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THE FEDERAL RESERVE NOTE. ITS FUNCTIONS AND LIMITATIONS

¥ROM AN ADDRESS OF W. P. G. HARDING,
GOVERNCR OF THE FEIERAL ‘RESEEVE BOARD,
BEFCORE THE CONVENTION OF THE OHIO
BANKERS ASSOCIATION AT COLUMBUS, .OHIO,
THURSDAY, SPETMBER 5, 1918.

FOR RELEASE IS MORNING PAPERS OF
FRIDAY, SEPTZMHER 6th.

The daption or short title of the Federal Reserve Act defines
it avs *an act to previde for the eétahlishnient 4f Federal reserve
banks, te furnish an elastic currency, to afford mesns of redis—
counting commercial paper, to establish a more effective super-
vision Qf bankiné in the United States, and for other purposes.”
3t i's evident therefere, that two of the principal objects .ef ths
act are

{1} TPo-farish an elastic currency, and
{(2) To afford means of disvounting cemmercial paper.
Sectien 16 provides that the elastic curremcy referred te,

namely, Federal reserve notes, may be "issued at the discretien of
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the Federal Reserve Board for the purpose of making advances to
Federal reserve banks * * * and for no other purposes.”
That the relationship betweeh the currency authorized and the re-
discounting of commercial pa;‘per is a close one, is clear, for the
reason that Section 16 as originally enacted provided that ap-
plications )3; the Federal Reberve agent for Federal reserve notes
must te accoﬁzpanied with a tknder of collateral in amount equal to
the sum of Federal reserve nbtes applied for and that the collateral
security thus offered shall be notes and bills dccepted for re—
discount under the provisions of Section 13, which section relates -
not to open market transactions, but entirely to eligible notes,
bills and acceptances which may be discounted by & f‘ederal reserve
bahk under spocified terms and conditions. In addition to requir-
ing the pledge of 100% of discounted payer, 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 agent.

Under a strictmconstruction of this section, it would bave been
difficult, if not impossible, for the Foueral reserve 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 msintain a 40%
gold reserve against Federal reserve notes, they could not acquire
gold in exchenge for Federal reserve notés, unless the notes were
first issued against an eqial amount of commercial pager. it was,
thersfore, xiecessary to resort to.the expedient of first issuing
notes against 100% commercial paper and of subsequen‘ﬂy permitéing the
Federal reserve banks to deposit gold in order to reduce their
1iability against such notes and thereafter to issue additional
notes against commercial paper 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 ir required reserves with the Federal reserve banks, the balance
being held in gold or lawful money in their vanlts, or carried with
correspondent banks.

In order to enable the Federal reserve lanks 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 amnd
non—member banks, and to be in position at the same time to igsue
notes in such volume as might be necessary to supply an adequate
circulating medium, Congress amended the act on June 21, 1917 by

providing that all of the lawful reserves of member tanks be kept
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¢n deposit with the Federal esarve banks ani that Federal
reserve notes might be iusuzd to the reserve barks without
limit against deposits of gld or gold certificates, any gold.
thus obtaired to b2 counted ae part of the 40% goid reserve

which the reserve banks
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ars obliged to hold against outstanding Fsderal reserve motes.

Thus the new msthod pzrmits the dilution gf gold with commercial
papsr 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
cnactment. The offect of thesc amendmsnts has been to add
snormously to the gold holdings of ths ssveral Federal resérve
banks and t§ enlargs the discounting power of the reservs system.
The right to issue Fedsral rossrvo notss against deposits of gold
has besen availed of very froeoly, and gold rsccivod in the courso
of the daily transactions of the banks has becn rctainsd and pay-
ments have bsen made in reserve notes instoad of in gold. This
practice hasg boen urged repeatodly.upon the recserveo ﬁanks and also
upon membor and hon-msmber banks, which have bcen askod to trans-
for their gold as it accurmlates to ths Fedsral rescrvo banks, the
argument being that in the vaults of ths ressrve banks gold is
availablc as a basis cither of now notc issuss, or as a uneans of
cxtending their loaning facilitiss, while in circulation or dis-
tributed among the 25,000 or moro éommercial banks of tho country
it is of no moro value than any'other form of currency.

