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-\ o REPORT OF OPEN MARKET OPERATIONS TO MEETING OF OPEN MARKET POLICY et s
o= CONFERENCE HELD AT WASHINGTON, D. Coy JULY 14, 1932 . 3}:3‘“ = ~
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As reported to the last meeting of the Open Market Policy Conference held
in Washington on May 17, 1932, the total holdings of United States Govermment secur-
ities in the System Special Investment Account on May 14y amognted to $1,219,821,000
There remained an unexpired authorizetion for purchase of $96,995,0004

At that meeting a resolution was adopted, and approved by the Federal Re-
serve ﬁoara, authorizing the executive committee of the Open Market Policy Confer—
ence to continue the purchase of govermnment securities for the System Account up to
a total of $500,000,000 in addition to previous authorizations. The executive com=
mittee voted that approximately $80,000,000 of government securities should be pur—
‘chased in the statement week ending May 18, if available, and it was agreed that the
amount of purchases in the following wecks should be determined from time to time
by telephone. At a meeting éf the executive committee on June 16, @& proposal was
mede and agreed upon as follows: (1) that until further notice sufficient purchases
of government securities should be made to keep excess reserves of member banks at a
figure between $250 000,000 and $300,000,000; (2) that the System should continue to
show an increase from week to week in total holdings of government securities; (3)
that in the coming week it appeared that this purpose might be accomplished by
smaller purchésesy but at the end of June the Reserve banks should be prepared to
do whatever was necessary to meet the situations

Under the authority of May 17, purchases of government securities were
made for System Account as follows:
For delivery = May 16 to May 18, inclusive {Thié amount 876,639,000
together with $4,500,000 purchased for
dellvery May 11 to lMay 14, reported to
previous meeting, made a total of
$81,139,000 purchased during week ended
May 18).
Week ended May 25 58,520,000
i i we- o8 ko June 1 00,003,000

L " 8 69,500,000

ot " 15 46,8850 4,000

" " 22 38 ,250 ,000

" w 29 (see note on following page) 0

" July 6 30,000,000

" 13 20,000,000
§§§9,?62,000
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These purc¢hases, which were made by the following Federal reserve banks in their

respective markets,

Boston $ 1,500,000 Chicago $16,100,000

New York 359 740,000 St. Louis 200 ,000
Philadelphia 1,950,000 San Francisco 10,272,000
brought the amount of total holdings in the System Account up to $1,609,583,000

NOTE:! In the statement week ended June 29, the Federal Reserve
Bank of Chicago purchesed from its member banks $41,515,000
government securities which it is retaining in its own
investment account for the present, and as this increase
in its holdings was refleceted in the System Statement
it was decided to show no net increase in System Spec ial
Investment Account.

Transactions cffected in the Systom Account since May 14, other than new

purchases of government securities, consisted of

(1) Redemptions Replacements purchased in the market
$ 164111,000-Treas,Bills due May 18, 1932 $l64111,000-Trees.Bills due Aug. 17, 1932
14,907,000= " " mon 25, 1932 14,907,000~ * " "oow 24, 1932
50 4087 ,000~ " " " June 1, 1932 50,087,000- " " w w 33, 1982

36 4550 ,000- " " " " 29, 1932 36,550 ,000~Various issues of C/I & T/N
41,000,000~ ™ " " Julyl123, 1932 40,000,000-Treas.Bills due Oct. 11, 1932
1,000,000-3% T/N " May 2, 1934

$158 4,655,000 $158,655,000

(2) Exchange pursuant to Tressury offering deted June 6, 1932:

$ 29,550,000-2 3/4% C/I due June 15, 1932 for $14,775,000~1 1/2% C/I due June 15, 1933
14,775,000=3 % T/N " v 15, 1835

$29,550 ,000

|
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(3) Exchanges in the market at adventegeous retes

: Sold Purchased
$ 13,000,000~2 3/4% C/I due June 15, 1932 § 442 ,000~Treas.Bills due Aug, 51,1932
34,500,000-Treas.Bills " July 13, 1932 1,000,000~ " " " Sept.28,1932
5,150,000~ “ @ jyg, 17, 1932 12,000,000-1 1/8% ¢/I * " 15,1033
25,250,000-~3 1/8% C/1 “ " 1, 1932 3,0585000=3 % " noow 15,1932
79500,000~1 1/8% " ® Septy 15, 1932 1,000,000-3 1/8% " " QOct,. 15,1932
1,000,000=3 £ & .. 15, 1932 5,200,000=3 1/4% T/N "™ Dec, 15,1933
7:500,000-3 1/8% * " Oct. 15, 1932 14950,000=3 &/4% C/I " Mar. 15,1933
34500,000-3 1/4% T/N * Dec, 15, 1932 2,000 ,000=2 g " * Mey 231933
250 ,000~3 3/4% C/I " TFeb, 1, 1933 47,750,000~1 1/2% " "  June 15,1933
24500,000~3 3/4% " " Mar, 15, 1933 6 s0004000~3 % T/N " Mey 2,1934
1,000 ,000~2 % " " May 2, 1933 23,750 ,000-3 % " "  Tune 15,1935
2,500Q ,000=3 f 7N » 2y 1934 11,500,000-4 1/4% 4th L/L Bds,
6’500 |000"3 " ®  TJune 15‘. 1935
6,000,000=3 1/2% 1st L/L Bds,
$115,650 ,000 $115,650,000
ey S

