations, and the Board is
informed that the printing of these notes will begin about August
1st, and that after August 15th sufficient amounts will be avail-

able to satlsfy reagonable demands.

It is suggested that you inform your member banks of the

'situafion, and that you caution them to conserve during the.

four weeks their supply of small bills as far as possible.

sty truly yours,

Governor,

The Governor,
Federal Reserve Bank,
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W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, YICK GOVERNOR
WILLIAM G. McADOC FREDERIC A. DELA|
SECRETARY OF THE TREASURY ADOLPH C. MILLER". ‘?8
CHAIRMAN CHARLES S, HAMLIN g

~'°"'z::;';’;m‘;’t:::‘;iumm F E DE H. PARKER WILLIS, SECRETARY
RAL RE S E RVE BOARD SHERMAN P. ALLEN, ASST. BECRETARY

AND FISCAL AGENT

EX-OFFICIO MEMBERS

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVEK BOARD

‘- X-1068

July 17, 1918.

Dear Sir:

Enclosed herewith I am handing you a copy of the Federal Reserve
Bulletin for July, which has just been issued, On pages 597=600 you
will find a statement of a new service which the Board is planning and
which is designed to furnish information with respect to business condi~
tions. A reading of this statement will afford a fairly comprehensive
idea of what is intended. .The complete development of the plan will re-
quire several months; bdbut it is desired to begih,the publication of the
different factors in the prbposed seties of businass indices as soon as
poésibie and without waiting for the completion of the whole series, 'The
date relating to6 banking < and to discount and interest rates particus
iariy - are those which should receive first attention, and it is there~
fore requested that you consider carefully sub-section (d) in the state=-
mept to which reference has already been made., The Board desires thet
you will obtain and transmit en the 15th of each month, or where the 15th
fells on a Sunday or a holiday, on the next business day thereafter, data
regarding high and low rates, also rates at which the bulk of the several
classes of paper shown belew was discounted or purchased during the pre-
éeding 30~day period.

1, Prevailing rate of diescount charged by banks te customers:
for prime commercial paper such as is now eligible under €he

Federal Reserve Act:
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(e) running 30 - 60 - 90 - days
(b) running 4 to 6 months.
2. Prevailing rates for prime commercial paper purchased in
open market.
(a) running 30 - 60~ 90 days,
(b) running 4 to 6 months,

3. Prevailing rates charged on inter~-bank loens (bills payabls),

4, Prevaiiing rates of ihtgrest for bankers acceptances of 60

to 90 days maturities, both endotrged and unendorsed.

5. Prevailing rate of irtefest for demand paper setured by

prime stock exchange collateral of other current collateral,

6. Prevailing rate of interest for time paper secured by col=-

lateral mentioned in 5, |
(a) running 3 months,
(b) running 3 to 6 months.

In addition to the foregoing it is desired that you obtain and
transmit these same data for the years 1911, 1912 and 1913, quotations,
likewise, to be for the months ending the 15th throughout the period
covered, In case the class of paper generally handled by banks in
lyour district is different from those enumerated, please so state and
give quotations for the class of paper typiégi of your district, It
is suggested that the larger member banks in your district that have
been active discounters or purchasers iﬁ the past of the various
classés of paper above described mdy be able'to furnish the desired

information from their own records. This will insure uniform
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treatment and continuity of the data, moreover, these data will represent
actual transactions and not merely nominal quotations, such as are likely
to be furnished by bill brbkers and commercial paper houses,

: Xindly edvise the Board at your early convenience'by telegraph
furnishing these date for the month ending July 15, 1918, for yaur city
and advise how seen you will be eble to transmit the figures for past
years; also whether they can be abtained in the same way at the pleces in
which your branches, if any, are‘located.

Yours very truly,

Sécreotary.

Chairman and Federal Reserve Agent,
Federal Reserve Bank,
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Ex-OFFICiO MEMBERS
WILLIAM G. MCADOC
SECRETARY OF THE TREASURY
CHAIRMAN
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

FEDERAL RESERVE BOARD

WASHINGTON

W. P. G. HARDING, GOVERNOR

PAUL M. WARBURG, VICK GOVERNOR

FREDERIC A. DELANO

ADOLPH C. MILLER

CHARLES S. HAuLj"} ”
—p 45

H. PARKER WILLISTSECRETARY -~

SHERMAN P. ALLEN, ASST. SECRETARY

AND FISCAL AGENT

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

Jaly i8, 1918,

Dear Sir:

In connection with applications for the ex=-
portation of silver, the Federal Reserve Board requests
that, for the information of the Board, all applicénts‘
for such licenses be requested to state in the applica-
tion fhe price paid for the silver to Se éxported.

Yours very truly, °
Assistant Secretary.

Federal Reserve Bank ofi

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



W. P. G. HARDING, GOVERNOR

EX-OFFICIO MEMBERS PAUL M. WARBURG, VICK GOVERNOR
FREDERIC A. DELANO  -=s

WILLIAM G. MCADOC ADOLPH C. MILLER .

SECRETARY OF THE TREASURY CHARLES S. HAMLIN 4_ (»]

CHAIRMAN MLIN " Kt

JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY

COMPTROLLER OF THE CURRENCY FEDERAL RE SERVE BOARD SHERMAN P. ALLEN, ASST. SKCRETARY

' AND FISCAL AGENT
WASH 1 NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

X~1073

July 19, 1918.

Dear Sir:

The Federal Reserve Board wishes to make as com-
plete a collection as possible of the acceptance agreements
or contracts that are now being used by the principal banks
and trust companies and which constitute the basis upon

" which the acceptantes now afloat in the market resf. I em
therefore wrifihg to ask you whethef you will transmit at
your early convenience copies of such forms or contracts
used by your ipstitution. We should like to have your gen=
eral for@ of acceptance agreement and also, if you have par-
ticipated in syndicate agreements for the making of accept-
ances, copies of those also.

Mey we ask as early a reply to this letter as prac-
ticable,

Yours very truly,
secretary.
Digitized for FRASER .
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO })

WILLIAM G. MCADOC )
ADOLPH C. MILLER?.
SECRETARY OF THE TREASURY
CHAIRMAN CHARLES S. HAMLI
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E RA L RE S E RV E BOA RD SHERMAN P. ALLEN, ASST, SECRETARY
: AND FISCAL AGENT
WASHINGTON : ADDRESS REPLY TO

FEDERAL RESERVE BOARD

X=1075

July 19, 1918.

Dear Sir:
The Board has received a letier from one of the Federal
Reserve agents suggesting‘that, in view of unusual conditibns now
prevailing, the present ié an opportune time for the enforcement
of a rule providing for signedvstatements to accompany notes of=-
fered for reaiscount, The letter éxpiésSes the opinion that the
necessity for rediscounting is now 80 urgent that the banks would
be willing to conform 40 a requirement qf this sort, and with the
explanation that the step is in iine with proper conservatism in the
handling of paper, that no oppoéitipn would be manifested, but that
banks would comply with_the requirémebté without ofjectian, partic~
ularly as the bénksfgeherally,understand'ﬁqﬁ better than ihey for-
merly did the advantage of oﬁtéining stateﬁehts. -
This letter haafbeén.coﬁéidered by the Board, which is of
the opinion that it may be desirabie to have Federal Reserve banks
require that signed statements accompany nqteé offered for rediscount,
ahdrit is possiﬁlsfthat thesge stétements may be élaborated so as to

show the purpose for which the credit was granfed. The Board be-

~lieves that this would have an important}beaiing upon the guestion
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of whether or not the credit is essential, and might be effective
in curteiling non-essential credits,

While it does not seem necessary that this matter should be
covered by regulation, as it is within the exercise of a proper au-
thority by the directors of the Federal Reserve banks to require a
statement; it is deemed desirable that uniform action be taken in all
districts; and the Board would therefore appreciate an expression of
the views of your Executive Commitéee or oé ybur director's on this
. subject .

Very truly yours,

Governeor
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EX-OFFiClo MEMBERS W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR

WILLIAM G. McADOC FREDERIC A. DELANO
SECRETARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN
JOHN SKELTON WILLIAMS
FEDERAL RESERVE BOARD
HE SHERMAN P. ALLEN, ASST. SECRETARY
. AND FISCAL AGENT
MI-JCO WASHINGTON ADDRESS REPLY TO

N FEDERAL RESERVE BOARD

July 22, 1918

Dear Sir:
The Board dssirzs that you furnish each week, in
addition to data on form 38 showing the distribution of
. all paper, including rediscounts for other Federal Ressrve
Banks, separats data showing thae distribution by saturitiss
of paper rediscounted for, includiﬁg acceptances bought
from, each other Federal Reserve bank and held by your bank
at clo'se of bBusiness on each Friday as per enclosaed form .
. X-1078.
~ Hereafter it will be umecessary for you to re-
port any figures against item 3 of form 38, "Rediscounts
for other Fedsral Reserve Banks." These figures should bé
shown conbined with corresponding fizures under caption 1
and 2 of sé.id fornm.
There are cnclosed herewith 50 copies of new form
Xel078 and you are raquested to sBke your first rsport on
~ the new form as at close of business July 27, 1918.

Yours very truly,

Assistant Sacretary

o ' , X-1079
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EX-OFFICIO MEMBERS W. P, G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR

WILLIAM G. McADOC FREDERIC A. DELANO
SECRETARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN .. A
JOHN SKELTON WILLIAMS : H. PARKER WILLIS »SECK;A“ :z£6
COMPTROLLER OF THE CURRENCY F E D E RA L. R E S E RV E BOA RD SHERMAN P. ALLEN, ASST, SECRETARY
AND FiScAL AGENT
WASH l NGTON ADDRESS REPLY TO

FEDERAL RESERVE BO‘ARD

July 22, 1918.
' X-1080

Dear Sir:

Some of the Federal Reserve banks continue to discount
under an agreement to repurchase within fifteen days commercial
paper of longer maturities. Transactions of this kind ares author-
ized by the Board's ruling of November 28, 1917, which was made at
a time when member banks! fifteen day collateral notes were subject
to revenue stamp requirements, even though secured by United States
Government obligations. Although the Board's ruling was made for
the purpose of facilitating transactions in Government bonds and in -
Treasury certificates, there is no objection to repurchass trans-
actions in comwsrcial paper, and the Board sees no occasion to

* withdraw the ruling referred to, although notes secured by Govern- .
ment obligations are now exempt from the stamp tax up to the face
value of the Government securities attached as collateral.

The rate for member banks' fifteen day collateral notes
secured by commercial paper remains at 4% except at three banks
where the rates are 4}, 43 and 4% ¢ respectively. This short time
rate was left undisturbed at nine of the banks, upon the assumption
that the stamp tax on the fifteen day notes would bring the interest
rate up to about 43%.

It is the view of the Board, however, that wherever Federal .
Reserve banks give their member banks the privilege of discounting
longer term paper, under an agreement to repurchase within fifteen
days, instead of requiring the banks to discount their own notes, the
rate should be 7% higher than that at which collateral notes subject
to stamp tax are taken. :

Very truly yours,

Governor.

The Governor,
Federal Reserve Bank,
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
-— PAUL M. WARBURG, VICE GOVERNOR

>\ WILLIAM G. MCADOO FREDERIC A. DELANO
SECRETARY OF THE TREASURY . ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN ,a{ ,7
JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY - ¢
COMPTROLLER oF THE CURRENCY FEDERAL RESERVE BOARD SHERMAN . ALLEN, ASsT. SECRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

t . FEDERAL RESERVE BOARD

MJ~JCo

July 23, 1918

Dear Sir:

May I request that in the future you
please report on Form 34 gold certificates for-
warded to Washington or to a sub-treasury for
redemption and credit in the Gold Settlement Fund
as "Gold in transit" instead of "Mutilated cur-
rency forwarded for redemption" as heretofore.
The amount of such certificates should be com-
bined with other gold forwarded to Vashington or
to a sub-treasury for credit in the Gold Settle~
ment Fund, and reported against code BOAT on Form
34 and included in the block showing "Total re-

serves™ (TEND) of the bank.

Yours very truly,

Secretary

X-1085
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W. P. G. HARDING, GOVERNOR

- MEMBERS
= OFFIc-—m PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
WILLIAM G. McADOC Ano:pu <:ltm“.m )
SECRETARY OF THE TREASURY .
CHARLES S. HAMLIN
CHAIRMAN . "
JOHN SKELTON WILLIAMS ""“s : 4 8
) H. PARKER WILLIS, SECRETARY -
COMPTROLLER OF THE CURRENCY FEDE RAL RE SERVE BOARD SHERMAN P, ALLEN, ASST, SECRETARY
. . AND FISCAL AGENT .

WASHINGTON - . ADDRESS REPLY TO

FEDERAL RESERVE BOARD
July:23, 1918,

. Dear Sir:

The attention of the Board has been called to the large amount of
detail work in connection with discounl eperaticns betwecn Fedsral Ro-
serve banks, and, with the desire ni doing cumsthing .o lizliten the work,
the Board has had under consideration a suggestion which was made at a
recent conference with the Governors of Federal Raseive banks. It is
hoped that some method, consistent with law and with the regulations of
the Board, can be devised which will simplify the c<peration, btut as to
the question whether under auvthority of a provicion in Section 14 of the
Act a Federal Reserve bank may discount a fifteen day note of another
Federal Reserve bank secured by eligible paper, tile Board has reached a
definite conclusioen. The provision referredto iz a3 fcllows:

(Section 14) * * * * * * (3) To deal in gold coin and
bullion at home or abroad, %o waks lozns therecn, exchange
Federal Reserve notes for geld, geld coin, or gold certifi-
cates, and to contract for loans of geld coin or bullion,
giving therefor, when necessary, acceptable security, in-
cluding the hypothecation of United States bonds or other
securities which Federal Reserve banks are anthorized to

hold."

b If a transaction should be entered into in good faith by a Federal
Reserve bank in order to obtain a loan of gold coin or bullion, the
evidence of such loan might take the form of a fifteen day note and
might be secured by United States bonds or other securitiss, including

eligible paper.

Section 14, however, relates to open market operations of a ngergl
Reserve bank as distinguished from discount . transactions engaged in with
- member banks and with other Federal Reserve banks., Section 13 relates to
rediscount operations with member banks and the provision for such opera-
tions as between Federal Reserve banks is found in Section 11. .
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' Any transaction, therefore, between Federal Reserve banks which is to

all intents and purposes intended as a rediscount operation, should

be consummated in accordance with the provisions of these two sections,
There is no authority given in Section 11 for a Federal Reserve bank to
make its own note secured by eligible paper, but the Federal Reserve
Board is authorized and empowered merely (Section 11-b) "To permit, or, -
on the affirmative vote of at least five members of the Federal Reserve
Board to require Federal Reserve banks 1o rediscount the discounted
paper of other Federal Reserve banks at rates of 1nterest to be fixed
by the Federal Reserve Board."

Some years ago this same question was considered in connection with
the rediscount cof member banks' notes gecured by eligible paper, and the
conclusion was reached that the statute as itthen stood did not authorize -
the discount of a fifteen day collateral note made by a member bank. In
order to make such transactions possible, the A&ct was amended so asto
authorize the Federal Reserve banks to discount notes of member banks
having not longer than fifteen days to run, when secured by eligible
paper or by obligations of the United States.

The Board is unable to find any authority for the use of notes

made by Federal Reserve banks, no matter how secured, in rediscount

operations between Federal Reserve banks, 'and in its opinion the Act
would have to be amended to make such transactions permissibdle.

Very'tru1y ydﬁrs,v

Governor,

The Governor,
Federal Reserve Bank,
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W.P.G. HARDINGXﬁm7

PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

"~ 'EX-OFFICIO MEMBERS

Y WILLIAM G. McADOC
d SECRETARY OF THE TREASURY X ADOLPH C. MILLER ~
CHAIRMAN CHARLES S. HAMLIN . (}G
—_—
JOHN SKELTON WILLIAMS .
H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E RA L R E s E RV E BOA RD SHERMAN P. ALLEN, ASST, SECRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO
FEDERAL RESERVE BOARD
July 25, I918.
- Dear Sirs:

In order to act more effectively upon applications for the
exportation of gold from the United States to Mexico presented by
metal mining companies operating in Mexico which have exported silver
or gold from lMexico into the United States, and which are required
under Méxican law to reimport a stated amount of gold into Mexico,
the Federal Reserve Board has determined to consider 21l such appli-
cations simultaneously once each month, and at no other time except
in case of emergency.

You are therefore advised that your applications covering
shipments desired during the month of September must be in hand by
August 15th and by the 15th of each month thereafter. Every such
application, besides specifying that the gold requested is intended
to satisfy the reimportation requirements, must in addition state the
purposes for which the gold exported from the United Sfates wi}l be
used, classifying the various amounts under the head of taxes, freights,
payrolls, supplies, and so forth, and so forth, in such a way as fo
afford complete information regarding the eventual use éf the gold‘

/ after reaching Mexico. You will be informed of the actign taken B&
the Board upon your application‘on or before the 22d of August and on
or before the 22d of each month thereafter.

Yours very truly,

Secretary.
Digitized for FRASER
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOYERNOR
FREDERIC A. DELANO

WILLIAM G. McADOC ADOLFH C. MILLER

SECRETARY OF THE TREASURY . P
cuarLes s. nangg— 109 2:—.,.1
CHAIRMAN o

o ourtRoLLER oF ThE CuRRENCY FEDERAL RESERVE BOARD B PARKER WILLIS, SECRITANY oy

AND FISCAL AGENT

EX-OFFIC1IO MEMBERS

~

— .

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD
July 26, 1918.

-

Dear Sir:
* .

During the past few months the Federal Reserve Bulletin has frequently
been deléyed in publication as much as a week or ten days beyond the first of '
the month, the day on which it should appear. The difficulty is largely due
to conditions in the Government Printing Office, which for more than a year
past has been very much pressed with work. 4 part of the trouble, however, is
due to the fact that the reports of business conditions transmitted by the
several Federal Reserve Agents have not been on time. In many cases they are

.
not mailed until after the 23d of the month, although the 234 is the date that
they are due in Washington. In the effort to bring the publication of the
Bulletin back to the normal time of publication, it is now requested that the
reports be made to cover conditions up to about the 15th of each month, and that
they be mailed so as to réach Vashington not later than the 20th of each month.
There are disadvantages in this program; but on the whole it seems to involve
less inconvenience than any other. Those Reserve Banks which are nearest to
wWashington may, of course, defer the transmission of the monthly report longer
than others; but their reports should reach Washington on the 20th in the
ordinary course of the mails.

Within recent month; the business reports have tended to depart from the
more or less uniform character and length, which it had been desired they should
have. You are therefore reminded that it is desired that the reperts should

mnot exceed 1,000 words in length, unless there should be some matter of special

interest calling for treatment.
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General discussion of poligical and public questions should be omitted
and the reports should deal directly end exclusively with local business. con-
ditions in the District. It is suggested that under ordinary circumstances
the best type of report would be as follows:

1. Introductory paragraph stating general impressions
or summary as to the situation.

2. Outline of banking and financial situation, including
changes in rates of interest. 1In this connection you are re-
quested to include in your monthly rejport data relating to
interest rates which were asked for in the Board‘'s form letter
1068 of July 17th, instead of telegraphing these items
separately.

3. More extended treatment of chief activities of the
District, as e. g., agriculture in Ninth District; cotton
situation in Sixth District; manufacturing situation in Third
District, etc.

4. Detailed comment on various important business activities
such as retailing, conditions of employment, etec.

5. Other matter considered of importance.
It is further requested that statistical reports be transmitted much
more promptly than has been the custom of late. Some Federal Reserve Banks
are almost invariably behind in sending their monthly statements. It
frequently happéns that after telegraphing to them one or more times the re-
J0rts are received but are found to be incorrect. This necessitates further
correspondence and incidentally causes still more delay in issuing the pulletin.

Yours very truly,

Secretary.

rfeceral Reserve Agent,
federel IReserve Bank,

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



EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
— . . PAUL M. WARBURG, VICE GOVRRNOR
FREDERIC A. DELANO

WILLIAM G. MCADOO
SECRRTARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN - CHARLES S. HAMLIN
JOHN SKELTON WILLIAMS . o
M esimeiaor i sty FEDERAL RESERVE BOARD iy iilinm 53
. . X AND FISCAL AGENT

FEDERAL RESERVE BOARD

WASHINGTON , ADDRESS REPLY TO

DIVISION OF REPORTS AND STATISTICS

July 26, 1918.
o Xf1093

Dear Sir:

The attention of the Board has been called to the fact that in
soms Federal Reserve districts note brokerg, in order to place paper held
by them, have advised banks that Treasurv certificates of indebledness '
will be taken in payment for paper purchased. These certificates are o
taken by the brokers at a disccunt and are subsequently offered by them
in the market at a price below par. .

It is negdless for the Board to point out that transactions of
this kind are highly detrimsntal to the interests of the United States and
that they should be avoided._ It is important however, that no steps be 4
taken which would give any bagk the impression that it is not free to sell
Treasury certificates owned by it whenever 1ts own condition is such as to
make a sale advisable.

The Board is informed that the Federal Reserve Bank of New York
recently called a meeting of the New York note brokers, and that after a
very full and free discussion of the subject, it was agrsod by all present
that "effocting an exchange or selling these certificates at a discount
from par had an evil sffect on the Government's current program for placing
largs amounts of the certificates bi-weekly, and is a practice that should
bo stopped.V : :

. There is inclosed herewith a list of the firms pressnt at .the
meoting, all of which agrced to advise their branch offices inthe various
cities to discontinue the practice above described.

It is suggestsd that you take such steps as may be necessary to
prevent transactions of this kind being undertaken in your district, or to
bring about the discontinuance of such a practice if it already oxists.

Very truly yours,

Governor,

The Governor,
Foederal Reserve Bank, .
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COMMERCIAL PAPER BROKERS.

NEH YOS _CITY

e

Iy

.. Nane . ‘ Addross Tslophono

. Bayne, Hino.& Company
Blako Brothors & Company
Bond & Company, S. ﬁ.
Bond & éoodwin’

Blrr & Company, Geo. H.
Cam@bell,.Hcath & Company
Curtis & Sanger

Gay & Company, W, O.

Goldman, Sachs & Company

Hathaway, Swmith, Folds & Company

Holbrook, Coroy & Con@any
}Mcrrill; Lynch & Company
Mosoclcy & Company, F. S.
Naumburg & Company, E. |
Shaw & Company, Philip M,
Weil, Farrell & Company

Saloman Bros. & Hutzler

July 25, 1918,
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61 Broadway '
44 Wall Strze
111 Broadway
111 Broadway.
120 Broadway

5 Fassau Strost
49 w11 Street
61 Broa&ﬂéﬁ
60 Wall Stract.
45 Wall Stroot
31 Nassau Stroot
7 Wall Strcet '
26 Exchangé Placo

14 Wall Strect

15 William Strzet

€0 Vall Stroct

27 Pinc Strecet

Rzctor 9580

" Jobn 2431
Rector 7820
Roctor 5770

'‘Roetor 8740

Restor 2334

Hanover 6144

" Roctor 5868

Hanovér 5806

Hanovzr 6180
Cortland 5320
Roctor 6070
Hanovor 6474
Roctor 8780
Broad 18C0

Hanovar 2217

John 6300



EX-OFFICIO MEMBERS

WILLIAM G. McADOO
SECRETARY OF THE TREASURY
CHAIRMAN

o miemncy FEDERAL RE.S ERVE BOARD

WASHINGTON

~

DIVISION OF REPORTS AND. STATISTICS -

~ July 27, 1918,

Doar Sirs

W. P. G. HARDING, GOVERNOR

PAUL M. WARBURG, VICE GOVERNOR

FREDERIC A. DELANO

ADOLPH C. MILLER

CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETARY K

SHERMAN P. ALLEN, AssT. SECRETARY' L
AND FISCAL AGENT

' ADDRESS REPLY TO
FEDERAL RESERVE BOARD

X~1094.

" Since the inauguration of ths daily gold settlomont
fund on July 1st, there have been many inexocusable srrors in
the -sottloment telegrams sent to the Fodoral Reserve Board,

apparently due to carelcssness.

Such srrors result in unncédsssary delays in the set-
tlcment, and are a source of inconvonionce to tho othar Federal
Resorve Banks who 6xsrcise.more care in the proparation of thoir

MOSSAZCH.

It is.requcéted that you again caution the propor
dopartment as to the nccessity of extreme care boing uscd in

the preparation of sottlomont tslegrams, and you arc informed

in this connzction that an - officicney rocord will be maintained
by the Board sc as to dotermine the bankg-actually at fault, a
copy of which will be sent at the end of each month to all Fed—

eral Rescerve Banks,
Very truly yours,

Asgistant Socrotary.

Fedoral Reserve Bank,
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICK GOVERNOR
WILLIAM G, McADOO : FREDERIC A. DELANO 'V»;‘\(:(,
SECRETARY OF THE TREASURY ADOLPH C. MILLER NN
CHAIRMAN ! . CHARLES S. HAMLIN

O oPrROLLER OF THE CuRRENCY FEDERAL RESERVE BOARD A T rany

AND FISCAL AGENT

EX-OFFICIO MEMBERS

WASHINGTON ’ ADDRESS REPLY TO

FEDERAL RESERVE BOARD

July 29, 1918,
X-1087

Gontlomont

Tho quostion of local holidays interforing with the daily gold
sottlomont hae come up, and in order that thers may. be uniform practice,
you are adviged that thore will be a ssttloment avory day with ‘tho oxeep-
tion of tho following:

Now Ysarts Day, January lst;

Lincoln's Birthday, February 12th;
Washington's Birthday, Fobruary 224;
Dacoration Day, May 30th;

Indopondence Day, July 4th;

Labor Day, First Monday in Saptomber;
Columbus Day, Qctober 12th; A
Eloction Day, Firet Tucsday in Novamber;
Thanksgiving Day, Last Thursday in Nov::m‘oer,
Christmas, Dccomber 25th,

The Board will endsavor to give timely advice that thero will
b0 no settlemonts on the days montioned.

Tho Board will not consider other dJaye as holidays so far as
ths daily sottlement is cencornsd, and your books mist bo openod for the
purpoge of making ontrics inc¢idont thereto, You ars therefore instructed
on other holidays to transmit your sottlomont toleogram cither dy sending
it over cemmorcial wire on the night proccding the holiday, or having
your telegraph operator roport for duty as usual on thc morning of tho
holiday. If roquested to do so, tho Board will gond its telegram show=-

.ing result of sottloment over commercial wiro, btut otherwise you maat
havo your operator on duty to roceive the mossage over ths loased wiros.

Vory truly yours,

Assistant Sccretary.

Approvod:

Govornore
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EX-OFFICI0 MEMBERS

. WILLIAM G. MCADOO
SECRETARY OF THE TREASURY

CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY

Dear

of July 3, 1918, ths Foderal Reserve Board has granted you

additional componsation for the fiscal yoar ending Junc 30,

FEDERAL RESERVE BOARD

WASHINGTON

July 31,

- I have ths honor to advisc you that undor tho Act

1919, at tho ratc of $ per annum,

on Junc 30, 1919.
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Vory ffuly yours,

W. P. G. HARDIN(:'-{.&OVERNOR
%ﬁs GDVERNK P‘y

ADOLPH C. MILLERF® b &

CHARLES S. HAM N

J. A. BRODERICK, SECRETARY

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

ADDRESS REPLY. TO
FEDERAL RESERVE BOARD

X-1099

This additional componsation oxpircs by limitation

Asgistant Sscretary.



Ex-OFFicio MEMBERS W. P. G. HARDING, GOVERNOR
—_— PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

WILLIAM G. MCADOO

SECRETARY OF THE TREASURY ADOLPH C.MILLER t;{_‘?\

CHAIRMAN CHARLES S. HAMLIN i el
JOHN SKELTON WILLIAMS
H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRERCY FE D E RA L. R E S E RV E BOA RD SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

’ August 1, 1918.
. X-1100
Doar Sir:

The Fedoral Resorve Board is desirous of obtaining accurate
and trustworthy statistics showing the relative volume of banking busi~
noss at various points, and to this cnd it onclosos you herowith draft
of a lottor which it wishes you to send to the manager of each of tho
clearing houscs in your'district; The lotter will bo ssli;explanafory
as tq the proéedura to bo followed up to the time reports are reocoived
by you from the several clearihg houso points., Whon these reports have
beep recoived they should be tabulatea.and a message giving tho rcplies

_ from sach clearing houss point should be tolegraphéd to the Fesderal Re-
serve Board, Division of Analysis and Research, on Saturday morning of
each week. 1In vicw of the importance of the information desired, it is
rec@unbnded that cach Fedoral Roserve bank bsar the cost of all tclegrams
transmitted to it by clecaring house managers.

Very truly yours,

Governor.

Federal Roserve Agoent,

Enclosurs.

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



. ' X-1100-a

RO

D

Dear Sir:

A

The Federal Reserve Board desires to obtain figures showing'as
nearly as possible the actual volume of banking business transacted
at the various clearing house points throughout the country. At present,
the "zZxchanges for Clearing Hoﬁse" as currently reported, do not always
furnish an accurate index to the volume of business at any given point,
as they include only those checks which pass through the clearingihouse.

You are therefore requested to obtain from each of the members of
your clearing hoﬁse figures showing for a period beginning Friday, August
9th, and ending at close of business'Thursday, Asugust 15th, and for each
weekly period rriday to Thursday thereafter, the total of checks drawn
on and paid by each reporting bank:

ka) By individuals, firms and corporations, and the United

States Government.

(b) By other banks and baﬁkers.

(DRAFTS AND CHuCKS ON OTH:R BaNKS ARo NOT TO B. INCLUDLD)

The figures thus obtained should be telegraphed as combined totals
on Jriday of each week to the Chairman ef the _oard of Directors of the
Federal Keserve Bank of this District. If, however, there are members
of your clearing house who are not members of the Federal Reserve System

and who object to furnishing the data called for, you will please forward
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totals of the returns actually received by you from assenting banks,
adding the names of banks which do not report.
The Feder=zl Reserve Board will appreciate your attention to this

inguiry.

Yours very truly,

Digitized for FRASER
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Federal Reserve Bank of St. Louis
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X-1101

Avgust 1, 1918.

Qv).i

i

-

ADVANCES TQ BANKS BY THE WAR FINANCE CORPORATION

To Banks and Trust Companies of
the ___ TFede ral Rescrve Dlstrlct'

_ ‘ With reference to our pruVlouS statoment, and in
answar to inquiries for further particulars relating to advances by o
the War Finance Corporation to banks; applications for which are to bo -
forwarded to this Bank, as fiscal agont for the corporation, ploase note
tho following: : :

‘1. These advance$ Wlll be made only in meritorious casss:
where it is c¢lear that funds arc nceded for agrlcultu:al'
or stock raiding requirctents and can not be roalily ’
sceured at roasonablo rates ﬂlscwhore.

It will be nscessary whon applylng for a loan to

sxplain your inability to obtain it in the ordinary courss of businoss,
from the usuwal banking sourcos.

2. Whon formally making application for a loan, tho application
must bo accompanizd by a resolution of the bank, passcd at
a formal meecting of the Board of Dircctors, duly authorizing
the loan to bc made, and the pledge of the bills receivable
and othor collatcral of the bank as sccurity therecfor, with
. the agrocment to furnish additional sccurity whoncver re-

; quired, also empowsring a spscific officeor of the bank teo
cxccute its note. Thc application must, further, be accom-
panicd by a full statement of the bank, upOn a form which
will bo supplied for the purpose,

3. The bills receivable of the bank offered as collateral
socurity must bz listcd upon the regular discount ap-
plication form of this Bank, and all tho information
theroon called for must be given. Credit statements of
the makors of the paper must be furnished when required.
The bills rcceivable offorcd must be paper cvidencing

_ financial assistance, given aftor April 6, 1917, dircctly

. or indirectly to a person, firm, corporation, or association
: conducting an cstablishcd and going busincss in the United
States, whose operations arc necsssary or contributory tn
the prosecution of the war. Parties cngaged in farming
operations, or in the brecaging or fattening of live stock,
are held to be conducting a busincss of tho kind above
referrcd to.