Sinco the amcndments fo ths act the issue of Federal roscrve
notos outstanding has expanded greatly, having rison from somsthing
over $500,000,000 on June 1,1917, to slightly morc than $2,000,000,000
on August 23,1918. The fact that this growing volume of our papor

currcncy has becn accompanicd by 2 continupis
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advanco in weges and commodity prices has besn froquontly commentcd
upon and has subjocted the Foderal reserve system to somo unmeritcd
criticism. Half-truths arc often the most dangerous falschoods,
and while thc cvils of constantly rising prices and inflation are
beyond question, and while it is undcniadle that present pricos
might in ordinary circumstances bc justly attriduted to currency
inflation, wo should in considoring the Fedcral resorve note as
a factor in our prcsent oconomic and financial situation, analyzo
the circumstancos out of which our prosont situation has resultsd.
The outbrsak of the Europcan war in August 1914, was
followed immediatoly by a convulsion in business and 2 financial
crisis throughout the world. In this country,reliof was afforded
by the issuec of about $375,000,000 of cmergency national bank notes,
and following tho cstablishment of the Fedsral roscrvo banks onm
Novowber 16,1914 thorc was a rapid rcturn to mors normal conditions.
The effect of purchascs in this country by belligcrent nations
bsgan to be folt early in 1915 and ths volums of thoso purchases
increased rapidly during that and the succoeding ycar. As thoro
was no co-ordination in tho purchases of thes rospective govomments,
thoy wore placed in ths position of bidaing against each other,
and as their needs for large quantitiscs of raw material and manu~
facturcd goods and munitions was urgent, -- quick deliveries being

dosired abovs cverything clse -— thers was no restraint upon prices,
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Very large profits wore obtainda by sollersj labor naturally

domandod and obtained a part of tho profits in tho shape of in-
creased wages, and the large volume of gold which cams into thé
country to pay for goods purchased, amounting to about
$1,200, 000,000 during these two years, affccted all prices and
brought about a sympathetic,advanco in thoso articlcé which were
not ncedsd for shipment abroad as well as thosc which were in do-
mand for war purpbses, There is no doubt that we felt the effect
in 1915 and 1916 of an inflated currency, but the inflation was a
gold inflation, and it beccame necegsary, in order to avoid the
greater cvils which would have rosulted from a sudden and unregu-
lated outflow of gold, -- a gold contraction,‘—- to take staps to
impound thc gold in order that its use and outflow might be kept
undcr control,

When this country ontered the war in April 1917, prices had
alrecady advanced from the low point in 1914 to a greatsr extont
than they have sinco advanced, index figuros being as followss

( From tho Official Bullctin of tho U.S.
Burcau of Labor Statistics)

Indox Number Januery 1914 ——————————————— 100

" July 1914 =cnmmmmme e ——————— 99

" March 1917 —- ———————————— - 155
Incroase about 55%

" July 1918 =~--- - 198

- Increase since March 1917, about 28%
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Attention is called to a comparative statement showing monoy
outside the Treasury and the Federal recsoerve banks as of November 3,
1914, just prior to tho opening of tho Fedoral rsserve banks; on
February 1, 1917, the date of our break with Gormeny; and on August 1,
1918, the latost datc for which accuratc figures are availablas-

«In thousards of dollars)

November 2, February 1, August 1,

1914 1917 1918
Gold coin $665,800 $641,500 $448,900
Gold certificatos 913,300 1,281,900 498,000
Standard silvor dollars 70,300 71,000 77,300
Silvor cortificates 482,800 461,500 353,100
Subsidiary silver 162,500 187,900 218,900
Troasury notss of 1890 2,400 2,000 1,800
United States hotes 234,900 329,700 295,000
Federal reservs notos B 258,400 1,855,300
Fedoral rsserve bank notes ————=w- 3,500 11,7C0°
National tenk notos 1,083,500 * 678,900 689,700