(4}

Sales in the market of securities acquired under resale agreement and re-

placements by purchases in the market of other issues of shorti-term government secur-
ities, (In severesl instances, in order to complete purchases, it was necessary to
acquire from dealers several blocks of govermment securities which were available

only under resale agreement, such securities acquired being held only until per-

manent replacements could be made)s

Sales Replacements -
$10,000,000~2 3/4% C/I due June 15, 1932 §12,175,000-1 1/2% C/I due June 15, 1933
10,000,000-3 1/8% * " Aug, 1, 1932  1,000,000-2 % T/N " Mey 2, 193¢
74000,000-3 % " " Sept. 15, 1932 25,825,000-3 % " " June 15, 1935
9,000,000~2 % " " Msy 2, 1933
3,000,000~3 /4% " ™ Mer, 15, 1933
$39,000,000 : $39,000,000
= e ]

The following is a statement showing the maturities of the issues held in
the System Account on May 14, 1932 and on July 13, 1932,
May 14, 1932

July 13, 1932

Us S. Treasury Bills due May 18, 1932 $16,111,000 $ 0
" on " " LU 25, 1932 14,907,000 0
ron " " " June 1, 1932 50,087,000 0
"oon " " " # 29, 1932 36,550,000 0
L " " " July 13, 1932 75,500 ,000 0
"oon " " " " 20y 1932 40,475,000 40,475,000
" on " " " " 27, 1932 43,150,000 43,150,000
noom " " " Aug, 10, 1932 15,000,000 16,000,000
noon " n I 17, 1932 0 53,600,000
non " " " " 24, 1932 0 474427 4,000
noow ] a " " 3ls 1932 0 764,029,000
"W " ] " Sept. 28, 1932 0 9,000,000
" on " " " Oct. 11, 1932 0 40,000,000
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May 14, 1932 July 13, 1932
2 3/4% Cert, of Ind. due June 15, 1932 § 42,550,000 $ 0
3 1/8% ™ LA " Aug. 1, 1932 53,900 ,000 60 ;650 ,000
11846 " n " Sept. 15, 1932 73,693,000 86,893,000
3 % " "non LA 15, 1932 77,751,500 101,009,500
31/8% " . " * Qet. 15, 1932 84,161,500 85,011,500
3 1/4% Treasury Notes " Dec. 15, 1932 108,975,000 111,697,000
3 3/4% Cert, of Ind., " Feb, 1, 1933 8,026,000 13,275,000
3 3/a% " " o w * Mar, 15, 1933 124,275,000 153,025,000
2 4 " "o " May 2, 1933 75,200,000 102,350,000
11/2%4 " "™ " "™ June 15, 1933 0 94,600,000
3 % Treasury Notes " May 2, 1934 40,250,000 69,175,000
3 % " % June 15, 1938 0 77,600,000
4 1/4% 4th L/L Bds. of 1933-38 139,985,000 232,591,000
31/8% st * " % 1932.47 79,025,000 73,025,000
4 1/4% 1st " " " 1932-47 20,250,000 23,000,000
$1,219,821,000 $1,609,583,000
F————— . - — ]

ALLOTMENT OF NEW PURCHASES AND CHANGES IN
PARTICIPATIONS IN GOVERNMENT SECURITIES
HELD IN SYSTEM SPECIAL INVESTMENT ACCOUNT

The $389,762,000 of new purchases made since May 14, have been allotted to

Federal reserve banks as follows:

Boston B 0
~ New York 203,379,000
Philadelphia 31,333,000
Cleveland 40,925,000
Richmond 3,9024;000
Atlanta 16,139,500
Chicago 49,696,500
St. Louis 12,066,000
Minneapolis 11,692,500
Kansas City 5,865,500
Dallas 5,999,000
San Francisco 10,764,000
Total $389 ,762,000

Pursuent to the action taken at the meeting of the Open Market Policy
Conference on May 17, in which it was voted to be the sense of the conference that
all reserve banks should participate in the usual ratios, to the extent allowed by
their reserve position, in all purchases made for the System Account since April 12,
1932, the following adjustments were made in the participations of the Federal reserve

banks;
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Boston $ 30,574,500 +

New York 164,299,000 =
Cleveland 15,464,000 +
Richmond 15,256,000 +
Atlanta 18,056,000 +
St. Louis 16,618,000 +
Minneapolis 11,404,000 +
Kansas City 19,906,500 +
San Francisco 37,000,000 +
Totel Adjustment  $164,299,000

