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FEDERAL RESERVE BANK X-1610
COPY
OF NEW YORK.
June 26, 1919.
Dear Sir:

Replying to your favor of the 19th instant, X-1586, on the subject
of the iransfer of certain Subtreasury functions to Federal reserve banks, I
am now replying, so far as it is possible to do without an extensive investi-
gation of this whole subject such as might unduly delay a reply, and this 1e§%w
ter represents in general the views held by the officers of the Sank.

l. We all agree that it is desirable that many of the functions now
exercised by the Subtreasury in New York should be pérformed by the Federal
Reserve Bank, and that the transfer can be effected in the near future without
inconvenience either to the public or to this bank, provided certain conditions
are dealfu with, which are referred to later. |

2, (a) Storage and Custody of Trust Funds: It is agreed in

general thét it will be undesirable to transfer the trust funds. to the Fed-
eral reserve banks, and the method of dealing with them suggested in memo- |
randum X-1586-a appeafs to be the best and most precticable, with the exception,
however, of the fund of $153,000,000, epproximately, held for the redemption

of United Sfates Notes eand the retirement of Treasury Notes. The gold reserve
against the $346,000,000 of United States Notes now outstanding is approximately
45%, without allowance for greenbacks which ﬁay have been destroyed and lost
during the last fifty years. In dﬁr opinion, thé time has arrived when
legislation should be sought from Congress authorizing the Reserve banks to
assume the greenbacks{ retire them as rapidly as they come in for redemption

and issue Federal reserve notes in place thereof. This would involve a

transfer of the gold reserve .

\
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to the Federal reserve banks, and the iésue of a Government otligation
to the Reserve banks for the difference between the amount of gold anci
amount of United States potes assumed. ' t
This suggestion Justifies stating Yuite fully the objectsto be
gained and the reasons for attempting it: |
r( First, it will result in the consolida’tion and simplification of
the country's currency. |
Second, it will vitalize $153,000,000 of gold which now, in fact,
~does not serve as reserve in‘ our banking system, nor, since the establishmeni‘;
of the Reserve banks,. does it serve practically eny useful purpose except to
exhibit to the country thé.t a gold fund eﬁists for the redemption of greenbacks
which it is unlikely will ever be pfe;sented for gold redempt’;on under the new .
i. : c._:ond‘;tions. ' | .
Third, it will ultimately retire the debt created during the Civil
* War, which in its ofigin certainly was unsouvnd, and which has been a bad in-
{» fluence upon monetary and currency legislation ever since, and will continue
i to be a reminder to the public and to Congress of menetary and financial
| expediency of an unsound or even destructive nature.

W suggestion naturally raises t,hé thought that if legislation in
regard to the subtreasuries nedessarily involves dealing with trust funds,
this pértiéular trust fund may be dealt with by the methed proposed most
naturally and iogically because it would simply involve the substitution of
one Government obligltion, namely, Federal reserve notes, for‘ ancther Govern=-
ment obligation, to wit, United States notes, behind which there is now held
substantially a similar percentage of reéerve. Should the argument be

advanced that this was an effort by the Reserve banks to add to their geld

2
o !

holdings for purposes of expansion, etc., the answer is that the expension
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ne'cessarily increasing it; but, on the éther hand, giving opportunity

for decrea,sing it because of the elastic character 6f our circulatiom,

which we contract upon a fixed gold basis whenever businesé declines and

contraction is desirable.

If this opportunity is not availed of to deal with the greenbacks,
it would appear that no subseguént opportunity of as favorab]e a character
could be expected. It would/ZZcessary to introduce a bill which would be
greenback legislation and nothing else, whereas this will be a part of the
geperal scheme of dealing with the subtreasuries' trust funds, etc., in a
scientific manner. | |

The bonds to be issued by the Covernment should be at a suitable
rate of interest offset by a tax to rednc,e the cost to the Government to &
reasonable amount end the profit to the banks to such sum as would defray
the expense of managing, printing, etc., of this large volume of small bills.