$3,615,500 $3,916,300 $4,449,700
* Including $360,000,000 " Aldrich-Vrcoland currsncy,"

and the total stock of gold in tho United States on these dates is

ostimted at
November 2, February 1, August 1,
1914 1917 1918

$1,835,000,0c0 $2,912,465,116 $3,080,767,801

rcspoctively.
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Whils the amount of Federal reserve notes in circulatioen
increased between February 1, 1317 ard August I, 1918 by abeut
$1,596,%00,089, there was a dacreaso. during the same period, in
geld and gold certificaves, reprecented by the increased holdings
in gold of the Federal reserve banks, of about a billlien doliars,
and there has bteen a sligh® decresse in tle volume outstarding
in ether forms of currency, so that the net increass in eircu-
lation between these twn dates has been $533,363,¢50. As com-
pared with November 2] 1914 the figires for August 1, 1918 show
an increase of $834,350,606. On making allswance for the
Aldrich-Vreeland notes outstapd ing on November 1, 1914,
($360,300,00¢) which have all besn retired, the increass in cire~
culation eutstanding has been $1,194,7000,039, juet alnut equal
to our gain in geld during that period. In the mean’ime there
has been since the fall of 1914 g very large incresse in the de~
pesits and in the loans and discounts of the naticral banks ard
of fhe state banks and trust companies. A comparative statement
of these items as shown by the abstract ¢f reports of natienal
banks on the dates called by the Comptrelier which are nearest te
the dates used in making the comparison of circulatien eut standing,

follsws:
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TOTAL GROSS DEPOSITS TOTAL LOANS AND DIS-
OF NATIONAL BANKS. COUNTS ( INCLUDING
OVERDRAFTS) OF NA-
TIONAL BANKS.

Octobar 31,1914  $8,075, 942,000 $6, 335,276,000

March 5,1917 12,958,172,000 8,720,250,C00
Juno 29,1918 14,016,087,000 9,632,899,000

The oxaet figurss for ths stats banks and trust companics
aro not availablc, but thoir addition would wakc a total somsthing
mors than doublc tho figurcs for the national banks alonc. It is
cvident, thorcforc, that the dcposits of mombsr and non-mombor
banks wers incroascd from Octobsf 30,1914 to Junsc 29,1918, by
moro than $11,000,000,050 and the loans by about $7,000,050,000,
There is of courss a dircet rclation botwoon the doposits and
Ioans of thc banks, the normal condition bsing that thsy movo up
or down togcther. It should be romerbcored that the uso of Fod—
cral rcsorvs notos has nover anticipatcd an incrsass in doposits
or ioans of the banks oxcopt in so far as notcs may havs bocn usod
in cxchange for gold. Incrcascd loans of mombsr banks, which
croato additional dcposit liability, result in rcdiscounts at
Fodoral resorvo banks and the issuo of Fodoral rzsorve notoss follows
ths rodiscounting of 0oligible papor. Ths Fodcral roscrve note

thorsforc, docs not initiato oxpansion. It is mersly an incidsnt
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of an oxpansion which has alrcady taken placc., It is ftruc how-
ocver, that the machinery which has becn provided for the issue

of Federal recsorve notes and the knowledge on tha part of the mom-

» ber banks that Fedsral rossrve notos arc available if ncodad
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has undoubtcdly encouraged discounting at local banks. But tho
frovisions.of tho act as to eligibility of paper which may bo ro-
discouﬁted by the Fedoral rcsgrve banks ar¢ rigid, and have boen
stribtly enforced by tho Foderal Reserve Board. Mombor banks

have been repecatcedly and consistently advised to kcep themselvos

in 1iqﬁid condition and to confins thcir loans as far as possible

to shért tims commorcial paper issucd for essontial purposcs, in
ordor'to maintain themselvoes in positioﬁ tb cobfarafo with tho
Treasury iﬁ the unparalloloﬁ financial opsrations which war require~
monts have forcod it to undortake.

