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STATEMENT FOR THE PRESS 

X-I777 

# 

For immediate re lease in 
'• morning papers , December 23 J. 1319.-

The Board has today made publ ic the fo l lowing l e t t e r 
dated December 27, 1919, sent to the Chairmen of the 
Federal Reserve Banks. 

Ear ly i n 1918, as you may remember, there was a 
• d i s p o s i t i o n on the p a r t of large "banks a l l m e t the country 

/ to indulge in sharp competition f of "bank "balances and to 
o f f e r inducements in the way of increased r a t e s of i n t e r e s t . 
Some of the banks in Hew M k were bidding as high as three 
per cent f o r balances of other banks payable on demand, and 
the r a t e s o f fe red f o r tim6 depos i t s were h igher . This led 
to r e p r i s a l s on the p a r t of i n t e r i o r banks, md the bidding 
f o r business by marking up i n t e r e s t r a t e s on deposi ts t h r ea t -
ened to i n t e r f e r e se r ious ly with the f i n a n c i a l operations of 
the Government. F ina l ly the Clearing House banks of New York 
agreed to f i x a r a t e of two and one-half per cent on bank, 
balances payable on demand, with the proviso tha t the i n t e r e s t 
r a t e would be automatical ly advanced or reduced one-quarter 
of one per cent with each advance or decl ine of one-half of 
one per cent i n the ninety-day r a t e at the Federal Reserve 
Bank of New York. This r ? t e i s now four and th ree-quar te r s 
per cen t , and should i t be advanced at any time to f i v e per 

f cen t , the r a t e of i n t e r e s t paid by New York banks f o r out-
' of-town bank balances would advance automatical ly to two and 
s t h ree -qua r t e r s per cent , and a f i v e and one-half per cent 

r a t e at the New York reserve bank would advance the i n t e r e s t 
r a t e on bank balances automatical ly to three per cent , end 
so on, • 

The Board wishes %o be f r e e to approve such discount 
r a t e s as i t may deem necessary to br ing about a proper con t ro l 
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of c r e d i t s , bu t i t i s anxious a t the same time t o avoid a 
d i s t u r b a n c e of the whole banking s i t u a t i o n such as would 
most l i k e l y r e s u l t from an advance in the i n t e r e s t r a t e allowed 
on o u t - o f - t o w n b a l a n c e s by the New Ycru*Cleaving House banks* 
The Board has sounded out the N.BW York C l e a r i n g House Committee 
i n order t o a s c e r t a i n how i t f e e l s r e g a r d i n g a m o d i f i c a t i o n 
of the p r e s e n t r u l e , and i s informed tha t the Committee i s 
n o t d i s p o s e d to a c t without some d e f i n i t e knowledge as to 
the course which w i l l be pursued by the "banks i n o the r im~ 
p o r t a n t c e n t e r s . 

The hoard has d e c i d e d , t h e r e f o r e , t o i n v i t e r e p r e -
s e n t a t i v e banker s f rom a l l p a r t s of the coun t ry t o meet in 
Washington &n Tuesday, J anua ry 6 t h , 1920 > f o r the purpose of 
d i s c u s s i n g t h i s m a t t e r in the hope tna t some way w i l l be f c u r d 
of a b r o g a t i n g the e x i s t i n g e n t a n g l i n g a l l i a n c e between F e d e r a l 
r e s e r v e bank d i s c o u n t r a t e s and. i n t e r e s t r a t e s on d e p o s i t s 
w i t h o u t endanger ing e x i s t i n g banking r e l a t i o n s h i p s ^ You a re 
r e q u e s t e d to b r i n g t h i s t o the a t t e n t i o n of the c l e a r i n g house 
a u t h o r i t i e s i n your c i t y as w e l l as a l l b ranch bank c i t i e s i n 
your d i s t r i c t and t o i n v i t e each c l e a r i n g house a s s o c i a t i o n 
to have a r e p r e s e n t a t i v e here on the da t e named* 
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