
ADDRESS OFFICIAL CORRESPONDENCE TOTHE FEDERAL RESERVE BOARD

WASHINGTON

F E D E R A L  RESE R V E  B O A R D

X-9194 

May 2, 1935.

Dear Sir:

At the present time discount rates at the Federal Reserve 

banks vary from l-g$ to the higher of these rates being in effect

at Richmond, Minneapolis# Kansas City and Dallas, the 2% rate at 

Boston, Philadelphia, Cleveland, Atlanta, Chicago, St. Louis and San 

Francisco, and the 1%% rate at Hew York*

The Federal Reserve Board has recently given consideration to 

the basis for the present level of rates and for the differentials in 

the rates at the different reserve banks. During the discussion at

tention was called to the fact that member banks in all Federal Re

serve districts have a large volume of excess reserves; that short

term market rates are at the lowest levels of modern times and other 

rates are also low and declining; and that the spread between the 

discount rates and open-market acceptance rates has grown to such an 

extent that there is now no apparent relationship between them.

It was recognized in the discussion that the possibility of 

borrowing by member banks Is not a factor at this time, but the ques

tion was raised whether failure to lower the discount rates may lend 

support to the criticism that the Federal reserve banks are not using
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all the means within their power to assure the continuance of easy 

money conditions and whether therefore a reduction of rates might not 

be desirable in order to avoid such a criticism.

In the circumstances, the Board desires that the matter be 

considered by the officers of the Federal reserve banks with their 

directors at the earliest opportunity and that the Board be advised 

as to the conclusions reached.

In this connection there is attached for your information a 

copy of a memorandum which sets forth some of the reasons for suggest

ing that the question be considered at this time.

Very truly yours,

Chester Morrill,
Secretary.

Inclosure.

TO CHAIRMEN OF ALL F. R. BATIKS.
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Memorandum of Reasons for Suggesting Consideration 
of Reduction of Discount Rates' at this time.

The discount rates of the Richmond, Minneapolis, Kansas 
City and Dallas hanks are 2%fo. The other Federal reserve banks 
have a discount rate of 2%, with the exception of New York, which 
has a rate of The following considerations have been ad
vanced in favor of a reductions

1. Not only rediscount rates but short-term market 
rates of all kinds are at the lowest levels, or nearly the 
lowest levels, of modern times. Reluctance to establish 
still lower rates would leave the System open to the criti
cism that it was not making the fullest possible use of 
every means within its power to further recovery.

2. A reduction in rediscount rates would be regarded 
' by the business community as a sign that the reserve banks
approved the continuance of present easy-money conditions. 
Such an indication would be particularly important to buyers 
of bonds. VJhile such a measure of policy is only one of 
the great variety of circumstances which determine the 
attitudes and expectations of business men, no chance of 
bringing about even a small improvement in the tone of 
business sentiment should be lost.

3. The theory underlying the argument that such a 
change would destroy the traditional differential between 
western and eastern reserve banks is that rediscount rates 
should not be so far under customer rates prevailing in 
the various districts as to tempt member banks to disregard 
the custom of remaining in debt only for short periods.
This implies that rediscount rates should be high in dis
tricts where customer rates are high. Since there will be 
no inducement for member banks to borrow at any rates, how
ever low, so long as they retain their large holdings of 
excess reserves it is obvious that under present conditions 
this argument has no force.

4. There are great advantages in a low level of rates 
as a point of departure for the adoption of the restrictive 
banking policy which may shortly become necessary. Beginning 
from a low level will allow greater scope and flexibility
to a program of rate increases before levels are reached 
which indicate that the System considers that the situation 
has reached a critical stage.
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