On July Sth ths che?al Reserve Board addresscd a letter to
all thc banks and trust companies in tho United Stateé, galling
attention to tho necessiti for a gradual, but consistent cuffail-
ment of non-essential credits and urging that the banks oxereise -

a. roasonable diséretion in restricting crodits which aro cloarly
not neecded for the prosccution of the war or for thc‘health and
necossary comfort of the public, In this lottor thoe Board called

attention to the fact that in order to prosccute tho war
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successiully, tho Govormmont is compcllod to issus obligations te
providc for its largo oxponditurcs which involvo wastc and de-
struction rather than a pcruancnt addition to the national woalth.
War is incxor2blec in its domands, and any financial plan which in-
volves the oxpcnditurc of $24,000,000,0C0 a ycar, unlcss bascd
ontirely upor “azation o7 a confiscatory charactor, nccessarily
forces cxpansion of croditls and is 2pt to causec an advanco in tho
pricc of nocossitios. Abnorwal deomands by the Govsrnﬁsnt,
unavoidabls and nccessary in the prossat circumstancos, mast bo
countsracted by incrcascd production and by a groator oconomy

on the part of tho civilian’ population which must dccroasc, by
combinzd gffort, thc normal wastc incidont to domestic lifc and
businsss pursuits,

Ths Fedoral Rescrvs Board has had constantly in mind tho
dangors of inflation, -Whilo it has dzvotcd itsclf assiduocusly to
tuilding up tho zold holdings of tho Fedoral ressrve banks it has,
in pcrmitting thso issuancs of Fodoral rosorve notosg, always insistad
that thoy bo used as sparingly as possiblo, with thc double
purposo of maintaining the strongth of tho banks and of avoiding
rzdundancy. While thc Fodcral rosorve notc is a dircet obligation
of ths Govornmont, the safeguards and limitations thrown around

it by law give it mwany of thc charactoristics of a bank nots.
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It is not a legal tender, but is roceivable by all national and
rmember banks and Fedoral reserve banks and is rocoivable for all
taxes, customs and other public duss; it bears a distinctive

lottor and sorial numbor indicating thc Federal rcsorve bank
through which it is issuesd, and camnot bo paid out by any other
Fedoral resorve bank under ponalty of a tax of ton por centum

upon thz facs value of notos so'paid out. If is rcdecmable

in gold on dem2nd at the Treasury or in gold or lawful moncy at any
Foderal resorve bank, and is a first and patamount licn upon the
asscts of the issuing bank, which is required to maintain & roscrvo
in gold of not lags than forty per contum against tho total ofyils

Fedoral rescrve notes in actual circulation,

-
!

The consolidates statemont of 2ll Fedcral roserve banks
as of August 23rd shows that thore worc $2,032,837,000 of Federal
regorve notes in actual circulation on that date. The actual
gold rescrves held by these banks on the same date amountod to
$2,003,051,000. After setting aside tho rescrve requircd by law
against doposits, the ratio of gold rescrves to Foderal rescIve
notes in actual circulation, was 73.7%, the notos boing otherwise
gecurod by cligible paper and acceptancos discountod or acquircd
by the banks. Fedoral rosarve notss should not be confused with
Federal roscrvo bank notes, of which thers were in circulation on

August 23rd, $16,864,000, These notes arc diroct obligations of
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tho Federal roscrvo banks and are similar in their character to
national bank notes. Thoy may bo issued against any bond of the
United Statos which has the circulation privilcge, a&gainst
Treasury one year nohtes and agzinst tTroasury certificates of

indebtedness. Vhon iisswd zgainst a 2% obiigation of the Govern—

‘wont thoy ars {ared at th~ raic of %% pet ammum, and if issued

against Goverumsat obligailone bearing a higher rate, the tax is
increased correspondingly. Théso notes ars being issuwed in small
denominations to take the place of silver cortificates which have
been retirod under the Act of Aprii 5, 3918 for the purpogs of re-
loasing silvsr dollars to be broken up and mwelied for oxport to
India and othet foysign couniries, Tho amount of silver which
nmay bs usod in this way is limited to $350,0C0,0C0. The issus

of these notos is thus limited to this amount and as they woerely
replace silver as withdrawn, thay have no sffect upin ths velumo
of circulation cutstanding,