Respoctfully yours,

FEDERAL RESERVE BANK OF
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EX-OFFICIO MEMBERS

WILLIAM G. McADOO

SECRETARY OF THE TREASURY

CHAIRMAN
JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A.'DELANO :
ADOLPH C. MILLER

CHARLES S. HAMLIN N 60
H. PARKER wn.us szcnmn
SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT

FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

2-1109°

The Honorable, . -
Tho Scerotary of tho Treasury. .
Division of Loans and: Curroney,.
Sirs
On bohalf of the Fsdotral Rosorve Bank of

you will pleaso deposit with tho Comptrollor of tho mrrency,

two por cont cortificatos of indobdtcdness-in tho ambunt of $

to be hold as sscurity for. its issuo. qf_‘chox'é.l_' Rosorvo bank
notos, | . |

Tho said Fodoral Rosorve bank, upon telpgréphic- é&vicc.
from you of the dopesit of tho cortificatos of i_ndobfcj:dncss,
will dmrcdiately c¢rodit the Troasuror of ‘;hc U,nit,éd. S‘datoa,_
in gonoral account, with tho above amount. '

Respoctfully,

Gavornor,

Federal Reserve Bank of St. Louis
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WILLIAM G. McADOO
SECRETARY OF THE TREASURY
CHAIRMAN ‘

W. P. G. HARDING, GCVERNOR

PAUL M. WARBURG. Vicz GoVERNORLY ¥
FREDERIC A. DELANO ES]
ADOLPH C. MILLER  “*~

CHARLES S. HAMLIN

AND FISCAL AGENT

JOH'::::pi,;;?.f::’:;nzscunnency . F E D E RA L R E S E Rv E BOAR D :Q:ﬁ::iﬂﬁﬁt‘:& 's:::ir;::“““ '

Digitized for FRASER

WASH INGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

X-1110 .
Comptroller of thé Qurrsncy,
: Washington, D, C,
Sir:

Thé-Sccrcfary of tho Trcasury‘has today boon roquested i
to dcposit with you ccrtiiicat:s‘éi'indobtodnoss.of tho:
Unitod Statos in the émount of $ : for'account of tho
Fodoral Resorve Bank, . . as sccurity
for ?odoial Réscrvo Bank Notc circulation. - |

Plcasc'scnd to tho chcral'RSSOrvo Béﬁk of

: iidcral Resorve bank notes of its own .

issuec, in thc amounts and dznominations as folioﬁs;

Rogpoctfully,

Governor,

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



W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

ADOLPH C. MILLER E; l
*CHARLES S. HAMLIN >

EX-OFFIClO MEMBERS

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY
CHAIRMAN C

-JOKN SKELTON WILLIAMS

COMPTROLLER OF THE cunbnzucv F E D ERA L . R E S E RV E BOA R D ' :ﬁ:ﬁ:‘:ﬁ"pﬂiﬂsﬁ .s:::f;::unuv

AND FISCAL AGENT

WASHINGTON - = . ADDRESS REPLY TO

. FEDERAL RESERVE BOARD

CONFIDENTiAL. ,

August 6, 1918.
X~1111

Dear Sir:

In comnection with the American Bankers Association Code
now used for transactions in the Gold Settlement Fund, you will please
add the four special code words, as follows:

SETONKNAB - You are advised that acting under your power of
attorney the Federal Reserve Board has today
requested the Secretary of the Treasury to de-~
posit with the Comptroller of the Currency two
per cent certificates of indebtedness in the
amount of $ to be held as sscurity for
your issue of ‘Federal Reserve bank notes. Upon
receipt of telegraphic advice from the Secretary
of the Treasury that he has deposited certificates

- of indebtedness for like amount, for your account,
you will please credit the Treasurer of the United
States, in general account, to cover. :

EVRESER - The Comptroller of the Currency has been requested
to sond to you Federal Reserve bank notes in amounts
and denominations as follows: .

LAREDEF - Thers is being shipped to you Federal Reserve bank
notes of Federal Reserve Bank of $
Your account in Gold Settlement Fund is being -
charged accordingly.

REDLETTER - Your account Gold Settlement Fund is being credited
__account of your : Federal Reserve
bank notes being shipped to Federal Reserve Bank

Very truly yours,

Assistant Secretary.

The Governor,
Foderal Reserve Bank,
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR

’ FREDERIC A. DELANO
WILLIAM G..McADOO e amen 65
SECRETARY OF THE TREASURY

Ex-OFFIclo MEMBERS

? CHAIRMAN CHARLES S. HAMLIN -
e miamne - FEDERAL RESERVE BOARD . PARKER WILLIS, SEcnrraRy
. ‘ AND FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

CONFIDENTIAL '
August 7, 1918,
X-1113
' Déa.r Sirs .
The Board ha.s given spec1a1 attention 6f late to the question of
reserves, Wthh for soms t:ure past have shcwn a downward tendency.
A decl;ne in reserve pertentages is inevitable as long as the Treasuf*y
| ie forced +o éraw upon the financial resources of the cbuntry more
r'ap‘al" than depos:.ts based upen earmings can accumulate. However, we
: should ncﬁ forget that $90,000,000 silver has been withdrawn from cir=
culation s:‘n‘c‘e April, and when the Federal reserve baLnk notes, which we
are assured will be avalla.ble about August 15th,.can be put into clrcula-
tion ia an amount equlvalent to the silver certihcates which have been
w;thdrawn,. we will be able to strengthen our gold reserves by approxi-
" mately $45,000,000, In addition to this,.the Treasury will be able
ih thé near future tb' turn over to the Federal reserve banks ten or
twonty million dollars more of gold, and we should thus be able to main-
tain our reserves for awhile in the neighborhood of 58%., -
The Board has reached the consclusion that befors any steps looking
to the suépension of reserve requirements are seriously conasidered, the
Fe,d-er,a.l resarve banks should make an arbitrary computation of their re-

serves against deposits om a basig of 35%, thereby increasing in a

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



‘ | . | 1113 . 66

corresponding degree the reserves against note issues, which, for the
time being, on the basis of 35% for reserves on deposits, would be
above 75%. )
Thelposition‘of, the twelve Federal reserve banks on August é,
1918, was as follows: v o A
Total cash TESOTVE:sstseenneennn.. eveee... $2,034,918,000
Net deposit 1iabilitieSe....e...eeses-u.. .1,558,839,000
355 thoTEOL. v uvsaseivnseeesnssaasaceses 545,594,000
Federal reserve notes in circulation..... 1,906,465,000
Note reserve'éVailable.‘;a.;...........;. 1,489,324,000
POT CONt.ansnsrrennnnnsoshorsonsossonsnns 78.1
Whenever the reserve against notes shall fall to 40%, the deposits
reserve having been maintained at 35%, it will then be the policy of
the Board to maintain the note issue reserve at the 40% level, and, if
necessary, bagin to resduce the reserve againstldepOSits until it reaches
a figure meterially below normal - say 20%. |
Section 11 requires that the Board "shall establish a graduated
tex upon the amounts by which the reserve requiremsents of this Act ﬁay’
be permitted to fall below the amount hereinafter specified", The
Board is authorized, therefore, to establish a very moderate gradﬁated
tax upon deficiencies in depcsit reserves, but in suspending the re-

quirements on note issue reserves,the Board would be bound by the tax

imposed by the Act, as follows:
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. ~ Mihen the reserve falls below forty per centum, until

it reaches thirty two and one half per centum, a tax of not

more than one per cemtum,"

Down to 32%%, therefore, the Board has the discretion of imposing
a2 moderate tai upon the deficiencies in note issue reserves in the same
manmner as it can deal with deposit reserve deficiencies. Whenever the
Federal reserve note issue reserve falls below 38i%, however, it will
become the Board's duty to impose a tax of not less than 13% upon each
2:% deficiency or fraction thereof- |

! g | There seems to be no reason, however, to apprehend in the near
future, if ever, a fall in our reserves to this point, and we can do a
gréat deal in the mamner above indicated to delay any such development,
Vhen confronted with such a condition, we can then considdr the advis-
ability of asking Congress to modify the terms of the Act.

» . ' Before any action is taken looking to the suspension of reserve
requirenents, we should exert every effort to complefe the concentra=-
tion of gold in the Federal reserve banks, There are still in the vaults
of néumér and 'nbn—nsumer banks, in circulation, and in hoarding, -
ontirely outside of the vaults of the Federal reserve banks — about

- $800,000,C00. of gold and gold certificates. As much of fhis gold as
possible should be brought into the banks while our note reserves are
still high and before there is any tendency upon the part of the public
to become algmed, ‘

In view of the foregoing the Federal Reserve Board desires that
the Federal reserve banks adopt a dual method of calculating their

reserves, as follows:
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1: As heretofore, (a) gold reserve and (b) cash re-
serve on combined deposits and note issues;
2: TFixed reserve on deposits of 35%, in gold and
. lawful money, 5% on Federal weserve bank notes,
leaving a Iluctuating reserve on the Federal
reserve note issue, which would receive the

benefit.of the entire excess above 35% and
5% respectively.

. These reserve percentages will be published in the weekly
stafement of the Federal Reserve Board, and in this way the public
will gradually become accustomed to a reserve of 35% against depoéits,
while Federél‘reserve note issues will,for a considerable time show
a Very strong gold eover.

The Federal res@rve'baﬁks»are ﬁotvexpected to publish their
percentages in their own statements, and this letter is confidential
and not for publication.

Very truly yours,

Governor.
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LIAM G. MCADOO

SECRETARY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS
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W. P. G. HARDING, GOVERNOR

PAUL M. WARBURG, VICE GOVERNOR

ADOLPH C. MILLER
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FEDERAL RESERVE BOARD
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@D

H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY

3

AND FISCAL AGENT

ADDRESS REPLY TO

WASHINGTON

FEDERAL RESERVE BOARD

August 12, 1918.

X-1118

Dear Sir:

Recently the Federal Reserve Bank of Chigago raised its
rate on transfer drafts sold from 10 cents to 15 cents per day pex;
one thousand dollars. This was equivalent to an increase in rates
from 3.65% to approximately 53¢ per annum,

Believing that you will be interested, I am inclosing
herewiti: copy of the letter received from Deputy Governor McKay
of the Federal Reserve Bank of Chicago, showing the effect of
the cha.nge.

Very truly yours,

Governor.

" Federal Reserve Agent,

Inclosure.
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X~1118-2
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4

" FEDERAL RESERVE BANK OF CHICAGO
79 West Monroe Stroet.

August 7, 1918,

Hon. W. P, G. Harding, Governor
- Foderal Reserve Board,
’ Washington,

District of Columbia,

My dear Governor Harding:

Mr. McDougad, before leaving on his vacation a few
; days ago, requested me to advise you regarding our operations in
the purchase of domsstic exchange. You will _.recall that when
Mr. McDougal was in Washington recently, he nade the suggestien
that the rates for the purchase of New York exchange be increased
from 3,65 per cent to approximately 535 per cent.

. Following your suggestion that instead of all the

% Foderal Reserve Banks raising the .tates, that the Federal Reserve
Bank of Chicago, might raise its rate in order to determine what
the results would be; deginning August 1st we reised thé rates of
exchange purchaged ori-all of the Fedetal Reserve ¢ities from 10
cents per thousand dollars per day to 15 cents per thousand dolldrs
per day, the latter rate being approximately at the tate of 5% per
cont per annubn, :

During the month of July, when the old rates were in
effect, we purchased exchange in the form of drafts amounting to
$208,150,000. being an average of $8,005,000. per day. Since
August 1st, we have purchased $14,452,000. in drafts, the daily
average being $2,890,000.

The daily outstanding drafts purchased, or in other
words, the amount of fleat we carried on these drafts during July
averaged $12,364,000. Since August 1lst, the amount of float has
averaged $3,897,000. daily. The telegraphic transfers purchased
during the month of July amounted to $88,475,000. the daily ’
average being $3,403,000. Since August lst, the telegraphic
L transfers purchased have amounted to $33,925,000., daily average
of $6,785,000.
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Our action in increasing the rate of purchase of trans-

. for drafts from 3.65 per cent to 55 per cent has resulted in re-

. ducing the amount of float carried on transfer drafts $8,467,000.
and hag more than doubled the daily average amount of transfers

purchased by telegraph.

We are of course actepting transfer drafts from member
banks on other Federal Reserve cities for deferred availability
at par, in accordance with our time schedule. The reduction in
the float has correspondingly increased our reserve position and
we foel that the results obtained are quite satisfactory.

The above is submitted for your information.
Respectiully sutmitted,
C. R. MCKAY.

Deputy Governor.
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Ex-OFFICIO MEMBERS
WILLIAM MCADOO
- SECREYIRY OF THE TREASURY
' CHAIRMAN
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

Dear Sir:

FEDERAL RESERVE BOARD

WASHINGTON

W. P. G. HARDING, GOVERNOR W{'
PAUL M. WARBURG, VICE GOVERNOR 6 F;é"
FREDERIC A. DELANO [T
ADOLPH C. MILLER
CHARLES S. HAMLIN
H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY
AND FISCAL AGENT

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

August 12, 1918.

X=1120

' There is inclosed for your information copy of an opinion

by Counsel as to the treatment as a 1iability of the xraker to the bank

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

bank .

’rhe Board does not mean to suggest that member banks should

avail themselves generally by rediscounting, of their authority to

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

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

interest, cx;edit shtuld ®e curtailed rather than expanded.

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

Barks

should koep in mind theiy conﬁngent lia.billty on rediscounted paper

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

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

itéeit encumhered with an excess line,

In cases, however, where bdanks

wish to grant larger credits with Government obligations as security,

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

advantage,

" The Governor,
Federal Reserve Bank,

e Inclosure,

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

Federal Reserve Bank of St. Louis

Very truly yours,

Governor,



I e
‘ COPY X-1150a

FEDERAL RESERVE BOARD
. " WASHINGTON August 7, 1918.

M. C. Elliott
Counsel

My dear Governor:

In an opinion approved by the Board and published
r on page 638 of the July, 1918, Bulletin, the question was
considered whether a note rediscounted by a2 member bank
should thereafter be treated as a liability of the maker to
the bank for borrowed money. In that opinion the following
statement appears:

"This question was considered by the Board and
l , by the office of the Comptroller in connection with
the limitations prescribed by Section 5200 Revised
Statutes on liabilities to a national bank of any
one person, firm or corporation.
The conclusion was reached in that case that
notes which have been r¢discountecd by a national
N banik and which are no longer ovmed or held by the
d bank, should not be included as a liability of the
maker to the bank for borrowed money within the
meaning of Section 5200."

Exception has been taken to this conclusion by
some of the officers of the Federal reserve banks, and by
certain national bank examiners, and there seems to be some
apprehension on their part that this ruling of the Board
may be used by member banks for the purpose of evadlng the
limitations prescribed by Section 5200.

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

ing.

4 , THis question is one which involves the applica=~
tion of the law of negotiable instruments.

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

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

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

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

Section 51 of the Negotiable Instruments Law pro-
vides that -~
"The holder of a negotiable instrument may sue
thereon in his~own name and payment to him in due
course discharges the debt'.

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

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

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

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

This principle has been consistently recognized by the
Comptroller's office in the administration of the estates
of failed banks. The maker of a note held by a failed
bank is ordinarily entitled to offset his deposit balance
with the bank against the note but in the administration
of receiverships the Comptroller has consistently declined
to allow the maker of a note to offset his deposit balance
if the note is not in the hands of the receiver but is held
by some other bank under rediscount on the ground that he
may thereby obtain preference over other creditors to the
extent of the offset if the estate of the bank is &nsufficient
to pay the depositors in full. This question was involved in the
case of United States Bank v. McNair,116 N. C. 550;:2) S. E.
389. In that case the maker of the note was endeavoring to
have his 1iability treated as a liability to the bank in
order to obtain the benefit of an offset but the court
disallowed his claim.

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

So long as the customer's paper is well secured or
is of such intrinsic value as to find a ready market with
other banks the contingent liability incurred by thc endorsing
bank is not of serious conscquence. On the other hand, if
the paper offered for rediscount is not intrinsically valuable
and the offering bank is merely secking to cvade the limitations
of Section 5200,it is not likely that other banks would feel
disposed to rediscount such paper. They would in such case
be much more likely to require the borrowing bank to execute
its note secured by its customer's note with a proper margin,
in which case the customer's paper would remain the property
of the borrowing bank and would have to be included in the
liabilities of the makers to the borrowing bank. If the
borrowing bank, in order to evade the limitations of Section
5200, should enter into an agreement with its corrcspondent to
repurchase rediscounted paper before maturity, or to leave
the proceeds of the rediscount on deposit with it, the trans-
action would not have been entered into in good faith and an
examiner or officers of a Federal reserve bank would be
Jjustified in treating such paper as subject to the limi-
tations of Section 5200.
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As stated by Daniel on Negotiable Instruments
(Section 779-b, Volume 1, Sixth Edition)-

“Undr several provisions of the statute (Nego-
tiable Instruments Law),it is held that merely giv-
ing the transfefrer credit does not constitute the
transferee a holder in due course. Thus when a bank
s§imply digcounts a note amd credits the amount thereof
on the endorser's account, without paying to him any
value for it,such bank is not a purchaser for value

. ‘or a holder in due course as defined by the statute'.
(Albany County Bank v. People's Co-operative Ice Co.,
86 N. Y. S.772, 92).

If, however, a bank negotiates a note of its
customer in good faith in order to obtain additional funds
to take care of the needs of other customers, there would
seem to be no justification for temting the liability of
its customer to the bona fide holder of the note as a lia-
bility to the bank itdelf. The fact that the bank is
contingently liable as endarser and may be called upon to
pay the note if the maker defaults should very properly be
taken into consideratioh in determining iiabilities that
may be impurred by the bank umder Sectioni 5202 but should
not be taken into consideration in determining the 1idbilé«
ties that may be incurred to the bank under Section 5200.

The Board has heretofore ruled that a national
bank may lemd to one customer an amount equal to ten per
cent of its capital and surplus and may thereafter accept
drafts of the same customer under authority of the Federal
Reserve Act. In this case the bank assumes a direct and
not a contingent liability on the drafts accepted and is
the primary obligor. This fact, however, does not justify
the Board in requiring banks to treat this liability as-

4 suned by the bank as a liability of its customer to the
bank for horrowed money within the meaning of Section
5200,

If the Board feels that it is necessary to take
any affirmative action to prevemt its ruling from being used
by member banks as a means of evading the limitations of
Section 5200, it is suggested that it might amend Section
III of Regulation "A", series of 1917, to read substantially
as follows:

IXX. Applications for Rediscount.

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

If the aggregate of such notes, drafts or
bills does exceed ten per cent of the capital
and surplus of the applicant bank, such certifi-
cate shall shov (a) the amount held in its own
portfolio, (b) the amount rediscounted with other
banks, (c) the amount and character of security
held, (d) whether or not the member bank is under
agreement to repurchase at or before maturity
notes, drafts and bills rediscounted, (8)whether
or not it has received the actual proceeds of
notes, drafts and bills rediscounted or merely
a book credit therefor.”

With this regulation in force,the Federal

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

The Comptroller of the Currency might in like

. manner require national banks to show in their reports of
condition information called for in the Regulation of the
Board as amended in accordance with the foregoing suggest-

ion.
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The National Bank Examiner might likewise re-

quire the officers of the national bank to certify on oath
whe ther the bank is under agreement to repurchase rediscount-
ed paper and whether it has received the proceeds of such
paper or merely a book credit and, for reasons hereinbefore

- stated,might treat all paper rediscounted under an agree-
ment to repurchase or for which merely book credits have been
received, as subject to the limitations of Section 5200,

. Respectfully,
. M. C. Elliott,
Counsel.
Hon. W. P, G, Harding,

Governor,
Federal Reserve Board.
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Ex-OFFICIO MEMBERS

WILLIA™ McADOO
SECM, RY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

FEDERAL RESERVE BOARD

WASHINGTON

W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO
ADOLPH C. MILLER !Wu’“@;
CHARLES 5. HAMLIN e
___’P.. 14
H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY
AND FiSCAL AGENT

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

August 12, 1918,
x-1121

Dear Sir: -

At the suggestion and upon invitation of the Federal
Reserve Bank of Cleveland, an infoi'xi"al meeting was held on August
7th, at the office of tho Federal Reserve Board to discuss Federal
Reserve Exchange drafts. The meeting was atte_ngiéﬁ by representa-
tives of six Federal Reserve Banks. The reconmﬁnda’cions made, a
copy of which is inclosed with this ietter, have been considered
and approved by the Board.

(1) Federal Reserve Exchange Drafts.

Effective September 3rd, the limit of drawings of such
jdrafts ghall be increased from $250 to $5,00C. TFederal Resetrte
.Banks paying Exchange drafts of other Fedetal Reserve Banke; will

be permitted to deduct the amount paid from the total credits re-

v ported in the Gold Settlement clearing for the day.

The daily tran=

script, forwarded to each Federal Reserve Bank, should show the items

credited for the day and a deduction therefrom of the Exchange drafts

paid for its account.

reported in the Gold Settlement clearings.

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

The net credit should agrse with the figures



‘ ~2w ' X-1121 é}_ 8 G

(2) The Board deems it desirable for the Reserve Banks
to adopt the recommendation of the Cormittee, that all Reserve Banks
give immediate credit for Clearing House items on the day such itierr-s
are received from other Federal Reserve Banks, the balances so credit-
ed to be included in the credit balances reported for settlement
through the Gold Fund clearings. The actual payment for such balances
ww;@ then be nade on the same day as settlement is received by the
paying Federal Reserve Bank for the checks and other items it collects,

(3) With respect to the recommendation that a more detailed
analysis be made of the 'float' situation (i. e., the extent to which
fmmed¥ate credit has been given upon uncollected items) there is in-
Slosed horewith a memorandum prepared by the Statistical Division |
based upon the information which it has at hand. The Board is willing
"to have a more detailed study of this question made, but to do so will
require a call for the necessary data from each Federal Reserve Bank
and it is believed that such study could best be made at tl;é ciifferent

Fedoral Reserve Banks.

Very truly yours,

Governor,

ey oy oa .
ThYe 7

Ly
t-f

Inclosurese.
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Washington, August 7, 1918.

Federal Reserve Board,
Washington, D. C.

Gentlemen:

A : At a meeting held in the Treagury Department Building in the
Board Room of the Federal Reserve Board, August 7, 1918, at which the
follawing were present:

Mr. M. J. Fleming, Asst. Cashier, Federal Reserve Bank,
‘ Cleveland.
Mr. S. H. Hendricks, Cashier, Federal Reserve Bank,
New York,
Mr. Pierre Jay, Federal Reserve Agent, New York.
Mr. F, J. Carr, Asst. Cashier, Federal Reserve Bank;

Chicago.

Mr. Chas. A. Peple, Deputy Governor, Federal Reserve Bank,
Richmond.

Mr, Thos, Gamon, jr., Asst. Cashier, Federal Reserve Bank,
Philadelphia.

Mr. C. C. Bullen, Cashier, Federal Reserve Bank, Boston.

It is recommended to the Federal Reserve Board that the
limit for the drawings of Federal Reserve exchange drafts be increased
from $250 to $5,000 and that Fedoral Reserve Banks holding Federal

" Reserve exchange drafts of other Federal Reserve Banks be permitted
to deduct such Federal Ressrve exchange drafts from the total credits
;:ported to the Federal Reserve Board in the Gold Settlement Fund each

yt

In order to bring about a daily settlement for clearing house
items, it is recommended that all Federal Reserve Banks give immediate
credit for clearing house items the day received from other Federal Re-

v serve Banks, without regard to the time of day received, inasmuch as the
balance so created is reported to the Gold Settlement Fund at the close
of business tut is really settled the following day when the checks
have been collected.

It is voted that the Federal Reserve Board be asked to cause
‘. a more detailed analysis of the "float" situation in each Federal Re-
serve Bank to be made, for such period as the Board may deem advisable,
in order that thers may be a more exact knowledge as to what constitutes
a large amount of "float" now appearing in the statement of the Federal
Reserve systew and in order that each Federal Reserve Bank may study in
a more detailed way methods of eliminating its own "float®,

Respectfully,
M. J. FLEMING.

Chairman.
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EX-OFFIC1IO MEMBERS W. P. G. HARDING, GOVERNOR
— PAUL M. WARBURG, VICE GOVERNOR

WILLIAM G. MCADOO FREDERIC A. DELANO
Al SECRETARY OF THE TREASURY ADOLPH C. MILLER D
CHAIRMAN CHARLES S. RAMEIN
JOHN SKELTON WILLIAMS -
H. PARKER WILLIS, SECRETARY
COMPTROLLER of THE CURRENCY FEDERAL RESERVE BOARD SHERMAN P. ALLEN, ASST. SEORETARY
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO
FEDERAL RESERVE BOARD
MJ-JEH

August 16, 1918.

Dear Sir:

Beginning with October 1, 1918, it will be necessary
for your bank to submit reports on the third Liberty locan,
form 127, only as at close of business on the last day of
each month. It is reguested, however, that you continue to
send in the weskly rapofts durihg the remainder of Atigust
and for the month of September as promptly as practicable
aftar ths close of businsss cach Friday.

The ranuscript for forms to be used in reporting trans-
actions wder the fourth Liberty lcan will be forwarded to

. the printer at an carly date, and it will be appreciatad if
you will advise us at your earliest comvenicnce of any

changes which you may wish to have rade in the form now used

. for the third Liberty loan.
Very truly yours,
i} Agsistant Secretary.
My,
. Federal Reservs Agent, X-1132
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W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO

EX-OFFICIO MEMBERS

WILLIAM G. McADOO :
SECRETARY OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN 8 "}"
TS

O oKPeRoLLER OF T4E CuRRENCY FEDERAL RESERVE BOARD A i i

AND FISCAL AGENT

WASH[NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

August 16, 1918.

X-1133

Yor your information, there is inclosed
herewith an opinion of Counsel ;.‘Jith respect to the
negotiability of a trade acceptance containing the
provision: "If this acceptance is paid on or before

» a discount of 5% will be allowed".

Very truly yours,

Governor.

Inclosure.
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FEDERAL RESERVE BOARD ~1133-a
WASHINGTON

Adugust 1. 1918.

N My dear Governor:

In the accompanying letter the Board is asked for a ruling

on the negotiability of a trade acceptance containing the following
- provision:

"If this acceptance is paid on or before ....sceeecees @
discount of 5% will be allowed".

In an opinion of this office, approved by thc Board and pub-
lished on page 200 of the larch 1918 Federal Reserve Bulletin, the con-
clusich was reached that -

. "A trade acceptance vhich consists of an order to pay a certain
amount, which is the amount of the debt minus a discount for prompt pay-
ment at maturity, or, if not paid at maturity, to pay a greater amount,
which is the amount of the debt without any discount, is an order to pay
a sum certain and is negotiable."

The principle involved in the two cases is somewhat analogous =
the only difference being that in one case the discount is allowed if pay-
ment is made at maturity while in the other the discount is allowed if
maturity is anticipatcd. In both cases the test of negotiability, accord-
ing to the text writers on the Negotiable Instruments law, is whether or
not the sum payable can bo ascertained from the face of the instrument and
both forms, in the opinion of this office, meet this condition.

As pointed out, however, by Counsel for the Federal Roserve Bank of
Chicago, it has been held in Minncesota, Nebraska, Texas and Canada that a promise
to pay a certain sum with a provision that a fixed discount is allowed if paid
N before maturity, or before a certain date is negotiable, although the contrary
has been held in Michigan, Oklahoma, South Dakota and Tcnnessee.

The reasoning of the courts in the cases sustaining the negotiability
of such instruments scems to be more consistent with thc general principles in-
corporated in the Negotiable Instruments Law and I fully agree with Counsel for
thc Federal Rescrve Bank of Chieago that such an instrument should be held by
the courts to be negotiable. In view, however, of the lack of uniformity of the
decisions of the courts on this point the Board should not approve for genc:al
use an acccptance containing this condition since its ruling would, of course,

°  have no binding effect on the State courts.

Respectfully,
(Signed) M. C. BLLIOTT.
Counsel.

Hon. W. P. Go I’!arding.
Governor, Federal Rescrve Board.
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W. P. G. HARDING, GOVERNOR
BreorrIcio MemBeRe PAUL M. WARBURG, VicE Gth\JDP
-

FREDERIC A. DELANO ’3

\  WILLIAM G. McADOO ADOLPH C. MILLER, 4
SECRETARY OF THE TREASURY CHARLES S. HAP.‘LIN
CHAIRMAN —

JOHN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY
COMPTROLLER OF THE CURRENCY FEDE RAL RE SERVE BOARD suzmu: r;.l:cl;lf:é!:srsr.sscnnmv
AND

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

August 17, 1918. X-1136
Dear Sir:

The supply of the Second Edition of the Index-Digest of the Federal
Reserve Act and Anmsndments is exhausted, with the exception of a dozen
copies, and the tremendous congestion of war work at the Government Print-
ing Office makes it very unlikely that a reprint of this book could be

~ obtained without a delay of several monfhs. It, therefore, becomwes necessary
for the Board to announce that no further orders can be filled. Furthermore,
if is felt that the twelve copies now on hand will not be a sufficient num-~
ber for the Board's own use in the future. It has bdeen suggested that per-
:» haps some of the Federal reserve banks have a gurplus of these Digests on
hand which théy have not disposed of or do not need, and the purpose of this
letter is to ingquire whether your bank has any copies which could be returned
.to the Board for its use. If such is the case will you kindly forward them
.to the Board, billing them to the Board &t the price you paid, (franked slips
for this purposs are.heréwith inclosed). The price. at which these books sold,
\ | as you know, ﬁas $1.25 for‘those bound in buckram, and $l.0§ for those bound |

in paper, 4
Very truly yours,

: Assistant Secretary.
The Governor,
’ Federal Reserve Bank,

Inclosure.
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W. P. G. HARDING, GOVERNOR
Bx-OFFICIO MemBERS PAUL M. WARBURG, ViCE GovEnno[Q

FREDERIC A. DELANO

WILLIAM G. MCADOO ADOLPH C. MILLER
g SECRETARY OF THE TREASURY CHARLES S. HAMLIN
CHAIRMAN _—
HN SKELTON WILLIAMS H. PARKER WILLIS, SECRETARY
‘e cosunncl.u-a OF THE CURRENCY F E D E RAL RE S E RV E BOARD SHERMAN i;. ALLEANéEA“sTs'L SECRETARY
! AND FISCAL
ADDRESS REPLY TO
WASHINGTON FEDERAL RESERVE BOARD
., August 19, 1918.
’ X-1139

The suggeetion has been made that the Federal Reserve Board
should prepare and publish an analysis of State laws affecting the opera-
tions of foreign banking corporations.

Under authority of the Federal Resesrve Act, some of the national
banks have established branches in foreign countries, while others have
gubscribed to stock in banking corporations organized under State laws
which engage in a foreign or in an internmational banking business,

As our foreign trade continues to develop, it may reasonably be

expected that the foreign activities of banks organized in the United States

. will continue to increase and that banks organized in foreign countries
: will desire to enlarge the scope of their operations in the United States.

. In seeking to bring about a standardization of State and national
~ banking laws, it is, therefore, very important that this subject be given
careful consideration.

I have had prepared in this office a tentative analysis of those
provisions of the several State statutes which relate to foreign bvanking
corporations, Having only limited facilities at my disposal, this analysis
is prodbadly incomplete. I am, thersfore, inclosing two copies and will

\ arpreciate it very wuch if you will indicate what additions or changes
should be nade in ths analysis of the laws of the States included in
your District.

I have assured that the language "Foreign banking corporations®
would bs held by the State courts to include corporations organized under
the laws of other countriss as well as corporations organized under the
laws of other States.

I will be glad to have your views on this question, together
with any suggestions ycu may be kind enough to uake.

Sincerely yours,

Counsel.

Inclosure.
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. STATE LAWS AFFECTING THo OPSRATIONS OF FORLIGN BANKING CORPORATIONS.

ALABAIA

Bxamination:-

"Phe superintenddént of bansgs shall also have the
power to examine or cause to be examined every agency located in
this State, or any foreign bank for the purpose of ascertaining
whether it has violated any lair of the State and for such other
purposes and to such other matters as the superintendent may
prescribe.'  (Banking Lawvs of Alabama, 1911, sec.7.)

CALIFORNIA

Limitations on Banking Powers:-

I. Foreizn banking corporations are denied the
right to accept deposits. of money. (in exception is made as to
banks exercising the privilege vhen the law was enacted.)

II. They are allowed to transact "only" the

- business of:

, l. Buying and selling, paying and collect-
A ing bills of exchange.

2e Issuing letters of credit.

3. Rocciving money for transmission or
transmitting the same.

4. Making loans.

(California Bank Act, as amended 1917, scCe. 7.)

Conditions precedent to Transacting Business:

No foreign corporation may transact a banking
business in the State without first complying with all the require-
ments of the State laws relative to baniks, unor until it has assigned
to its business in the State the amount of paid-up capital and sur-
plus required by the banking lay for the transaction of such business
Wwithin the State, and has received a certificate from the superi.uten-
dent of banks. (Califoinia Bank iLct, as aneaded 1917, sec., 7.)
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Must Keep Separate Accounts, etc.-
. Phe capital of anybforeign banking corporation

acel med to its business in the State and all funds, deposits,
and accounts incident to its business in the State must be kept
separate and apart from its genecral business, assets and accounts,
in the same manncr as if the business conducted within the State
was of a scparatc and indenendent corporation organizcd under the
Stite laws. (Califoimia Bank Act, as amended 1917, szce 7.)

-~

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



Digitized for FRASER
http://fraser.stlouisfed

X-11392

2= . 89

California Cont'de.

Funds in the State Sccurity for Deposits:»

"Such funds and investaents or loans thereof shall
be appropriated solcly to the sccurity and paymcent of such deposits,
and shall not bc mingled with the investaonts of the eapital stock
or othicr money or property belouging to such corporation or be lia-
ble for the dcbts or obligations thereof.* ({California Bank Act,
as amended 1917, scCe 7.)

Disposition of Income from Funds in the State:

"411 income rcceived from the investment of said
funds over and above such funds as may be paid to depositors as
interest or shall be carried to the surplus fund,***shall accruc
as profits to the corporation and may be transferrcd to its
general funds.” (California Bank Act, as amcuded 1917, scCe 7.)

Subjoct to State Supervision and Regulation:-

Forecign banking corporations transacting busincss
in the State arc subject to the supervision of the State superinten-
dent of banks, and must conduct all their busincss in accordance
with the State banking laws. (California Bank Act, as amcnded 1917,
sec. 7.) '

Subject to State Limitations on Loans, Investments, etCe:~

All of the provisions of the State law affecting
investments, loans, dcposits and conducting business in any rcspcct
apply to such assigned capital, investments, loans, dcposits, asscts,
funds and busincss in the same manner as if they constituted the
busincss of a scparate and indepcndent corporation. (CGalifornia
Bank :ct, as amended 1917, sec.7.) :

SamewExcéEtions:-

But, if a foreign corporation has assigned to its
busiuess in the State a paid-up ca2pital and surplus equal to 20%
of its deposit liability to residents of thc State, it may make
loans bzeed on its entirc paid-up capital and surplus.. (California
Bonix Act, as amended 1917, scc. 7.)

tlothing in this act shall limit or affcect the right
of any forcign corporation doing a baniting busiuess in this State, te
lend within this State, moneys of suclhi coxrnroration which do not fora
2 pervt of the aoncys, coposits or asscets of tacii corporation assiaed
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California Cont'd.

or belonging to its busincss in this State." (California Bank Act,
asamanded 1917, soc. 7.)