CHANGES IN HOLDINGS OF GOVERNMENT SECURITIES
IN THE INVESTMENT ACCOUNT OF THE FEDERAL
RESERVE BANK QOF NEW YORK

Owing to the low reserve position of the New York reserve bank, temporary
sales from its outright holdings of $124,000,000 government securities were made to
the Federal Reserve Banks of Boston and Chicago, as follows:

On June 29, to Boston  $10,000,000 - Treasury Bills due Aug. 17, 1932
"

m ® 29, " (Chicago 10,000,000 - " ® " 84, 1032
" July 6, " Boston 6,000,000 - 1 1/8% Cert, of Ind. due Sept. 15, 1932
" w 13, " Boston 64000,000 - Treasury Bills due Aug. 10, 1932

$32,000,000

PLANS FOR REDISTRIBUTION OF UNITED STATES GOVERNMENT SECURITIES

At the meeting of thc executive committee of the Open Market Policy Confer-
ence on June 16, there was an informel review of the distribution of government
sccurities among the several reserve banks. It was pointed out that & number of the
banks werc limited by relatively low reserve percenteges from taking their full quota
of participation in System purchases and the New York bank hed found it necessary to
absorb a considerably larger amount of governments than its own share, and it was
agrced that the secretary would prepare and send to each bank tables showing various
plans for redistribution, In accordance with this action, tables showing various
plans for redistribution based on figures as of June 15, 1932, were mailed to each
Federal reserve bank on June 24,

Copies of these plans, bascd on figures as of

July €, 1932, are attached to this report.
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PARTICTIPATIONS IN SYSTEM PURCHASES OF BANKERS ACCTRTANCES

The amount of bankers acceptances purchased by the System since May 14 has

been negligible, with no allotments being made except (1) a special purchase on
June 14 from a foreign correspondent of $%3,466,000 bills, at a special rate of
1%, in connection with the completion of gold earmarking operations of the foreign
correspondent, and (2) purchase on July 2, from a foreizn correspondent of
$10,365,000 bills, at a rate of lj%y in order to provide for payments to the money
marketes All of the Federal reserve banks participated in these purchases except
that the Federal Reserve Benks of Kansas Cidy, Minucapolis and Dullas did not

participate in the first purchase of $33,466,000.

Attached arc statcmeonts showing:

Exhibit "A" - Issues of United States Government securitiecs
nurchascd for System Account during period
April 13 to July 13, 1932, the markets in
which these securities were purchased; also,
the apportionment to participating Federal
rcserve banks of the securitics purchased, the
amount that ecach reserve bank participated over
or short of its pro rata share and the reserve
ratio of each Federal reserve bank on July l1ll,
1932,

Table No. 1 = Plans for redistribution of government securities
in System Accounte

Table No. 2 = Plans for redistribution of total holdings of
government securities,.
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EXHIBIT "A"

oTA (EMENT SHOWING ISSUES OF UNLIUSD SrATES GOVERNMENT SECURI[TES PURCHASED FOR SYSIEM ACCOUNT DURING PERIOD APRIL 13 TO JULY 13, 1932,
THE MARKETS IN WHiCH THESE SNCURIJIES WERE PURCHASED; ALS0, THE APPORTIOHNMENT TO PARTICIPATING FEDERAL RESERVE BANKS OF THRE

SECURITIES PUHCHASED,

Lgguse of Securities Purchased

Trees, Bills due 5/11/32

]
Ll

sz 33333 zf

Cert. o

Treas, Notes
- L

1st L/L Bonds

“hﬂﬂ -

Boston

Kew York
Philadelpnia
Cleveland

Al chmord
Atlanta
Chicuge

8t, Louis
Ninneapolis
Kunsas City
Dallas

Ban Francisco

TOTALS

Federal Reserve Bank of St. Louis

\n
S
~
gTREE E
[ I B B B O O O O B A A
e W W OW W WW W

At Time

$ 10,000,000
481, 505,500
68,767,000
76,156,500
12,796,000
21,626,000
111,280,000
19,625,000
14,779,000
12,524,000
8,357,500
26,150,500

$872,767,000

o

Participeiions

Qf Purghase

Par Amount

$ 1,530,000
5,000,000
5,000,900

10,500,000
7,800,000
75,500,000
40,475,000
39,850,000
1,000,900
42,639,000
32,520,000
25,500,900
8,000,000
10,000,000
66,850,000
24,030,000
‘9 .1501009
36,880,000
9,150,000
45,225,000
102,995,000
15,900,000
23,047,000
61,175,000
18,750,000
2,150,000

106,051,000
$872, 767,000

THE AMOUNT THAT EACH RESERVE BANK PARTICIPAIED OVER OR SHORT OF ITS PRO RATA SHARE AND THE
_RESERVE RAT10 OF EACH RESERVE BANK ON JULY 11, 1932

