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Minuﬁes of session of Advisory Council with Board, at a joint meeting
ci the Federal Reserve Board and the Advisory Council, held in the Asseumbly
' Room, National Metropolitan Bank Building, Washingten, D. C. on Monday,
. November 18, 1918, at 11 c‘cléck, A, M.

Present: Mr, Harding, presiding
Mr, Strauss
Mr. Hamlin
Mr. Miller
Mr. Williams
Mr, Broderick, Secretary.

of the Federal Reserve Board, and

Mr, Forgan
Yri Rue
Mri Wing
Mri Rowe
. Mr, Norwood
s . Mr., Lyerly
: Mr: Watts
Mr, Mitchell
Mr, Wilmot
Mr., Fleishhacker

of the Federal Advisory Council.
Present also: R. C. Leffingwell, Assistant Secretary
’ ‘ of the Treasury.
Ben jamin Strong, Govemmor of the Federal
O Reserve Bank of New York.

In opening the session, Governor Harding said:

"We are meeting today undet far happier auspioes than upon the oc¥
casion of our last joint session. Today we are concafned with the problems
of recopétructian and peace instead of those of the prosecution of the gtreat
, War. We have the pleasure of having with us today Mr. Leffingwell, Assist-

ant Secrstary of the Treasury, who is present {0 mrepresent the Secretary

of the Treasury. Governor Strong, of “he Federal Reserve Bank of New York,
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is also preseant at our request to contribute the bensfit of his views to
the meeting. You have before you the topics suggested by the Board for

liscussion at the meeting. They are very comprehensive questions and are

all inter-related, so instead of trying to discuss thex in detail I be-
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lieve I might better present briefly a general picture of the situation
as {he Board sses it,

It way be well to take a retrospective view of what the Federal Re-
serve Board has done during the past four.years, or rather, some of the
thingsbit has not done. 'hen the banks were organized ‘on November 16,
1914, the shock civen to credit institutions and industries by reason of
the outbreak of the European War had largely subéided. Through the
measures taken, and particularly through the issue of the emergency
currency provided by the Aldrich-Vreeland Act, zs amended by the Federal
Reserve fAct, the Federal Reserve Banks found themselves at the otutset
aprroaching a period of easy money. In 1915 and up to the carly months

of 1916, there wzs such a plethora of money that wost of ths Federal

- Reserve Baznks were unable to make expenses, and the control contemolated

over the banking situation by wezns of discount rates vasted in the Eoard
znd the Federal Reserve Banks was nullifisd, Discount rates all over the
country were abnormally low. As the Federal Reserve Banks were unable t0
get busizess under the prevailing low rates, they certainly would have
gotten oven less business 2t higher rates. Owving to the urgent deuwands

of Eurcopean belligerents for supplies and munitions of war for quick
delivery, and as the result of their policy of shi;ping gold into this
country in payment of their obligations here, e experienced abnormally
gasy-money conditions, vhich cre.ted a gzood wmarket for foreign-owned

sacurities.
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fhe result vas that we gained something over af . iollars in gold

frow Janvary 1, 1915, to January 1, 1917, e saw a very largé increase in the
- gold volume of btank credits as a result of our gold expansion,
The only period when tho Federal Reserve Boara was able to exercise.
any effective control ovar the banking'situationbwas during the last two or
three wonths of 191§, and fhe first Quarfer of 1917. You will rewewber th%”
during these wonths the Board discouraged the purchase of wunicipal warranue,
advanced iscount rates, .nd advised the Fe&eral Reserve Banks to put their
aff:irs in the nost liguid shape possibla, and that very waterial increases
in réserves haé besn effected by the first of April 1917. I believe you
gentlewen will agrs> vith ue that'thevUnited States entered the war betler.
prepared frov « tanking standroint than in any other lins of activity.
After April ©,1917, .s you know, war necessities became zaramount and
imperztive. It is not vithin the power of aay group of banks or of any
& banking systen to regulats the financial ismahds of war. Viar is a hard
tzskoaster; nunitions and surplies rust be had at all hazards and trons-
ported to the front without delay, and the only province of the banking
comnunity in this conunection is to "cowe across" with the capital necessary
‘ to procure the gtods znd wan powsr required. Ths wilitary orgznizaticn makes
its requisiticns ang all othar activities must adjust theuselves to the
wilitary deucnds. Jow, we ire angroaching the time of general internationcl
readjustment .nd recunstruction, ani ~hile the war, as far as actual hos~
tilities ~re concerned, is sudsd, it is not over in & financial sense and
frow a standpoint of permanent adjustrent. These protlems of readjustument
must be wet by the civil authorities‘of the various nations supported by

their military and naval power.