Loans by Corporations having no Offices in the State:-

“"This scction shall not be construed to prohibit
foreign banking corporations, which do not maintain an officc in
this State for the transaction of business, from making loans in
this State sccured by mortgages on rcal property, nor from accept-
ing assignments of mortgagces covering real property situated in
this State, nor from making loans through correspondents which
are engaged in the business of banking in this State under the
laws of this State." {California Bank Act, as amended 1917, sec.
7.)

Authorizing Superintendent to Reccive Service of Process:-

No foreign corporation may transact any banking
business in the State until it has appointed the supcrintcndent
of banks its attorney, upon whom all process issued in the State

. may be served, "with the samc effcct as if such corporation was

formed under the laws of this State and had been lawfully served
with process thercin. Such service upon such attorncy shall be

deemed personal service on such corporation.® (California Bank

Act, as amended 1917, sec.7.)

. Examination:-

v
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The superintendent of banks has power to cxaminc
any forcign banking corporation. (California Bank Act, as amended
1917, scc. 124.)

Reports:-

Every foreign corporation transacting thc business
of banking in the State must make the same reports of condition, so
far as its businecss in the State is concerned, as is required of do-
mestic banks. (California Bank Act, as amcnded ‘1917, sec. 130,)

Represcntatives of Forcign Banking Corporations:-

Representatives of foreign banking corporations may
maintain officces in the State which do not purport to be the places
of business of banks or trust companies; but they must obtain licensecs
from the superintendent of banis, which he may refusc or revoke at
his discretion. (Californiz Bank .ct, as amended 1917, sec.li2-c.)
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COLORADO

Authority to E¥ngage in Banking:-

There is no provision specifically affecting foreign
banks; but the following provicion might be construed to prohibit
them from engaging in business in the State:

"If the State Sank Commissioner shall be
satisfied that a bank has been legally organized in full
conformity with the provisions of this sct, and the capital
thereof paid in cash, he shall issue***to such bank a cer-
tificate authorizing it to conduct the business proposcd,
and no bank shall advertise or hold itsclf out as cngaged
in banking nor shall it transact any business until so au-
thorized." (Colorado Scssions Laws 1913, Chap. 44, scc.9.)

CONNECTICUT

How % Bhgage in Banking:-

Foreign banks may transact business only as “private
bankers;" and must dcposit with the treasurer of the State surcty
bonds or sccuritics in the amount of {,20,000.00, if located in a
city of town having a population of 20,000 or less, or in the amount
of $40,000.00, if located in a city or town having a population of
over 20,000. (Public Acts 1915, Chap. 328; Public Acts 1917, Chap.
397.)

D LAVARE

Banking Powers Denied:-

"No foreign corporation as aforesaid shall, within
the limits of this State, by any implication or construction, be
decmed to possess the power of discounting bills, notes, or other
evidences of decbt, of rccciving deposits, of buying gold or silver
bullion or foreign coin, of buying and selling bills of cxchangec,
or of issuing bills, notes or other evidences of debt upon loan
for circulation as moncy, anything in its charter or articles of
incorporation to the contrary thereof notwithstdnding.: (Delaware
Code, Scce. 2101-g.)

FLORIDA

ifay not ingage in Banking:-

"No person, firm or com any shall be allowcd to
conduct a banking business in this State without being incorporated
under the banking laws of this State, or being authorized to do
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business under thec Nationdal Banking Laws, except as otherwise
provided in this Act."

The sole oxception provided id %he act is that
persoils; firmms, or companies engaged in a private banking business
at thc time of the passage of the act may be permitted by the
Comptroller to coatinuc to conduct such business. They must have
a capital of not less than {15,000, and arc subject to the banking
laws of the Statc. (lLaws of Florida, 1915, Chap. 6812-No0.6.)

IDAHO

Power to Bngage in Banking:-

It shall be unlawful for any individual, firm or
corporation to reccive money upon deposit or transact any other
form of banking business cxccpt as authorized by this Act.***"
(Idaho Banking Law, scc.62.)

The only authoization to cngagc in the busincss
of banking provided for in the Act refcrs only to banks incorporated
under the Act itself. (See Idaho Banking law, sec.28.)

IOWA

Power_to Engagc in Banking:-

"No corporation shall engage in the banking business,
rcccive deposits, and transact the business generally done by banks
unlcss it is subject to and organized under the provisions of this
Ritle, or of the banking laws of thc State heretofore existing.®**"
(Codc of Iowa, Title IX, chap. 12, sec. 1889.)

(S22 NIT PAGS FOR MILLIDUC.LY™)
~ LOUISILNA

e
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Who Ilay kngage in Banking in the State:-

"The business of banking shall be carried on only
by such incorporated associations as shall have been organized under
the laws of this State, and of the United States, by individual
citizens of thc State and by firms domiciled in the State whose active
members shall be citizens of this State, provided that no private
Banker or other person or persous not iacorporated undcer this Act
shall be permitted to use the title Bank, Banitiug iscociation or
Saving Bank in comnection with its name.® (sct 175 of 1902, sec.l,
as amendcd by Act 140 of 1906.)
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p : : KENTUCKY

Power to Kngage in Bamking:-

- . "No corporation shall engage in business other
than that expressly authorized by its articles of incorporation
or amendments thereto; nor shall any corporation, directly or
indirectly, cngage in or carry on in any way the busincss of
banking or insurance of any kind, unless it has becomec organized
under the laws relating to banking and insurance;***) Xentucky

Statutcs, scc. 567.
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Tax on Foreipn Banks:

"All banks, banking associations, banking cor-
porations or banking companies doing business in this State but
domiciled in other States of the Union or in foreign countries, who
ray in their own name or in the name of their agents or representa-
tives, engage in this State in the business of lending money or
dealing in bills of exchange exclusively, shall pay a yearly license
tax of two hundred and fifty dollars to the State and like tax to
» the Municipal or Parochial corporation; and in addition to said
license tax shall pay to the State an amnuel tax of 2-1/2 per cent.
on the gross interest earned on all money loaned, and to the Mu-
nicipal or Parochial corporation a like tax of 2-1/2 per cent., and
shall be subject to no other or further taxation either by the State
or by any political subdivision thereof."(Amendment to Constitution
of Louisiana, proposed by Act 31 of 1914, and ratified in November 1914,)

MAINE

Must pay Tax:

"Every banking association or corporstion,
not incorporated under the laws of this state or of the United
States, that waintaine a branch or agency in this State for the
transaction of a banking tusiness, shall pay to the treasurer of
State a tax of three-quarters of one per cent a year on the amount
of such business done in this State. ***" (Revised Statutes of
Maine, Chap. 52, sec. 67),

Mast _Keep Accounts and Make .Reports:

Foreign banks must keep accounts and nmake semi-
amual reports showing the awcunt of money employed and the business
done in the State at all times. (Id., sec. 68, 69).

Power %o Engage In Banking:
"Except as hereinbefore provided, no danking
association, unless incorporated under the laws of this State or of

the United States, shall maintain any branch or agency in this State
for the transaction of banking business. ***" (Id., sec. 70).

MASSACHUSETTS,
Power To Engage In Banking:

No foreign banking association or céfporation way
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engage in banking in the State until it has obtained a certificate
authorizing it to do such business from a board composed of the
bank commissioner, the treasurer, the receiver general, and the
ccmmiss?oner of corporations. (Massachusetts Acts, 1906, Chap. 347,
sec, 1.).

Supervision and Examineticn:

Foreign banks doing business in the State are sub-
ject to supervision and examination by the State Bank Commissioner,
and are subject to the equity jurisdiction of ithe State Supreme
Court. (Massachusetts Acis 1906, Chap. 347, secs. 1-4).

Power to do Savings Bank Buginess:

» No foreign banks nay engage in the business of
savings banks; except those which were doing such business at the
tire the statute was passed, and they must conduct such business
as a separate department and must conform to all the State laws
and regulations applicable to savings banks, (Massachusetts Acts
1906, chap. 377; Mass. Acts 1907, chap. 533.)

< MICHIGAN
Pewor %o Engapge In Banking:

In connection with the incorporation of banks, it is
provided that "no bank shall transact any business except such as is
incidental and necessarily preliminary to its organization until it
has been authorized by the commissioner of the banking department to
conmence the business of banking". (Compiled Laws of Michigan, sec.
6093) The only authorization by the bank commissioner to commence
the business of banking which is expressly provided for in the bank-
ing laws applies to banks newly incorporated under the State laws.

(See Goupiled Laws of Michigan, sec. 60%96.)

MISSOURT

Powsr to Transact Business:

"No foreign banking corporation, other than a bank
organized under the laws of the United States, shall transact in this
State the business of buying, selling or collecting bills of exchange,
or of issuing ietters of credit or of receiving money for transmission
or transmitting the same by draft, check, cable or otherwise, or of
waking sterling or other loans or transacting any part of such business,
or meintaining in this State any agency for carrying on such business,
or any part thereof, unless such ; corporation shall have:

1. Been authorized by its charter to ca¥rry on such
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business and shall have compiled with the laws of the State or
country under which it is incorporated.

2. Furnish to the commissioner such proof as to the
nature and character of its business and as to its financial condition
as he may require,

3. Designated the bank commissioner by a duly executed

’ instrument in writing, its true and lawful attorney, upon whom all process

in any action or procseding by any resident of the State against it may be
served with the sawe effect as if it were a domestic corporation and had
been lawfully served with process within the State.

4, Paid to the bank commigsioner a license fee of two
hundred and fifty dollars.

5. Received a license duly issued to it by the commis-
sioner as provided in section fourteen of this act.

This section l»»ghall not be construed to prohibit foreign

3 banking corportations which do not waintain an office in this State for

the transaction of business from making loans in this State secured by
wortgages on real property, nor from accepting assignments of nmortgages
covering real property situated in this State, nor from raking loans
through correspondents which are engaged in the tusiness of a bank or
trust company in this State under the laws of the State. (Revised
Statutes of Missouri, ChapraArt. II, sec. 104.)

Gonditions Precedent to Doing Business:

Before commencing the business of banking a foreign
corporation must be actually worth $250,000 in excess of its liabilities;
it nmust obtain a license frow the bank commissioner good for one year
and renewable from yeoar to year; and must comply with all the require-
ments of the State law. (id., Art. I, sec. 14; Art II, sec. 103, 105).

N t ko Reoports of Conditi

Foreign banks deing business in the State must
make written reports of its condition whenever required by the bank
commissioner. (Id., Art. II, sec. 106.)

MONTANA *
Power to Fngage in Banking:

? "Every person, firm, company, copartnership, or
corporation, domestic or foreign", doing or holding itself out as deing
a banking business in the State "must have the proper capital stock paid in
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and set aside for the purpose of transacting such business, and
mist have received from the Superintendent of Banks, as provided
for in this Act, a certificate to do a banking business,"

(Montana Session Laws 1915, Chap. 89, sec. 25.) The only corpora-
tions to which the Superintendent of Banks is specifically au~
thorized to issue certificates of authority to engage in banking
are corporations organized or to be organized under the State laws.
(See Montana Sestion Laws 1915, Chap. 89, sec, 8, 67.)

Examination and Regulation:

"Every person, firm, conpany, copartnership, or
corporation deing any of the things or transacting any of the
business defined in this section, nust transact such business
according to the provisions of the bank act, and the Superintendent
of Banks, or his deputy or examiners, shall have authority to
examine the accounts, books, papers, cash and credits of every such
person, firm, company, copartnership, or corporation, domestic or
foreign, in order to ascertain whether such person, firm, company,
copartnership; or corporation has viclated or is violating any
provisions of this section" (Id., sec. 25)

Foreign ngporation§¥:g'gend Money :

“Any corporation organized under the laws of any
¢ountry or State other than this State, which has complied with
all of the laws of this State pertainimg to foreign corporationms,
and is not engaged in the business of banking or receiving money
on deposit in this State, may lend money in this State and, for - that
purpose way naintain offices in this State, and sue and be sued in
this State under its proper corporate namws, notwithstanding any
prohibitions contained in this act as to the use of any word in
the name, signs, or advertising matter of corporations not under
the supervisiomsof the Superintendent of Banks". (Id., sec. 26).

NEBRASKA
Power to Fnpgage in Banking:

"It shall be unlawful for any corporation, partner-
ship, firm or individual to engage in or transact a banking business
within this State, except by means of a corporation duly organized
for such purpose under the laws of this State". (Revised Statutes
of Nebraska, 1913, as amended 1915, sec. 281).
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NEVADA
Must Obtain License:

"No individual, bank, banking firm, trust company,
corporaticn, company,or other corporation, incorporated under the
laws of this State, op of any other State or territory or foreign
country, doing a bankang business in this State, except banks doing
business under the laws of the United States, shall engage in the
banking business in this State without first obtaining from the bank
exarwiner a license in the form presented by him, authorizing such
individual, fivm, corpovation, company, or trust company, to use
the name and transact the business of a bank, ***" (Nevada Banking
Law (as amended) Section 47.).

NEW HAMPSHIRE
\'S Ban i :

"No person, copartnership, incorporation, or associa-
tion, except savings banks incorperated in this State, and trust
companies, locan and trust companies, loan and banking companies
thereto ampowered by their charters granted in this State, shall
hereafter" engage in the business of a savings bank. (New Hampshire
Laws of 1907, chap. 112.).

NEW_YORK
Applications for Licensge:

"Every foreign banking corporation before being licensed
by the superintendent of banks tc transact in this State the business
of buying, selling, paying or collecting bills of exchange, or of
issuing letters of credit or of receiving money for transmission or
transmitting the same by draft, check, cadble or otherwise, or of
raking sterling or other loans, or any part of such business, or
before maintaining in this State any agency for carrying on such
business or any part thereof, shall subscribe and acknowledge and
submit to the superintendent of' . banks at his office, a2 separate
application certificate in duplicate for each agency which such for-
eign corporation proposes to establish in this State, which shall
specifically state:

. 1. The name of such foreign bank corporation,

2. The place where its business is to be transacted
in this State; and the name of the agent or agents through whom such
business is to be transacted.

3. The amount of its capital actually pzid in cash and
the amwount subscribed for and unpaid.
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4. The actual value of the ®ssets of such corporation,
which must be at least two hundred and fifty thousand dollars in
excess of its liabilities; and a complete and detailed statement
of its financial condition as of a date within sixty days prior
to the date of such application.

At the time such application certificate is submitted
to the superintendent, such corporation shall also submit a duly
exemplified copy of its charter and o verified copy of its by-laws,
or the squivalent thereof." (New York Banking Law, sec. 144.)

Conditiong Pregedent tc Transacting Buginesg:

"No foreign banking corporation, otHer: than a dank
organized under the laws of the United States, shall transact in
this State the business of buying, selling or colleéting bills of
exchange, or of issuing letters of credit of of rédeiving moneys
for transmission or transmitting the same by draft,check, cable
br otherwise, or of nmaking sterling or other loans or transacting
any part of such business, or maintaining in this State any agency
for ' carrying on such business, or any part thereof, unless such
corportation shall haves

1. Been authorized by its charter to carry on such
business and shall have complied with the laws of the State or country
under which it is incorporated;

' 2. Furnish to the superintendent such proof as to the
nature and character of its business and as to its financial condition
as he may require;

3. Designated the superintendent of banks by a duly
executed instrument in writing, its true and lawful attorney, upon
whom all process in any action or proceeding by any resident of the
State against it way be served with the sams effect as if . it were a
domestic corporation and had been lawfully served with process with-
in the State;

' 4, Paid to the superintendent of banks a license fee
cf two hundred and fifty dcllars;

5, Received a license duly issued t¢ it by the super-
intendent as provided in section twenty-seven of this chapter.

This section shall not be construed to prohidbit foreign
banking corperations which do not naintain an office in this State for
the transaction of business from making loans in this State secured by
mortgages on real property, nor from accepting assignwents of mortgages
covering real property situated in this State, nor from . making loans
through correspondents which are engaged in the business of banking in
this State under ths laws of the State." (New York Banking Law, sec. 145)
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Hights and Privileges-Renewal and Revogation of License:

"When the superintendent shall have issued a license
to any such banking corporation, it umay engage in the business speci-
fied in the immediately proceding section of this article at the
location specified in such license for a period of one year from the
date of such license; and such license nay, in the discretion of the
superintendent, be re-issued from year to year upon the payment by
such foreign banking corporsation of the sum of two hundred and fifty
dollars upon each date that such license is re-issued. No such license
shall be transferable or assignable and shall be at all times con-
spicuously displayed in the place of business specified therein.
In the event that such license shall have been revoked by the super-
-intendent; as provided in section twenty-nine of this chapter, it
shall be surrendered to the superintendent within twehty-four hours
after such corporation has received written notice of such revocation.
Whenever the superintendent shall have revoked any
such licensge and shill have taken the action to make such revocation
N effective specified in section twenty-nine c¢f this chapter, all the
rlghts and privileges of such fcreign corporation: to transact business
in this State shall forthwith cease and determine." (New York Banking
Law, sec. 146.)

. Reports of Condition:

"Every foreign banking corporation licensed by the
superintendent to engage in business in this State, shall at such
times and in such form as the superintendent shall prescribe, make
written reports to the superintendent under the oath of one of its
officers, managers, cr agents transacting business in this State,

N showing the amount of its assets and liabilities and containing such
cther matters as the superintendent shall prescribe. ***" (New York
Banking Law, sec. 147).

Not Do Savings & can Bus

"No foreign corporation shall transact the business of
a savings and lcan association within this State or raintain an office
in the State for the purpose of transacting such business. ¥+
(New York Banking Law, sec. 420.) :

Power to Engage in Banking:K'QI':'{"'m"'gé‘gg’ﬁ:A
"No person except national banking corporations shall
transact a banking business nor use the words bank, banking company
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or banker in any sign, advertisement, letter head or envelope or

in any corporate or firwm nawe, without complying with and organizing
under the provisions of this chapter." (Complied Laws cf North Dakota,
1913, Chap. 28, sec. 5177.)

OHIO

P

Power 49 Engage in Banking:

"Nc¢ bank or banking institution incorporated under
the laws of any other State, shall be permitted to receive deposits,
or transact banking buaniness of any kind in this State, except to
lend moneyi" (General Code of Ohio, sec. 9796.)

OKLAHOMA

) Power to Engapes in Banking:
-1
nIt ghall be tnlawful for any individual, firm, associa~
tlon, or corporation to receive money upon deposit or transact a
banking business except as authorized by the laws of the State of
Oklaho?a, or of the United States. ***" (Oklahoma Sessicn Laws 1915,
p. 98.).

The only banks expressly authorized to engage in
banking by the Oklahoma laws are those organized under such laws,
(See Harris=Day Code of Oklahoma, sec, 258,)

OREGON
Conditions Precedent to Doing Business:

Before transacting businecs in the State, every
foreign corporation must file certain deslarations and statements,
pay an entrance fee, appoint some resident of the State its attorney
to receive service cof process and must obtain from the Secretary of
State a certificate of authority tc¢ do dbusiness in the State. (Lord'
Oregon Laws, sec. 6726, 6727, 2728.)

Rights and Powgrg:

Upon complimnce with the State laws, foreign corporations
. have the sams rights, powers, and privileges as corporations incorporated
under the State laws. (Lord's Oregon Laws, sec. 6736.)

nu tatemsnts a cenge :

Foreign corporations must file annual statements of
their condition and pay annual license fees to the State authorities,
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(Lord!s Oregon Laws, sec. 6707; Oregon Laws 1911, chap. 50;
Orogon Laws 1913, chap. 381.)

Mast Maintain Certain Capital in the State:

"Every foreign bank heretofore having established
or hereafter maintaining one or more offices in this State shall
have ‘guiand at all times maintain at every such office a capital of
not less than the amount required bdp this Act for the corganizaticn
of other tanks; and no foreign bank or bankers shall set forth on
the stationery of such bank, or in any manner adveriise, in the place
where such office or offices are located, a greater capital, surplus
or undivided profits than are actually maintained at any office or
offices within this State: and such foreign bank or bavker shall at
all times maintain a capital and surplus which must equal at least
ten per cent of the deposit liabilities of such foreign bank or banker."
(Lord!s Oregon Laws, sec. 4591.)

Subject to State Laws:

"Every foreign bank doing business. in this State
shall be subject to all the provisions of this Act to the same extent
as banks or bankers organized or doing business under or by virture
of the laws of this State. ***" (Lord®s Oregon Laws, sec. 4592.)

Oaths of Officerss

The officers, managers and agents of foreiga
banks doing business in the State must subscride to the same
oath of office as is required of the directcrs of domestic banks.
(Lord!s Oregon Laws, as amended 1915, sec. 4572 (a).)

Examinationsg:

"The managers, officers or agents of foreign banks
doing business in the State must wake the same semi annual examina-
tions as is required of State banks and must file reports thereof
with = the State superintendent of banks." (Lord's Oregon Laws, as
amended 1915, sec. 4572 (d).)

ODE ISLAND
Power to Engage In Banking:

"No corporation, either domestic or foreign, and no
person, partnership or association, except banks, savings banks,
or trust companies incorperated under the laws of this State® shall
transact or hold itself out as transacting the business of a bank,
savings bank or trust company. (General Laws of Rhode Island, title
XXII, chap 237, sec., 23.) )
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SOUTH DAKOTA

Power to Engage in Banking:-

%It shall be unlawful for any individual, firm
or corporation to advertise, publish or otaerwisc represent that
they are engaged in the banking business; without first having
obtained authority from thce public exaniner 2¢ herein provided.

* ok g (fouth Dakota Bank Guaianty Lew, £it.II, scc.51.)

The only banks which the public examiner is spe-
cifically amthorized to grant authority to eanzage in the banking
business are thoce newly incorporated uunder tic State law. (Sce
South Dakota Bank Guaranty Law, Art.II, ccc. 9.)

CETT OYOR O T
T oI 200.U0

mxaminstion:-

.MThe Superintendent of Banks shall also have the
power to examine, or cause to be examined, every agency located
in this Statc of any foreign bank or banking corporation, in the
same manner and for the same purpose as he shall examinc domestic
banks.” (General Banking Act of TPennessec; scCs 7.)

THXAS

Power to ¥ngage in Banking:-

"No forecign corporation other than the national
banks of the United States shall be permitted to do a busiicss
of banking and discount in this State." (Tcxas Acts 1905, LS.
p. 511, sec. 79.)

UTAH

Must Comply with State Laws:-

"No forecign corporation shall transact a banking
business in this:state without first complying with all thc re-
quirements of the laws of this state relating to banks, as defined
in this ‘act, and without having the capital paid up in this state,
as required by this act, and without having complied with the

. other laws of this state relating to forecign corporations.”
. (Laws of Utah, 1911, Chap. 25, scc. 22.)

Reports of Condition:

~foreign banks are required to make tho came
guarterly rcports of coudition to the State bank comaicsioner
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as domostic banks arc rcquired to makc. (Laws of Utah, 1911,
chap. 25, scc. 36.)

’ VIRGINIA

Power to Bngage in Banking:~

"No person, copartnership or corporation, cxcept
corporations duly chartcred and alrcady conducting the busincss
of banking under authority of thc law of this statc or of the
Unitcd Statcs, or which shall hercafter be incorporated under
thc provisions of this act, or authorized to do busincss under
the banking laws of the Unitcd States, shall cngage in the business
of banking in this Statc.***V (Virginia Codc, scc. 1170, as amcnded
lfarch 13, 1912.)

WASHINGTON

What Busincss Foraeign Banks ifay Transact:=

¥ . “A forcign corporation, whosc namc contains the
words "bank", "bankcr", "banking", or "“trust', or whosc articles
of incorporation cmpower it to do a banking or trust busincss and
which desircs to ongage in thc busincss of loaning moncy on mort-
gagc sceuritics or in buying and sclling cxchange, coin, bullion,

- or sceuritics in this state may do so, but only upon filing with
the state bank coxaminer and with the secretary of statc a certi-
fizd copy of a recsolution of its governing board to the effcet
thst it will not cngage in banking or trust business in this state,
waich copy shall be duly attested by its president and secrctary.
Such corporation shall also comaply with the general corporation
laws Of this Statc relating to foreign corporations doing busincss
hercin.”" (7ashington Bank Laws 1917, scc. 52)

Branches of Foreigm Banks Already Doing Busincss:-

* YA braunch of any forecism bank or banker actually

and publicly engaged in baniking in this state in full compliance
#ith th: laws acrcof, waich were in forcc immediately prior to the
tine wnen this law becomes operative and which branch has a capital

- not less in amount than that reguirca for the organization of a
Statc bank as provicded in thie act at the time and place when and
where cuch branch was ectablished, w@ay continuc its said business,
subjsct to all of the rejulation: and supervision provided for bams.t

- (Washington Banit Lawe, 1617, sze. 53.)

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



X-1139a
105

-] 7=
WEST VIRGINIA
Power to Engage in Banking:~

"It shall bc unlawful for any individual or asso-
ciation of individuals doing business in this state to usc in
connection with such busincess the toerm "bank," "banker," *'bank-
ing company," or “trust company,' or rcceive deposits, or scll
foreign exchamge, until thoy shall have tasken out a charter and
¢omplivd with the statucs govsrning banks and trust companios.”
(Vest Virginia Banking law., as amonded, toc. 78.)

CONSIN
er to- 2l

"N bank shall transact any business, excdyt such
as 1s incidontal o necossarily preliminary to its organization,
until it has dboen 1y authorized by the comnissioner of
banking to commence tho businebs of banking.* . (Wisconsin Statutos
df 1915} sac. 2024«10)

’ " The only banks which the comnissioner of banking
is specifioally cmpowerced to authorize to commencoe the business
of banking arc banks nowly incorporated under the laws of the
State. (Sec Wisconsin Statutes of 1915, scc. 2024—12,)

WICING

"No body politic or corporatc (cxcept national banks)
shall establish a bank or cngage in the busimcss .Of -bauking, of any
kind, or carry on or maintain any loan or trust business without
fully complying with the cxpress provisions of this chapter." (Com-
piled Statutcs of ‘yoming, 1910, Chap. 269, scc. 4074.)
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CHARLES S. HAMLIN, GOVERNOR
FREDERIC A. DELANO, Vi

PAUL M.WARBURG
W. P. G. HARDING
ADOLPH C. MILLER

FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS REPLY TO

; X-1146

Federal Leserve Banky;

Gentlemen:
There are being senht to you herewith a supply of
blank forms which are to be filled out by mining companies

and oil companies, and made a part of their applicatioms

for the exportation of gold.

These forms have been prepared for the purpose of
Standardizing the spe¢ial information desired by the Fed-
eral Reserve Board.

Very truly yours,

Assistant Secretary.

Federal Reserve Bank of St. Louis

H. PARKER WILLIS, SECRETARY
SHERMAN P. ALLEN, ASST. SECRETARY

FEDERAL RESERVE BOARD
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For use by 01l producing companies Xﬁll46ﬁt()i7

Information submitted as a part of the application of

for permission to export

. % gold during the month of

~ Average monthly amount of o0il produced during pre-
ceding Six monthsS ..eeesvervescravaronsnocennsct

.. .

Proportion of the average monthly production shipped
tO the United States TR I R R e R R R R IR S TN

Period during whidh tax has been incurred and upon :
which this application is predicated ....c.euvea:

Amount of o0il produced during same PEriod e.iceesscns:

Proportion of the amount of o0il produced during same :
period which was exported to United States .....:

Rate Of taxation PP P NS B OO IEITANENPEOOIOGEIOPOIEROOPOEOLOLOEOGSEOGEOSESSS o

AMOUNT OFf BAX v euenvunncosncensnomanconnnnrens P

Original tax receipts showing actual use of gold :
in settling with ilexican Government, or éopies :
thereof certified by American Consul, covering
last license granted by Federal Reserve Board
are attached and 8gEregate siieeescciiscisasoaaat

.-

.

&>

Average monthiy payroll during preceding six montHs .

Y.
o

Payroll for month preceding this application ....c...

sstimated payroll during month upon which this.ap-
plication is predicated ...ccceveiverieeiccicacas

£

P4 en w6 se et av es veffas

Statement sworn to before american Consul by dis-
bursing officer of this Company to the effect
that gold (stating amount) permitted to be ex-
ported for payroll purposes under license :
granted for the month second preceding the wmonth:
this application is intended to cover, has :
actually been so used, is attached se.eeceossaas:P

as se es  se
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For use by metal mining companies

Information submitted as & part of the application of

X-1146B 1@8

for permission to exﬁort % gold during
month of .
: Gold : Silver
Average monthly output for preceding :
Sixmonths c0.cccco.cnohb..vtdsioct:$ :\;{S
Proportion of average monthly output : :
exported to United States during :
same period oooo~v.o.o--oo.li‘c-oo~:$ :$
Output preceding month ..eesveeeeccaness:P $

Proportion of output preceding month

exported to United States ...icce..:P

£

es  #8  et s

Proportion of amount named in applica-
tion to be used to satisfy Mexican :
reimportation decree ...veceenseena:P

s av es se g

£

Use that will be made of gold desired
if license is granted:

€« o8 sajles

Payment of Taxes :

se ssffer o

Mexican export duties

"o as ev o

Mexican import duties

Payrolls :

LYY

Freights-

Supplies /
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EX-Orricio MEuens

CARTER GLASS .
SECREVARY OF THE TREAWRY
CHAIRMAN

JOHN SKELTON WILLIANS

FEDERAL RESERVE BOARD

WASHINGTON

CONPTROLLER OF TKE CURRENCY

ADDRESS REFLY TO
FEDERAL RESERVE BOARD

X-2148
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Federgl Reserve Bank of St louis

MEMORANDIM FOR THE FELERAL RESERVE BCARL:

The coliateral deposifed by the ¥ederzl Reserve Bank
of against its issue of Federal Reserve tank
notes has all bsen availed of,

Federal Reéerve. bank notes of its issue are now
avajlable for shipment to the extent of § o .
and, .acting under 1;he prwer of attorney filed by said bank,
authority is asked for the purchase of $
special 2% certificaies of indebtedness of the United States
to be issued in the name of the Treasurer of the United Siates
( in trust for account of said bank and as security for its
Federal Mwﬁe bank notes ), and delivered to the Comptroller -

of the Currency.

Resgpectfully,
‘ !

Secrstary.

APPROVED:

GOVERNOR.




EX-OFFICIO MEMBERS
« WILLIAM G. McADOO
SECRETARY OF THE TREASURY
CHAIRMAN
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

FEDERAL RESERVE BOARD

WASHINGTON

W. P. G. HARDING, GOVERNOR
PAUL M. WARBURG, VICK GOVERNOR
FREDERIC A. DELANO

ADOLPH C. MILLER

CHARLES S. HAMLIN

H. PARKER WILLIS, SECRETARY

SHERMAN P. ALLEN, AssT. s:cmi53

AND FISCAL AGENT

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

Py -
- N > ‘A we

August 26,1918.

Dear Sir:

For your infotmation, there is submitted the following
statemont as to cha.ngés’ on the Staff of the Fedoral Reseive Board:

| Mr., H, Parker Willis has re.sjlgned as Socretary, effective

August 31st. The Board is pleased to announce that Mr, Willis will
continue, after Septembet first, to act as Editor bf the Federal
Reserve Bulletin and as Chicf of its now Division of Analysis and
Redearch, ‘ -

Mp. J. 4. Brodorick has been elscted Secre{ai'y of the Board,
effoctive Soptembor first. Ho will bo charged with the admifiistrative
details of tho Boards wérk and, in addition, will continte t6 sxetrcise |
general supervision ovor the work ef examining Federal Haeserve dbanks
and applications made by state banks for admission to the system.
Mr. Broderick w;lll, from time to time, visit the various Federal Reserve
Banks and report as to the methods, management and policies ef such
institutions.

Mr. Adelson, tho Assistant Secretary, will perform the

Secretary's duties in the absence of Mr. Broderick and, in additionm, |

has been designated as Secretary of the Gold Export Cemmittes.

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



111

He will, also, from tims to time, make visits to the various Federal
- Reserve Banks in connection with the work outlines in the previous
paragraph.
Mr. W.T. Chapuan has been elected Assistant Secretaty of the
Board, effective September lst. He will perform the dutiss 6f general
assistant to Messrs. Broderick and Adelson.
The Board announces the appointment of S.G. Sargent as
- Federal Reserve Examiner in the Twelfth District, effective
September 16th., Messrs. John A, Will, J, F. Herson, W,E. Walter,
ﬁ%~/S.G3 Sargent, W.W, Paddock, W.J. Donaid, G.F. Hamilton, examinors
E on the staff of the Board, aro authorized to examine the Fedefal
Reserve banks and Yranches.
' ’ Messrs, Buchanan, ILaning, Augherton, Gordon, Kraft,
Chamberlin and Atkins are authorized to examine branches ¢f Federal

Reserve banks on presentation of proper letter of authority signed

by Examiner in charge of the examinationa

Very truly yours,

Gaovernor
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EX-OFFICIO MEMBERS . W. P. G. HARDING, GOVERNOR

. VICE GOVERNOR
ADOLPH C. MILLER
CHARLES S. HAMLIN

WILLIAM G. MCADOO

SECRETARY OF THE TREASURY A a
CHAIRMAN _ B2
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD 1. C. ‘KDELSON, Assistant Secerar

W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT

WASH l NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD
August. 28,1918,
X 1160

Gontlomon:
Under date of license No.
‘ pcrmitt‘ing the cxportation’ of $
gold to Moxico was issuod to you by the Federal
Resorve Board. In order that its records may be
complote, the Fedoral Resorve Board dosiros that you
furnish on the. englcsed form full" details showing tho
diSpositionaof this gold, subdividod as follows:
Mexican reimportation requirenénts (against-
gold and siiver separatoly)’ 4~—-——-——-—----——--——-~--~-—-~,‘«

Mexzican governmont tdxnog: =eeee-—mcmemeeaeno ;

Export taxes (’against gold, silver or

J other motals separatoly)fermremm—memeceeax e ———
PaYI'Olle?i?""?' ______ ——————— e e o o §
Mexican: import dutiss 4=-reeeermerne—~ —————

Other purposcs (specifying in detail).---—-’

T U

Plpase mail your report to reach us not:latet
than Septouder 10, |

Yours very truly, .