Classification of Issues

Treasury Bills

Certificates of Indebtedness

Treasury Notes

Liberty Losn Bondse

TOTAL

Purchased By Following Federal Reserve Banks In Their

$293, 564,000
360,180,000
110,222,000
108

$872,767,000

Respoctive Markets

Boston

New York
Philedelphia
Atlanta
Chisage

St. Louais
Dallss

Sun Francleceo

roran

of the Federal Reserve Bank of Philedelphia,

AMOUN I OF LACH FEDIRAL RESERVE BANK'S PARTICIPATION IN

Subeequent
M justments in

Purticipations

$ 30,574,500+

164,299,000~
-0=

15,484,000+

15,256,000+

18,056,000+
wlie

16,618,300+
11 F 40‘, S0+
19,996,500
-l
37,000,000+

-

164,299,000 AdJ,

Bark's Pro Rate
Share Sased on

Amount

Current Current OVFR SHORT
Totsl Allotgent Allotment
Participations Ratios Ratios Of Pro Raca Share

§ 40,574,500 7 1/6% $ 63,275,500 y 0 § 22,701,000

317,006,500 27 235,645,000 81,261, 500 -0~

68,767,000 7 3/4% 67,639,500 1,127,500 -

91,540,500 10 1/2% 91,640,500 -0= =0
28,052,000 5 3 43,638,500 =0~ 15,586,500
39,082,000 4 3/ah 41,458, 500 -G~ 2,374,500

111,280,000 12 3/ag 111,280,000 0= G
36,243,000 4 1/4% 37,093,000 -0~ 850,000

26,183,000 3 i 26,183,000 0= -
32,430,500 51/% 48,002,000 -0 15,57, 500
8,357,500 3 3/e 32,728,500 -0- 24,3M,000
73,150,500 81/24 74,185, 900 =0= 1,034,500
$872, 757,000 w0 % $872,767,000 $62,4689,000 462,489,000

§ 4,180,000
6,255,000%
10,000
51,180,000
200,000
350,000
10,272,000

#8172, 767,000

*0f this amount §3,205,000 was purchased from the portfolie

56,1% Systen
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Dxhibit *aA" (1)

MATURITIES OF GOVERNMENT SECURITIES HELD IN SYSTEM LCCOUNT

JULY 13, 1932

SHORT-TERM ISSUES

Treasury Bills, Certificates and Notes

MATUR ING WITHIN 1 YEAR

Within 3 months (Including Oct. 185) $659,245,000
$ to 6 months 111,697,000
6 to9 " 166,300,000
g %0 38 ™ 196!950,000
TOTAL MATURITIES WITHIN § YEBAR w = + & s s o =% e & === = £ 1,134,192,000
MATURING 1 TO 2 YEARS = = = = = = = = = = = - - = = = = = = = = = 69,175,000
MATURING 2 TO 3 YBARS = = = = = = = = = = = = = = = = = ~ = = ~ = 77 4600 ,000
TOTALL =-===+-=--~ = $1,280,967,000
LIBERTY LOAN BONDS
First 3 1/2% Liberty Loan Bonds 4 73,025,000
" 41/4% " " " 23,000,000
(Due June 15, 1947
(Callable on or after Dec, 15, 1932) 96,025,000
Fourth 4 1/4% Liberty Loan Bonds
(Due Oect. 15, 1938
(Callable on or after Oct., 15, 1933) 232,591,000
GRAND DORAEE =% == 51,4609 ,583,000
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Amount of
Participation
in

Systea Agcount

§ 95,978
592, 541
131,592
173, 030

a2
51,560

Presont Plan = Based on Earning

STATEMENT SHOWING VARIOUS PLANS OF REDISTRIBUTION OF GOVERILIXT SECURITIES IN SYSTEM ACCOUNT

PLAN 1

Requirmente of Bach Bank

Current

Batios

71/4
27 ¢4
13/%
10 /21
s %
43/%
12 /4
41/4
' A
5 Y%
33w
R
100%

Present Holdings
Allotment OVER or SHORT

of Pro Rets Share
§ -0- 19,266
163, 354 0=
8,399 -0~
6,123 0=
0= 32, 346
-0- 23,945
0= 8, 580
0= 4,028
0= 2,101
0= 32,798
-0- 38, 888
—_—8= L5324
$177,876  $177,876 .