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



i _ . -1z

“he guestion row ariscs, has the time come when the Federal Reserve
“.mks znd the Fcderal Resarve Jozad can assume to undertake anf aggressive
rolicy relating to ths *topivs that havs been sugvestéd to you for consilera-
tion, or whether we shoull rerely comsiier then anl get realy for the time
~hen we can properly uniurtuke ths excrciss cf all the functions entrustad
t¢ us under ths torns of the Feleral Ressrve Act. It seens to me that we

suttled

rust await wore/” { conlitions,

¥e have, as you know, about $2,558,0l0,000 of Felsral reserve notes
in circulation. The consolilatel reservs against Felaral reserve notes and
io.osits is toiay 49.95. Looking st it in another way; if we sat asile
aTbitrarily a reserve of 354 agzainst denosits, we hive a resarve of 59.6%
zczinst Federzl rsserve notes. The Faisril Ressrve Boaril announced sowme tine
ago that it would be its policy, in case fhese reserves‘should decline
2 below the limit prescribed by law, to perwit the reserve against deposits
to f211 s far ss need be inmasmuch s no penalty attaches to a deficiency
in reserves against deposits and to. 21low the residue ;eveldpei by such
~ecline to ap;ly zs resérve against the Feieral Ressrvs notes. As you know,
if a ieficiancy of reserves against noteé should arise it .ould develop
perplexing complications, Thsre is provided a penalty for deficient reserves
on note issus on é graijuated scale to he recouped by an adlition to the
;iscouﬁf rate. This deficiency and penaliy would have to be figured out for
sach bank to determine ~hat amount should be adied to the discount rate to
effect the recouprent. That might result in the zdalition of 1/427 or 1/64%
to rates, so, in orier to keep away from the complication, it seems far

betiar to allow the deficient reservs to apply against deposits, whgre
R deficiencies are not cenalized. Furthermore, jeficiency in reserves against

Digitized for Fep@s its would be less apt to create alarm thin one ag2ainst note
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1rzbilities. We wost, of course, bear in wind that there is a point beyond
#nach deficiency in Jeserves against leposits cannot be permitted.

Indications ars that w2 are coming back rapidly to a peacs basis. 4
grezt nany of the vesirictions iwmposed by the War Industries Beard and other
tranches of Executive Depacstments of the Governuent are fast being remoﬁed.
For example, the dowestic use of gold and silver for industrial purposes .ri
in the arts has been freéd of restrictions. T believe that the removal of
restrictions against the use of gold and silver in the arts will have a very
good effect. because while it way result in the presentation of some Federal
Reserve notes for redeuption thers w#ill be afforded an opportunity to de-
ﬁnnstrate that the Federal Ressrve note is what it purports to be - redeenable
in gold - and will show the people that there is no premiuwm on gold in this
country, which can be obtained by the presentation'of Federal Reserve notes.,

The restrictions iwposed upon the exrortation of gold were Uéde effective
over a year égo ( in Septenber 1917) by an Exscutive Orier of the President
which put the whole watter in the hands of the Secretary of the Treasury, who
in turn, gave to the Federal Reserve Board pover to issus licenses in specific
¢ases. The qhestion_arises as to when the Board should alvise that these
restrictiohs be wodified or lifted entirely. The sugzestion has heen nade
that it would be proper to begin with the South ani Central American nations.
The Board itsglf is not unanimous on this subject. The majority -of the
Board is cf the opinion that it would be well to be assured of our Jomestic
position before taking any such action: to raintain the intsgrity of the
Federal heserve note, to be prepared to wake any necessary redeuptions to
establish the fact that these note are always redeemable on demand in gold.

So far as our dealings with forei countries are concerned, it is evident
F 3

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



¥
o
%
)

6 | X-1:73
that our e;change situation all over the world is materially improved. This
t more satisfactory sxchange position arises frow several causes ~.direct
negotiations bty United States Treasury agsﬁts abroad and, the wost cowpelling
factor is, of course, our wilitary succsss. Our present exchange situation'
is By no means aéﬁte{" |

The suggestion has been made that it woull be wise policy for the
Fedsral Reserve BanES*to reduce their rates on bankers! acceptances against'
the exportation and importatiqn of goods, Such a course would give the banks
quickly';vaiiable resources in ths shape of.prime investuents and would
en=ble us 1o weet foreign competition. There would be no rezson thon for
anyone to hesitate as between drani£g in dollars or in sterling or feel
otliged to use sterling because of lawer rates. In order te put the banks in
a position to give theseAlqw'rates it sesms necessary to continue the exis’ling
rates on our internsal {ransgctions, Thefe does not appear ts be‘any’reason
why we should consider at this time any reduction of the discount rate on
ninety day comnercial papef or wember banks?! collateral notes.