The Federel Reserve Act piovides that the surplus earn‘ing.s of
the Reserve banks méy,. in the discretion of the Secretary of the Treéasury,
be applied to increasing the gold redemption fund behind the greenbacks, or
to retiring the Government'!s debt. The effect of this proposal would be
to consolidate those purposes, as the Secretar& of the Treasury would apply
the tax payment, which é,fter thié year will be quite lafge, to the repayment
of the bonds held by the Reserve banks, having exactly similar effect to
increasing the gold redemption fund.

| The history of legislation amending the Federal Reserve Act and
legislation of similar character since the Reserve banks were established
leads me to believe that the time is opzﬁox‘tune, and that little danger of
unsound prof)OSitions is to be apprehended if the Secretary of the Treasury

and the Federal Reserve Board are willing to submit definite recommendations

and stand firmly behind them.
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One danger to be apprehended, however, is the charge that we are
eliminating from the cutrency the only paper in circulation which is legal
tender. This is more apparent than real, becanse the greenbacks are now.
so split into small denominations that their value in a large way for 1egal
tehder purposes is §ery slight: I would not hesitate to offset this sug-
gestion with the recommendation that Eéderai reserve nhotes be made legal

teﬁder, or at mny rate, failing that, that they be redeemable in gold at any

Federal reserve bank as, with the greenbacks retired; gold coin would here-

after be the only conveniently available currency for legal tender purposes.

The Board will doubtless observe that with this change effected in

our currency the whole cuzrency problem becomes consmderably s1mp11fled~ The
provzsions of the Federal Reserve Act for the retirement of National Bank

notes, together w1th the almost complete retirement of gold certlficates and

the great reductlon in the volume of silver certificates, leaves the bulk of
our circulating medium Federal Reserve notes, with some hope that in'time

all paper currency may be consolidated into this one note issue. I shall

vvhope'that the policy of the sgstem would contemplate, likewise, the ultimate

bank
retirement of Federal reserve/notes.

The Board's attention is called to the report of the confererice of
governors, dated June 11, 1917, containing, at the fopt of page 8, a recommen-
dation in regard to the retirement of greenbacks, which I believe was unan=
imously adopted by those at the meeting.

As to gold certificates, they are now quite generally out of cir-

culation; they are not legal tender; and, unless the quality of Federal re-

'serve notes in that respect is changed it appears to us quite probable that
. such demand as arises for gold will take the form of a demend for -gold coin
. rather than gold certificates and that special provision for issues of gold

Hdigitized for Froextificates such as are called for from time to time could readily be made
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‘id such a way that they could be issued through the Fedefal reserve banks.

2. (b) Distribution of Subsidiary and Minof¥ Coins: We do not
believe that any difficulty will be presentéd ‘in arranéing for the Ressrve
Bank at New York to handle the distributicﬁ of ﬁd‘bsidiaty and minor coins,
which is now handled by the Subtreasury of New York, but, inasmuch as the
establishment of twelve centres of distribution, in placé of the subtreasuries
and the Denver Mint, will somewhat change the relationship between the banks
and the distributing points, it seems to us to be necessary to work out some
uniform plan to cover shipping charge's which will be rigidly adhered to by
all the Reserve banks, as,' otherwiswc, inesquality of service might resul.t.froni
the change.

2. (c¢) Exchange of Subsidiary and Miner Coins: There would seem

to be no difficulty in arranging to take over this function, and I assume
that the Reserve banks will be protected, if the protection is not already
afforded by existing law, against abrasion losses.

I am not sufficiently familiar with the statutes with regard to
ocur coinage to be certain that these functions can be exercised in our
capacity as depositary, and I am asking Mr. Curtis to make an investiigatien
of the statutes in this amd other matters relating to the proposed change.

2. (d) Exchange of Currency: We arev under the impression that

the Federal Reserve Bank of New York is today handling a much larger volume .

of currency in its money department than has ever been handled at the Sub- -

 treasury in New York, and there will apparently be no difficulty in enlarging -

our organization to handle such additional business as would result from this

consolidation., The custom of this bank in meking shipments of unfit currency

to the Treasury for redemption is substantially similar to that adopted by
the Subtreasury ‘at New York.

2. (e) Payment of checks over the counter: This matter will be
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. ¢ mhtter with the Assistant Tréasurer of the United Statés at New York. We do
l hot feel authqrized to ‘do s0 in view of the cdﬁfidential character of your |
letter. Wé are under the impression that it will necessitate some changes.
in our present paying facilities, but nothing which cén not be suitably

- arranged, particulaxﬂiy if the suggestion is adopted in regard to the Sub-

treasury building hereafter mentioned.