Agsistant.‘Secrotary. .
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Excerpt from a letter received by 14,
the Federal Reserve Board. .

"The enormous demand for raw materials owing to the war and the re-
sultixg hizh price of them has made the Neutrals creditors of the Allies
and as the export of gold, the usual medium of settling adverse baklances,
has besen largely prohibited rates of exchange on the United States andfour
Allies are ruvling at a considerable discount in the neutral countries. This
discount has increased to us the cost of the very necessary raw raterials
at least the arount of the discount. All the Allies including oursslves
have endeavored by arranging special credits, that is by borrowing money in
those countries, to keep the exchange from being too nmch against us, just
as England before our entry into the war, afbtex having sold us all the
securities that she could, borrowed heavily in this comntry to buy our neces-
sary products.

My suggestion is that we change our recent policy and settle balances '

in gold. I well understand the fear that if the war lasts a long time we

A shall find ovr gold being depletsd and our reserves endangered. This fear
is, I think, based on the falacy which I had hoped had passed with the en-
actment of the Federal Ressrve Act that a fixed proportion of gold or legal
tender nust be held absolutely intact against outstanding bank notes or
deposits. The strength of a bank is not in its proportiond cash reserve
but in the character of its loans and discounts and in its reputation. It
makes no difference if its cash is 50% or 10% of its liabilities provided
this proportion is large enough for the public to feel confident that they
can obtain the kind of money that thsy wish when drawing their deposits or
when presenting rmotes for payment. Fortunately in this country our people
are not accustomed to the use of zold, so that a removal of what are practi-
cally restrictions on gold payments would not result in any withdrawals of
gold except for export.

How pmach would be withdrawn for export to settle cur sxchanges? Our

Allies would rnot withdraw gold as the excharnzes with the Allies are still

v very tuuch in our favor. With Holland, Switzerland, and the Scandinavian
countries our inports have nearly ceaszd and if nccessary we can prevent
zold going to these countries as contraband. With Spain now that with-
drawals of German deposits to that country are being prevented and the
army purchases have beencovered by a special loan no large withdrawal of
gold need to be expected. The European neutrals want our products not gold
which is at a discount with them owing to its  superabundance. The South
American countries alone will take our gold, and this is especially true
of Arcgentima.

Suppose fifty, or even one aundred nillion dollars in gold were shipped
during the next year to Argentiza, this amount wouvld not materially effect
.our enornous stock of gold or reduce materially the sixty per cent of gold
which is he2ld against the Federal notes. Only forty per cent was contem-
plated by the Federal Reserve Act so thal the amount is :ow one and one-half
as ruch as was plarmed. A reserve is of no use except as it gives credit
and as it is used. Forty per cent gold, or even less will anply protect our
credit.
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_ Besides the obvious savings in the purchasing power, by having our
dollar worth its gold egquivalent in foreign countries, which would result
from free export of gold, the general credit of this country would be
wnderfully strengthened in foreign courtries both during the wartime and
afterwards. There is nothing that hurts the credit of a country and its
merchants so much as a depreciated curtrency and a refusal to pay in the
imt ernational standard of value, namely sold. We have been endeavoring to
build up our commerce with South America, but unsatisfactory delivery of
merchandise and the refusal to.ship gold has given its people a bad opinion
of our country and its merchantse

Moreover, if the neutral countries were certain that they could obtain
gold from this country, they would not want it. They all have more gold than
ever before and they have no use for more. If our cradit was good, they
would have large deposits with our banks or instead of rediscounting at
once in this country all time bills of exchange on the United States, their
bankers would have such bills held for their account so as to earn the
interest, just as our bankers before bur entry into the war held large
amounts of long Staerling bills. Ingland, besides paying for a portion of
the necessary suppliss from the United States in gold, also thereby reduced
rates of intersst in this country so that we hsld her bills and loaned
the government money. It seems to me that this would work in exactly the
same way in the neutral countries. Not only would we pay for products
which we need with gold, which we do not need, but re-establish our credit
and by lowering interest rates in the neutral countries, induce their people
to place their funds in this country and thereby stop their demand for our
gold. In fact, I doubt very mmuch if it would take nearly fifty millions
of gold to rectify the exchanges with Argentina or even with the whole
world. If this is so, it seems extremely foolish for the United States
to pay interest on loans from Spain or Argentina and still have to pay
a premium of from 10 to 25% on its purchases, owing to our depreciated
exchange, and also to ruin our credit as a nation, mt only for now,but
for all time.

(fugust 29,1918)
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EX-OFFICIO MEMBERS W. P. G. HARDING. GOVERNOR
* . VICE

ADOLPH C. MILLER
WILLIAM G. MCADOO
SECRETARY OF THE TREASURY CHARLES S. HAMLIN ii@
CHAIRMAN J—
JOHN SKELTON WILLIAMS J. A. BRODERICK, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E RA L R E S E RV E BO A R D L. C. ADELSON, ASSISTANT SECRETARY
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

August 29,1918,
X=1163

Y Doar Sir:

Bovoral jnquiries havo beon mado during tho past
fow months as to possibilitics of simplifying the prosont
plan of opcration in handling rodiscounts betwson Fodoral
Rosorvo Banks,

The attachod memorandum has bocn proparcd dy tho.
Statistical Division; and it weuld ba approeiatod if you
will ploaso givo tho findogsignod tho bonefit éf your

criticisms or suggostions, proforably by witcs

Very truly yours,

Acting Socrotarys
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August 27,1918, 446

REDISCOUNTS BETWEEN FEDERAL RESERVE BANKS.

Thoro is submittod bolsw a plan for handling rcdiscounts bctwo?n
Foderal Rescrvc banks which it is belicved will effoct as grecat a saving
in clorical work as is possiblc undor tho proscnt laws

(1) When one Fedoral Roserve bank rediscounts tho papor of anothor
it will bc nocossary for tho discounting bank to cndorso all papor and
furnish thc recdiscounting bank and tho Fodoral Rosorve Board with a state-
mont on Schodulsc BD - 4 or 7 showing tho idontification numbor, the namo
of sach makor , thu dus dato] tho maturity valuo, and ths rato at which
rodiscountod.

(2) Crodit should be givon by tho rcdiscounting benk, in the daily
sottloment or by transfor if nocsssary, for tho ontirs maturity valuc of
the papor without duduction for unoarncd discount.

(3) Instoad of firuring discount on oach picco of paper scparatcly
" it will be sufficient to calculato tho discount on thc ontirc amount for
on: day and to crodit th: rodiscounting bank daily, or at and as of cl#so
of busincss cach Friiay, wlsocon ths last day of cach month with tho amount
of discount thon accrucd; or discount may be accrucd daily on tho samo
basis as intorost is now accruc8 on U.S. bonds and sottlomont nado botwoon
tho banks whon ths rodiscountod papor is rodocmod or at such othor time or
timss as may bs agrocd upon. It will b assumed undcr this plan that tho
papor is rodiscountod for the cntire poriod it has to run, although the
discounting bank may rcdoom ths paper at any time by mercly croditing tho
rocdiscounting bank with tho maturity valuc of thc paper plus thc amount of
discount accruzd, if any. If the paper is rodcomed as above boforo maturity
dato tho Board should bo furnished with a statoment to ths cffoct that
_ paper rodiscountcd with Bank "A™ on a given date, as shown by Schodulo
. No.______ datcd was rodecmed on .

(4) In casc tho abovc plan is adopted , bookkcoping cntrics in connsc-
tion w1th carnod and uncarnsd discount could bs redo as follows:

By Discounting Bank: Dobit uncarncd discount and crcdit
cithor tho rodiscounting bank or
discount accruod on rodiscounts
(1iability itom),

By Rocdiscounting Bank:

Crodit camcd discount and dobit
cithcr the discounting bank or
Discount accrucd on rodiscounts
(asgct itom).

_ It is of coursc assumod that undsr this plan thc rodiscounting Foderal
Resorve bank will carry the paper recdiscountcd on its books at its maturity
valuo rogardloss of the poriod for which tho discounting bank may dosire
accommodation, In view of thc fact, howovor, that Fodecral Roscrve banks
filc thoir bill heldines according to maturity datos it is thought that
vory littlc oxtra work will be nocogsary in ordor to comply with the wmatur-
ity classification shown on form 34.
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EX-OFFICIO MEMBERS

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY

4

CHAIRMAN

W. P. 6. HARDING, GOVERNOR

-+ VICE

ADOLPH C. MILLER
CHARLES S. HAMLIN

O courraoLLen or e Cumsexcr FEDERAL RESERVE BOARD 1 & snonemicx, secneraes f 447

W. T. CHAPMAN, ASSISTANT SECRETARY
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W. M. IMLAY, FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

August 30, 1918.

X-1164

Gentlemen:

The United States Department of Agriculture has
issued a Bulletin, No. 729, entitled "Suitable Storage Condi-
tions for Certain Perishable Food Products".

This bulletin contains rmch valuable irnformation for
growers of various kinds of produce, and the Department has fur-
nished the Federal Reserve Boérd with a quantity for shipment to
the Federal LHeserve Barks for distribution among their members in
the farming commmnities.

I trust that you will see that publicity is given to
this bulletin, and that it is distributed in such manner as to
give the maxinmum benefit to the producers of the conrmnities in
your district.

Very truly yours,

Governor.
Federal Reserve Bank,

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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— PAUL M. WARBURG, VICE GOVERNOR

WILLIAM G. MCADOO FREDERIC A. DELANO
SECRETARY. OF THE TREASURY ADOLPH C. MILLER
CHAIRMAN CHARLES S. HAMLIN .
JOHN SKEL N1 - !
H. PARKER WILLIS, Stc E;Enj@
conrre TS e nncner FEDERAL RESERVE BOARD T
AND FISCAL AGENT
WASHINGTON ADDRESS REPLY TO
FEDERAL RESERVE BOARD
DIVISION OF REPORTS AND STATISTICS
August 30, 1918
-
Dear Sir:

' Reports of the total check transactions received for the two previous
weekly periods make it desirable to supplement our letter of August 1,
transmitted to you through the Chairman of the Board of Diroctors of the
Federal Reserve bank of your district. There are indications that the in-
structions regarding the information desirad have not been interpreted in
exactly the same mammer in all the centers from which data have been re-
gquested. Hence it is believed desirable, in order that the information
secured may be placed upon a strictly camparable basis, to state in greater
detail what sort of information is wanted.

It is desired to have each clearing house member bank in your city re-
port to you each week for the previous weekly period ending Wednesday even-
ing, - '

(a) the total debits charged by it to account of individuals, firms
and corporations, and the United States govermment. Checks
against all accomts, including savings and trust accounts with
such banks, cashiers' checks, expense checks and certificates of
deposit paid should be included. Corrections or like charges
should be excluded.

(b) total charges to accounts of banks and bankers, excluding debits
in settlement of clearing house balances and corrsctions or like
-charges. Drafts and checks dramm by reporting bank on other banks
ars not to be included.

While this office does not wish to impose any undue burden, it is very
important that in all cases separate figures be shown for the two items,
debits to individual accounts (code word ISHA) and debits to banks' and
bankers! accounts {(code word IPSE) instead of one total figure e¢overing all
de'bits.

The cambined totals, in even thousands, for your local clearing house
banks, item ISHA and item IPSE for the week ending Vednesday evening should
be telegraphed on Thursday of each week to the Chairman of the Board of
Directors of the Federal Reserve bank of your district. In case some member
or members of your clearing house who are not members of the Federal Reserve
System object to furnishing this data called for, we would again request
that you pleasse forward totals of the returns actually received by you fram
assenting banks, adding the names of banks which do not report.

Respectfully,

Assistant Secretary.
X-1165
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" W. P. G. HARDING, GOVERNOR

EX-OFFiclo MEMBERS PAUL M. WARBURG, VICE GOVERNOR
FREDERIC A. DELANO ,? q
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CHAIRMAN pE—
JOHN SKELTON WILLIAMS RV E BOARD H. PARKER WILLIS, s:cnzrsn:n any
comerrof\EF as FHELY RrENCY F E D E RAL R E S E stRM::DPF.I:Cxt::éE"sTsr. ECRE
é «
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

DIVISION OF REPORTS AND STATISTICS

August 30, 1918

Dear Sir:

' Mnalysis of the data received for the past two weeks makes it
desirable to supplement our circular letter X~1100 dated August 1, and
subsequent telegrams, relating to returns by clearing house managers of
checks paid by their member banks, also our instructions regarding week-
ly telegrams froam the several Federal Reserve Banks of total debits to
member banks' and Goverrment accounts.

There is enclosed herewith copy of letter which is being sent to the
several clearing house managers from whanm it is desired to secure reports,
with the view of securing greater uniformity in the returns, and placing
the data upon a strictly comparable basis. This letter is thought to be
self explanatory.

It is alsoc thought desirable to eliminate certain of the smaller
clearing house centers from which reports have been received. Accordingly
a list of the centers in your district from which it is desired to secure
weekly returns, is given below. Kindly use your best efforts to secure
the information for such cities on the list as do not at pressnt report,
in addition to those cities for which you have been able to secure the
weekly data.

Any suggestions with regard to tine above list will be weslcame.

Confirmation of the telegrams received after the last statement was
issued have shown that several errors occurred in transmission. It is be-
lieved desirable, therefore, to have separate totals for both classes of
items given, so as to enable this office to discover such errors immediately,
and take the necessary steps to ascertain the correct figures. In order to
avoid any misunderstanding, the following standard form of telegram has been
devigded. Kindly state figures in even thousands and use mmerals, also if

(X~1166)
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no report is received for a city on the list, please so specify. Please
give by name non-reporting banks in cities for which incemplete returns are
being forwarded. It is suggested that you use this form in obtaining the
information from the several clearing house managers:

MEMBERS CLEARING HOUSE REPORT.

ISHA Debits to individuwal account
IPSE Debits to banks! and bankers' account
Total

FETERAL RESERVE BANKS

IKRA Debits to bank account
IMLY Debits to govermmant account
Total

Therec has been some misunderstanding as to the items to be included in
the reports of debits by the Federal Reserve bank and branches. These have
been stated as follows:

(2) all debits to accounts carried by the Federal Reserve bank or
branch, exclusive of govermment account, and created either by
checks or written or telegraphic order, and

(b) all debits, including checks paid, on U.S.Treasurer's account.
These figures are to be given separatély, in even thousands, for each Fed-
eral Reserve bank and branch carrying separate accounts, the branches in
the latter case reporting direct to the Board. These data should also
cover the weekly period ending Wednesday evening.

Copies of these instructione areé “trapsmitted direct to Federal Reserve
branches having deposit accounts.

Respectfully,

Assistant secretary.

X-1166
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WASH[NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD
DIVISION OF REPORTS AND STATISTICS Augllst }O, 1918
Dear Sir:

' Analysis of the reports of discount and interesst rates prevalling in
the several Federal Reserve and Federal Reserve branch cities during the
30~-day periods ending July 15, 1918 and August 15, 1918, shows that it is
desirable to supplement in certain particulars our circular letter X-1068,
dated July 17, and our letter of August 2.

It is very important that the data be upon strictly a comparable
basls, May we therefore ask that before transmitting the rcport to this
office you kindly compare the currant report with the pravious week's re-
port and verify any striking changes which may appear. Please also bear
in mind that the date fram each Foderal Reserve bank and branch are to be
confined to rates prevailing in the respective city only, and not in the
entire district, nor should they include rates on loans in outside cities
by banks in the city for which the report is made. The local rate for each
class of paper is desired, not the rate secursd elsswhore as for instance
in New York on lcans temporarily made thers. Xindly eliminate rates charged
infrequently on loans for small amounts, which rates do not actually repre-
sent charges for prime paper, but include a considerable risk elament as well.

Rates on prime member bank acceptances eligibls for rediscount at the
Fodsral Reserve Bank are desired in class U4wB, In certain of the centers in
which this class of paper is actively dealt in, it should be possible to se-
curs separate quotations for endorsed and unendorsed bankers! acceptances,
and we would request again that you endeavor to sescure such quotations.
Under the head of special types of paper reported in class T, 1t appears
that there are two classes for which quotations should be given if such paper
is current locally, namely commodity paper, secured by warchouse receipts,
etc., and cattle paper. In addition tec the rates for which current informa~
tion is sent, it would be desirable to have also information regarding rates
charged during tne 30-day period for paper securad by Liberty bonds and cer-
tificates of indsbtedness. ‘

Copies of thess instructions are transmittad to Federal Reserve branches
direct.

Resgpectfully,

Assistant Secretary.

T | X-1168
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AND FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

September 6, 1918,

Dear Sir:
In consideration of applications for membership
received from State institutions, the Board and Federal Re-~

serve Banks have been embarrassecd on several occasitns because

it had become publicly known that an application had been sub-
mitted, and declination mizht have caused very unfavorabdle
comment upon the applying institution, or might even have
resulted in heavy withdrawal of deposits.

The Board has instructed me, therefore, to suggest
to you that, upon reéeipt of an informal inquiry or formal
application from a State Sank or trust company, a request be
rade to such institution that no public announcement be made
of its intention to join the Féderal,Reserve System until the
application has been formally approved by the Board, and the
conditions imposed accepted by the applying bank,.

Very truly yours,

Secretary.

The Chairman,
Federal Reserve Bank,

Federal Reserve Bank of St. Louis

X=-1177
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WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Sgptembar 7,1918.

» ' X=-117

Dear Sir:

I enclose hercwith copy of letter received
from the Postmaster at Washington, under date of Septenmber
6, ;xaking complaint that Federal Reserve Banks are slow
in paying his bills for postage advanced in connection
with shipments of currency.
lay I ask that you do all that you can to

facilitate the harmonious operation of the arrangement

effected with the postoffice.

Very truly yours,

/ ‘ Secretary.

The Governor, -
Pederal Reserve Bank of
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Septaosbor £,1918.

X=1179 a

Federal Reserve Board,
Treasury Department,
Washington, D.C.

Gentlemen: . : o
You will recall that sometime ago the

Post Office effeected arrangements through your
Board with the Federal Reserve Banks whereby
shipments of currency were made to the bank and
postage stamps affixed thereto by this office
prior to payment for the stamps by the bahks.

It was the understanding at that time that the
banks would promptly remit for this postage upon
the receipt of a bill therefor from the Post Office

ami I have to c¢all your attention to the fact that

there is a tendency of late on the part of some of the

banks to be somewhat remis in forwarding checks
for the postage, and as the result we are compelled

to carry on our books open accounts of thousands
of dollars. This is very unsatisfactory to the
office and I would appreciate your cooperation in
having the banks make remittances more promptly.

Very respect fully,

(signed) . M.0. Chance.

gostmaster,

Federal Reserve Bank of St. Louis
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X~1189

Dear Sir:

Section 4 of the Fedoral Reserve Act provides that
"any compensation that nay be provided by boards of directors
of Federal Roserve banks for directors,
officers or ezployes shall be subject to the approval of the
Federal Reserve Board."

In weeting the requirements of the law, the Federal
Rederve Board has undertaken to pass upon salary lists of the
Federal Reserve Banks and it has been ‘custcxzary for the Banks
in the past to submit statements of salaries of officers and
employes approximately January lst and July lst of each year,
for approval by ths Board of modificaticn in s'alaries.

Some of the banks have nude a practice of reporting
to the Board increases in compensation during the year, but

there has been no uniform rule in this respect. It is therefore

requested;
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That a 1list be submitted, say by or befors the last weeck

in Decewber, and by or before the last week in June of each

year, giving the following information;

Nans; Position; Date of Present Proposed Increase

Euployment; Annual Annual
Salary Salary

Where the incraszse amounis to $200 or more per annum, a
statement should be made as to the qualifications of the
employe, description of the duties, length of service and the
reasons for the increase.

In the case of the appointment of any new employe whose
salury is to be $2,400 or more per amnum, it is requested that
prompt advice be sent to the Board with the proper statement
as to description of duties, qualifications, and proposed salary.

While the foregoing may carry little variation from the
usual practice of some of the Banks, this succestion is wade
for the sake of uniforpity of all reports of this character.

Kindly acknowledze receipt and oblige.

Very truly yours,

Govermmor,
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J. A. BRODERICK, SECRETARY

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

ADDRESS RERLY TO
FEDERAL RESERVE BOARD

Septewber 11,1918,
X~1190

Dear Sir:

The Board is anxious to obtain all information possible as
to interest and discount rates throughout the country, and rsquests

that you ask your member banks to indicate on thsir rediscount
application blanks the rate of interest or discount charged by
them on each note or bill offered for rediscount with a Federal
Reserve bank; or, in the case o¢f purchased papsr, oxclusive of
acceptances, the rate at which the purchase has been made by the
member bank,

For the information of the Board you ars requested to
give instructions that there be reported on Schedule B.D. 4, the
customer!s rate on notes discounted, e.g.,

Rate
4-1/2 (5-1/2)
the first fizures being the reserve bank rate and the second (in
parenthesis) the rate charged by the member bank., In case there
is not room on the form to insert the custcmer's rate in the
order indicated, it nmay be inserted anywhere else on the line.

In order to provide ample time for communication with
member banks, it is suggested that they be asked to furmish this
- additional information on their application blanks beginning
Monday, September 23,1918.

Your compliance with this request will be greatly
appreciated by the Board.

Very truly yours,

Governor,
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ACT AMENDING SECTION 25 AND SECTION 7 OF THE
FEDERAL RESERVE ACT.

Explanatory Noles

Section 25 is z2mended by adding two subsections
to be known as 25 (a) and 25 (b).

(1) Section 25 (a) provides for the incarporation
of a bank to engage principally in the business of ine
ternational and foreign banking. It is contemplated that
all of the stock of this bank will be subseribed for by the
twelve Federal reserve banks, such stock to be paid for
out of the net earnings of the Federal reserve banks,
which would otherwise bde paid to the United States as
a franchise tax. This stock is known as Class "B" stock.
Stock known as Class "A" gstock may, however, be seld to
member banks or to the United States Government, if the
subscriptions to Class "B" stock are insufficient to
furnish the necessary capital for the corporation's needs,

Class "A" stock is entitled to receive an annual dividend

of 6% which is cumlative. A1l other net sarnings are
paid to holders of Class "B" stock, except the amount set
aside in the surplus account.

The earnings of the corporation will,therefore,
supplement the earnings of the Fesderal reserve banks and
will ultimately be paid the United States as a franchise
tax. The effect of this plan is that the United States
invests earnings it would otherwise be entitled to receive
in the immediate future in stock of the Federal Reserve
Foreign Exchange Bamk.

This bank is designed to enable it to extend to
Federal reserve banks and member banks any accommodation
that might be extended by banks engaged in the business
of international or foreign banking; to aid the United
States in the development of its foreign trade and to
stabilize the dollar as a medium of international exchange.
It will conduct its operations under the general super-
vision of the Federal Reserve Board and under the immediate
supervision of a Board of Directors appointed by that Board.

Federal Reserve Bank of St. Louis
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(2) Subsection 25 {a) provides for the incorporation
under Federal charter of banks to engage primarily in the
business of international and foreign banking, The stock
of these banks may he subscribed icr by member banks,
Member banks are thus given the oniion either to handle
their forecign transactionsg through the Federal Reserve
Foreign Exchange Buank or through tanks organized and
controlled by the member banks. Such banks are likewise
operated under the general supervision of the Federal
Reserve Board, but under the immodiate supervision of
directors selected by the member banks.

This section also provides for the conversion
of State banks heretofore created for the purpose of
engaging primarily in intermational and foreign banking
into Federal banks organized for this purpose.

(3) Section 7 is amended s5 as to permit the
Federal reserve banks to use net earnings which would
otherwise be paid to the United States as a franchise
tax in the purchase of stock in the Federal Reserve
Foreign Exchange Bank,

Federal Reserve Bank of St. Louis
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BE IT ENACTED BY THE SENATE AND HOUSE OF REPRESENTATIVES OF
THE UNITED STATES OF AMERICA IN CONGRESS ASSEMBLED, That the Act
approved December 23,1913, known as the Federal Reserve Act, as
amended by the Act of Auzust 4,1914, August 15,1914, March 3,1915,
September 7,1915, and June 21,1915, be further amended as follows:

SECTION 1. By inserting new section to be known as Section 25
(2) after Section 25 to read as follows:

Section 25 (a). The Federal Reserve Board shall supervise
the organization of a corporation for carryins on the business
of banking under the provisions of this Section.

ORGANIZATION.

The several Federal reserve banks shall enter into articles
of association, which shall specify in general tarmc tho-object
for which the corporation is formed, and may contain any other
provisions not inconsistent with law which the corporation with
the approval of the Federal Ressrve Board may see fit to adept
for the rerulation of its blsineds and the donduct of its affairs.
These afticles shall be exocuted by the Chairkan of the Board of
Ditectors and the Secretary of eath Federal Reserve bank, under
the seal.of eath bank, and a &bpy of them shall be forwarded to
the Comptroller of the Curtefity, to be filed and preserved in his
office. Such articles of association when filed with the Comp=~
troller of the Currency; shall be accompanied by an orcanization
certif icate executed in the same manner as the articles of
association, which shall specifically state!

Firgt, the name of the corporation which shall be deeral
Reserve Foreicn Exchanze Bank,

Second, the amount of capital stock which shall nect be less
than $20,000,000, but which may be increased from time to time
with the approval of the Federal Reserve Board,

_Third, the fact that the certificate is made to enable the
several Federal reserve banks to avail themselves of the advant~
ages of this Section.

PONERS,

Upon the filing of such certificate with the Comptrollsr of
the Currency as aforesaid, the said Federal Reserve Foreicn Ex-
changze Bank, for convenience hereinafter referred to as the Corpora-
tion, shall becorxe a bhody corporate, and as such shall have power -
(1) To adopt and use a corporate seal.
(2) To have succession for a period of twenty years from its
orranization unless it is sooner dissolved by an act of Conzress,
(3) To make contracts,
(4) To sue and be sued, complain and defend, in any court of
law or equity.
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(5) To prescribe by its board of directors, by-laws, not in-
consistent with law, rezulating the nanner in which its general
business may be conducted, and the privileges granted to it by law
may be exercised and enjoyed.

(6) To receive deposits from the United States, from foreign
governments, and frow the several Federal reserve banks in gold,
gold certificates, or lawful money, national bank notes, Federal

" reserve notes, Federal reserve bank notes, or checks and drafts
payable upon presentation and, solely for exchange purposes, to
receive from member banks similar deposits,

(7) To deal in gold and silver coin and bullion at home or
abroad, to make loans therson znd to contract for loans of gold
coin or bullion, giving therefor acceptadble security, including
the hypothecation of United States bonds or such other securities
as the corporation is authorized to hold,

(8) To buy and sell at home or abroad bonds and notes of the
United States, bonds and notes of forsign governments and bills of
exchange or acceptances drawn in transactions which involve the
importation or exportation of goods, and which have a maturity at
the time of purchase of not exceeding ninety days,

(9) To rediscount for Federal reserve bank notes, drafts
or other securities held by such banks,

(10) To wake loans to Fedsral reserve banks on their promissory
notes having a naturity not to exceed 30 days and secursd by
bills, notes, or other securities held by such banks,

(11) To establish from time to time, subject to review and
determination of the Federal Reserve Board, the rates of discount
and exchange, and commissions for the opening credits a2t home or
abroad. '

(12) Under rules and regulations prescribed by the Federal Reserve
Board, to establish branches or agencies in foreign countries and
their dependencies or in dependencies of the United States, for the
purpose of facilitating commerce with the United States;

(13) To carry accounts with or for correspondents in foreign
countries,

(14) Under regulations to be prescribed by the Federal Reserve
Board to issue directly or through the Federal reserve banks or
member banks, commercial letters of credit and travelers checks.

(15) To purchase through foreign correspondents, agencies or
branches, bills of exchange and banker's acceptances.

(IGS To engage in the business of banking through its foreign
branches or agencies to the extent permitted, and subject to
limitations. imposed by the laws of the country in which such branches
or agencies are located.

(17) To act as fiscal or financial agent fpr the govemment of
the United States whenever required to do so by the Secretary of the
Treasury.
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D (18) To exercise by its board of directors, or duly authorized jL
officers or agents, all powers specifically granted by the
provisions of this section and such incidental power3 as szhall
be necessary to earry on the business of banklng within the
limitations prescribed by this section.

Such corporation shall not transact any business except
such as is incidental and necessarily preliminary to its
organization, until it has becn authorized by thes Comptroller
of the Currency to comwence the business of banking.

CAPITAL STOCK

The capital stock of such corporation shall be divided
into shares of $100 sach and shall be deemed personal property.
Such shares shall be issued in two classes, to be known as
Class A stock and Class B stock respectively. Class A shares shall
be transferable upon the books of the corporation under regulations
to be prescribed by the Federal Reserve Board. Every member bank
becoming 2 shareholder by such transfer shall, in proportion
to its shares, succeed to all the rights and liabilities of the
prior heolder of such shares, Class B shares shall not be transferred
nor hypothecated. Each Federal reserve bank shall subscride for
and purchase such an amount of Class B shares of the corporation
as the Fedcral Reserve Board, with the approval of the Secretary
of the Treasury, may allot to it, but no such bank shall subscribe
for an amount greater than it is authorized to invest in such ‘
stock under Section 7 of the Federal Reserve Act, as amended
by this Act. The Federal Reserve Board shall prescribe the
manner in which such stock subscriptions shall be paid.

Should the amount of Class B stock subscribed for and
sold to Fedecral Reserve Banks, in the judgment of the Fedsral
Reserve Board, be insufficient to provide the amount of capital
required for the corporation, then and in that event the Federal
Reserve Board, under conditions and regulations to be prescribed
by it, may offer to member banks such an amount of Class A shares
of stock in such corporation as the Fedoral Rescrve Board shall
determine to be necessary, and may fix the terms and conditions
under which such stock may be sold and allotted, but no stéck
shall be sold at less than par. Whem offered by the Federal
Reserve Board membor banks shall be authorized to subscribe to
and purchase Class A shares of stock in the corporation in an
amount which does not exceed ten per cent of the capital and
surplus of such member dank, Should the total subscriptions to
Class B stock by Federal raeserve banks and to Class A stock by
member banks, in the judgment of the Federal Roserve Board, be
insufficient to provide the amount of capital required by the
corporation, then and in that event the Federal Reserve Board
shall allot to the United States such an amount of Class A
stock as said Board shall detoermine to be necessary.
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Said stock shall be paid for at par out of any money in the
Treasury not otherwise appropriated, and shall be held by

the Secretary of the Treasury, for the benefit of the United
States, and may be later disposed of through the Federzal
Reserve Board to member banks applying therefor under the terms
and conditions to be fixed by the Secretary of the Treasury,
but no such stock shall be sold at less than par.

GENERAL SUPERVISION.

The affairs of the Corporation shall be conducted under
the general supervision and control of a board of directors
consisting of nine members appointed by the Federal Reserve
Board. Upon the organization of the first Board, one of the
members shall be designated by the Federal Reserve Board as
Governor, and one as Vice Governor. The directors may elect
a committee of five to be known as the Executive Committee,
and may delegate to this committee such powers and authority
as ray be deoemed necessary or advisable. Five members of the
Board shall constitute a quorum for the transaction of any
business, and three members of the Executive fommittee shall
constitute a quorum of that committee. Members of the Board
shall be citizens of the United States over thirty-five years
of age, shall be men of tested mercantile experience and be
fairly representative of the various parts of the United States.
The directors first appointed by the Board shall serve for
terms of from one to nine years respectivyly, and thereafter
each member so appointed shall serve for a term of nine years
unless sooner removed for cause by the Federal Reserve Board.
After the first year the directors shall annually elect the
Governor and Vice Governor from the directors appointed by
the Federal Reserve Board. The Governor shall receive an
annual salary of $25,000 and the Vice Governor an annual -
salary of $15,000, The salary of the directors shall be fixed
by the Federal Reserve Board, and the salaries of all other
officers shall be fixed by the directors subject to the
approval of the Federal Reserve Board. The directors, other
than officers, shall receive in addition to their salaries
a reasonable allowance for necessary expenses in attending
moetings of the Board. The Board of directors shall perform
the dutiss usually pertaining to the office of diresctor of
a banking association and such other duties as are prescribed
by law., Such Board shall administer the affairs of the cor-
poration fairly and impartially and without discrimination
and subject to the provisions of law and orders of the
Federal Reserve Board, shall extend to Federal reserve banks
and membor banks such accommodations as may be safely and
reasonably extended under authority of this section.
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REPORTS AND EXAMINATION.