The Federal reserve note should not be confusocd with filat
issues of othor timss, nor is it a bond smeurnd-eurrency. its
issuo is carefully safoguarded, and while a gradual incrsase in
the volumo outstanding will no deubt be necessary for somotims to

cors, thus testing one phase of its elastic quality, there is no
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doubt that whonovor the requiromonts of tho country permit, it will
provo its floxibility by its contraction or by the increase of gold
roscrvo against it to a point whoero it will more nearly app}oximate
a gold cortificato, it was originally intendocd that the Foderal
roserve note suporsede in tho courso of twenty yoars, the natioal
bank note. Prdvision was made in tho Fodoral Rescrve Act for
tho purchasc by ths Fodoral resorve banks of the bonds socuring
national bank notos andifor tho rosale of tho bonds to thc Troasury
for cancellation. Tﬁié érocoss_was woll undor way when it was in-
terrupted by tho waf,ibut tho increass in national bank note cir-
culation has boon slight, — only abqut $11,000,000 siﬁcc Fobruary,
1917. Contraction of Foderal rossrve noto circulation, in so far
ag it is secureﬁ by oligible papor, ﬁili be natural and automatic
as the discount opcrations of tho banks are reduccd, but tho note
is in no sonso-an ecuprgoncy currency, for it is and will romain
our principal circulating medium, its dominanco in this respecct
increasing as thp ranaining'$900,000,000 of gold which is outsido
of tho Treasury and the F'ederal rcsorve banks are absorbed by
tho resorve bénks. |

Ever sinco tho ostablishment of the Fedoral rescrve banks
the Board has ondcavorced persistantly and consistently to incroaso

the agerogate gold holdings 9f the banks. Since the entry of the
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Unitcd Statos into the war, tho nccossity for such an cffort
has bocn omphasizcd, whilsc the inclination of the public and of

tho banks to coopsrato has boon marked, Morc than $2,000,000,000

of gold and gold cortificatss have boon withdrawn from circulation
and transforrod into tho vaults of the Foderal rcscrvo banks, but

as alrecady statcd. thore still romaing in circulation and in rank
vaults ahow: $900,007,0% »f zuld cortificatos and coin, most of
which can bu dupnsitod ard should bo doposited, thoir placc to bo
taken as far as nocossary by Federgl roscrvo notos, It is the
intontion of tho Board in tho futurc, as in tho past, to watch
closoly the lsaniang eporations of tho banks, and it is not its
purposo in mobilizing thc £o0ld of the country into the vaults of

the Fedoral resorvo banks, to incroasc the volume of loans boyond
ths amount actually rogquirsd, but thoso arc war timos, and any
inatility on the part of Fodoral rosorve banks to rcspond to
logitimato domands mado upon thom would be disasirous. It is cloar
that in proportion as tho gold holdings of tho Fodoral reserﬁo banks
ars incroasod, tho ability of such banks to oxtend nocdod accommodation
to othor banks or to issuc notzs is onlarged. #s reserve holdings
aro curtailod, tho londing powor of tho banks is corrospomdingly

roducod. As mombor banks arc no longsr roguirod to carry roscrvos
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¢f lawful money in their own vaults, it follows that gold held by
them is of no mote value than ary'ofﬂer form of currency) and every
dollar of gold that is hoarded by individuals is withdrawn, not only
from reserve use, but also from circulation; anl is a net loss to
the community. The effect of hoarding therefore, is to impair the
ability of the Board to provide thé gtrongest possible gold cover

for our growing volume of Federal reberve notes and depdsits, ——

and deposits will Hecessarily contihtie to increase duriﬁg 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,
letting the circulatiag medium consist of currency based on gold.
Money of 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 gold certificates and abstention from hoard-
ing means an increase ln the volume of bank credit available for

the commnity and increased ability to finance the war and the neces~
sary requirements of business.