2. (f) Costs: This heading raises the entire subject as to the
relations between the Treasury and the Federal reserve ‘banks, and I take the
liberty of repeating in this letter something which I'. believe has already been
submitted in former ietters to the Féderal Fesérve Board or to the Seéretary '
of the Treasury, - With £he earnings of the Federal reserve banks nqw-re’ach—-
ing the. point where large paymenté of excess féarnings will shortly be made to
A . - the Treasury Department, there will be coﬁstantly preseni';ed the tempi;,ation to .
P enlarge the functions énd‘services of the Resérve banks Both for the Treasury’
E Department and for the member benks, and we }ére most anxious that at no time
the charge can be made tbat the revenues of the Reserve banks aré uged in such
a way as to escape f;he neceséity of .going to "Congress for appropriationé. .In
general we think the principle. should be adopted that the Federal reserve banks
should be reimbursed 'for the expenses involved in performing their functions
as fiscal agents, possibly even that a basis of ﬁonpénsation should be afri«ved _
at, the effect of which would be simply to swell the érofits of the .Resez;ve
b banks, which, (in turn,‘ would result in a greater payment to‘ the Treasury, so

| that the principle underlying all the financial affairs of the Government
would apply to the reserve banks, viz., that no money may be paid out of the
general fund of the United States except under authority vof an appropriation -
i : act b_y Congress, The argument that the cost of the Subtreasury systerxi is
: only $500,000 per annum, which can be absorbed out of the profits of the

Reserve banks, strikes us generally as contenplating‘a violation of a
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principle which is so f\.mdamehtal in our Government as to give occasion
for grave doubt,

2, (g) Fiscal Agents: This topic raises a legal guestion of great

significance to the Reserve tanks and to the Treasury. As depositaries

of thge generai fund of the Govex‘mnent, our relations are those recdgnizecl
legally as that_'of debtor and éreditor end, as such, our powers are limited
and our functions as an agen{ practically nil. ' As soon as the Reserve
banks assume duties such as those contemplated by the transfer of the
business now conducted by the subtreasurie-s, it mekes listle difference ,
whether the banks are regarded as performirg thuse vfunétions &s dépositaries

or as fiscal agents; the facts would p::-abai:ly be found to control, namely,

~ that we were acting as fiscal agents and that our duties and responsibilities

and liabilities would be determined by that actual ro;lationshipﬂrather than
by an assuzhed rela:tionship of debtor and creditor. |

| 'In general, it seems that the Federal reserve banks are able to
perform these du‘t;iesvas fiscal agents just as capably, and with just as
little liability of loss or inconveniencs to the fovernment aé are the
Government's own officials, 4. e., Assistant Treagurers at 'the Subtreasuries,
and - our inclination now is to strongly recommend that any distinciion in
legal relationship between that of debtor and creditor and depositary be '
made perfectly clear and it be understood that we are not assuming to per-
form fiscal agency duties as depositaries and endeavoriné to create a
fiction which would not stand the test of the courts.

2. (h) sSubtreasury Buildings: The subtreasury building in

New York is a monument of natiohal importance. We would very much regret,
and believe the people of this city would resist, any effort either to do

away with the building or to transfer it to some other service o‘f the
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Government thén that having to do with the 'operatiions cf the Treasury
Depé,rtment. The entire building neecds remodeling inside, and new vauits
should bé constructed. Our suggestion would be that, temporarily, when the
transfer is effected, this buLilding . be turncd over to the Reéerve bark

for the conduct of the business which can readily be housed in that building,

with provision to be made in our new building for a temporary transfer of

" the business now done in thé subtreasury pending the construction of new

vaults and the rearrangement of the interior, and, when both our new building:
and the subtreasury building are completed and remodeled, the subtreasury
building be used by the Reserve bank permanently fo? such departments of the
bank, - principally, I believe, the menzy and coin departments, - as can be
conveniently handle.d there and and as will best serve the needs of the bank-
ing commmity in that 'congested area. If that were done, it would be vefy
simplé to have the clearings effected in that building should arrangements
ever be effected with the clearing hofe to have the ':lea?ings take place

at the ‘Reserve bank. | |

2. (i) Compensation: Should the suggesticns tmder the heading

"Costs" and in the last paragraph, appecr %o be %easible, I am under the

impression that an arréngement could readily be werked cut by which the

.subtreasu'ry would remain the property of the United States, to be used by

the Reserve bank at a fair rental, and the ﬁayment of rental to be consider-
ably offset by an allcewance of expenses and compensation in conducting

the work of the Treasury.
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In conclusion, I hope that no legislation is undertaken aléng
the line of the suggestion contained in the memorandum accompanying your
letter without a very thorough study of all the statutes of the United States
— . bearing on this matter., If 'the change is to be effected, I shéuld hope that

it would be thorough going and take plase after a sufficient lapse of time

to enable us to effect the change without any inconvenience to any of the
interested parties,

E Very truly yours,

i | | © (Signed) BENJ. STRONG

Governor.

Governor, Federal Reserve Board,

r Honorable W. P. G. Harding,
] Washington, D. C.

igitized for FRASER
ttp://fraser.stlouisfed.org/
-ederal Reserve Bank of St. Louis

a14