The corporation shall make reports ¢f its conditions on
forms prescribed by the Federal Reserve Beard as and when called
upon by the Federal Reserve Board. The Federal Reserve Board
shall cause examinations to be made by examiners selected by
it of the affairs of such corporation at least twice in each
year, and all the expenses of such examinations, including the
examination of branches or agencies, shall be paid by the
Corporation upon an assessment being made by the Federal Reserve
Board.

FEDERAL RESERVE BANKS,

The corporation may carry accounts with or for Federal
reserve banks, which banks shall be authorized to receive
deposits from or to make deposits with the corporation, and
to purchase from or rediscount for, with or without its en-
dorsement, any securities said Federal reserve banks are
authorized by law to hold or to make loans on the promissory
note of such corporation having a maturity not to exceed thirty
days and secured by bills and notes or other securities eligible
for rediscount or purchase by the Federal reserve banks.

DIVISION OF EARNINGS.

After all necessary expenses of the corporation have been
paid or provided for, Class "A" stockholders shall be entitled
to receive an annual dividend of six per cent. on the paid in
capital stock, which dividend shall be cumulative,

After the aforesaid dividend claims have been fully met,
all the net earnings shall be distributed pro rata among the
Class "B" stockholders, except that one-half of such net
earnings shall be paid into a surplus fund until it shall
amoung to forty per cent. of the paid in capital stock of
such bank, ’ :

TAX EXEMPTION. .
The corperation, including the capital stock and surplus

therein, and the income derived therefrom, shall be exempt from
Federal, State or local taxation, except taxes upon real estate.

http://fraser.stlouisfed.org/
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Section 2. By inserting a new section to be known as
Section 25 (b) after section 25 (&) to read as follows:

Banking corporations to be eorganized for the purpose
of engaging principally in international or foreign bank-
ing, or banking in a dependency or insular possession of
the United States, either diractly or through the agency,
ommorship, or control of 14cal dinstitutions in foreign
countriss, or in such dependencies or insular possessions
as provided by this section, and to act when required as
fiscal agents of the United States, may be formed by any
number of natural persons, not lsess in any case than five,

Such persons shall enter into articles of association
which shall specify in general terms the object for which
the association is formed and may contain any other provisions
not inconsistent with law which the association may see fit
to adopt for the regulation of its business and the conduct
of its affairs.,

These articles shall be signed by the persons uniting
to form the association and a copy of them shall be forwarded
to the Federal Roserve Board to be filed and presented with
its records.’

The persons uniting to form such association shall,
under their hands, make an organization certificate which
shall specificdlly states

(1) The name assumed by such association, which name
shall be subject to the approval of the Federal Rescrve
Board;

(2) The place or places where its operations are to
be carried on;

(3) The place in the United States where its home
of fice shall be located;

(4) The amount of its capital stock which shall be not
less than $2,000,000 and the number of shares into which the
same shall be divided;

http://fraser.stlouisfed.org/
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(5) The name and places of residencs or of businoss of
the shareholders and the number of sharecs held by each of thom;

(6) Ths fact that the certificatec is made to cnable such
persons to avail themsclves of thc advantages of this section.

The organization certificate shall be acknowlcedged bofore
a judge of somc court of rccord or a notary public and shall be,

‘together with the acknowledgment thereof, authenticatcd by the

Digitized for FRASER
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seal of such court or notary and transmittcd to the Federal Rosarve
Board, which shall rccord and carsfully presorve the same in its
business.

Upon duly making and filing articles of association and
organization as providsd in this section the corporation shall
become as from the dats of its execution of its organization
certificate a body corporate, and as such and in the name
designated in the organization cortificate it shall have power
urder such conditions and regulations as the Foderal Resecrve Board
n2y prescribes

First. To adopt and use a corporate seal.

Second., To have succession for a period of twenty years
from its organization unless sooner dissolved by an act of
Congress or unlsss its franchises shall become forfoited by some
violation of law,

. Third. To makc contracts.

Fourth. To sue and be sued, complain and decfend, in any
court of law or equity as fully as natural persons.

Fifth. To elect or appoint directors, a majority of whom
shall be citizens of the United States, and by its board of
directors to appoint such officers and esmployees zs they may
decm proper, define their duties, require bonds of them and fix
tho ponalty thersof, dismiss such officers or employees, or any
of them, at pleasure, and appoint others to fill their places.

.org/
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Sixth. To prescribe by its board of directors by-laws,
not inconsistent with law and the regulations of the Federal
Reserve Board, regulating the manner in which its stock shall
be transferred, its directors elected or appointed, its officers
and employees appointed, its property transferrcd, its general
business conducted, and the privileges granted to it by law
exercised and enjoyed.

Seventh. To purchase and sell or discount and negotiate
notes, drafts, checks, bills of exchange, acceptances, cable
transfers, or other evidences of debt; to purchase and sell
securities, including securities of the United States or any
State in the Union; to accept bills or drafts drawn upon it
subject to such limitations and restrictions as may be imposed
by the Federal Reserve Board; to purchase and sell exchange,
coin, and bullion; to borrow and to lend money on real or
personal security; to exercise the trust powers of national
banks; to receive deposits and generally to exercise such
powers as are incidental tothe banking business as conducted
in the country or countries, dependency or dependencies in
which its operations are carried on. -

Eighth., To establish and rmaintain for the transaction
of its business a branch or branches, agency or agencies
in foreign countries and their dependencies or in the de-

" pendencies of the United States at such places and under such

rules and regulations as the Federal Reserve Board may prescribe;
and to establish and maintain such additional branches or agencies
as the Federal Reserve Board may from time to time authorize

even in countries or dependencies not specified in the original
organization certificatec.

Ninth., To purchase, use, and hold stock or other certificates
of ownership in any other banking corporation organized under
the provisions of this section or chartered under the laws of
any foreign country or of any State in the United States not
doing business in the United States except such business as in
the judgment of the Foderal Reserve Board is necessarily
incidental to its intsrmational or foreign business: Provided,
however, That it shall not hold stock in any one corporation
in excess of ten por centum of its own paid-up and unimpaired
capital and surplus, except with the consent of the Federal
Reserve Board. The provisions of the Act approved October
fifteenth, nineteen hundred and fourteen, entitled "An Act
to supplement existing laws against unlawful restraints and
monopolies, and for other purposes,® shall not apply to cor~
porations or to officers, directors, or employees of corporations
organized under this section or under Section 25 a.
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«; Corporations organized under authority of this
section or of Section 25 (a) of this Act may be granted
permission by the Federal Reserve Board to exercise any
or all of the powers specified in Section 11 (k) of the
Federal :Reserve Act in so far as the exercise of s2id
power may be necessary in the conduct of the foreign or
international business engaged in by such corporations.

No national bank or other member of a Federal
reserve bank shall subscribe for or hold stock in banking
corporations organized under the provisions of this section
aggragating more than ten per centum of the unimpaired
capital and surplus of the subscribing bank. Shareholders
in corporations organized under +this section shall not
be liable for the contracts, debts, and engagements of
such corporations. Any member btank may act as agent for
any corporation organized under the provisions of this
section for the purpose of dealing with any Federal reserve
tank, and the Federal Reserve Board shall promulgate
rules and regulations defining and governing transactions
which such corporation may have with Federal reserve banks
either direct or through the agency of member banks. Neo
such corporation, however, shall become a member of any
Federal reserve bank.

Should any banking corporation organized under the
provisions of this section fail to comply with any of its
provisions or of any applicable laws of the United States,
all the rights, privileges, and franchises of such cor-
poration granted to it under this section shall thersby
be forfeited. Any noncompliance with or vielation of such
laws shall, however, be determined and adjudged by a
United States court of competent jurisdiction in a suit
brought for that purpose in the district or territory in
which the home office of such corporation is locatsd, by
the Federal Reserve Board before the corporation shall
be declared dissolved. In case of such noncompliance or
violation gwery director whe participated in or assented
to the same shall be held liable in his personal or in-
dividual capacity for all damages which said btank, its
shargholders, or any other person shall have sustained
in consequence of such violation. Such dissolution shall

not take away or impair any remedy against such corporation,

its stockholders, or officers for any liability or penalty
which shall have been previously incurred. Any such banking
corporation may go into liquidaticn or be closed by a vote
of its shareholders owning two-thirds of its stock.
Whenever the Federal Reserve Board shall bscome satisfied
of the insolvency of any such banking corporation, it

may appoint a receive who shall proceed to agdwinister the
estate of such corporation in the same manner in which

he would administer the estate of a national bank, the
disposition of the assets of the branches to be subject

Federal Reserve Bank of St. Louis
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to any special provisions of the laws of the country under
whose jurisdiction such assets are lucated .

The annual meeting of every such banking corporation
shall be held at its home office in the United States,
and every such banking corporation shall keep at its home
office books containing the names of all stockholders of
such corporation, and members of its board of directors,
together with copies of the records furnished by it to the
Federal Reserve Board, exhibiting in detail and under
appropriate heads the resources and liabilities of the
banking corporation. Every banking corporation shall
mke reports to the Federal Reserve Board at such times
as it may require and shall be subject to examinations
when deemed necessary by the Federal Reserve Board through
examiners appointed by it, the cost of such examinations
and the compensation of such examiners to be fixed by the
Federal Reserve Board and to be paid by the corporation
examined.

CONVERSION OF STATE BANKS.

Section 3. Any btank incorporated by special law of any
Stzte, or wunder the general laws of the United States, having
unimpaired capital of not less than $2,000,000, and which has
been organized for the purpose of engaging principally in
international or foreign banking, or banking in a dependency
or insular possession of the United States, either directly
or through the agency, ownership or control of local institu-
tions in foreign countries, or any dependencies or insular
possessions of the United States, may, by the vote of the
shareholders owning fifty-one per centum of the capital stock
of such association and by compliance with the provisions of
Section 5154 of the United States Revised Statutes, be converted
into a Federal corporation, and be vested with all powers and
subject to all restrictions and limitations that are contained
in Section 25 (b) of this Act, provided, however, that said
conversion shall not be in contravention of State law.

Section 3. By inserting after the first paragraph of
Section 7 a proviso so that such paragraph as amended shall read
as follows:

"After all necessary expenses of the Federal Reserve
Bank have been paid or provided for, the shareholders shall be
entitled to receive an annual dividend of six per centum on the
paid in capital stock, which dividend shall be cumulative., After
the aforesaid dividend claims have been fully met all the net
earnings shall be paid to the United States as a franchise tax,
except that one-half of such net earnings shall be paid into
a surplus fund until it shall amount to forty per centum of
the paid in capital stock of such bank,Provided, however, that
whenever the Federal Reserve Board shall allot to any Federal
Reserve Bank stock in the corporation created by Section 25 (a)
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of this Act as amended. So much as may dbe necessary
~of ‘the net earnings which would otherwise be paid

to ited States as a franchiss tax shall be
P2y the purchage price of such stockl.
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR

+ VICE

WILLIAM G. MCADOO . ADOLPH C. MILLER 4
SECRETARY OF THE TREASURY CHARLES S. HAMLIN b L{E i
CHAIRNAN I Rl
JOHN SKELTON WILLIAMS -
J. A. BRODERICK,
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD L, S ADELSON. Hatera SechETANY
W. T. CHAPMAN, ASSISTANT SECRETARY
. W. M. IMLAY, FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

. : September 13,1918.

X-1192

Dear Sir:

For the information of the Board, pleasc advise
this office the present method employed by you in the
handling of deposits received from Collectors of Intermal
Revenue and Customs for credit to the gemeral account,
Treasurer of the Uhited States.

Is it your practice to hold over fur credit on
the follcwing day such deposits received after b»anking
hours? Are your relations with these Collectors and yonr
present practice mutually satisfactory, or have ch eny
suggestions to make that might tend to improve or simplafy
these operations?

Very truly yours,

The Governor, Secretary,
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Report to Federal Reserve Board at a meeting of

the Board held at Mon ___

—d

191%, of the purchase, under the

“power of attomey filed by the respective Federal

Reserve Banks, of special 2% certificates of Zndebtedness
of the United States for deposit with Comptroller of the
Currency as collateral for Federal Reserve bank notes.

For the Federal Reserve Bank of -
(Date)  (4mount)

Respectiully,

Secretary.
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EX-OFFICIO MEMBERS
w_-

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY
CHAIRMAN

JOHN SKELTON WILLIAMS

COMPTROLLER OF THE CURRENCY FE D E RA L_ R ES E RV E BOA RD

WASHINGTON

SUBJECT: Revenue Stamps.Drafts

drawn

to finance sales of goods

to Allied Purchasing Commission. September 16,1918,

W. P. G. HARDING, GOVERNOR

, VICE GOVERNOR
ADOLPH C. MILLER i @ 3
CHARLES S. HAMLIN

J. A. BRODERICK, SECRETARY

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

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

X-1196

Dear Sir:

The Board's attenticn has been called to the fact

that in some districts banks are requiring revenue stamps
to be affixed to drafts drawn to finance sales of goods to
the Allied Purchasing Commission, while in others this re=-
quirement is not enforced by the banks.

It is, of course, desirable that the practice

should be uniform. Attention is, therefore, callad to the

ruling of the Commissionsr of Internal Revenue, published

on page 614 of the July 1918 Bulletin, which reads as '
follows:
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"Referring to your letter of June 5
and my acknowledgment of June 10, it scems
from Mr. Curtis's letter that under credit
agreements conforming with the regulations
of the Federal Reserve Board packers may draw
bills of exchange on dowestic banks against
sales of goods to the Allied Purchasing
Commission, such bills running for a peried
of time covering approximately the transit of the
shipment from the interior point to the seaboard,
where the goods are taken én board ship for the
ocean voyage at the convenience of the Allied
Purchasing Commission.

In Wm. E. Peck & Co. {(Inc.) v. Lowe,
decided in the United States Supreme Court May 30,
1918, which held that the income tax of 1913 was
valid as applied to net incowe derived from sales
in foresign commerce, the court has accasion to
discuss the effsct of the constitutional prohibition
against taxing articles exported, and it referred
to and distinguished casrtain of its former decisions
on the subject. It concluded that when the tax is
not laid on the articles themselves while in course
of exportation, the true test of its validity is
whether it so directly and closely bears on the
process of exporting as to be in substance a tax
on the exportation. In the present circumstances

Federal Reserve Bank of St. Louis
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it can probably fairly be said that the tax on the
drafts, although they are to be paid before the
actual ocean voyage begins, bears so directly and
closely on the process of exporting as to be in
substance a tax on it. The goods are doubtless

"in coursc of exportation" from the time the first
carrier receives thew.

Tne same principle would seem to apply as
in the case of the transportation tax. In Article
31 of Regulations No. 42 rules for determining when
property way be desmed to be in the course of ex-
portation ars laid down, and apparently the present
situvation is within their scops.

It is accordingly held that the stamp tax
imposed by subdivision 6 of Schedule A of Title V11l
of the act of October 3,1917, does not attach to
drafts on domestic banks in connection with the
shipment of articles from the interior to the sca-
board, where such articles have been sold to the
United States agent of a foreign purchaser for export
under circumstances entitling the transportation
within the United States to exemption from the
transportation tax."

Very truly yours,

Governor,
The Chairman,
Federal Ressrve Bank of

14.
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WILLIAM G. MCADOO

SECRETARY OF THE TREASURY

CHAIRMAN

W. P. G. HARDING, GOVERNOR

, VICE GOVERNOR~'} ‘{_ 5
ADOLPH C. MILLER cem AT
CHARLES S. HAMLIN

W. T. CHAPMAN, ASSISTANT SECRETARY

O rraoLL oF THE CuRgENCY FEDERAL RESERVE BOARD o cneraey
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W. M. IMLAY, FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Ssptembor 16,1918,
X-~1200

IN RE+ - STATE EANK APPLICATION S- RECOMVENDATIONS
OF RESERVE BANK COMMITTREES AND CONDITIONS SUGGESTED.

Dear Sir:

Examination reports filed in connection with
applications made by State Banks, for membership, are
analyzed by or for the respective Reserve Bank Committces.
In 2 number of cases with the analysis rcceived it has
been possible more promptly to consider the applications.
In all other instances howsver it has been necessary to
have a thorough analysis prepared here before the appli-
cations could be presented to the Board.

It will be appreciated if you will arrange to
submit, with each application, an analysis of the report
and data, on the encloscd form, a supply of which has been
sent to you under separate cover.

It would also be of material assistance to this
office if the Committecs would speciiy whati, if any, con-
ditions of membership should be imposed upcer appiying banks;
for example?

"The undersigned Committee recommends approval of
the application subject to the following conditicns:

1. Reduction of loans to directors.

2. Immediate charge to Profit and Loss Account

Bad Debts $10,000 ‘
20% of depreciation shown in investment
securities, "

Very truly yours,

Enclosurs.

The Chairman, Secretary.
Foderal Reserve Bank of

http://fraser.stlouisfed.org/
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
. VICE GOVERNOR

WILLIAM G. MCADOO ADOLPH C. MILLER
SECRETARY OF THE TREASURY CHARLES S. HAMLIN
CHAIRMAN v i%@
JOHN SKELTON WILLIAMS —
COMPTROLLER OF THE CURRENCY FEDERAL RESERVE BOARD TR s S
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT
WASHINGTON ADDRESS REPLY T0

FEDERAL RESERVE BOARD

September 16,1918,
X-~1201
SUBJECT- EXAMINATION OF STATE MEMBER
INSTITUTIONS AND ANALYSIS CF REPORTS ‘
OF EXAMINATIONS.

Dear Sir:

Referring to the last two paragraphs of Circular
Letter X=677 dated January 26,1918, the Federal Reserve Board
would be pleased to receive -

1. List of States in your district wherein your Board
of Directors has not by resolution authorized the
acceptance of examinations by State authorities.

2. List of State institutions in your district which
wore members December 31,1917, and which have not
been examined during the current calendar year.

3. List of State institutions which were wembers on
December 31,1917, which it will be necessary for
your force to examine during this calendar year.

It is understood that the Credit or Examining depart-
ments in the various Reserve Banks will analyze the reports of
the examinations of State member banks, For the purpose of
uniformity the Board is enclosing herewith 2 copy of analysis
form which it would be pleased to have filled out and forwarded
with each report of cxamination. A supply of the forms has
been sent you under separate cover.

Very truly yours,
Enclosure.

The Chairman, Secretary.
Federal Reserve Bank of
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. . ' ' ’ W. P. G. HARDING, GOVERNOR j 4*?
EX-OFFICIO MEMBERs . ALBERT STRAUSS, VICK GOVERI
ADOLPH C. MILLER

CARTER GLASS
SECRXTARY OF THE TREASURY CHARLES S. HAMLIN
CHAIRMAN
JOHN SKELTON WILLIAMS J. A. BRODERICK, SECRETARY
CourrmouLEx or e Cumnehcy FEDERAL RESERVE BOARD L. € ADELSON, Aesmranr SecwEany
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FiSCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

. Sepiemper 17,1918,
SUBJECT: GCLD EXPORTS X~1205
TO MEXICO.

My
Al.Governor, Federal Reserve Bank,
Dear Sir:

In connection with applications of metal mining com-
panies for licenses to export gold to Mexico in satisfaction of
the Mexican reimportétion requirements, you are requested to see

) that the reports submitted by applicants on form X-1146B give the
necessary details before forwarding the applications to the Board.
Many improper reports have been received by the Board. Model of a
correct return on this form is enclosed herewith.

Confusion has arisen in the minds of applicants as to the
section of the report calling for

"Proportion of amount named in application to be used
to satisfy Mexican reimportation decree. Geold Silver"

The inforpmation called for by this item is simply a
g division of the sum total of the amount presently applied for as
between reimportation requirements against gold and against silver.
For instance, if the total of the application is $40,000 and the
estimated export to the United States is $20,000 gold and $80,000
silver, then the figures for this item should be $10,000 (100%)

under'gold"and $20,000 (25%) under"silver."
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v ) D : X1205

The last section asks fora report as to the proposed
disposition of ¥ha gold applied for if the license is granted.
The entire amourt for which license is asked should be divided
amoung the various uses to which it is expected the gold will
be applied, such classification to te estimated from knowledge

based on the use of gold received under previous licenses.

Respectfully,

Assistant Secretary.
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ILIAM 6. MCADOO.
SECRETARY OF THE TREASURY ;
JOHN SKELTON WILLIAMS ¥ ] g
CouPYROLLER OF THE CURRENCY FEDERAL. RESERVE BOARD Y ::.IROD!RICK ‘m‘:'mtun e
~ S nEREEs
MJ-JCo WASHINGTON ADDRESS REPLY TO .
. FEDERAL RESERVE BOARD .
September 18, 1918 .
!
Dear Sir:

Beginning with the fourth Liberty Loawn, bonds sold to
employees and others on the installment plan will be included
in the Board's weekly statement with "All other earning assets"
if the bank receives an income from such bonds, and with "All
other resources" if no income is had by the Federal Reserve
bank.

Accordinzly it is requested that beginning with the

fourth loan, Liberty bonds sold to individual subscribers on

the installment plan and for which the bank retains the income, i

be shown on form 34 separately fram other bonds under captxon R

"Liberty bonds sold on installment plan" to which the code word e
, BARD (to follow BISE on form 34) is assigned. The full amownt

of bonds so sold may be reported against this caption and in- W

stallment payments received credited to liability accownt "“Con- L

tracts to deliver Liberty bonds sold" or the net amount only

may be reported against item BARD.  In the Friday night report

the net amount due the bank under this account should be teles

graphed to the Board. In case no income is dﬂrwed by the bank

fran such bonds thay should be shown on form 3% in the fourth

subdivision and included with item TARE.

A In either case it will not be necessary to furnish the
Board with investment schedules (S-2) covering transactions in.
these bonds.

Yours very truly,

Secre téry

106
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i
W. P. G. HARDING, GOVERNOR

-OFFICIO MEMBERS ALBERT STRAUSS, VICE GOVERNOR
Exeorr — . ADOLPH C. MILLER
CARTER GLASS CHARLES S. HAMLIN
SECRETARY'OPATHE TREASURY
i ' J. A. BRODERICK, SECRETARY
WILLIAMS LA .
JOHNC::-(PE!I;L?.LN" z'; THE CURRENCY F E D E R A L. R E S E R V E BOA R D L. C. ADELSON, ASSISTANT SECRETARY

W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

September 19, 1918.
X-1213

SUBJECT: Rediscounts betwsen
Federal Reserve Panks.

Dear Sir:

AZter carefully considering the severai suggésted plans for les-
sening the clerical work connected with :the handling of rediscounts between
Federal Reserve Banks, the Board has concluded that no nmaterial change should
be made at this time in present methods, which, it is understood, closely
follow the procedure adopted in handling discounts for memher banks,

An outline of the clerical work connected with the handling of
redisqounts between Federal Reserve Banks, as provided by the Board's
circular letter X~212 of June 15,1917, and the accompanying memoranda,
is given belcw for the purpose of simplifying and making as uniform as
practicable the wmethods used by all Federal Reserve Banks. Two methods
are outlined whereby Reserve Banks desiring accommodation for a period
short of the actual waturity of the rediscounted paper may repurchase
such paper from the lending Reserve Dank before maturity by making the
necessary transfer of funds through the Gold Settlement Fund.

(1) MATURITIES AND CLASSES OF PAPER REDISCOUNTED: When a Federal.

Reserve Bank rediscounts paper with another bank it is necessary for the
discounting bank to furnish the rediscounting vank and the Federal Reserve
Board with a statewent on schedule BD-4 or 7, showing the identification

number, name of each maker, class of paper rediscounted as called for by
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io’fin'sa, and particularly the amount of each item secured by governmsnt
obligativns, alss due dats, face amount ané rate at which rediscounted.
It will not be necessary to give the nanes of endorsers on schedules
BD-4 or 7 in reporting rediscounts. Paper thus rediscounted will be
carried on the tookd of the lending bank in the same menner as paper
discounted for mswber banks. It will be neces.sary aiso to telegraph the
lending bank aufficient.da.t& vegarding maturities of paper rediscounf.ed
to enable it to furnish the Boa:ld on the following Friday with the
maturity disicribution of its bill holdings for the Board;s weekly state~
ment. The total amowit of paper secured by government o’oiigdtions‘also'
_ should be telegraphed, - : | |
~ (2) ENDORSEMENT: Rediscounted paper must be endorsed by the
borrowing bank. Rubber st;'«.unp endorssment is recommedded and may be made
in blank or substantially as below:
Pay to the order of any Federal Reserve
Bank or Federal Reserve Agent.
FEDERAL RESERVE BANK OF BOSTON
‘ €.C.Bullen, Cashier
(3) UNEARNED DISCOUNT:Rediscounted paper should be claésifiéa C.
on schedules BD-4 or 7 in accordance with maturity datos. The ‘following

hypothetical example is given to illustrate a simple method of ,céu;puting

discount:
Number of ~ Face amount of all paper Rate at :
days to having maturity shown in which ~ Unearned o
‘maturity - preceding columm, discounted  discount -
37 © $1,000,000 " 4-3 /4% $4881.94
38 . 1,500,000 _ " 7,520.83
40 . -1, 000,000 . 5,277.78
48 2,000,000 - 12,666, 67
54 - '550,000 . 3,918.75
56 . _450,000 . . 3,325.00
$6, 500,000 A © $37,590.97

Net credit (face amount less unearned discount)’ $6,462,409.03 ’
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The discounting bank should credit gold settlement fund -~ sus-
pense zc:zouvat on form 34 for the account of the borrowing bank with the
face amounf of the paper with a later adjustment for unearhed discount.
In case it is necessary to protect the reserves of the borrowing bank, an

immediate transfer througl. the gbld settlenent fund may be effected.

(4)_RELEASE FOR PAYMENT: Rediscounted paper may be rebated or taken
up by the borrowing bank befcre maturity upon payment through the gold
settleﬁent fund of the face amount of the paper less the amcunt of un-
earned discount. Unearned discount on notes taken up before waturity may
be calculated in the same m@nner as indicated in paragraph 3. Suppose,
for example, that all paper rediscounted as above.was taken up at the

_expiratjon of 35 days from the time it was rediscounted, then unearned
discount would be figured as follows:

‘Face amount of all paper Rate at which

. Number of days having maturity shown in discounted Unearned
to maturity previous column discount
2 $1,000,00C . 4-3/4% %
3 1,500,000 ’
5 1,000,000
-13. 2,000,000
19 550,000
21 ' S 450,000

Total $6,500,000 ‘ - $

~ Net credit (face amount less unearned discount) §_

(5) RELEASE FOR COLLECTION: Rediscounted paper released to the
borrowing bank for collection should be endorsed {rubber stamp) by the Fod~
eral Reserve Agent of the bdrrowing bank, substantially as below:

Pay to the order of the Federal
Reserve Bank of Boston for coll-
~ection for the account of
Fo.H, CURTISS
FEDERAL RESERVE AGENT.
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When this endorsement is used, written instructions substantially as

follows should accompany the delivery of the paper to the bank:

(pate)

Federal Reserve Bank of___

Dear Sir:

T hand you herewith for collection and credit of the Federal Reserve
Bank of for the account of the Federal Reserve Agent at
the foll.ving commercial paper, which has been held in
trust for the Federal Reserve Agent named. Please advise the Federal Re-
serve Bank to this effect.

e e W ee e e ae e e we e em e e we e wm ee e e mm A e e am e e e e ee e W e e e e

Maturity Amount Maturity Amount

, Very truly yours,

Federal Reserve Agent.

Receipt of the above described commercial paper is hereby acknowledged.

et o e e it — o o

e e o e - o S hon T ———— e " > T . - — = o o — T o s T T o - T

When paywent is received by the borrowing Federal Ressrve Bank for
rediscounted paper collected by it, proper transfer through the Gold Settle-~
. ment Fund should be made to the credit of the 1ending Federal Reserve Bank

~ with appropriate advice to the Federal Reserve Agent.

(6) BORROWING FOR FIXED PERIODS: Under the Federal Reserve Act, any
accommodation extended by one Federal Reserve‘Bank‘tc another must be in

the fonﬁ,of rediscounts, and therefore borrowing for fixed periods on
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promissory or collateral notes would require an amendment to the Federal
Reserve Act. In case, however, a Federal Reserve Bank is reasonably sure
that it will not nsed ccomrodation for the entire period for which paper
under rediscount has to run, an agreement may be entered into, whereby,
if the accommedation is desired fo? say 15,30 or 45 days, discount may
be calculated for the period for which the accommodation is desired.
Under this plan all paper must have a maturity of at least or beyond the
period for which accommodation is required. While the calculation of un-
earned discount for fixed periods will be permitted, the lending Federal
Reserve Bank must classify the paper on form 38 according to the actual
vaturities and without regard to thevperiod for which discount has been
figured. Paper released upon payment by'the borrowing bank will again be
taken into its bill holdings. No report covering this latter transaction

need be furnished to the Federal Reserve Board.

REDISCOUNTS UNDER PARAGRAPH 6.

Bank "A" arranges to rediscount $10,000,000 of comnercial paper with
bank ‘"BY for 30 days at 4-3/4%. (Face amount of paper $10,004,372. Dis-

count $___.) Debit and credit entries may be made as below:
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BANK Wwan

- Debits
Gold Settlement Fund
Unearned discount

Bills discounted,

mewbers
BANK ngn
Debits

Bills discounted, other

F.R, tanks

Gold Settlement Fund

6 ‘ %-1213
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At time of rediscount:

Credits
Bills discounted, mewbers $

S
$

At expiration of 30 days:

; Gold Settlement Fund $

At tire oI rediscount:

Credits
Gold Settlement Fund $
Unearned discount $

At expiration of 30 days:

$______ Bills discounted,other
F.R. banks $

Debit and credit entries wade by both bank "A" and tank "B" at the expira-

tion of the 30-day period will be reduced by amounts rebated, if any. Any

necessary adjustment in unearned discount account nay be made at the time

the periodic proof is taken to determine whether the amount held in the

account ‘is sufficient to cover interest unearned on discounted paper or

at the expiration of the period for which the paper was rediscounted.

Approved;

Governor.
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W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT
WASH l NGTON ADDRESS REPLY TO
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FEDERAL RESERVE BOARD

Ceptember 19,1918,
. X-1215

SUBJsCT: IZLECITON OF CLASS “A™ AYD CLASS "B" DIRECTORS.

Dear Sirs

House Bill No. 11285, generally known as the Phelan Bill,
has passed both Houses of Congress and now awaits the signature
of the President. Section 4 of the Federal Reserve Act, which
relates to the slection of directors of Class "A" and Class "B%,
amended by this bill, read as follows:

"Directors of Class A and Class B shall be chosen in the
following manner:

"The Federal Resgerve Board shall classify the member banks
af the district into thres general groups or divisions, designating
each group by number, Each group shall consist as nearly as may be
of banks of similar capitalization. Each member bdank shall be permitted
to nominate to the chairman of the board of directors of the Federal
reserve bank of the district one candidate for director of Class A
and one candidate for director of Class B. The candidates so nominated
shall be listed by the chairman, indicating by whom nominated, and a
copy of said list shall, within fifteen days after its completion, de
furnished by the chairman to each member bank. Each member bank by a
resolution of the board or by an amendment to its by-laws shall
authorize its president, cashier, or some other officer to cast the
vote of the member bank in the elections of Class A and Class B
directors,

"Within fifteen days after receipt of the list of candidates
the duly authorized officer of a member bank shall certify to the
chairman his first, second, and other choices for director of Class A
and Class B, respectively, upon a preferential tallot upon a form
furnished by the chairman of the board of directors of the Federal
reserve bank of the district. Each such officer shall make a cross
opposite the name of the first, second, and other choices for a director
of Class A and for a director of Class B, but shall not vote more than
one choice for any one candidate." No officer or director of a member
bank shall be eligible to serve as a Class A director unless nominated
and elected by banks which are members of the sams group as the member bank
of which he is an officer or dirsctor.

Any person who is an officer or director of more than one meuber
bank shall not be eligible for nomination as a Class A director except by
banks in the same group as the bank having the largest aggregate resources
of any of those of which-such person is an officer or director,
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Tt will be obeerved thut the Federzl Nessrve Board Aﬁ_.ﬁ?
is now required to classify the moemoer banks of each district
into three groups or divisions as a preliminary to the election
of directors. The Board will be glad to have suggestions from
you as to the proper classification of banks in your districte

It will also be observed that under this amendment
each member bank is required by resolution of its Board, or
by amendment to its bylaws, to authorize its President, Cashier,
or some other officer to cast the vote of the member ba.nk in
the election of Class "A" and Class "B" directors instead of
having a district reserve elector perform this service.

This amendment also prohibits any officet or director
of a member bank from servirg as a Class "A" director unless
nominated and elected by banks which are members of the same
group as the member bank of which he is an officer or director.
Any person who is an officer or director of more than one member
bank is not eligible for nomination as a Class "A" dirsctor
except by banks in the same group as the bank having the largest
aggregate resources of any of those of which such person is an
officer or director. The attention of the member banks in your
district should be called to this change in the method of pro-
cedure for the election of directors and in the qualification
of candidates.

Fach bank in your district should be requested either
to amend its bylaws so as to authorize one of its officers to
cast the vote of the bank in the election of ‘Class "A" and Class
"B" directors, or to pass a resolution to this effect, and to
file with you a copy of the amendment to its bylaws or of the
resclution adopted.

As soon as the Federal Reserve Board has classified the
baks in your district arrangements should be made to hold an
election of directors to succeed those whose terms expire on
December 31, 1918.

The Board, will therefore, be glad to have your
suggestions as to grouplng of banks in your district as early
as possible.

Very truly yours,

Governor .