It seems proper, in this connection, in view of the general
impression that because of its power to control discount rates the
Board can regulate the volume of rédiscounted parsr, 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 sbnormal ease
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of the money market, there was It little resort to the discount
facilities «f t1e Fecdcrel reserve pnxks. During this perlod the
deposits of meuoser 3.4 noa-membor banks were increasing by leaps
and bouuds, aad ke haxle as a imle ware able to take care of the
legitimate nzeds of cusiomers anl to mdke iarge purchaaés of cam-
morcial paper without using thsir credit either with correspondent
banks or with the Federal yeserve banks. In such éirc‘umstances,
it is clear that the Board!s cenirol ower disccunt rates was merely
nominal . Regerve bank rates were low, in conformity with the
general trend of the money market, and even by engaging in open
ma;'ket operations the Federal reserve baaks foundlit difficult to
invest a sufficient portion of their furds to ensble trem to ‘meet
in full their dividend requirements. EKiglar rates would of courss
ha_ve brought in even a smaller volume of business. .Lata in the
year 1916, rates began to stiffen and the volume of discounts with
the Fédara‘l reserve banks showed a tendency to increase, dut the
banks generally still held a surplus of funds and any drastic
advance in Pederal reserve disccunt rates would not have materially
affected t:Beﬂ money market.

After our entrance into the war the whole situation undsrwent '
a radical change.  Tae Presidont, in an address to Congress on
April 2, 1917,_ pledged the entire resources ef the naﬁon to  the

succesgful conduct of the war, aml war became the paramount business
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of thc country. An issuc of Troasury ccrtificatsos announcod

immodiately, was follosod by tho first Liborty bond campaign, tho
avowod purposo of which was to sccurc subscriptions to $2,000, 000,000
of bonds boaring 3%% intorost. It was apparcnt that this issuo

would bz followcd by othorg, and it was nmanifostly tho duty of

tho Board to support tho financial plan of tho Troasury. Within

twolvo months abouit $10,000,000,000 of bonds wore sold by the
Govornmont, and since April 1917, thore has boon cu{standing an avorago
of about $1,000,000,000 of Troasury cortificatos, issucd in anti-
cipation of taxos or bf thc procozds of bond salos.

Mindful of the offoct which high intorcst ratos on Govomment
obligations would havc upon invostmont socuritios and-tho moncy
markot as a wholo, it has beosn the aim of tho Socretary of tho
Troasury to Rold ratos down to tho lowest possible lovel, and it
is now his announccd purposc to Qaintain as a maximum a ratec of
43% on Troasury cortificatss and 4344 on Liborty bonds. In thoso
circumstancos, ths Fodeoral Rosorvo Board has fclt that it should
diroct tho policios of the systom so as to insuro prompt acc o~
usodation to banks whosc customors might require assistance, cither

in providing for commorcial demands causcd by incrcascd buginoss
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activitios, or in making thoir paymonts for bonds, as woll as to
Yanks which bought bonds for their own account. It was doomed
jmportant that thore should be no disturbanco in tho monoy markct
and that intorost ratcs should bo kopt as noarly normal anci froo
from fluctuation as possible. Theorefore the Board, boforo ths
subscriptions to the first Liberty bond issuo woro cl-'ﬁ‘.&ad,
ostablishod & profcrential rato of discount for notss of momber
banks sccurcd by Governmont obligatiions, whothor certificates or
bonds, and, in ordcr furthar to é.ssist tho Treasury in disposing

of bonds, the Board authorizcd Fsderal roscrve banks o discount
for non-mombzr banks upon the ondorsoment of a mombor bank, notes
secursd by Governmont obligations, whothor made by non-mombor

banks thomsclves or by their customers, whon tho procoods had bao
or worc to bo usod for tho purposs of carrying Troasury certificates
or Unitcd Statos bonds, Tho Board, thereofore, distinguished betwoon
commorcial leans and loans made upon the security of Government .
obligations, by giving a preferential :m favor of tho latter. The
policy of the Board has thus far boen justified by results. The bonds
were widcly distributed and cach subscquont issue has shown a
larzsr number of subscribers than the procéod:‘mg one, the numbor of
subscribors to tho third Liberty loan boing morc then 17,000,000