Digitized for FRA
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PLan 2

Provides for Adjustment of
Participatione to Average
Ratio of All Banks - 56,37

Reserve

65.3%
50.0%
53.9%
54.7%
50.5%
47.8¢
70.8%
54 5%
49.24
52,44
56.9%
3038

5638

Present Holdinge
OVER or SHORT

oL Pro Ruts Share
§ -o- § 3,681
96, 008 ~0-
9,332 0w
7, 420 0=
8,618 0~
13, 660 -0-
0= 143,837
2,973  -0-
8,812 =0~
626  o-
0= 520
ARl i
§176,038  §176,038

PLAN 3

Providee for Adjustment of Each
Bork's Participation So That Ite

Holdings will be on the same Ratio
that ite combined Capitel and Sur-
T

Batios of Com=
bined Capitel

and Surplus to
—Systeq Total

T Y/2%
321/2¢
1o /et
I 4
4 1
3 3/%
13 1/24
3 1/2%
2 1/4%
3. L%
2 3/4%
P
1007

Present Holdinge
OVER or  SHORT

of Fro Rats Siare
$ -0- 823240
15,926 -0~
0= 31, 340
won -
0= 14, 451
0= 8,049
0= 20, 501
7,894 0=
9,&;0 0=
6,942 0=
=0- 22,992
S 5. SN

122,513 #122,573

TABLE 10, 1

PLAN 4
Provides for Adjustment of Each
Bark's Participstion so that ite
Excese Cash Reserves will be on
the same ratio that its Capital

Ratioe of"

Excees Cash Present Holdings
Reserves to OVER or SHORT
System Total  of Pro Ratm Share
10 3/t § -0- $ 25,000
21 3/4% 97,000  0-
6 1/2% 35, 000 9~
& 3 18, 000 -0-
gt 3 18,000  =0-
13/4 19, 000 ~0-
35 1/4 0= 197, 000
2 3/ 6,000 0=
11/2% 6,000 -
21/2% 4,000 D
13/4 8,000 -
—SAf%  _26000 __=0-
Lot $226,000  $226,000
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OF JULY 6, 1332

BIATRVENT SHOWING VARIOUS PLANS OF REDISTRIBUTION OF TOTAL HOLDINGS OF GOVERNMENT SECURITIES
au.

Present Plan - Based on Earning

' ) Amount of Requiresents_of Each Bark
: Total Hold- ‘

3 ) ings of Current Present Holdinge

.‘ Government Allotment OVER or SHORT

Securities Ratios of Pro Rata Share
Beston § 112,730 7 1/8% $ -0- § 17,699
New York 690,828 L (T 205,102 -0=
Philadelphia 132,998 7 3/a% 0= 4,426
Cloveland 173,030 10 1/2¢ -0- 15,867
Richmond 47,132 5§ % -0- 42,819
© Atlenta 51,676 4 3/at 0= 33,18
Chicago 267,205 12 3/4% 37,830 -
" 8. Louts 64,029 41 /a8 -c- 12,429
Minneapolis 52,755 2 % -0- 1,216
)I'.mu City 54,16 5 1/2% -0- 44,230
- Dallas 30,721 3 3/ak 0= a6, 742
u\j)&n Francisco 119,191 81 ﬂgﬁ Q= 33,726
Totals 41,797,021 100 4 §242,952 242,932

300 Omitted)

PLAY 2

Provides for Adjustment of
Total Holdings Lo Aversge

PLAN 3
Provides for Adjustment of Each
Bank'e Total Holdings So That Its
Holdings Will Be On the Same Ratio
That Its Combined Capital and Sur-

tio of Banks - 56,3 stem Tot
Ratios of Com-

Present Holdinge bined Capital Present Holdinge

Ressrve OVER or  SHORT and Surplus to OVER or  SHORT
_Batios of Pro Ruta Share System Toiml  of Pro Rata Share
65,31 $ -0~ $ 31,68 71/2% § -0~ § 22,196
50, 0% 96,008 -f- 32 1/24 106,156 -0-
53,5% 9,332 -0~ 1C 1 /8% ~0= 43,402
54, 7% 7,420 -0= 0 £ ~0=- 6,872
50, 54 8,618 -0~ §r g ~0- 24,829
47,84 15,660 -0- 3 3/at ~0= 15,787
73,84 =0~ 143, 837 13 1/2% 24,237 -0=
18 4 2,973 -0- 31/24 1,063 -c-
43,24 8,812 -0~ 2 1/4% 12,277 -0~
52,44 6,236 -0= ¥y % 745 =g~
%.9% -0- 520 2 3/at ~g- 18,752
2,54 22,919 -0- 7 __ % ~0~ 5,740
$176,038 170 < $144,578  4144,578

56,34 $176,038

¥ .
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PLAN 4
Provides for Adjustment of Each
Bank's Total Holdings So That Its
Excess Cash Reserves Will Be On
The Same Ratio That Ite Capital

%Fb%s-_xq_u_mmm
tios

Excess Cash Present Holdings

Reserves to OVER or SHORT
Syeten Tota]  of Pro fmts Share
10 3/a% § -0-. § 29,000

21 3/at 97,000 0=

€1/24 35,000 -0

§ 1% 18,000 0=

2. 9B 18,000 -0~

1 3/4% 19,000 0=

35 1/48 -0- 157,000

2 3/ak 6,000 -g-

11/2% 6,000 -0-

21/2% 4,000 5%

1 3/4% 8,cco0 -0-
S/t a0, .
100 7 4 $226,000 $226,000




! PRELIVINARY MEMORANDUW FOR THE OPEN MARKET POLICY CONFERENCE

! JULY 14, 1932.