The Chairman,
Federal Reserve Bank,

Federal Reserve Bank of St. Louis
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\ WASHI NGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Ssptember 2C,1918.
X~1216

SUBJECT: PAYMENT BY FEDEPAL RECERVE
! BANKS OF EXPENSES INCIDENT
TO TRANSFERS OF CUIR“NCY AND
SECURITIES PLEDCED AS COLLATERAL;
TO AND FROM FEDERAL RESERVE BANKS.
Dear Sir:

Foderal Reserve banks are now paying the cost of tramsportation
on Federal Reserve notes from Washington, and these notes are available
to banks located in Federal Reserve and Federal Reserve branch cities
without charge for delivery. The banks have also abolished their
service charges for collecting checks, and in many cases they are paying
all transportation charges in connection with the exchange of currency
for gold, as well as charges on currency forwarded by country banks
to offset debits made against them represented by the total footings
of letters containing checks for collection.

The Board has under consideﬁation the propriety of extending
further facilities to member banks by having Federal Reserve banks pay
all charges incident to the franslers_to and from the Federal Reselve
banks -of currency, and securitieé,pledgedfor to be pledged as collateral

¥ for loans. | |

This question was discussed at the meeting of the Federal
Advisory Council on the 17th instant and received the cordial support
of that Body.

The Board will be pleased to receive from you an estimate of the

. probable cost (say for a two months period) to your bank if it should

absord the entire expense involved in the plan cutlined bslow:
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MEMBER BANKS: (a) Payment cf all postage, cxpress, insurance, etc.,
incident to shipments tn and from wmember banks of
currency, collateral notes and bills for rediscount,
and securities deposited as collateral to member bank
promissory notes and notes rediscounted.

" (b) Payment of charges on all telegrams received from

or gent to member banks in connection with currency,
exchange transfers, lcans and deposit transactions.
NON-MEMBER BANKS MAINTAINING CLEARING ACCOUNTS WITH FEDERAL RESERVE BANKS:
(a) Payment of postage, insurance and expressage in
connection with shipments of currency in settlement
of clearing balances.
NON~-MEMBER BANKS ON PAR LIST:
All postage in connection with remittances made to
cover collections { to be provided for by enc1051ng
return stamped envelope)
A1l expenses incident to shipments of currency to

‘ Federal Reserve banks in payment of items sent for

collection.

It is thought that the extension of the privileges above indicated
to member banks will remove the feeling that many country banks have
that the Federal Reserve Act discriminates against them in favor of the
banks in the larger cities, and will at the same time prove an added
stimilus to the state banks to apply for membership.

Should the plan be adopted, the Board would, of course, reserve

~the right to modify or rescind it at any time upon reasonable notice.

You are requested also to give the Board the benefit of your
opinion as to the expediency of the adoption of the proposed plan

by all Federal Reserve banks.

Very truly yours,

Governor.
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COMPTROLLER OF THE CURRENC FEDERAL RESERVE BOARD b A cnETARY
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FisCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

September 20, 1918.

SUBJECT: Collateral plsdged with U. S.
Treasurer against outstanding rF. R. bank notes.

Dear Sir:

An examination of the daily statements, form 314, received
from a nmumber of the Reserve banks, indicates that they are re-
porting their total holdings of U. S. securities deposited with
the U. S. Treasurer to secure Federal Reserve bank notes,
against item "U. S. bonds to secure circulation' without refer-
ence to whether the securities are long or short-term obliga-
tions.

It is important that your holdings of the various classes
of goverrment securities be stated corréctly on form 34 and it
is accordingly requested that in the future U. S. bonds only be
reported against caption "U. S. bonds to secure circulation, "
and that certificates of indebtedness be set up separately
against caption "Certificates of indebtedness to secure circu-
lation, " code word BUFF. '

Inagmich as all one-year Treasury notes held by the Federal
Reserve banks have been deposited with the U. S. Treasurer as
security against Federal Reserve bank note issues, it will be
satisfactory to us if the banks will report such holdings against
the caption "One-year Treasury notes" on form 34,

Yours very truly,

Secretary.

X-1217
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JOHN $KiiL ... WILLIAMS J. A. BRODERICK, SECRETARY
COMPTROLLER OF THE CURRENCY F E D E R A L R E S E RV E BO A R D L. C. ADELSON, ASSISTANT SECRETARY
- . W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

Septeuber 28,1918,
¥-1218

SUBJECT: CLASSIFICATION AND RECT.ASSIFTCATION OF
REGISTRANTS UNDER TIE SELECTIVE DRAFT LAWL

Dear Sir:

For your information there is enclnsed herswith copy
of letter from this office to the Provost-Marshal General
submitting certain questions and photostat copy of reply
received, both of which explain themselves.

From inquiries received and complaints filed with
this office by several banks it appears that the interpretations
given to the rulings of the office of the Provost-Marshal
General by the local or district boards have not been entirely
uniform and that in soms instances bank smployees who were
originally given a deferred classification on other grounds
than that of their employment have had their deferred classifi-
cation withdrawn under regulations dated May 22,1918 and
generally referred to as the "Work or Fight" rogulations.
This although ths Provast-Marshal General under date of July 5,191g,
ruled that bank employses were not subject to reclassification
under this order,

The forces of the banks have already been materially
depleted by the loss of registrants betwsen the ages of 21 and
31l. Under the new selective draft law which extends the age
limits so as to include those from eighteen to forty-five, in-
clusive, it is of course obvious that some steps must be taken
to secure deferred classification for those employees who are
vitally necessary to the successful operations of the banking
business.

With the constantly inoreasing demands made upon the
banks a further material depletion of their forces would ren-
der it difficult for the banks to perform the services required
of them by the United States in the present emergency.
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While the Fsderal Reserve Board, of course, realizes that
the officers of the Federal reserve banks will not desire to
ask for deferred classification for employees who may be spared
to enter the military sewrvice, it is of prime importance to our
Government that its fiscal operations conducted through the
banks shall be mzintained at the highest standard of efficiency
and to this end that all necessary steps should be taken to
procure a proper classification of necesszary employees in
accordance with the letter and spirit of the selective draft
act and regulations of the War Department.

To this end it is necessary that sowe uniform practice
should be adopted by the several banks in presenting claim for
deferred classification and that the regulations and rulings
of the War Department which spocifically affect bank employees
should be called to the attention cf all local boards.

The accompanying memorandum which sugpests a method of
procedure to be followed has accordingly been preparsd for
the information of the officers of Federal reserve banks and
member banks.

Respectfully,

: Gevernor,
-3 Enclosures

The Chairman,
Federal Reserve Bank,
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FEDERAL RESERVE BOARD.
September 11,1918,

Major General E.H. Crowder,

Provost Marshal® General,
War Department,

Washington, D.C.

Sir:

Receipt is acknowledged of your letter of September 6,
addressed to the Secretary of the Federal Reserve Board, and
which relates to a ruling reported by the press as having bsen
made by your office to the effect that bank clerks way be given
a deferred classification on the ground that they are engaged
in an essential occupation or employment.

You state that your office has not ruled that employees
of banking institutions as such are entitled to deferred class-
ification.

The Board understands that bank clerks as a c¢lass are not
by reason of their employment entitled as a matter of right to
a deferred classification, but has understood your previocus
ruling to be that where a bank clerk has for other reasons been
given a deferred classification, it is not necessary for a local
or district board to reclassify him under what is knowm as the
work or fight order.

. As pointed out in previous correspondence with your office,
the forces of the banks have already been materially depleted and
the officers of the banks are endeavoring to replace as rapidly
as possible those who have been called under the selective draft
law with women or with wen who are not of draft age. It is
difficult at best,howsever, for the banks to naintain a force
sufficient to meet the demands made upon them in the ‘present
circymstances and, since the age limit has been extended so as to
include most of the officers as well as the employees of the bank,
the problem of maintaining the banking forces has become an even
more serious onea

While there is no desire on the part of the Federal Reserve
Board, nor of the officers of the {ederal reserve banks, to
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ask for exemption or deferred classification of nonessential
officers or employees who may be utilized in the military service,
you will, of course, understand that if such officers and employees
are required under the work or fight order to seck other employment,
it will be impossible for the banks to perform the services required
of them by the United States.

The same problem is invélved in the maintenance of the force
of the Federal Reserve Board, A case has arisen during the past
week which illustrates the difficulties that are being encountered.
One of the messengers employed by the Federal Ressrve Board who is
within the draft age, was classed in Class 4 (a) by the local board
in January 1918 bscause of ths fact that he had dependents and not
because of the fact that he was employed by the Board., Under the
wotk or fight order he was recently summoned before the board to
show cause why he should not be reclassified and has been advised
that he must find another position within ten days or he will be
subject to the draft,

The effect of this ruling appears to be that the work of the
Federal Reserve Board is classified by the local or district board
as nonessential, It is, of course, obvious that if this position
is to be taken by your local board, and if every employee of the
Federal Reserve Board who for other reasons has been given deferred
classification, is required under the work or fight order to seek
other employment or to be subject to the draft, it will not be
possible for the Board to perform its functions.

In your letter to this office dated July 5,1918, you state:

"I beg to advise you that bank clerks are excepted from
the operations of the regulations which provide for the with-
dramal of deferrsd classification and order rumber of regis-

- trants found to be idlers or engaged in nonproductive occupa-
tions or employments.,"

It is assumed that this ruling will also apply to clerks and
employees of the Federal Reserve Board, but this view has apparently
not becn taken by your local board and has not been regularly applied
by other local and district boards to bank clerks and employees., In
other words, it appears to this office that sowe of the local boards
have confused your regulations which relate to the original classi-
fications of registrants with your work or fight regulation which requires
reclassification of registrants in a deferred class who are engaged
in nonessential occupations.
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In order that the Board may be advised as to the proper
procedure to be followed in cases which affect its employees
and nmay advise the Federal reserve banks and member banks in
cases affecting officers and employees of such banks, this
office will greatly appreciate a specific ruling on the follow1ng

casest

First,- Are employees of the Federal Reserve Board excepted
from the operations of the regulations which provide for the with-
drawal of deferred classification znd order number of registrants
found to be idlers or engaged in nonproductive occupations or
employment 7

Second,~ Is it within the province of a local or district
board to reclassify a rsgistrant ergaged in an occupation or
employment which has been excepted from the operation of the
work or fight regulation, where the deferred classification
of such registrant is not based upon his smployment but upon
other grounds?

Third,- If a local or district board reclassifies a registrant
under the work or fight regulation on the ground that he is engaged
in a nonproductive occupation or employment, is the finding of the
board conclusive oir nmay it be reviewed other than by the President?

Four,- If a local or district board reclassifies a registrant
on the ground that he is engaged in a nonproductive occupation or
employment and the attention of the board is called to the fact
that the occupation or employment engaged in is ~ne which has been
excepted by your office from the operations of the work or fight
order, can the board annul such reclassificaticny

The Board would like to issue a circular to tie banks out-
lining procedure to be followed in cases where local boards have
reclassified employees under the work or fight orde: in vioclation
of your ruling of July 5, and also as to the procedure to be followed
in obtaining a deferred classification for essential officers or
employees when those who are required to register on Septeuwber 12 are
classified. It is understood, of course, that none of such registrants
will be given a doferred classification because of their employment,
even though banking is classified as an essential occupation, unless
the officer or employee is one whose services cannot be dlspensed
with without serious detriment to the work of the bank,
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If your office has prepared any forms to be used in this
connection or any specific regulations as to tho wethod of
procedure to be followed, the Board will greatly appreciate
it if you will have it furnished with copies. It desires to
cooperate with your office in every way in facilitating the
proper classification of the employees of the Federal Reserve
Board and the officers and employees of the severz) banks,

To this end the Beard will be glad to receive any and all
instructions you may desire to have transmitted t¢ the banks
cr to have published in its wonthly bulletir. It will also
be glad to have its counsel confer with a representative of
your office if agrceable to you, in order that the Board may
obtain the information necessary tc enable it to deal with
questions arising under your regulaticns.

Respectfully,

Governor.
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CLASSIFICATION OF REGISTRANTS UNDER THE ACT OF
MAY 18,1917,

AS ORIGINALLY ENACTED:

Under the Act of }py 18,1717, sntitled "An
Act to Authorize the President to Incresase temporarily the
Military Establishwent of the United Statss ¥, registiants
may be given a deferred classification by reason ¢f their
employment when 'engaged in industiies, including agsiculture,
found to be necessary to the wmaintenance of the wmilitary es-
tablishment, or the oliestive operations of the military forces,
or the maintenance of rnational interestis during the emergency.”

The District Board has exclusive jurisdiction
over cases of this sort and local voards are not authorized to
give a registrant a deferred classificaticn on the ground of his
employment . It is understood that the District Boards have ruled
that banking is not an industry within the meaning of this statute,
and that bank clerks cannot,therefore, be given a deferred classi-
fication by reason of thsir employment.

AS AMENDED BY THE ACT OF AUGUST 31,1918:

The Act of August 31,1918, amends the Act of
May 18,1917, in several particulars. The provision quoted above is
amsnded so that registrants may now be given a deferred classification
when "engaged in industries;_occupatiuns or employments,including .
agricultural,found to be necessa:y to the maintenance of the military
establishment, etc."

In response to an inquiry submitted by the
Federal Roserve Board, the Provost Marshzl General, under date of
September 16,1918, has ruled as follows:

"Under this amendment district boards may
properly consider claims for doferred classification of
those engaged in banking, and as with industrial claims,
so with occupational claims, each case must be considered
by the district board on its merits. It must be shown both
sthat:the enterprise in which the registrant is engaged is
necessary, and that he is necessary to the enterprise."

RECLASSIFICATION OF REGISTRANTS BETWEEN THE AGES OF 21 AND 31 EN=
GAGED IN ESSENTIAL EMPLOYMENT:

It is understood that 2 number of bank employees
whose claims for deferred classification were based on the ground
of their employment, have not yet been called to the military service.
The question, therefore, arises whether in view of the amendment above
quoted, these employees may now be given a deferred classification
if it can be demonstrated that they are necessary to the successful
operation of the banks employing them.
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The Provost Marshal General has been asked for a ruling on this
< question, If he rules that such cases may be reopened by the District
boards, a copy of his ruling will be furnished upon request for pre- .
sentation to the District boards,and in such cases, banks should apply
for a reclassification of those employees who are necessary to the
. operations of the bank, Each case will, of course, have to be considered
on its merits,

¢ WITHDRAWAL_OF DEFERRED CLASSIFICATION UNDER THE WORK OR FIGHT ORDER:

It appears that in some instannes registrants vetwesn the ages of
21 and 31 have been given a deferred classificaticn cn grounds other
than their employment and have subsequently been rarlassified under
what is usually referred to as the "Work or Fight Order®. This order,
which was promulgated on May 23,1918, provides in part that:
"Whenever, after July 1,1918, any registrant in Class
1, 11, 111, or 1V, wherever he may bs located, is reported to
or observed by any local board*** to be an idler, or to be
engaged in any occupation or employment defined and described
in these Regulations or any amendments thereof as a nonproductive
occupation or employment, such Local Board shall, by notice as
hereinafter prescribed, notify him and set a d2y and hour when
the registirant may appear and present such evidente, by affidavit
or otherwise, bearing upon the reasons for his status,as he may
care to submit,?
. In answer to inquiry submitted by the Federal Reserve Board,the
Provost Marshal General on July 5,1918,ruled that bank clerks were not
subject to reclassification under this order, and under date of September
16,1918, ruled that ' '
"It is not within the province of a local or district
board to withdraw deferred classification or order number on the ground
that the registrant is engaged in a nonprodustive occupation in any case
which has been excepted from the operation of the Regulations authorizing
such withdrawal, "
" In any case in whic¢h a bank employee has bgen reclassified under
the "iork or Fight Order) the officers of the bank should call the
matter to the attention of the Adjutant General of the State for correction.

CLAIM FOR DEFERRED CLASSIFICATION OF BANK CLERKS WHO REGISTERED ON
SEPTEMEER 127 o

While the Provost Marshal General has ruled that under the Selective
Draft Act as amended, bank clerks may be given a deferred classification
by reason of their employment, he has repeatedly called attention to the
fact that each individual case must be considered on its merits and
that no employees will be entitled as a class to automatically receive
a deferred classification. Officers of banks desiring to file claim for
deferred classification of necessary employees, should therefore procure
a copy of extract from Revised Selective Service Regulations, which sets
¢ forth very clearly the procedure to be followed and character of proof
required in each case. .
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As each case must be considered on its own merits, it is
suggested that banks seeking to obtain deferred classification for
necessary employses should procsed as follows:

First,- Prepare and submit to the Digtrict Board evidence

showing the naturs and extent of the bank's »nperations and character
N of service rendered to the Government, togethor with aany information
that may be necessary to satisfy the Board that the bank itself is
"a necessary occupation", within the meaning of the fct of May 18,1917,
. as amended by the Act of August 31,1938,

Second,~ A list of those employees nocvessary %tu the bank
should be carefully prepared and arrangemeats shovld be made with such
employees to submit their questionnaires tuv 2 comrittec appointed by
the bank before they are filed.

Propsr notatiocn should be made by the bank on ihe questionnaite
of claim for deferred classification, using $briss X1, erntitled,
MIndustrial Occupation®,

The Provost Marshal General has called attention to the fact
that it was necessary to print the questvionnaires before Congrees amended
the law so that the necessary changes could not be made therein. While,
therefore, banking has been held not to be an industry, claim for
deferred classification is made under this general head.

¢ It is further suggested that such questionnaires should be
accompanied by an affidavit of an officer of the bkank containirg the
following information as to the statue ' of each employee for whom a
deferrod classification is claimed.

(2) Character of service rendered;

(b) Length of time the employes has been in the service of

the bank;

(c) The capacity, training and experience of employee, and

the extent and valus of his services;

(d) The effect on the operations of the bank that might be

expected to result from the loss of his services;

(e) Difficulty that would be experienced ir filling the place

of smployes;

(f) That officers of the bank have no reason to believe or

to suspect that the employee obtained service with the bank for
the primary purpose of evading military service.

PPEALS:

In cases where district boards decline to give a necessaty
employee deferred classification, the vote of the Board should be as-
certained and if one or more members voted in favor of deferred class~
ification, the case may be appealed to the President. Such appeal must
be accompanied by the written and signed recommendation of cne member
of the local board and either the Government Appeal Agent or Adjutant
General of the State.
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WAR DEPARTMENT
Office of the Provost Marshal General
WASHINGTON
: Sepiember 16,1918,

Honorable William P,G, Harding,
- Governor, Fadesal Reservs Board,
We.shington, 0.C.

Dear Sir:-

I am in receipt of your letter of September 11, in which you
ask for specific rulings in regard to the recent amendments to the Se-
lective Service Regulations which prescribe certain occupations 2s non-
productive,

First: Employees of the Federal Reserve Board are not included
within the operation of the Regulations which provide for the withdrawal
of deferred classification and order number of registrants found to be

§ idlers or engaged in nonproductive occupations or employments, unless they

are ongaged in certain occupations enumerated in paragraphs (a) and (b) of

" Bection 121-K, Selective Service Regulations, a copy of which is herewith
enclosed.

Second: It is not within the province of a Local or District Beard
to withdraw deferred classification or order number on the ground that the
registrant is engaged in a nonproductive occupation in any case which has
been excepted from the operation of the Regulations authorizing such with«
drawal,

Third: The findings of a Local and District Board are conclusive,
unless there is at least one negative vote in the District Beard and the
appeal is accempanied by the written and signed recommendation of one mem-
ber of the Local Board and either the Government Appeal Agent ot the
Adjutant General of the State, in which case it may be reviewed by the
President, as provided in Section 121-J.

Fourth: If a Local or District Board reclassifies a registrant on
the ground that he is engaged in a nonproductive occupation or employment
and the person, as a matter of fa¢t, is not engaged in such nonproductive

N employment, the matter should be called to the attention of the Adjutant
General of the State for correction, or if as outlined above there is a
negative vote in the District Board, etc., it may be appecaled to the
President.

Fifth: A messengsr should not have his deferred classification
and order number withdrawn as he is not within the provisions ef Section
121-K of the Selective Service Regulations.
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o With reference to occupational claims for deferred classification 4'¢4
for employees of the Federal Reserve Board, I am sending you herewith
two copies of the Questionnaire, the key list of occupations, an ex-
planatory memorandum to be inserted in each Questionnaire and an extract
from the revised Selective Service Reguiations, which states the amended
rules with respect to classification on occupational grounds,

As you are aware, Congress has amended the Selective Service Act,
so that District Boards rnow have jurisdiction to consider and grant
claims for deferred ciassification cn the ground ~f engagement in necess-
ary indusiries, occupations or emplovwents, including agriculture,

Under this amendment Distriet Boards may preperly consider claims for
deferred classification by those engaged in banking, and as with indus—
trial claims, so with occupational claims, each case mast be considered
by the District Board on its merits. It rmust ve shown both that the
enterprise in which the ragistrant is engaged is neesssary, and that he
is necessary to the entsryrise. As stated in the exganatory memorandum
enclosed herewith, all such claims should be made on the Questionnaire,
uging Series X1 entitled %“Industrial Qccupation. It was necessary o
print the Questionnaire hefore Congress amonded the Law, so that the
necessary changes could not be made thevein.

This office is not fully informed as to the status of employees of

the Federal Reserve Board, but if they are legally employces of ihe

: United States, it is suggested that claims for their derferment might be
made under the provisions for the deferred clagsitication of necessary
fedsral employees, for which prevision is made in Series V111, Part A, of
the Questionnaire and in Ssction 77 of the Sslective Service Fegulationms,
A copy of this last mentioned Seciion is herewith enclossd, tuga*her with
a copy of telegram B-2710 of Auvgast 20 giving farthor insitrustions with
respect to the proof required in support of such clacimg,

Attention is invited to the fact that claimns for necessary federal
employees are within the jurisdiction of the Loeal Boards: whereas; the
District Boards have exclusive original jurisdiction of occupational

claims.,
E.H. CRONDER.
Provost Marshal General.
By
JOSEPH FAIKBANKS.
. Lieut. Colonel, Judge Advocats.
JF-lwr.,

Encls. - Two Questionnaires
Two Key Lists
Two Memo
Two Extracts S.S.R.
Sec. 121-XK S.S.R.
Tel. B-2710
Sec. 77 S.S.R.
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o W. P. G. HARDING, GOVERNOR ’ﬁ }?O
EX-OFFICIO MEMBERS ALBERT STRAUSS. VICE Govenwon § <7
ADOLPH C. MILLER

CARTER GLASS
SECRETARY OF THE TREASURY CHARLES S. HAMLIN

CHAIRMAN

" oo o T Conenc FEDERAL RESERVE BOARD Lo sovemen, vy
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

X-1221

SUBJECT: PAMPITMET ON UNIFORM BALANCE
'~ SEEET STATEMENTS.

Dear Sir:--

Referring to youf request for a copy of the
Fedsral Reserve Board's pamphlet reérinted from the
‘Federal Reserve Bulletin of April, 1917, 1 beg to
advise that we have now received from the press the
fourth edition of this pamphlet. The title has been
changed sonmewhat, it now being called "Approved
Methods for the Preparation of Balance Sheet Statenents.®
There is, however, no change in the reading matter.

Tﬁe'price of this pamphlet is 10¢ per copy,
and we shall be pleased to enterfain your order.

Yours very truly,

FEDERAL RESERVE BOARD.

By W,T. CHAPNMAN.

ASSISTANT SECRETARY.
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EX-OFFICIO MEMBERS

WILLIAM G. MCADOO
SECRETARY OF THE TREASURY
CHAIRNAN
JOHN SKELTON WILLIAMS
COMPTROLLER OF THE CURRENCY

FEDERAL RESERVE BOARD

WASHINGTON

W. P. G. HARDING, GOVERNOR

. VICE GOVERI
ADOLPH C. MILLER /é ?25‘ 3
CHARLES S. HAMLIN  _ii. § €3

J. A. BRODERICK, SECRETARY

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

ADDRESS REPLY TO
FEDERAL RESERVE BOARD

September 21,1918,
X-1222

SUBJECT: PAMPHLET ON UNIFCRM BALANCE SHEET STATEMENTS.

Dea'r Sir:

In April. 1917, there was publishéd in the Federal
Reserve Bulletin a "Tentative Proposal on Uaiform Baiance Sheets"
undsr the caption "Uniform Accounting®. The cemand for this

Bulletin was so great that it wes decidedi to publish the

information in pamphlet form. A fourth edition of this pamphlet

has now been published under the caption "Approved Methods for

the Preparation of Balance Sheet Statements:" there has been

no change,however, in the reading uatier,

On account of the increased cost of labor and material,

we have been obliged to increase the price of this pamphlet to

10¢ per copy.

The foregoing informetion is given you in case you

have inquiries for copies of this pamphlet.

Yours very truly,

Assistant Secretarye.
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EX-OFFICIO MEMBERS W. P. G. HARDING, GOVERNOR
— + VICE

ADOLPH C. MILLER
WILLIAM G. MCADOO
4 SECRETARY OF THE TREASURY CHARLES S. HAMLIN
CHAIRNAN ;pﬁ— ).47 q
JOHN SKELTON WILLIAMS J. A. BRODERICK, SECRETAR § =
COMPTROLLER OF THE CURRENCY F E D E R A L R E S E R V E BO A R D L. C. ADELSON, ASSISTANT SECRETARY
W. T. CHAPMAN, ASSISTANT SECRETARY
W. M. IMLAY, FisCAL AGENT
WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

September 25,1918.
X-1227

SUBJECT: CLASSIFICATION AND RECLASSIFICATION OF REGISTRANTS
UNDER THE SELECTIVE DRAFT LAW.
Dear Sir:

In further reference to Circular Letter of September 23,1918,
on the above subject, there is enclosed herewith photostat copy of
ruling of the Provost Marshal General to the effect that the Act of
May 18,1917, as amended by the Act of August 31,1918, applies without
distinction to the registrants of all registrations and that the
District Board having jurisdiction over a registrant may up to the
time of induction by the Local Board, rcopen the case previously
determined and grant a deferred classification where the case on its
merits entitles the registrant to such classification.

In cases where employees between the ages of 21 and 31 are
nscessary to the successful operation of the bank; but have been placed
in Class 1, the District Board should be asked to reconsider their
casos under authority of the ruling of the Provost Marshal General and
to give them a deferred classification on ths grounds of their em~ |
ployment.

In all such cases it will be necessary to submit the same

character of proof that is required in the case of an original

clasgification.
Respectfully,
The Chairman,
) | Federal Reserve Bank, Secretary.
Inclosure.
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(Copy of Photostat) WAR DEPARTMENT

OFFICE OF THE PROVOST MARSHAL GENEEAL

Scptembor 23, 1918,

Hoporable W, P. G. Harding.
Governor, Yederal Reserve Boand,
Washington, D. C.

Sir:

This office is in rezeipt of your letter under date of Seviember
20th, waking inquiry whether the Act of August 31, 1918, amending ihe
Act of May 18, 1917, will apply to bank employees between the age of
twenty-one and thirty-one who have herstofore been placed in Class I,
who (a) have not been called to the military service, the finding of
the Local Board having been appealed from and the appeal being pending
before the District Board, or (b) whose appeal has been confirmed by
the District Board but who has not been called.

With respect to the foregoing you are advised that the Act as
amended applies without distinction to the registrants of all regis-
trations, and that the District Board having jurisdiction over a
registrant may, up to the time of actual induction by the Local Board,
reopen a case previously determined, and grant deferred classification
upon & finding that the registrant is actually and completely engaged
in an industry, occupation, or employment, including agriculture, that
is necessary to the maintenance of the Military Establishment, or the
effective operation of the military forces, or the maintenance of the
national interest during the ocmergency, and that such registrant occupies
such a necessary status with respect theroto that he cannot be replaced
without direct substantial material loss and detriment to tho adequate
and effective operation of the same.

E.H. CROWDER,
Provost Marshal General.

By Roscoe S. Conkling,
Lieut. Colonel, J.A,,
Chief, Classification Division.
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L WILLIAM G. MERDSS

SECRETARY OF THE TREASURY

CHAIRMAN

JOHN SKELTON WILLIAMS

W. P. G. HARDING, GOVERNOR

, VICE

ADOLPH C. MILLER
CHARLES S. HAMLIN

COMPTROLLER OF THE CURRENCY F E D E R A L R E S E R V E B O A R D :. 2} i%%tgg::xk'silzscrﬁ?: gﬁé}}?@

W. T. CHAPMAN, ASSISTANT SECRETARY

W. M. IMLAY, FISCAL AGENT

WASHINGTON ADDRESS REPLY TO

FEDERAL RESERVE BOARD

October 2,1918.
X-1237

SUBJECT: PAYMENT BY FEDERAL RESERVE BANKS OF EXPENSE
INCIDENT TO TRANSFERS OF CURRENCY TO AND
FROM FEDERAL RESERVE BANKS.

Dear Sir:

Confirming telegram of even date, I beg to advise

that the Board has autherized the inauguration at the earliest

possible date of the plan outlined in its circular letter

X-1216, under date of September 20th, with modifications as
hereinafter indicated:

Digitized for FRASER
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MEMBER BANKS: (a) Payment of all postage, expressage,
(*) insurance, etc., incident to shipments
of currency to and from member banks.

(b) Payment of charges on all telegrams
received from or sent to member banks in
connection with currency, exchange transfers,
and deposit transactions.

NONMEMBER BANKS MAINTAINING CLEARING ACCOUNTS WITH FEDERAL
RESERVE BANKS:

() Payment &f postage, insurance and ex-
pressage in connection with shipments of
currency in settlement of clearing balances.

NONMEMEER BANKS ON PAR LIST:

(2) A1l postage in connection with remittances

made to cover collections ( to be provided
for by enclosing return stamped envelope).

(b) All expenses incident to shipments of
currency to Federal Reserve banks in pay=-
ment of items sent for collection.

(*) Currency does not include
silver or subsidiary coin.

Federal Reserve Bank of St. Louis
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~ You will notice that paragraph (a) under 'MEMEER BANKS' 477
has been revised so as to omit, for the present at least, the pay-
ment of postage, expressage, insurance, etc., incident to shipments
to and from member banks of 'collateral notes and bills for redis-
count, and securities deposited as collateral to member bank prowis-
sory notes and notes rediscounted'. Paragraph (b) has been revisesd

s0 as to omit the payment of charges on all telegrams in connection
with 'loans?,

It is believed that payment by the reserve banks of these
expenses will have the effect of more ncarly equalizing the advantages
offered member banks, and will also be helpful in our campaign for
State member banks., The Board, of course, in adopting this plan,
reserves the right to wodify or rescind it at any time upon reason-
able notice, should it be deemed advisable.

You were also advised in the telegram above referred to
that the Federal Reserve Board appreciates the excellent results
already attained by the Federal reserve banks in gathering gold
from the banks in their respective districts and strongly urges
that efforts be continued to the end that all available gold be
mobilized in the Federal reserve banks. The Board authorizes you
to absorb the abrasion and to pay all expenses incident to the

ghipment of gold to your bank and shipment of Federal reserve notes
in exchange therefor.

Kindly acknowledge receipt of this latter and oblige,

Very truly yours,

Secretary.

The Governor,
Federal Reserve Bank,

Federal Reserve Bank of St. Louis



X-1045.,
) STATEMENT FOR THE PRESS.
July 6, 1918,
y The Federal Reserve Board has rcoceived a letter from

Major-General E. H. Crowder, Provost Marshal General, stating that
"bank clerks ars cxcoptcd from the oporation of the regulations
whicp provide for the withdrawal of deferrcd classiiication and
order number of rogistrants found to be idlers or sngaged in non=-

productive occupations or cmployments.
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46
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PRESS STATEMENT

The Federal Reserve Board tadaey decided to undertake the collec-
tion of sv-siaticg designed 4+- furnish an sccurete and trustworthy index of
the volume of bankinmg business st the various clearing house points through-
out the country. If fransmitted to each Federal Reserve bank a letter re=-
questing that the manager of each clearing house in the district be asked'
to obtain from eacﬁ of the members 6f such ¢learing house figures showing,
for each week, the total of checks drawn on and paid by each reporting bank,
separating those drawn by individuals, firms, corporations and the United
States Government under one head ahd those drawn by other banks and bankers
ﬁnder a second head,

It is intended to have these figures telegraphed each week to the

! Chairmen of the Board of Directors of each Federal Reserve Bank of each
| district, who will then transmit the combined returns to the Federal Reserve
Board,' In this way reports showing the actual volume of business at clearing
house péints wiil be obtained., Present clearing house returns show only
the total of checks which actually pass through the clearing house and thus
fall to take account of the large volume of checks which are settled through
the individual member banks, They also lack uniformity in that outside

items are included in some eases,

August 1, 1918,
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RELEASE FOR MORNING PAPERS Washington, May 27, 1918. 480

- OF AUGUST 11th.

On August ninth my four year term of office as a member of
the Federal Reserve Board will expire. I do not know whether
or not, under the constant burden of grave and pressing deci-
sions, you have reached the point where you wish to deal with
the guestion of naming my successor, or whether or not you con-
template to have me continue in this work. Nor would I presume
to broach this question were it not that I felt that, in conse-
quence of recent occurrences, it has become one of policy rather
than of personalities.

Certain persons have started an agitation to the effect
that a naturalized citizen of German birth, having near rela-
tives prominent in German public 1life, should not be permitted
to hold a position of great trust in the service of the United
States. (I have two brothers in Germany who are bankers. They
naturally now serve their country to the utmost of their abil-
ity, as I serve mine).