Only 4% of the total amount of bonds issucd up to this timc wore
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held on June 29th as invostments by tho national banks, or 2.29%
of thoir resources, while thoy wers carrying loans secured by
Liborty bonds amounting to $457,000,000, or 2,56% of their ro-
sources, As thoe rates on Government obligations wers advanced,
the preferential ratos on papor secured by these obligations
wore incrcased correspondingly at the Federal reservd banks. So
that instead of a rate of from 3 to 35% as first ostablished,
rates at the banks ato now renging from 4 to 43% on paper so-
curod by Governmont issusf, with a maximum rate of 53% on 90 day
cémmoreial papor and 55% on 6 months agricultural papcr,

The Board doss not believe that in the existing situation
rarkcd advances in rates would be advisable in view of the obvious
nocessity of avoiding any policy likely to disturd the financial
operations of tho Treoasury., The ncads of those industrics and
commereial ontorpriscs which arc dirsctly coniributory to the
conduct of tho war must bo supplisd at all hazards, and a drastie
advance in discount rates would not reduco the financial roquires
ments of such concorns, but would merely impose an added cost upon
the people.

In its lotter of July 6th, to which reforence has already
been made, the Board callcd atiention to the importance of a wise

discrimination betwoon essontial and non-ossential crodits. It
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believes that the exercise of discriminating judgpent on the part
of the banks throughout the ccuntry ih making their loans will be
more effective in counteracting any tendency toward credit ex-
pansion than an advance in rates wculd be.. The suggestion has
been made by the Bqard that the Federal reserve banks organize,
each in its own district, local groups comprising leading bankers
and businesd men, in order to discuss ways and means of bringing
about the Fesult degiredi

It is exceedingly difficult tc lay down any fixed and.
definite rules t¢ gcvern in distinguishing between essential arnd
non-essential credits. A loan might be desired for what appears
at first glance to be a non-essential purpose, and yet failure
tc 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 in-
vestments and would fcrce liguidation which might disturb very
seriocusly the whole financial situation. It is important to
avoid sharI; and radical readjustments of credit and wherever
possible lines should be reduced without undue hardship to the

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
catering to extruvagences and luxuries should be considered first.
Upon investigation i+ may develop that industries of this kind
nesd not be closed dcwn, nor their labor thrownm out of emplcyment,
but that they can be gradually diverted to essential llnes of
preduction and distribution. ' Existing high prices are creating
an added strain on the financ ié]: ‘regources of the country and are
ccntributing encrmously to the cost ¢f the war. It is probably
impcssible to effect any redustich in the prices of necessary
materials and cémmcdities cr in the ccmpensation of thosa- engaged
in preducing them, but there are two means, and the employment
of both will be necessary, of retarding a further advance. One
is by curtailing credits which are nct necessary and by diverting
such 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 ocur
military and naval operations and which are essential for the
sustenance and recessary comfort cf the people.

In tires like these, high prices ard high wages do not always

increase production. We see too frequently a disposition to
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accopt as ample tho roturns from limited production and from fewsr
working days to the weok. We havo now 1,500,000 men on the shell
scarrcd fiolds of France, and thoir deods of valor have alrecady
thrillod the allicd world. Soon this_number will grow to
3,000,000, then to 4,000,600, thus assuring completo and glorious
victory and fha perpctuation of that heritaco of liberty for whifh
our forofathors fought to give us; and those millions of us who
ars unablc to take our places at tho fromt, but who must romein
bohind to do that work which is nocessary to sustain ths nation

at homs, and to maintain our fichting heross in France, should
strain cvory noerve to furmish all that is necessary, in gold,
credit, services and goods, and we should not ovorlook or slur

tho fourth Comcrandn:oﬁt, ~- that Divino injunction to Moses,
whorein wo are dirccted not msrely to rest on tho.seventh day, but
arg sharply rominded of our prosent duty in tho command, "Six days
shalt thou labor and do all that thou ha.sf to do.,"® The war

mast be won by forcs of arms abroad, supported by greator

production, cconomy and thrift at hame.
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