The results of purchases of government securities by the System since
March were reviewed in a letter of July 5 from the ¢hairman of the Conference to
‘ the governors of all Reserve banks. This letter indicated that the funds made
available by security purchases had been largely used to cnable banks to meet
gold losses and to repay indebtadneéa at the Reserve banks, and that only a
rclatively small amount remained to provide exccss reserves. In the absence of
purchascs of govermmont scouritics therc would have becn a considerable inerease
‘ in borrowings at the Roserve banks and a continuation of the drastie crecdit dee
| flation which had been going on.
As to thc effect on the Reserve System the purchases of government se-
J curities were a voery small influcnec upon the reserve position of the Federal
reservc banks, the declines in reserve ratios over this period being due zlmost
altogether to gold losscs rather than to purchases of governmcnts,.
The genoral results of the Systom's purchascs of sceuritics werc summare
ized as follows:
"(1) The very large reputriction of forcign central bank funds
has been accomplished without any strain on the position
of member banks, and thus one important obstacle to a
morc normal ceredit position has becm removed.

"(2) The pressurc for liquidation of bank eredit which usually

results from the indebtedness of member banks has been

materially lightened by a reduction in their total borrﬁw—

ings from more than $800,000,000 to less than $500,000,000,
"(3) The decline in member bank deposits has been checked, and

the liquidation of bank credit which had been proceeding at

an alarming rate has been substantially retarded.”
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All of these results are real accomplishments in themselves
and have probably avoided very serious conseguences of continued or
inereased credit liquidation. Nevertheless the ultimate purpose of
bringing about an increase in the volume of bank eredit, which might
in its turn influence business activity has not yet been achieved
for the results so far accomplished are not such as would be expected
to exercise a very direct or affirmative influence upon business
activity. It, therefore, seems desirable at this time to review the
general business and industrial situation as a basis for determining
the extent to which further purchases of government securities would

be likely to prove effective.

Production, Trade, and Employment

A further decline in the volume of production and trade and
in numbers of workers employed is shown by the available figures for
May and June. Indexes commonly used to measure fluctuations in busi-
ness now show greater declines than this country has ever before
experienced. The depressions of the 70s and the 90s brought with
them nothing approaching the cessation in activity which occurred
in recent months., The following table shows the percentage decline
in production in this recent period compared with the decline in

other important depressions:
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including many railroads, and the insolvency of many banks,

Favorable Factors

Fortunately, at this point a number of the principal ob-
stacles to business and financial improvement have been removed,
The practical ecompletion of the removal of foreign short time bal-
ances from our money market has removed a threat to our gold posi-
tion, Domestic gold hoarding has practically stopped, A tax bill
has been passed by Congress which it is hoped will place the budget
in approximate balance. The relief bill with added powers to the
Reconstruction Finance Corporation will probably soon be passed,
The reparations agrcement has been signed at Lausanne, Definite
settlement has been effected of a number of individual domestic
situations which threatened to prove disturbing, The bonus bill
and a number of other unsound legislative proposals have been de-
feated, Business has effected many readjustments in costs and has
begun to evidence a more hopeful sentiment,

Already the course of financial events has begun to re-
flect these favorable developments. The bond market, and particu-
larly the market for foreign bonds, has showvn improvement as indi-

cated in the following figures:

1932 July 11,

Low 1932
Standard Statistics corporation bond average 57.45 60,19
Baker-Kellogg foreign bond average 54.22 59.58%

* July 8 figure
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Declines in Industrial Activity *

(Computed normal = 100)

High Point Low Point Decline
Date Actual Data Date Actual Data Pzr Cent

Jan, 1873 114.6 Feb, 1878 87.3 24
Feb. 1892 113.9 Jan, 1894 80.1 30
Jan., 19086 112.6 May 1908 81,9 27
Jan, 1920 12 Apr, 1921 7340 34
Apr. 1923 115.2 July 1924 87.3 24
June 1929 114.7 June 1932 (est.) 50,6 56

* From index published by Cleveland Trust Company.

T BO-ELB0IRC *suyN-----
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The total number of wholly unemployed workers in the United
States is now estimated at about 10,000,000, an increase of about
3,000,000 to 4,000,000 from a year ago. This is more severe unem-
ployment than we have ever before experienced in this country and
constitutes a major social and economic problem for it carries with
it the threat of soeial disturbance and radical legislation, To
bring about_reamploymsnt before winter is the problem which faces
the country.