I bvelieve that the number of men who urge this point of
view is small at this time. They .probably have not a proper
appreciation of the sanctity of the oath of allegiance or of the
cath of office. As for myself, I did not take them lightly. I
waited ten years before determining upon my action, and I did
not swear that "I absolutely and entirely renounce and abjure
all allegiance and fidelity to any foreign potentate, and par-
ticularly to Wilhelm II, Emperor of Germany", etc. until I was
quite certain that I was willing and anxious to cast my lot un-
qualifiedly and without reserve with the country of my adoption
and to defend its aims and its ideals.

These are sad times. For all of us they bring sad duties,
doubly hard indecd for men of my extraction. But, though, as
in the Civil War, brother must fight brother, each must follow
the straight path of duty, and in this spirit I have endeavored
to serve during the four years that it has been my privilege
to be a member of the Federal Reserve Board.

I have no doubt that all fair-minded and reasénable men
would consider it nothing short of a national disgrace if this
country, of all countries, should condone or endorse the atti-
tude of those who would permit the American of German birth to
give his all, but would not trust him as unreservedly and as
wholeheartedly -as he, for his part, serves the country of his

" adoption. Unfortunately, however, in times of war, we may not

always count upon fair reasoning. It is only too natura} that,
as our casualty lists grow, bitterness and undisoriminatlpg
suspicion will assert themselves in the hearts of increasing

- numbers - even though these lists will continue to show their
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ingly evident that should you choose to renominate me this might
precipitate a harmful fight which, in the interest of the coun-
try, I wish to do anytking in my power to avoid and which, even
though resulting in my confirmation, would be likely to leave
an element of irritation in the minds of many whose anxieties

! -and sufferings may justify their intense feelings. On the other
hand, if for reasons of your own, you should decide not to re-
nominate me it is likely to be construed by many as an accept-

> ance by you of a point of view which I am certain you would not
wish to sanction. In these circumstances, I deem it my duty
to state to you myself that it is my firm belief that the inter-
est of the country will best be served if my name be not con-
sidered by you in this connection.

I am frank to admit that I have reached this conclusion
with the deepest regret both on account of its cause and its
effect. I have considered it the greatest privilege to serve
my country at this time, and I do not abandon lightly a work,
half done, in which I am deeply and genuinely interested. But
my continuation in office under present conditions might make
the Board a target of constant attack by unscrupulous or un-
reasoning people, and my concern to save any embarrassment to
You and to the Board in the accomplishment of its work would
make it difficult for me to conserve that independence of mind
and freedom of action without which nobody can do justice to
himself or his office.

In writing you this letter, I have been prompted solely cy
my sincere conviction that the national welfare must be our only
concern. Whatever you may decide to be best for the country
will determine my future course. We are at war, and I remain
at your orders. '

) May your patience’ and courage be rewarded and may it be
given to you to lead our country to victory and peace!

Respectfully and faithfully yours,

Signed...... .PAUL M. WARBURG.
The President, :
The White House,
Washington.
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9 August, 1918.

My dear Mr. Warburg:

I hope that my delay in replying to your letter concerning
your retirement from the Federal Reserve Board has not given
you an impression of indifference on my part or any lack of
appreciation of the fine personal and patriotic feeling which
made that letter one of the most admirable and gratifying I
have received during these troubled times. I have delayed
only because I was hoping that the Secretary of the Treasury
would be here to join me in expressing the confidence we both
feel, alike in your great ability and in your unselfish devo- .
tion to the public interest.

Your retirement from the Board is a serious loss to the
public service. I consent to it only because I read between
the linesoof your generous letter that you will yourself feel
more at ease if you are left free to serve in other ways.

I know that your colleagues on the Board have not only
enjoyed their association with you, but have also felt that
your counsel has been indispensable in these first formative
vears of the new system which has served at the most critical
period of the nation's financial history to steady and assure
every financial process, and that their regret is as great ©s
my own that it is in your judgment best now for you to turn
to other methods of service. You carry with you in your re-
tirement from this work to which you have added distinction,
my dear Mr. Warburg, my sincere friendship, admiration, and
confidence, and I need not add, my cordial good wishes.

Cordially and sincerely yours,

Signed. ...WOODROW WILSON

Hon. Paul M. Varburg,

’ Federal Reserve Board.
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STATEMENT FOR THE PRESS

Belease for the morning .
papers of August 14, 1918.

Effective September 1, 1918, Mr. J. A. Broderick has been
appointed Secretary of the Federal Reserve Board to succeed Dr.
H. Parker Willis, resigned to accept the Chaif of Banking at

Columbia University, New York. Mr. Broderick has been acting

a8 Seci‘etary of the Board since August 6,

Upon the organization of the Board in 1914, Mr. Broderick
became Chief Exawminer and has been in charge of all examinations
of Federal Reserve Banks sincé that time., Prior to joining
the Fecieral 'ReserVe organization, Mr. Broderick was connected
with the Banking Department of the State of New York where he
rendered'conspicuous service in introducing a system of‘ foreign
exchaﬁge department examinations: In this connection, in 1912 Ahe i
went .to Europe and was the first American official to examine banking
branches abroad. During the same year, he organized the Credit
Bureau of the State Banking Department. He is a member of the
New York Credit Mon's Association and has been-active in the affairs
of the National Association of Supervisors of State Banks, of which
organization he is an honorary member. He has also been prominent

in the educational activitiss of the American Institute of Banking.
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For inmediate releass
August 15, 1918,

STATEMEN:T FOR THE PRESS

The President has redesignated Honorable W. P. G. Harding
as Governor of the Federzl Reserve Board for 2 period of one year,
5 or until otherwise ordered. |
This appointment is made in pursuance of the custom hereto-
fore prevailing of naming each year a wember to serve as axscutive
officer of the Board. Mr, Harding was first appointed Govermor on
August 10, 1916, and now enters upon his third successive term in

the office.
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H. PARKER WILLIS, SECRETARY

AND FISCAL AGENT

FEDERAL RESERVE BOARD

WASHINGTON ADDRESS REPLY TO

-

August 15, 1918.
g1s ’ : X-1130

Dear Sir:

. For your information I am inclosing copy of a j\ﬁ/
statement given to the prsss today by the Treasui'y Depart-
mant, which relates to an agreement between the Federal
Reserve Board and the Treasury Department, and outlines
the future policy of the Board with respect to silver
exportations, |

Very truly yours,

Assistant Secretary.

The Governor,
Federal Reserve Bank,

Inclosure,
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PRESS STATEMENT BY THE TREASURY DEPARTMENT
AUGUST 15, 1918.
Under the authority of the Act of Congress approved
April 23, 1918, silver has been sold by the Secretary of the Treasury
at a price which willlpermit the Treasury from new purchaées of a cor-
respoﬁding amount of silver at the price of $1.00 per fine ounce to recoin
- the silver purchased into silver dollars without less. In order to pro-
vide for the various items of expense involved it was found necessary
to fix the price for which silver was sold at $1.01% per fine ounce and
it was wade a condition of sale that the purchaser should not pay a higher
price for silver in othe; markets than in:those of the United States.
Up to the present time the Fedgral Reserve Board has freely
~ granted licenses for the export of silver. In order, however, to conserve
the use of silver, export licenses for silver will hereafter be granted
only for civil or military purposes of importance in connection with the
- prosecution of the war and only in cases‘where the exporter certifies
that the silver to be exportéd.has been purchased at a price which does
not directly or indirectly exceed $1.01% per ounce one thousand fine, at
the point where silver is refined in the case of silver fafined'in the
Uinited States or at the point of importation in the casé of imported silver.
Applications for licenses to export silver should also state fram.
whom the silver was purchased, the point at which silver was deliveré&
fo purchager, for whose account and by;wﬁcae order and for what purpose

the silver is to be.exported.
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Release for afternoon
papers of August 16, 1918.

STATHLNT FOR THiS PRISSS

The Fcderal Reserve Board has ruled that it does not
approve for general use form of trade acceptance which contains
condition that any discount will be allowed if paymerit is nade
before maturity.

Iffective Lugust 16, I«Ir.‘John Le Will, auditor of the
Federal Reserve Bank of St. Louis, and llr. W. W. Paddock, examiner
of the Federal Reserve Bank of Philadelphia, have been appointed

Pederal Reserve Jxaniners.
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For immediate release.

August 21, 1918,
PRESS STATEMENT

The Illinois Trust and Savings Bank and the Northern
Trust Company, Chicago, ha;e been admitted to msmbership in the
Federal Reserve System. These are two of the largest trust
companies in Chicago; the Illinois Trust having total resources
of $112,500,000. and the Northemn $39,500,000, Monthly record
of State bank admissions has been broken already this mbnth,
81 institutions having been admitted to the system, 37 of ﬁhich
are in the Chicago district. Total number of State institution
members to date is 670, with fesoubeces of about $6,600,000,000,.,

181 of which are in the Chicago Federal Reserve district.
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For immediate release September 18,1918,

STATEMENT FOR THE PRESS

. The If‘e:ieral Reserve Advisory Council held its regular quarterly

session on September 16 and 17, two joint séssions being heid-with
the Federal Reserve Board. ' | |

The membersof the Council wei'e iaresent as follows:

Messrs. Wing (Boston), Morgan {New York), Rue (Philadelphia),
Ro#a (Cleveland), Norwcod (Richmond), LyeriyfAtlanta), Forgan(Chiwéo),
Watts (St.Louis), Mitchell (Minneapolis), Swinney (Kansaé tity),
Wilmot (Dallas), and Fleishkacker (San Francisco).

The existing financial situation was fully discussed, and the

Council expressed itself as being in entire accord with the discotnt =

policy at present pursuéd, by the Board, feeling that satisfactory j:rqgress SR

is béing nadé in the curtailment of nonessential and less essential
credits, and that proper regulation of the entire credit situation

can be accomplished without further advances in discount rates.
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Summary of addrcss by
Hon, W. P. G, Harding,
Governor, Fodoral Resorve Board,
At Columbus, OQhio, Scptember 5th,

In an address to the Ohio Bankcrs Association at Columbus yesterday,
Governor Harding of the Federal Reserve Board went quite fully into the
question of inflation and curtailment of nonessential credits. -

Answering the charge of inflation laid by same at the door of thé
Federal Reserve System, he :said:

"Since the amendments to the act the issue of Federal reserve
notes outstanding has expanded greatly, having risen from something oyer
$500,000,000 on Juhne 1, 1917, to slightly more than $2,000,000,6R0; Auguat
23, 1918. The fact that this growing volume of our paper Curfency ﬁ%ﬁ
been accompanied by a continuous advance in wages and commodity prices
has been frequently commented upon and has subjected the Federal reserve
system to0 some unmerited criticism. While the evils of constantly rising
prices and inflation are beyond question, and while it is undeniable that
present prices might in ordinary circumstances be justly attributed to cur-
rency inflation, we should, in considering the Federal reserve noté as a
factor in our present economic and financial situation, analyze the cir-
cumstances out of which our presest situation has resulted.

The outbreak of the European war in August 1914, was followed
irmediately by a convulsion in business and a financial crisis throughout
the world. In this country, relief was afforded by the issue of about
$375,000,000 of emsrgency national bank notes, and following the establish-
ment of the Federal reserve banks on November 16, 1914 there was a rapid
return to more normal conditiops. The effect of purchases in this country
by belligerent nations began to be felt early in 1915 and the volume of
these purchases increased rapidly during that and the succeeding year. As
there was no coordination in the purchases of the respective governuments,
they were placed in the position of bidding against each other, and as their
needs for large quantities of raw materials and manufactured goods and muni=~
tions was urgent, -- quick deliveries being desired above everything else -~
there was no restraint upon prices.® Very large profits were obtained by
sellers; labor naturally demanded and obtained a part of the profits in the
shape of increased wages, and the large volume of gold which came into the
country to pay for goods purchased, amounting to about $1,200,000,000 during
these two years, affected all prices and dbrought about a sympathetic advance
in those articles which were not needed for shipment abroad as well as those
which swere in dermand for war purposes. There is no doubt that we Mfelt

- the effect in 1915 and 1916 of an inflated currency, dbut the inflation was
a gold inflation, and it becams necessary, in order to avoid the greater evils
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which would have resulted fram a sudden and unregulated outflow

of gold, -~ a gold contraction, -- to take steps to impound the

gold in order that its use and outflow might be kept under control.”
In adverting to the close relation of prices, circulating

medium, deposits, and loans and dismunts of banks, the Governor

quoted the three following tables:

( Prom the Official Bulletin of the U.S.
Bureau of Labor Statistics)

Index Number January 1914 —--—cecemmcmcommee—a 100

" July 19i4 - - 99

" March 1917 ——- 155
Increase about 55%

" July 1918 ~=mmmme e e 198

Increase since March 1917, about 28%
( In thousands of dollars )

November 2, February 1, August 1,

1914 1917 1918

Gold coin $665, 800 $641,500 3448 ,900
Gold certificates 913,300 1,281,900 498,000
Standard silver dollars 70,300 71,000 77,300
Silver certificates 482,800 461,500 353,100
Subsidiary silver 162,500 - 187,900 218,900
Treasury notes of 1890 2,400 2,000 1,800 .
United States notes 234,900 329,700 295,000
Federal reserve notes =-e=———- 258,400 1,855,300
Federal reserve bank notées -~ 3,500 11,700
National bank notes 1,083,500 * .678,900 689,700

- $3,615,500 e 216,300 4,449,700

‘Total stock of gold _
in the United States {1,835,000,000 $2,912,465,116 $3,080,767,801

* Includiﬁg 360,000,000 " Aldrich-Vreeland currency." .

TOPAL GROSS DuPOSITS TOTAL LOANS AND DIS-

OF NATIONAL BANXS. COUNTS ( INCLUDING
OV..RDRAFTS) OF Na=
TIONAL BANKS.

October 31,1914 (38,075,942,000 $6,335,276,000
. March 5,1917 12,958,172,000 ' 8,720, 250,000
June 29,1918 14,016,087, 000 9, 632,899,000
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Dwelling upon the large increase in Federal reserve notes outetanding,
the Governor stated that those erying inflation apparently overlook the
character of the note and its cover and the fact that in inpreasing ih vol-
ure, it has decreased the amount cutstanding of cold and bther forms of cur-
rency and péinted out that the figures above quoted showed that with an |
increase in Federal. ressrve notes between February 1, 1917 and August 1, 1918

of $1,596,900,000, the increase in circulating medium outstanding was but
$533, 363, C0O.

Commenting upon the figures generaliy, the CGovernor said:

"There is of course a direct relation between the deposits and
loans of the banks, the normal condition beinz that they move up or down
together. It should be remembered that the use of Federal reserve notes
has never anticipated an increase in ‘deposits of loans of the dbanks except
in so far as notes may have been used in wxchange for gold. Increased
loans of member banks, wnich create additional deposit 1iability, result in-
-fediscounts at Federal reserve banks and the issue of Federal reserve notes
follows the rediscounting of eligible paper. The Fedoral reserve note,there~
fore, does not initiate expansion., It is merely an incident of an expamsion
which has already taken place. It is true,hcwsver, that the machinery which
be.s been provided for the issue of Federal reserve noteos and the knowledge
on the part of the mewber banks that Federal reserve noies are available if
needed has undoubtedly encouraged discounting at local banks. But the pro-
vision c¢f the act as to elizibility of paper which may te rediscounted by
the Federal reserve banks are rigid, and have been strictly enforced by the
Federal Reserve Board. Member banks have been repeatedly and consistently
advised to keep themselves in liquid condition and to confins their loans as
far as posgible to short time commercial paper issued for essential purposes,
in order to nmaintain themselves in position to cooperate with the Treasury
in the unparalleled financial operations which war requirements have forced
it to undertake.

The Federal Reserve Board has had constantly in mind the dangers
of inflation. While it has devoted itself assiduously to tmilding up the
gold holdings of the Federal reserve banks it has, in permitting the issuance
of Federal reserve notes, always insisted that they be used as sparingly as -
possible, with the double purpose of maintaining the strength of the banks-
and of avoiding redundancy. While the Federal reserve note is a direct B
obligation of the Government, the safeguards and limitations thrown around
it by law give it many of the characteristiecs of a bank note.

Federal reserve notes should not be confused with Federal reserve
bank notes, of which there were in circulation on Aurust 23rd, $16,864,000,

. Thesse notes are direct obligations of the Federal reserve banks and are

~ similar in their character to national bank notes. These notes are being
issued in small denominations to take the place of silver certificates which
have been retired for the purpose of releasing silver dollars to be melted
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for export to foreign countries. The amount of silver which may
be used in this way is limited to $350,000,000. The issue of
these notes is thus limited to this amount and as they merely
replace silver as withdrawn, they have no effect upon the volume
of circulation outstanding."

Governor Harding dealt with the difficulties of controlling
loans through the medium of discount rates, saying:

"The Board does not believe that in the existing
situation marked advances in rates wculd be advisable in view of
the obvious necessity of avoiding any policy likely to disturbd the
financial operations of the Treasury. The needs of those industries
and commercial enterprises which are directly contributory to the
conduct of the war must be supplied at all hazards, and a drastic
advance in discount rates would not reduce the financial requirements
of such concerns, but would merely impose an added cost upon the people."

and went on to say that the Board:

"Believes that the exercise of discriminating judgment on
the part of the banks throughout the country in making their loans
will be more effective in counteracting any tendency toward credit
expansion than an advance in rates would be. The suggestion has been
made by the Board that the Federal reserve hanks organize local groups
of leading bankers and business men, to discuss ways and means of
bringing about the result desired."

He was very emphatic, however, in cautioning against unscientific

discrimination in the control of credits, saying:

“I% is exceedingly difficult to lay down any fixed and
definite rules to govern in distinguishing between essential and non~-
essential credits. A loan might be desired for what appears at first
glance to be a non-essential purpose, and yet failure to obtain the
.credit might create a condition which might indirectly have a distinctly
harmful effect upon the ability of productive enterprises in the
community to obtain credit. In the same way, in the larger centers,
refusal by banks as a group to lend on standard securities would
seriously impair the liquidity of investments and would force liquidation
which might disturd very seriously the whole financial situation. It
is important to avoid sharp and radical readjustments of credit and
wherever possible lines of credit should be reduced without undue
‘hardship to the borrower or without causing a shock which would render
the granting of necessary credits more difficult.
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It would seem that those interests and enterprises
obviously catering to extravagances and luxuries shculd be
considered first. Upcn investigation it may develop that industries
of this kind need not be closed down, nor their labor thrown
out of employmeny, but that they can be graduclly diverted to
essential lines of production and distridution. Lxistiag high
pri€¢es are creating an added strain on the financial resources
of the country and are contributing encrmously to the cost of
the war. It is probably impossible to effect any reduction in
the prices of necessary materials and commedities or in the
compensation of thése engaged in producing them, but there are
two means, and the emplnyment of both will be necessary, Of
retarding a further advance. One is by curtailing credits which
are not necessary and by diverting such portion of these credits
as may be needed into productive charnels; and the other is to
increase the production of the raw materials and manufactured
articles which are needed in our military and naval operations
and which are essential for the sustenance and necessary comfort
of the people.

In times like these, high prices and high wages do not
always increase production. We see too frequently a disposition
to accept as ample the returns from limited production and fram
fewer working days to the week. We have now 1,500,000 men on the
shell scarred fields of Frante, ard their deeds of valor have
already thrilled the allied werld. Soon this number will grow.tq
3,000,000, then to 4,000,000, thus assturing complete 2and glorious
victory and the perpetuation of that heritage of liberty for which
our forefathers fouglit; and those millions of us who are unable
to take our places at the front, but who must remain behind to do
tHat work which is necessary to sustain the naticn 2t home, and to
maintain our fighting heroes in France, should strain cvery nerve
to furnish all that is necessary, in gold, credit, services and
goods. The war must be won by force of arms abroad, suported
by greater production, ecomomy and thrift at home. ™
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' IHE FEDERAL RESERJE NOTE, ITS FUNCTIONS AND LIMITATICNS.

FROM AN ADDRESS OF W. P. G. HARDING,
GOVERNOR OF THE FEDERAL RESERVE BOARD,
BEFORE THE CONVENTION OF THE OHIO
BANKERS ASSOCIATION AT COLUMBUS, OHIO,
THURSDAY, SPETMBER 5, 1918.

ggg ggLEggz HuKBQIH&_Jgﬂﬁg_OF
7T, BER 6th.

fmis caption or short title of the Federal Reserve Act defines
it as "An act to previde for the establishuwent ef Federal reserve
banks, te furnish an elastic currensy, te afferd means c¢f redis-
counting cemmercial paper, to establish a mare effective super-
vision oi‘ bankingv in the United States, and for other purpeses."
It is evident therefore, that two of the principal objects of the
act arse | | |
(1) To furnish an elastic cufrency, énd
{2} To afferd means of discounting oammsrcial paper.
Section 16 prevides that the elastic currency referred ts,

namely, Federal reserve notes, may be "issued at the discretien of
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the Federal Raservé board for the prrposs cf maxing advances to
Federal reserve banks * * * anl for no other purposes.”
That the relationship between the ciurrency authorized and the re-~
discounting of commercial paper is a close 2me, is clear, for the
reason that Section 16 as criginally enacted provided that ap-
pliqatiOns of the Federal Reserve agent for Federal reserve notes
must te accompanied with a tender of col;lateral‘ in amount equal to
the sum of Federal reserve netes applied for and that the collateral
security thus offered shall be notes and bills accepted for re-
discount under the provisions of Section 13, which section relates
not to open market transactions, but entiredy to eligible notes,
bills and acceptances which may be discounted by a Federal reserwe
bank under specified terms and conditions. In addition to requir-
ing the pledge of 100% of discounted yaper, Federal reserve banks
were also obliged to maintain reserves in gold and lawful money of
not less than 40 per centum against their Federal reserve notes in
actual circulation and not offset by gold or lawful money deposited
with the Federal Reserve agént.

Unéer a strictmconstruction of this section, it would have been
difficult, if not impossible, for the Fuueral resérve banks to
mobilize in their own vaults the gold holdings of the country, since
the extent to which Federal reserve notes could be issued depended

entirely upon the amount of commercial paper held under discount by
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these banks, and in as much as they are required to maintain a 40%
gold reserve against Federal reserve no tos‘, they could not acquire
gold in exchange for Federal reserve notds, unless the notes were
first issued against an equal amount of commercial parer. It was,
therefore, necessary to resort to the expedient of first issuing
notes against 100% commercial éaper and of subsequently pemitting the
Federal reserve banks to deposit gold in order to reduce their
liability against such notes and thereafter to }swe additional
notes against conme;-cial parer which was released by this processs

It was also difficult to mobilize. the gold in the Federal
reserve bank, because of the fact that Section 19 of the act, as
originally passed, required member banks to maintain only a part of
the iIr required reservesg with the Federal reserve banks, the balance
being held in gold or lawful money in their vaults, or carried with
correspondent banks.

In order to enadle the Federal reserve tenks more effectively
to control the country's gold which was widely diffused, being used
for purposes of circulation and held in the vaults of member and

- non~-member banks, and to be ip posit ion at the same time to issue
| notes in such volume as might be necessary to supply an adequate
circulating medium, Congress amended the act on June 21, 1917 by

providipg that all of the lawful reserves of member tanks be kept
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on depegit with the Federal reserve banks and that Federal
reserve notes might be igsued to the reserve banks witheut
limit against deposits of ld or gold certificates, any gold
thus obtained te be counted as part of the 407 geld reserve

which the reserve banks
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are obliged to hold against outstanding Fsdoral reserve notes,

Thus the new method psrmits the dilution of gold with commercial
. paper and requires only 60% of paper in addition to 40% of gold as
against 100% of papor and 40% of gold as provided in the original
onactment, The effect of these amondmsnts has been to add
snormously to the gold holdings of ths several Federal ressrve
. banks and to enlargs the discounting power of the reserve system.
The right to issue fedsnal roservo notes against deposits of gold
has been availed of very frocly, and gold raceived in the course
of the daily transactions of the banks has boen rotained and pay-
ments have been madc in reserve notes instead of in gold. This
practice has boen urgod repecatodly upon the rcserve banks and also
upon rmember and non-msmber banks, which have boon askod to trans—
for their gold as it accumulatos to ths Federal reservo banks, the
argument being that in the vaults of ths resarve banks gold is
availablec as a basis cither of now noto issuss, or as a means of
extending thcir loaning facilities, while in circulation or dis-
trivuted among the 25,000 or more commorc¢ial banks of tho country
it is of no moro value than any othor form‘of CUrrencyes
Sinco tho amondments to the act the issue of Federal roserve
notos outstanding has expanded greatly, having risen from something
over $500,000,000 on June 1,1917, to siightly moro than $2,000,000,000'
on August 23,1918. Tho fact that this growing volume of our papor

currency has becn accompanicd by a continueds
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advance in wages and commodity prices has bosn frogquently commented
upon and has subjocted the Foderal resorve system to somo unmorited
criticism. Half-truths arc often the most danzcrous falschoods,
and while tho ovils of constantly rising érices and inflation are
b boyond question, and while it is undoniadlc that presont pricos
might in-ordinary circumstances be justly attributed to currency
inflation, we 3hevld in considoring the Federal resorve note as
a factor in our‘prosent oconomic and financial situation, analyzo
the circumstancos out of which our present situation has resulted.
The outbreak of the European war in August 1914, was
followed imﬁcdiatcly by a convulsion in busincss and a financial
crisis throughout thc world. In this country,relicf was afforded
by the issuc of about $375,000,000 of emergoncy national bank notes,
and following thc cstablishment of the Foderal roscrve banks on
Novomber 16,1914 thers was a rapid roturn to‘mora normzl conditions,
The effect of purbhasés in this country by belligcerent nations
began to be folt early in 1915 and the volume of those purchases
increased rapidly during that and the succoeding ycar. As thore
was no co~ordination in the purchasss of tho rospective governments,
thoy wore placcd in the position of bidding against sach other,
and as their needs for large quantitiss of raw matcrial and manu—v
factured goods and munitions was urgent, -- quick delivories being

dosired above coverything ¢olse -— thore was no restraint upon pricese.
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Very large profits wore obtained by sollers; labor naturally

deranded and obtained a part of the profits in tho shape of in=
creased wagss, and the large volums of gold which came into the
country to pay for goods purchased, amounting to about
$1,200,000,000 during these two yoars, affscted all prices and
brought about a gympathetic advance in thoss articles which were
not noeded for shipment abroad as well as those which were in de-
mand for war purposes. There is no doudbt that we felt the effect
in 1915 and 1916 of an inflated currsncy, but the inflation was a
gold inflation, and it becamec necessary, in order to avoeid the
greater cvils which would have resulted from a sudden and unregu-~
lated cutflow of gold, -~ a gold contraction, ~- to take staps to
impound the gold in order that its use and.autflow might ﬁc kept
<under control.'

When this country ontered the war in April 1917, prices had
already advanced from the low point in 1914 to a greater extent
than they have since advanced, index figurss being as follows:

{ From tho Official Bullotin of ths U.S.
Bureau of Labor Statistics)

Indox Number January 1914 —=——cemommcmmmee e - 100

" July 1914 mecemmcmeecm e -~ 99

" March 1917 ~=—~ccemcmcmmcccecneane 155
Increase about 55%

n July 1918 w~-emm e e -~ 198

Increase since March 1917, about 28%
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Attention is called to a comparative statemetit showing monoy
outside the Troasury and the Federal resorve banks as 0f November 2,
1914, just prior to thc opening of the Fedoral raeserve banks; on
Fobruary 1, 1917, the date of our break With Geymany; and on August 1,
1918, the latost datec for which accurate figures are availablc:

(In thousands of dollars)

November 2, February 1, August 1,

1914 1917 1918
Gold coin $665,800 $641, 600 $448,900
Gold certificates 913,300 1,281,900 498,000
Standard silver dollars 70,300 71,000 77,300
Silver cortificates 482,800 461,500 353,100
Subsidiary silvor 162,500 187,900 218,900
Troasury notes of 1890 24400 2,000 1,800
United States notes 234,900 329,700 295,000
Federal rese¢rvo notes T 258,400 1,855,300

Fedoral rescrve bank notos wes—sew 3,500 11,700

National bank notos 08350 ; - o100
§3,615,500 3,918, 1700

* Including $360,000,000 " Aldrich-Vrcoland currency.*

and tho total stock of gold in tho United States on these dates is

ostimted at
November 3, Fobruary 1, Avgust 1,
1914 1917 1918

$1,835,000,0C0  $2,912,465,116 $3,080,767,801

rcspectively,

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



Digitized for FRASER

8-

While the amount of Federal reserve notes in circulatien
increased between Fetruary 1, 1917 amd August 1, 1918 by abent
#1,596,000,009, there was a decreass, ‘dur ing the same period, in
gold and gold cei-tiﬁcates, represented by the increased holdings
in gold of the Federal reserve banks, of about a billien dollars,
and there haé been a slight decrease in the volume outstard ing
in ether forms of currency, so that the net increase in c¢ircu-
lation between these two dates has been $533,363,650. As com-
yared with November 2, 1914 the figares fer August 1, 1918 show
an increase of $834,360,606. On making allcwance for the
Aldrich-Vreeland notes eutstand ing on November 1, 1914,
($360,900,000) which have all been retired, the increase in cir-
culatisn eutstanding has been $1,194,600,000, just about equal
to our gain in geld during that period. In the meantime there
has been since the fall of 1914 a very large increase in the de~
Rdsits and in the loans and discounts of the national banks ard
of the state banks and trust companies" A comparative gtatement
of these items as shown by the abstract of reports of nat.iénal

banks en the dates called by the Comptreller which are nearest te
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the dates used in making the comparison ef cireculatien eutstanding,

follews:
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TOTAL GROSS DEPOSITS TOTAL LOANS AND DIS-
OF NATIONAL BANKS. - COUNTS { INCLUDING

OVERDRAFTS) OF NA-
TIONAL BANKS.

October 31,1914  $8,075, 942,000 $6,235,276,000
March 5,1917 12,958,172,000 8,720, 250, 600
Juno 29,1918 14,016,087,000 9,632,899,000

The sxact figurcs for th: state banks and trust companics
are not availabls, but their addition would mako a tetal somothing
wmore than double the figurce for the national banke alono. It is
gvident, thorcforc, that the doposits of member and non~membor
banks worc increased from Octobsr 30,1914 to Junc 29,1918, by
mors than $11,000,000,000 and the loans by about $7,000,000,000,
There is of course a dircet rclation botwocn the doposits and
Ioans of thc banks, tho normal‘condition being that thoy move up
or down togcthcer. It should be romermbored that the usc of Fod-
ceral rcserve notes has nover anticipatcd an increass in doposits
or loans of tho bYanks cxcopt in so far as notes may have bosn uscd
in oxchangc for gold. Increasced loans of momber vanks, which
croato aaditional dcposit liability, result in rcdiscounts at
Fedoral rosorve banks and the issuo of Foderal roscrvo notss follows
the rodiscounting of 2ligible papor. The Foderal r&sorvo note

thoroforc, doos not initiate oxpansion, It is merscly an incident

.org/
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of an expansion which has alroady taken placc. It is truc how-

“over, that the wachinecry which has been provided for the issuo
of Federal roserve notes and the knowledse cn tho part of the mom=
ber4banks that Federal ressrve notes ars available if ncedsd
has undoudbtedly encouraged discounting at local banks. But tho
frovisions‘of the act as to e¢ligibility of paper which may bo ro—
discounted by the Foderal resorve banks are rigid, and have boen

: stribtly ocnforeced by the Federal Reservo Board. Momber banks
havc'baen_reﬁeatodly and consistently advised to kcep thomselvos
in liqﬁid cohdition and to confind thcir loans as far as possible

~ to short time commorcial paper issucd for essontial.purposes,4in
ordcr-to maintain themselvos in position to cooporate with the
Treasury in the unparalleled financial opcrations which war require-
ments have forced it to undortako.