Upon the entrancé §f the United Statgs iﬁto the war, the Federal.Reserve
Boari, in line with its policy of supporting the Government to the utmost of
its'ability, established a diffbrential rate on paper secured by Government
otligations, The rzte of interest on Treasury certificates and Government

) bonds was established by the Secretaty &1 thé Preasury after consultation
Nith.Vafious.iﬁterests all over fhe counttry; and ‘in order to make it possiblé
for banks to engage in theée transadtions without bBeing penalized, the Board
folt that it would be helpful to establish a differential. The result has

- been that the invested resources of the Federal Reserve Banks are betwsen.

igitized for FRASER
tp://fraser.stlouisfed.org/
deral Reserve Bank of St. Louis




52

- F~1273

70% «nd 80% in paper sacured by Govirrment obligationé and the balance in
otagreial obligations, with the further effect that the Federal Reserve
nnies outstanding are thus indirectly secured proportionately by Governuwent
oollgations.,
It is evideﬁﬁ that 2 veduction in the Federal Reserve Banks! rate on
bankars‘~acceptances'Nill nave a tendency'to restore the propser equilibrium
~in the banks'finVesfed regources and give thew an opportunity gradually to
~vork off these obligations secursi by Government issuss.
Thers is'one further thought which I have not had an epportunity of

liscussing vith my colleagues of the Board but which I venture to throw

out - when the time comes for us to have larger dealings in gold with
foreign countries there should be reached some definite understanding, It
seeme to be that before engaging in such transactions we must be assured

of the responsibility of the goveérnments with which we deal. It is, of-
course, obvious thaf our dealings w~ith forsign countries must be based
upon credit for some time to cowe. Mr. Leffingwell says that the Treasury
expects to continue for sowe time to make advances to allied governments cn
account of their purchases in this country. When we consider our own
national debt and the war obligations of Great Britain, France and Italy,
#e see that the smount of gold we have ﬁnd thesgv@unt of gold in the world
is wholly inadequate to serve as the basis for the debts. For this reason
credits oust be extended over a‘lcng period of years and extinguished by
systematic saving and thrift. It‘would be absurd to attempt to set up a
gold reserve against such gigantic obligations. As far as we are concerned,

the gold against our Federal Reserve notes is adequate, so that, as we get
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the Govarnment obligations out of the banks and get back to a basis of
1iguid comnnercial paper the notes will autocwatically regulats thenselves

ani solve any currenecy problsews which way ariss, thus preventing the cou~

lications which arose at the close of the Civil War,

ko]

“henever we es.abiisih a free gold market in this ccuntry we should
be particularly carsful to see that it is nct one-sided and that it works
both ways. Take fhe éaée of 2 bank ~hi¢h suspends business and thenn is
reorgznized within a brief period, It as a rule provides for the payment
of old 3eposits cver a psric¢l of wonths or years in instzllments. It then
opens 1its deors for Eusiness; any new deposits qcming in are subject to
paywent in cash on dsnand, old depesits being treateld as $ime obligations
until fue under the terms of ths agreenent.llt seens to we that whoever has
authority in the wattsr should rsquire, whenever we come to a frees gold
basisg, scme définite ﬁnierstaniing whereby such-gold operations will be
engaged in as current btusiness and upon a dasis of reciprocity, so that
whensver our trade balance should permit or require thers should be no
obstruction to our dyawing in géld because of the erection of artificial
barriers on account of o0ld war debts. Unless our free poli warket is estab.?
lished upon that bvasis, a nation might withdraw gold and impouni it as a
reserve against its war debts instead of treating the gold transaction as one =
of current business.

The topics submitted to you for consideration cover the entire field
of our financial problemws, and in closing I would Jike to call the attention
of the Council to that provision of Section 12 under which it has cowe into
existence. I wish to express also, in behalf of wy colleagues and wyself,

appreciation of the very considerate way im which you have treated the DBoard
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“‘n all our discussions. It seems to we that you have gohe aven beyond
he bounds of courtesy in ileferring to tﬁe Board, and I would like to
czll attention to the fact that this Advisory Council is a body organized
‘by Congress witn certein specific powars. It has the right not only to
advise the Board Luf also to criticize its actions; it has the right te
call for any SPecificAiﬂformation'it desires and to ask "the reason why".
As far as I aw concerned { and T am sure ny colleaguws of the Board take
the sawe view ) I would welcoue any suggestion and alse any inquiry that
you wisB to make as to the why's and wkerefore's of the Board policies.
It secns to me that the adoption of a policy of this sort by the Council
would be very helpful just now in building up some constructive policy
upon which to base our work from this time forth. We have here a body
of fepresentétive bankers {row all sections of the country and certainly
) | their views individually as well as collectively would be of great value
to the country, so I hope you will not defer too much to the Board and
that you will be as assertive as you please in order that we way have a
| friendly discussion of uny vatters which you may deem important.
Mr, Wilmot. Governor>Hard1ng, how wuch free gold has the Federal
Reserve System mow on hand?
Governor Harding: About $500,000,000. The issue of Federal Reserve
notes his not besn materially increased for the past thirty days and the
croy woving is pretity well advanced and thsre should be some contraction

of the nots issuses during the next sixty days.
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