Looked at from the point of ?iew of business and finance
the problem is almost equally pressing, for a continuation of the

present restricted volume of business activity over an extended

period of months would mean the bankruptey of many business concerns

-~ Ag
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Basic commodity prices, after a month of approximate stabilization, have

begun to show improvement as indicated by the following figures for principal basic

cormodities.
1932

Low July 11
Wheat, cash, at Minneapolis, per pound $0.5288 $#0.5400
Corn, cash, at Chicago, per pound 0.2938 0.3175
Hogs, average, per hundredweight 3.19 5.33
Steers, average, per hundredweight 6.29 8.38
Hides, per pound 0.0369 0.0425
Sugar, raw, per pound 0.0257 0.0305
Cotton, middling, New York, per pound 0.0500 0.0585
Wool, per pound 00,3072 0.3072
Silk, per pound 1.13 1.18
Rubber, smoked ribbed sheets, per pound 0.0256 0.0256
Copper, electrolytie, per pound 0.,0525 0.0531
Tin, per pound 0.1844 0.2075
Pig iron, per ton 13,76 13.76
Finished steel, per pound 0.02037 0.02087
Scrap steel, Pittsburg, per ton 8,25 8.25
Petroleum, crude, per barrel 0.873 1,017

The establishment of banking and industrial cormmittees in the different
Federal reserve districts should also be listed as among the favorable fagtors, for
they provide machinery available to carry out in the several districts any plans

agreed upon for industrial and finencial rehabilitation.

Capital Goods Industries Most Depressed

In considering the effectiveness of various means which may be employed
for stimulating employment or industrial activity, consideration may well be given
to the variation between different industries as to their extent of activity and
employment of workers. These figures whish are shown in full in the tables at the
end of this memorandum, show that the greatest cessation of activity has been in

the basic industries producing what may be termed capital goods, This may be

illustrated by the following index figures for activity in different industries.
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5
Percentags
of Computed
Industrz Normal
Pig iron 20
Steel 23
Bituminous coal 48
Cement 44
Lumber 33

As contrasted with these figures production of the following consumption

goods may be listed:

Percentage
of Computed
Indus try Normal

Boots and shoes 87
Hosiery 67
Live stock 83
Wheat flour 78
Sugar 56
Tobacco 79

The whole group of industries classified under producers goods in the
index compiled by the Federal Reserve Bank of New York are operating at 49 per cent
of computed normal, whereas the industries classified under consumors goods are
operating at a rate 77 per cent of computed normal. Unemploymens and wage figures
support this same general conclusion, that the greatest cessation in activity and
the greatest amount of unemployment has taken place in the capital goods industries;
that is, those industries which produce for the use of other industries primarily,
and the activities of which are largely financed through the capital market.

The extreme depression in these industries appears to reflect, first, some
over-production of capital goods in the years just before the depression, and second
the disorganization of the bond market to a point where new financing has become
practically impossible, and capital is no longer available for business even at
prohibitive prices. What is most required to revive these basic industries, is cheap

long-term capital,
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The surveys thus far conducted by banking and industrial committees in
a number of districts appear to indicete that there are a considerable number of
sound enterprises which can go forward as soon as capital is available upon
J moderate terms. There are three principal fields in which these enterprises now
appear;

(1) Building Construction. Wuile there has been over-production of

office buildings and high class apartments there is a considerable demand for
| cheap apartments and moderate-priced private dwellings, and for modernization of
0ld buildings.

(2) Modernization of existing industrial facilities to keep pace with

recent inventions and improvements.

(8) Public and semi-public projects.

In addition to these three major forms of capital goods there appear to
be many other small enterprises in which a more adequate supply of capital and of
bank credit would find profitable employment if it were available upon moderate
terms. In the consumption industries also stocks are low and trade is retarded

by shortages of capital and credit.

Function of the Banks

In the furnishing of both credit and capital to business the banks
occupy the key position. For the past year and a half the banks have not only de=
creased greatly their extensions of eredit to business but also have withdrawn
large emounts of funds from the capital market as illustrated in the following
figures for weekly reporting banks:

(In millions of dollars)
Dec. 31, July 6,

1930 1932

Loans:

On securities 7,814 4,632

All other loans 8,449 6,484
Investments:

U, 8. securities 2,992 4,210

Other securities 25701 3,208
Total loans and investments 22,956 18,532
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By their decrease in investments in gecuritias other than CGovernments
and their decrease in loam-a upon securities tkﬁse banks have thus withdrawn in this
period ncarly four billion dollars from the capital market, whercas ordinarily the
banks of the United States pour into this market ebout a billion dollars a year in
these two forms.

In recont weeks since tho Resorve Systom began its policy of vigorous
purchases of governmont sccurities therc has been some change in this tendency.
Bank credit as a whole stopped its rapid decline and tended to level out and the
contribution aof the be.lnks to the capital markci{ showoed a similer tendency until
the latter part of June when bank disturbances end mid-year and holiday demands used
up most of the surplus reserves and cuused s@ resumption in the decline in credit.