On July 6th the Foderal Ressrvc Board addresscd a letter to
all the banks and trust companies in the United States, calling
battention to tho necessit& for a gradual, but consistent curtail~
ment of non-ossential credits and urging that the banks cxorcise
a roasonable discretion in restricting credits which aro cloarly
not neecded for tho prosccution of tho war or for thc health and
necsssary comfort of the public, In this lettor the Board called

attention to the fact that in order to proseccute ihe war
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succossfully, tho Govommont is compclled to issuc obligations to
provide for its large oxponditurcs which involve wastc and do-
struction rather than a pcrmancnt addition to thc national woalth.
War is incxor2ble in its dorands, and any financial plan which in-
volves the cxponditurc of $24,000,0C0,0CC a ycar, unlcss bascd
entircly upon taxation of a confiscatory charactor, nccessarily
forccs cxpansion of crcdits and is apt to causc an advance in tho
pricc of nocessitios. Abnormal dcmands by the Government,
unavoidabls and nocossary in the preosoat circumstances, must bo
countoractod by incroascd production and by a groator oconomy
on thc part of tho civilian population which must dccroasc, by
combinzd cffort, the normal wastc incidont to domcstic lifc and
businosg pursuits,

Th: Fedcral Roscrvo Board has had constantly in.mind the
dangers of inflation. Whilc it has dovotcd itsclf assidubusly to

tuilding up tho zo0ld holdings of tho Fodsral rosorve banks it has,

206

in pcrmitting ths issuanco of Fodoral rossrve notes, always insistod

that thoy bo uscd as sparingly as possiblo, with the double
purposo of maintaining the strength of tho banks and of avoiding
rodundancy. Whilo tho Fodoral rosorve note is a dircct obligation
of thc Govornmont, the safeguards and limitations thrown around

it by law give it many of thc charactoristics of a bank notc.
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It is not a legal tender, but is rceeivable by all national and

rmember banks and Fedoral roszrve banks and is roccivable for all

taxes, customs and other public duss; it heavrs a distinctive

lottor and scrial npumbor indicating the Foderal resorvoe btank

through which it is issued, and carmmot bo paid out by any other

Fedoral rescrve bank under penalty of a tax of ton por centum

upon the fatso value of notos so‘paid sut. It is rodcomable

in gold on demand at the Treasury or in gold or lawful moncy at any

Fedoral rcserve bank, and is a first and paramount licn updn the

agscts of the igsuing bark, which is required to maintain a resocrve

in gold of not lsss than forty por centum against the total of its

Federal rcscrve notoes in actual circulatioF,
The consolidated  statement of a?l Federal resorve banks

as of August 23rd shows that there were $2,032,837,000 of Federal

rescrve notes in actual circulation on that date. Tho actual

gold roserves hold by those banks on the same date amountcd to

$2,003,051,000. After setting aside the rcmcrve roquircd by law

against doposits, the ratic of 2old rescrves to Federal roscrve

notes in actual circulation, was 73.7%, the notos boing otherwisc

sccurod by cligible paper and acceptancos discounted or acquircd

by the banks. Federal ressrve notos should not be confused with

Federal reserve bank notes, of which thers werc in circulation on

August 23ra, $16,864,000. These notes are dircct oblipations of
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the Federal rescrve banka and are similar in their character to
national bank notes. Thoy may be issued against any bond of the
United States which has the circulation privilege, against

Treasury onc year notes and against Treasury certificates of

indebtednoss. When issuod against a 2% obligation of the Govern—
‘wont thoy aro taxed at the rato of 3% per amnum, and if issued

tgainst Govornment obligations bearing a higher rate, the tax is
increased correspondingly, Theso notes are being issued in small
denomihations to tadke the plade of dilver certificates which have
been retired undor xhe Act of April 5, 1918 for the purpose of Yo~
leasing silver dollars %o bo broken up 2nd melted for oxport to
India and other forsign countries. Tho amount of gilver which
may be used in this way is limited to $350,000,000. The issus

of those notos is thus limited to this amount and as they wmerely
roplace silver as withdrawn, thay havo no sffect upon the volume
of circulation ocutstanding,

The Federal resorvoe note should not be confused with fiat
issues of other tiwos, nor is it a boﬁd ssowrmd ceurrency. Its
issue is carefully safopguarded, and while a gradual increase in
the volume autstand'ing will no doubt be nocessary for sometime to

coms, thus testing one phase of its elastic quality, thore is mo
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doudbt that whonover the requiromonts of the country permit, it will
provo its flexibility by its contraction or by the increassc of gold
roscrve against it to a point whero it will moré nearly approximate
a gold cortificato. It was originally intcendod that the Fodoral

rosorvo note suporsede in tho course of twenty years, the natic:l

‘bank note. Provision was nade in tho Fedoral Rescrvc Act for

the purchasc by thae Fodoral reservec banks of thec bonds socuring
national bank notcs andb for the rosale of tho bonds to thc Troasury
for cancellation. Ti’xis brocossvwas well undor way when it was in=-
torrupted by tho war, but tho incroase in national bank n&bo cir-

culation has boon slight, — only about $11,000,000 since February,

1917. Contraction of Fedoral roservc noto circulation, in so far

as it is secursd by cligiblc paper, x;vill be natural and autoratic
as the discount oporations of tho banks are reduccd, but tho note
is in no sonse an cmergoney currcney, for it is and will romain
our principal circulating xrcdium;-,‘its dominance in this respect
incroasing as tho romaining $900,000,000 of gold which is ocutsido
of tho Treasury and the Flederal resorve banks ‘are absorbed by
tho rosorve banks.

Ever sincc ths ostablishment of tho Federal rescrve banks
the Board has ondcavorod persistontly and consistently to incroase

the ageregats gold holdings of the banks. Since the entry of the
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Unitod States into thc war, tho necessity for such an cffort
has boon omphasizod, whilc the inclination of tho public and of

tho banks to cooparato has beon marked. More than $2,000,000,000
of gold and gold cortificatos have boon withdrgwn from tirculation
and transfcrrod into the vaults of the Foderal rosorve bdanks, but
as alrecady statcd, thore still romains in circulation and in bank

) vaults about $900,000,000 of gold cortificatcs and coin, most of
which can be dopositod and should be'dOPOSitod, thoir placc to bo
taken as far as nccessary by Fodoral roscrvo ?otos. It is tho
intontion of thc Board in tho futurc, as in tho pastj to watch
clOsoiy the ldaning bporations of tho banks, and it is not its
purposo in mobilizing thc 20ld of the country into the vaults of
tho Fedoral resorvo banks, to incroaso the volume of loans boyond
ths amount actually roquircd, but thoss arc war timos, and any
inability on the part of Fodoral rosorvc banks to rocspond to
logitimato domands madoc upon thom would be disastrous. It is cloar
that in proportion as tho gold holdings of ths Fodoral rosorvo banks
ars incroasod, tho ability of such banks to extond nccdcd accommodation
to othor banks or to issuo notos is onlarged.‘As roserve holdings
aro curtailcd, tho londing powor of tho banks is correspondingly

roducod. As mcumbor banks arc no longer roguirod to carry rescrvos
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of lawful money in their own vaults, it follows that gold held by
them is of no more value than ary other form of currency, and every
dollar of gold that is hoarded by individuals is withdrawn, not only
from reserve use, tut also from éirculation; amd is a net loss to
the community. The effect of hoarding therefore, is to m;aiz" the
‘- ability of the Board to pi-ovide the strongest possible gold cover
for our growing volume of Federéi reserve notes and deposits, -~
and deposits will necessarily continué to increase dur ing the con=
tinuance of the war. It is desirable in the existing circum~
stances‘ to have every dollar of gold in the Federal reserve banks,
1et€ing the circulating medium consist of currency based on gold.
Money oi‘ every kind, whether gold». or silver, should be deposited
in-bank and used, but not hoarded. Surrender to the Federal reserve
banks of gold coin and éold cortificates and abstention from hoard-
ing means an increase in the volume of bank credit available for
the cammunity and increased ability to finance the war and the neces-
sary requirementé of business.

It seems proper,' in this connection, in view of the general
impression that becausé of its power to control discount rates the
Board can regulate the volume of rediscounted paper, to say some-
thing regarding the discount policy of the Board. During the year

1915 and for the greater part of 1916, owing to the abnormal ease
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of;t_he ménéy market, fhere;_ was tut little résort té the dJ. scount
faciiities of the Federal reserve banks. During this period the
deposits of member and noh-membér banks were increasing by leaps
ar;d bounds, and the banks as 4 rule were able to take care of the
'legitimate needs of customers amd to maké large purchases of cam-

' mercial paper without using their credit either with correspondent
ban,ksAor with the Federal reserve banks. In such circumstances,
it is clear that t_h_.e Bpa.r.d‘-s conﬁml over disccunt rates was merely
nominal. Reserve bank rates were low, in conformity with the
general trend of the money market, and even by engaging in open
market operations the Federal resarve banks found ivt dﬁfi&uit td
invest a sufficient portion of theirfh!\ds to enabi\le fhein tb mest
in fuil thels di's{ide’hd _'féé*;x.i:rexnents.' | Higher rates would of course
have i:roug}it iﬁ even a smaller volume of business. Late in the
year 1916, rates began to stiffen and the volume of discounts with
the Federal reserve banks showed a tendency to increase, but the
banks generally still held a surplus of funds ahd any drastic
advance in Federal reserve discount rates would not have materially
affected the, money market,

After our entrance into the war the whole situation ﬁhcierwe_n.t
a radical change. The President, in an address to Congress op
April 2, 191’? » pledged the entire resources ef the ﬁatiop to the

successful conduct of the war, and war bepcame the paramount busimess
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of tho country. Au issuc of Troesury cortificitos announcod
immodiatcly, was fellowsd bv the fivst Livorty dbond campaign, tho
avafod purposc of which was te sccurp suheeriiiine to $2,0C0,000,000
of bonds bearing 33% intorcst. It was apperont that thic issuo

would bo followcd by othors, and it wag manifostly ths doty of

the Board to support the financial plan of tho Troasury. Within

twolve months about $10,000,000,000 of bends weore sold by the
Govornment, and since April 1917, thore has boon autstanding an avorage
of about $1,000,000,000 of Treasury cortificatos, issucd in anti-
cipation of taxos or of tho procosds of bond salios,

Mindful of thc offoct which high intosrsst rates on Govornment
obligations would have upon invostmont socuritios znd the monsy
markot as a wholo, it has boon tho aim of tho Socretary of tho
Troasury to Hold ratas down to tho lowest possibls lovel, and it
is now his announced purpesc to n;aintain as a maxirum a rate of

. 4% on Troasury certificatas and 4§4 on Lidorty bonds. In thoso
circumstancos, tho Fodoral Rosorvoe Board has fclt that it should
direct tho policios of iho gystom 8¢ as {0 insurc prowpt ageom-
vodation to banks whoso customcrs might require assistancs, oither

in providing for commorcial deomands causcd by increascd busincss
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. activitios, or in makine iheir paymonts for bonds, as woll as to
vanks which bought benda for thoir own accouv.;td It was dcomed
~ $mportant that thore should ¢ no disturbans. in the mne);' mrkot
and that intorcst ratcs should bo kopt as nrerly nommal and £roo
frow fluctuation as pessiblc, Thercfore thoe ikard, Yofore ths
subscriptions to tho tirst Liberty hoad issus worc clipod,
ostablished & prefcrontial rato ¢f discount for netos of momber
" banks sccursd by Govcmm:mt obligations, whothor ecrtificates or
bonds, and, in ordcr furthor to assist the Treoasury in dispbsing
of bonds; the Board authorized Faderal vresorve banks to discount
for nonemomber banks upon the ondorsemont of a membor bank, notes
gsecurod by Govornmont obligations, whothor made by non-mombor
banks thomdolvos or by thoir customers, whop the procesds had baca
or wero 1o bo used for ths purpose of carrying Treasury ccrtificates
or Unitod Statos bongs. Tho Board, thorofors, distinsuished botwoon
commoreial loans and loans made upen tho secarlty of Govorament
obligatims, by giving a prefsrential in favai of ths latter. The
policy of the Beard has thus far boen justificd by resuliz, The bonds
wors widely distriduted «nd cach subsequent issue hs chown a
largsr numbor ‘of subsgribere than the preccoding one, the numbsr of
subscribers to tho third Liberty lean being morc than 17,000,000

Only 4% of tho total amount of tonds issucd up to this time woro
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¢ ‘ held on June 29th as investments by tho national banks, or 2.29% |
of thoir resouréesl while thoy wers carrying lcans secursd by
Liborty bonds amounting to $457,000,0C0, or 2,56% of their ro=-
sources, As tho rates on Govermmont obligations were advanced,
the preferential ratos on papor secured by these obligations
wore incroased correspondingly at tho Federal reserve banks, So
that instead of a rate of from 3 to 3;% as first cstablished,
by rates at the banks arc now rangihg from 4 to 43% on paper so-
curod by Governmont issuc#, with a maximum rate of 53% on 90 day
cémmorcial paper and 55% on 6 months agricultural paper.

The Board doss not delisve that in the existing situation
rmarked advancos in rates would be advisable in view of tho obvious
noccssity of avoiding any policy,likelyyto disturd the financial

' operations of tho Treasury, The ncads of those industrics and
commercial ontorpriscs which aro directly contributeory to the
conduct of tho war must bo supplicd at all hazards, and a drastic
advénco in discount rétas would not reducc tho financial roquire~
ments of such concorns, but would mersly imposc an added cost upon
the peorplo. |

In its lotter of July 6th, to which reforence has already
been mads, the Board callcd attention to the importance of a wise

~ discrimination betwecn essontial and non-ossential craodits. It
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believes that the exercise of discrimiistirz juugment on the part
of the hanks throughout the ccuntry in making their loans will be
more effective in covnveracting any tendency toward credit ex-
pansion thau an advarce in rates wouli bs. The suggestion has
been made by the Board that the Fedéral rec3rve banks organize,
each in its own district, local grcups ccmprising leading bankers
and business men, in order to discuss wavs and means of bringing
about the result desired.

It is exceedingly dirficult to lay down any fixed and
definite rvles tc govern in distinguishing “etween essential and
non-essential credits. A loan might be desired for what appears
at first glance to be a non-essential purpose, and yet faj.lure
to obtain the credit might create a condition #hich might indirectly
have a distinctly harmful effect upon the avility cf productive
enterprises in the commuaity to obtain credit. n *he same way,
in the larger centers, refusal by banks as a group to lend on
standard securities would seriously impair the liquidity of in-
vestments and would furce liquidation which might disturb very
serionsly the whole f inancial situstion. it is important to
> avoid sharp and radical readjustments of credii and wherever

possible lines should be reduced without undue hardship to ths

borrower or without causing a shock which would render the granting
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of necessary credits more difficult.

It would seem that those interests and enterprises obviously
catgring to extravagances and luxuries should be considered first.
Upon investigation 1t may develop that industries of this kind
need not be closed dcwn, nor their labor throwm ocut of emplcyment,
but that they can be gradually diverted to essertial lines of
production and distribution. Existing high prices are creating
an added strain on the financial resources of the country and are
contributing encrmously to the cost of the war. It is probably
impossible to effect any reducticn in the prices of nececssary
materials and commodities or in the ccmpensation cf those engaged
in producing them, but there are two means, and the employment
of both will be necessary; of retai'd;ing a further advance. One
7 is by curtailing credits which dre not nectesdsary emé by diVerting
| sach portion of these credits as may be needed into productive

channels; and the other is to increase the production of the raw
materials and manufactured articles which are needed in our
military and naval operations and which are essential for the
~ sustenance and recessary comfort of the people.
In times like these, high prices and high wages do not always

increase production. We see too frequently a disposition to
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accopt as amplc tho roturns from limited yroduction and from fowst
working days to the weok. We havo now 1,500,000 men on the shell
- scarred fiolds of France, and thoir deods of valor have alrecady
thrilled the alliod world. Soon this number will grow to
3,000,000, then to 4,000,000, thus assuring completc and glorious
victory and the perpotuation of that horitage of libsrty for which
our forcfathcrs fought to give us; and thése millions of us who
are unablo to take our placecs at tho fromt, but who mus; romgin
bohind to do that work which is nocessary to sustain tho . nation
at homs, and to maintain our fighting heroes in France, should
‘strain cvory ncrve to furnish all that is necessary, in gold,
credit, services and goods, and we should not ovorlook or slur
tho’fourth Commandmoht, -~ that Divine injunction to Moses,
whorein wo are dirocted not merely to rost on tho seventh day, but
are sharply rominded of our proesont duty in tho cormand, "Six'days
s . shalt thou labor and do all that thou hast to do." The war
mist bo won by force of arms abroad, supported by groator

production, economy and thrift at home.
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THE NATIONAL BANKS IN WAR TIME, -~ THEIR PROBLEMS AND WORK.

FROM AN ADDRESS OF W,.P,G.HARDING,

GOVERNOR OF THE FEDERAL RESERVE BOARD, ,

BEFORE THE NATIONAL BANK SECTION OF o
THE AMERICAN BANKERS ASSOCIATION AT ,
CHICAGO, ILL., WEDNESDAY, SEPTEMEER

25,1918,

FOR RELEASE IN MORNING PAPERS OF
THURSDAY, SEPTEMBER 26th,

In. these stirring times our thowghts are constantly‘ with oﬁr
sons and brothers who are in the fighting lines in France, or who g
are keeping watch upon the high seas. We are thrilled by the acw-
counts of their military prowess, our hearts are glad'dene»dvby their
constant advance agaiﬁst a formidable enemy and we are inspifed by
their courage and uhéwerviné detennination to overcome the eneny,
Within a short while there will be more than two million men in
», B kﬁaki on the Sther side to support the -gallantvtroops of England,
France, Belgium, Italy and Greece, and the Czecho;SIdVaks; in their
battles to free the world from the curse of German militarism and |

autocracy;
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and we know that their musbers will be steadily increased until te
full fruition of our hopes ard aspirations shall have been attained.
But human activities in this great war are not confined to the mili~
tary fronts; the bettle limes are not alome in Siberia, in the
Balkan Pemninsula, in northern Ifaly, in Lorraine, Picardy and Flan~-
ders, but they extenfi throughout the civilized world. There is an
American front, mammed by millions of men and women who constitute
the great home guard, and whb must furnish the munitions amnd supplies
and the t;-anspor.tation' facilities for those who are actually c¥pesed
to the shot and shell and poisonbus -va‘pors of tﬁe enemy. Wwithout
the work which is being‘done at home, and which 1must be carried on
in constantly increasing measure, tle efforts of our soldiers and
sailors could not be long ei:arted. |

Important sectors of our home front are held by the bankers of
America, who are on the financial firing lline. am it is of their
wark‘and of the ir problems which I wish to'_speak today. The
national banks of the United States have in other ﬁmes and in other
. ‘ wars agroved their loyalty and efficiency. In fact ‘they were bom

in the midst of the convulsions of a country torn by civil war and

b their creation is due to the desperate needs of the nation in those

dreadful days.
Through the establislmert of the national banking system not
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only was a market afforded for United States bonds, but facilities
were provided for the issnance of a national currency capable of
circulating without discount in all sections of the country. So
rapidly did the national banking system grow that in 1865, shortly
after the close of the Civil Wir, there wers 1517 natiomal banks,
having aggregate assets of $1,359,867,074, included in which were
United States bonds to secure circulation of $272,634,200. and about‘
$75,000,000 government bonds held as investments.
In 1898, when we were at war with Spain, consciousness of our
banking strength undoubtedly had much to do with the ease with which
$200,000,000 of 3% bonds were sold to the nublic at a substantial
‘ premium; but the national banks coordinated under the Federal
reserve system are now engaged in the most stupendous work they
have ever undertaken, and in according to the national teanks their
meed of praise, I do not wish to slur nor underestimate the import-
ance of the work which has been done by the state banks, savings
banks and trust companies as well. There is no question, however,
that thmough the operation of the Federal Reserve systan the vast
fiscal undertakings of the government have been successfully carried
out thus far without any undue disturbance to our finarcial structure
and without a money panic of prieés of any kind.

For three years the burden of supporting the Federal Reserve
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gystem was borne almost entirely by the national banks, — all through
those times when many of the banks could not perceive that any sub-
stantial benefit would be likely to enure from membership, and when
stock in the Federal Reserve banks was looked upon as a dead invest-
ment. Even a year ago, five months after the ﬁnited States had en=
tered the war, there were only 86 non-national banks which were mem=—
bers of the Federal Reserve system. It is gratifying to note however,
that henceforth the responsibilities and privileges of membership will
be shared by the state instiﬁutions which are now coming over in
constantly increasing numbers and that today about 750 state banks
and trust companies are members, with total resources of nearly six
and three quarters billions of dollars.

\ Th> problems of the Amsricen banker have'alwafs been more com-
plex and difficult than those of‘bapks in other countries and their
work is more varisd and exacting. ThiS‘iS due, in part, to our wide
expanse of territory and to the amount of:pioneering which has to
be done incident to the building up.and dévelppment of a new country.
Tt is duo also to the fact that the spirit of Amorican institutions
demar.ds indepenaence of action and‘that‘fhe fendency in this country
has been toward a large number of independent banking units, most
of them of small and moderate'capifal, réther than toward a compact
group of highly capitalized banks conducting their operations throughout

the
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country through the medium of branches. The need of some means of
coordinating this large number of inlecpendent bamnks, of reserving a
.portion of the ir resourses for the cormon defénse of the financial v
front, the necessity for providing a more elastvic currency which
could expand and bonfract in acoordance with business requirements,
and of establishing a broad discount market, are some of the causes
y  which led to the establishment of the Federal Reserve system. It is
‘not my intention, however, to attempt to discuss your routine work
or your every day problems, tut I wish instead tb touch upon some
L of those questions which confront you, and those militant duties
which are imposed upon you, in your work of holding the financial
: trenches in the great battle now raging for li"berty‘ and civilization.
The. Liberty Loan organizations are about to begin the campaign
for the fourth Liberty Loan. The success of this campaign dep ends
upon the cooperation of the banks, — not upon a2 half-hearted or com~
placent acq_uiesgnce on their part in the plans adopted, but upon

their active, incessant and aggressive cooperation, given in a

genuine American spirit worthy of the cause for vhich the lcan is to
be raised. For weeks past most of you have been taking your
allotments of Treasuly dertificates of Indebtedness which are issued
in anticipation of this loam, just as you have done in the case of

the certificates which anticipated previous loans. In order to meet
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your allotments you have boen obliged no doubt to reduce your
‘regular discount limgs and to decline to take paper wkich, in cr-
dinary circumstanses, would Lave been attractive to yrou. But you
bave made it possitle for the governmaat to meet its financial re-
km;raneni:s and you have also provided meams, to the extent of cer-
‘tificates held, of taxing care of the payments that you will be
éalled upon te make for the Liberty Bonds which will be subscribed
for by your customers. -The opinion and advice of every gocd
banker on financial matters is constantly being scught; your in-
fluence is great, and yoar value a&g an edacational force is incal..
culable. Bsnks are the great distributing agencies through vhaick ,
the bonds pass into the hanis of the public and it is desirable,
whereger practicable, that the bonds should be placed with ths
cu stomeras of banks ,. and with those who are not depositors, rather
than taken for investmemt by the bamks themseives. Bat it is ex~—
pected, of ccurse, that banks will do their full part ir vlacinug
the bonds in the hands of the public, by cnnt..’».nuing their praciice
of lending freely against bonis as secnrity, 2212ing ia turn vpon
the Federal Reserve baks for such assistance 28 may te needed.

The Liberty Ican is ess.entia.lly a popular loan. Iio is sue

since te first has full exemptisn from income taxes. The second,
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third and fourth laans therefore, pay a higher retum in the hands of
men of mcderate means than they do when held by the millioraire. The
é.iaémnt rates at Federal Reserve banks are so adjusted as to emable banks
to lend at approximately the rate borne by the bonds, with a small
margin of profit. Previous issues have been widely distributed, and
each issue has shown a largez; number of subscribers than the preceding
r ‘ one, the number in the case of the third Liberty Loan being more than

17,000,000, The Comptroller of the Currency is aa;thorii;y for the state~
ment that of tle total amount of bondé issued up to this time only 4%

v were held on June 29th as investments by.the national‘ banks, or 2.29% of
their résources, while they were carrying at the same time loans secured
by Liﬁerty Bonds amounting to $475,000,000, or 2.56% of their resources.

The Federal ﬁeserve Board, fram the time when it became evident

that this country would be forced into the war, has spared no pains %o
fortify the position of the Federal Reserve banks, in crder {o enahble
) ~ them to meet all legitimte demanis which may be made upon them and %o
render the greatest amount of assistance to the member barks ia the per-
formance of their war time duties to the government. Upcn the recom~
mendat ion of the Federal Reserve Board, Congress amended the Federal Re-
. sorve Act in several important particmlars on Jume X1, 1317. The effect

of these amendments has been to bring into the system a large number of
state banks, besides enabling the Federal Reserve banks more effectively

to contrel the country's gold which had been widely diffused, having been
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used for purposes of circulation and held in vaults of member and
non-member banks. As you know, all the lawful reserves of member
banks are now kept on depdsit with the Federal Reserve banks, and as
Federal Reserve notes may be issied without limit against deposits
of gold or gold certificates, the gold holdings of the Federal Reserve
banks hav: 7:1;1gmented to an amount exceeding 3;32,000,000,000,' and the
discounting power of the Reserve banks has thereby been greatly in-
éreased. Both the manber a.nd non-member banks hare been urged re-
peatedly to transfer their gold as it accumulates to the Federal Re-
serve banks, and the appeal has not been in vain, for the response
has been very general and gratifying. In the vaults of the Reserve
.- banks gold is avaiiable either as a basis of new note issues or as
a means of extending their loaning facilit ies, while in circulation
or distrituted among the 25,000 or more commer'cial banks, it is of .
no more value than any other form of currency. 4There still remains
in circulation and in bank vaults however, ai)out $900,000,000 in
gold certificates and coin, most of which can be deposited and should
> be deposited, their place to be taken as far as necessary by Fedéra.l
Reserve notes.  In mobilizing the gold of the country into the
\ vaults of the Federal Reserve banks, it is not the intention to in-
crease the volure of loans b/eyond the‘ amount actually required, but

these are war times, and any inability on the part of Federal Reserve
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barks to respond to legitimate demands made upon them would be dis-

astroue. It is clear that in propoxtion as the gold hold’:‘;ngs of

‘* the Federal Reserve banks are increased, the abiblity_‘of such banks
to extend accommodation to other banks or to issue notes is en-
larged. As reserve holdings are curtailed, the lemiing power of
the banks is correspppdingly reduced.

‘ The national banks of the country ¢an render good service at

this time by informing the people in their respective communities
of the absolute falsity of the statements which have been made oc-~
casionally and which appear to be the result of a deliberate propa~-
ganda, that it is the intention of the government to confi scate
bank deposits. Such a statement is absurd upon its face, but is
well calculated to alarm the ignorant, and, although it has been
denied and denounced in the strongest tems by the Secretary of the .

| Treasury and other high authorities, it is evident, from the pro-
portion of the money paid out every week in payrolls which does not
‘return to the banks, that large amounts in \the aggregat e are being

’v ™ hoarded or carried upon their persms by warkmem who are now re~

ceiving unusually high wages. Banks should give especial attemtion

to the problem of bringing into sight any money hoarded in their

communities, and should urge its investment in war savings stamps or
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Liverty Bonds, as well as the establishment of bank accounts. There
is gocd reason %0 Leliewe that the present is an oppertune time, in
industrial comaua.t ies cspecially, for organizing sysvematic cam—
paigns for hringing ccnéealed money into the vaults of the banks, or
for effecting its exchange for goverument obligatisns.

Cne of the must imperiant functions of any banlk: is the granting
of dredits. © This 1s a power which should be exercised with prudeace
and discretion in any circuustances, but under present conditions tkere
are many new amd pefplex:ing features to be considered. As the parsa-

* mount business of this country at present is war, and as the govern-
ment is the largest purchaser of all esseatial commodities, it is
clear that the ba.:r{.ks. of the country should do their part, not only in
aiding the government to obtain the funds and credits needed, but
that they skould so ieadjust their own lending operations as to con-
tritute most effectively toward supplying the govemment with neces-
sary articles and- cdﬁmodities. The refore the questicn of credit
conservation has; been a vital one for months past. Var expendi tures

N are essentially different from any vwhich are ordinarily made in times
of peace. Instead of contributing toward a permanent addition to

+ the national wealth, the large payments which the government is making
for the maintenénce and equipment of our military and naval establish-

ments involve waste amd ,des'truction, - inevitable concomitants of war.
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This process necessarily temds to inflationm, whi;zh, togethe‘r with
éoncentrated demmd md the need far quick deliveries, brings about
rapid advances in the price of necessities. Infinities such as are
dealt with in higher mathematics, hare no place in the arithmetic of
war finmecing, even though the figures rum into the billlons. The
supply of credit, of goods, and of x;a.n power is limited, and as far
“‘4, - as possible‘ these resources should be conserved and set aside for the

use of the government, whose abnormal demands ~—— inevitablé and neces=

sary in the present circumstances —- must be counteracted by greater
“ econamy on the part of our civilian popalation, whose efforts should
’ be directed toward decreasing the’noma.l'wa_ste incident to our
business pursuits and to our every day life.
| Credit extended for non-essential purposes involves the use of
labor, of transportatiom, of material, and of reserves vhich ought to
be kept free for purposes of the governmemt, Unrestricted credit
means unnecessary competition with te government, and tends to im—
pede ani delay its oparation, and needlessly advances prices.

At a time when the supreme imsiness of the country is war, it

is idle to talk of business ‘as iz.sual, far our accustomed msiness
‘(.'. and personal habits camnot in many cases be continued without inter-

_ fering with the government 's work and the consequent infliction of

_ serious injury upon the nation.. Uncle Sam, at this time, is a world

banker - he ‘is extmdi‘ng credits in large amounts to foreign
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countries associated with him in the war ad his power to contimue
to play the part of "Uscle" in the financial sense depends upon the
X extent of his resources in men, goods and gold, and the avoidance ’
of umnecessary credit. Needless recourse to the facilities of the
Federdl Reserve banks weakens proﬂr’tiomﬁeiy his gld feserva, and
this gold reserve is the financial backbome of civilization. Any
waste of the raw materials anmd manufactured products of the country -
adds to our financial burdenms by increasing the amount which we must

! import from other countries, and such waste at the same time re-

-~

duces the volume of goods which should be available for export pur-
poses — the best means of paying for imported commodities.
| The far sighted banker does not content himself by cons idering

merely present problems, but he tums his eyes to the future and en-
' deavors to 1ift the veil in order that he may see the shadow of

coming evermts and make his planms accdrdizigiy. Many thoughtful

bankers feel, thérefore, that the' preservatio'n of our economic

strength is of the greatest importance in making provision for that
b period of read,justzient which will foliow inevi tably the re-establish-
ment of peace. By refraining from buying luxuries and by restricting
the use of necessities to the actual requirements of health and

reasonable oon_zt’brt, a reserve purchasing power can be created which
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will be of the greatest value in bridging over our industries during

the period of reaction ard reconstructicn which will follow the war,
when “swords will be teatern irto plow chares™ amd iars will give
place to Mercury and Cexes. |
An imv:eiiigent» and prudent use of credit will be an important
factor in strengthering the national resources during the period of
. the war, in aiding its successful prosecution, besides maintaining
our economic strength for the time when our aimies will return to the
employmemts of peace. It is importamt, however, that a wise dis-
t cretion should be exercised and tlnt there slpuld be a careful dis~
crimination between essential, less essential, and non-essential
credi ts.

It is difficult to suggest any fixed and definite rule to
govexﬁ in distinguishing between these various classes of vcredits.
A loan might be desired for what appears at first glance to be a
non—~essential purpose, and yet failure to obtain the credit might
create a condition which might indir'ectly have a distinctly harmful
effect upon the ability of productive emterprises in the community
to obtain eredit. It is important, therefore, that bank officers
! should inform themselves as to the ultimate use to which the

proceeds of a proposed loan will be diverted. Present conditions
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fully justify the banks in taking such steps as may be necessary to
restrain speculation, btut at thc same time, a gemeral refusal to
make loans on good security would seriously impair the liquidity of
investments and would force liquidaticn which might disturd very
seriously the whole financial situation. It is important to awid
sharp and radical readjustmamts of credit and wherever possible lines
should be reduced without undue hardship to the borrower or witkout
causing a shock which would render the granting of necessary credits
more difficult.

The problem of non-esseﬁtial credits is, however, not entirely
one for the consideration of the banks. The question will be de~
termined for them in many instances by fhe Capital Issues Committee
and by other governmental bod fes such as the War Industries Board,
which has large powers in the determination of the character and
quantity of productiom and of priorities m the delivery of materials
and goods. ' | |

In nomal times great enterprises and large developments are the
result of credits previously arranged by bankers, but the military
necessities of today have changed the order so that in many cases de-
velopments are predetermin.ed, and bank credits are adjusted to

conditions instead of creating tlem, thus becoming an effect inatea.d
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of a emume. Your problems gentlemen, ére by no means coi:fined to
L placing préper festrictions upon non‘—essentiai or less essential
credits, but they ineltide means of sustainiing throtigh adequate credits,
e the vast number of enterprises and industri es whose operatioms are
essential or contributory to the conduct of the war and to the health
and necessary comfort of the public. In addition to direct advances
‘ to the government, you are being called upon to furnish funds for use .
of the mercantile cammnity and for the payrolls of mining and mamu~-
facturing and tramsportation companies, and for ttxe production and
) - movement of crops and livestock. In these operations ya will find
your membership in the Federal Reserve systan of the greatest value,
N for not only can you rediscount freely with your Federal Reserve banks
the notes which represent your loans in most of these transact fons,
but you can effect through these banks such exchange transfers as ym
) may desire and can call upon them to send you any cwrrency }that you
~ may need. Shipments from Reserve banks or branches can reach most of
you within twemty-four hours, and in order to facilitate your trans-

actions and to ercourage a freer movement of domestic exchange,

N ,
serious consideration is now being given to having the Federal Reserve

N banks sbsorb all costs incident to transfers of currency for member
banks, Both from and to Federal Reserve banks. You have also recourse
to the War Finance Corporatiom, which is authorized to make advances

4
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% bmiks, bgmmrs, ox;‘ trust companies, and to savings banks, upon terms
and conditions set forth in Sections 7 and 8 of thé War Finance Cor=
poration Act. |

Your attention is directed to the great importance of increasing
our supplies of food staffs, of cotton and woél, of coal, and of all
mgnufactured articles of an eésentiéi character, and it is hoped that
you will extend your credit lines with this' object in view as far as
may be consistent with the primipleé of sound banking and business
prudence., While it is desirable that yéu should remain free to ex-

the security of loans and

ercise your own discretion as regards /tm details of your business, it
is necessary nevertheless, that we should all work together in carry-
ing out a general policy._ The exigencies of thq t imes require that
banking policy muist be detemined in Washington to a greater extent

than would normally be the case, but every confidence is felt that

- the splendid patriotism which has been manifested in the past by

continue to
rational bankers in the hour of the nation's peril, will/be exhibited

- today when our country is engaged in the greatest war of all histary,

and that through your cordial and effecti ve cooperation complete

victory will crown our military umiertakings, to be followed by a

lasting and &merican peace.
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