Any program for meeting the prescnt emergency must depend upon two forces
for increasing business activity and employment: first, the natural stimulation
which will arise_ from a general improvement in the sccurity market and in the busi=-
ness and financial situation generally, and second, the stimulation of zctivity
through the cgencies of the government. The problem has now become so acute and
the time has become so short that it has now been generally agreed that &rtificial
methods are necessary. The artificial methods us;d appear to depend upon the
particular form of the relief bill which Congress may adopt. In any event such a
bill is likely to require a considerable amount of additjonal government financing,
the floating of which on the mirket during coming months is essential to the entire
progrom,. Along with this govermmental program it is to be hoped that £ noatural re-
covery in the security markcts and in prices and bus inasé itself may be accompanied
by an increased use of the normal channels of financing. To achieve both of these
purposes vigorous support by the banks of the country is essential, and an 1ncre;asa'

in bank credit.

TUIDEYTg 8 *syyN----- Ay ‘
391:*9 aoyl0es ‘ggoet *0*3y

Digitize NV -MATIVHIS INTNGY

http://frasencné“\gm.tﬂﬂ !

Federal Reserve Bank of St. Louis



APPENDIX

CHANGES IN EMPLOYMENT AND PAYROLLS BETWEEN MAY 1929 AND MAY 1932

(1923-1925 average = 100)

Employment Payrolls

1929 1932 1929 1932

May May May May
Iron and steel 100.7 57.2 111.8 30.4
Machinery 119.1 54.4 131.9 35.9
Textiles 97.3 62.0 99,3 415
Food products 97 .3 81.0 103.1 72.9
Paper and printing 102,8 83.8 114.3 77.0
Lurber and products 89.2 38.6 92.8 28,2
Transportation equipnent 101.5 562.4 115,0 45,9
Autornobiles 130.0 59 o7 147.1 535
Leather and products 90.3 72.7 88.1 45,7
Cereont, clay, and glass 93.1 47 .0 91,8 30.2
Nonferrous retals 105.3 51.4 123.1 34.5
Chemicals 110.3 8.3 113.1 66.9
Petroleun refining 114.4 78.2 118.9 72.5
Rubber products 115.3 66.0 146.5 48.7
Tobacco producis 9043 67.3 86.1 48.4
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INDEXES OF PRODUCTION

(Computed normal = 100)

' 1929 1932 1932
! Itens May May June
Pig iron 114 22 20
Steel ingots 121 24 23
Lead 112 43 -
Zine 113 35 32
Tin 141 48 48
METALS 131 3l -
Cotton consumption 109 55 -
Wool mill activity 102 38 -
Silk consumption 101 60 -
TEXTILES 105 bl -
Bituminous coal 110 52 48p
Coke 120 40 s
Petroleum, crude 112 72 -
Cement 115 44 -
Lumber 104 33 -
Newsprint paper a8 79 -
Cotton receipts 103 109 -
Wheat receipts _92 73 A
OTHER PRODUCERS GOODS 103 _66 -
TOTAL PRODUCERS GOODS 113 _49 —
Anthracite coal 20 o2 40p
Petroleum products 101 67 -
Boots and shoes 111 87 -
Finished cotton goods 116 53 ~
Hosiery 108 67 -
Knit underwear 115 84 -
Livestock 93 96 83
Wheat flour 108 78 -
Sugar 80 56 -
Tobacco 112 79 -
Farm produce 96 22 .
TOTAL CONSUMERS GOODS 103 il -~

P = preliminary
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INDEXES OF BUSINESS ACTIVITY

(Computed normal = 100)

1929 1932 1932
1t May Ma June

, Carloadings, mdse. and misc, 104 56 55
l Carloadings, other 111 42 38
Exports 102 50p -

‘ Imports 115 60p -
fluterway traffic 113 34 -

’ holesale trade 103 76 -
PRIMARY DISTRIBUTION GROUP 106 57 -

Department store sales 101 76 -

Chain grocery 104 77 -

Other chain 107 78 -

Mail order 116 75 =
Advertising 102 59 -
Automobile registrations 118 3lp -
DISTRIBUTION TO CONSUMER GROUP 105 70 -

Life insurance 99 73 -

Postal receipts 101 69 -~

Electric power 107 68p -
Corporations formed 101 83 -

GENERAL GROUP 102 88 -

TOTAL VOLUME OF DISTRIBUTION OF GOODS 105 85 -
Production of producers goods 113 49 -

Produc tion of consumers goods 103 77 -
Automobile produc tion 136 37 -
Employment 105 64 -
Building construction 115 31 22p
PRODUCTIVE ACTIVITY GROUP 110 5 -

TOTAL VOLUME OF PRODUCTION AND

DISTRIBUTION OF GOODS 106 63 62

New York City debits 130 oY -

Shares sold on N. Y. Stock Exchange 237 56 59

New capital issues 130 ‘14 -

Trading in grain futures 98 48 -
FINANCIAL GROUP 130 44 -

Outside debits 107 63 62p

TOTAL VOLUME OF TRADE - 106 6l -

p = preliminary
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