
The Federal Reserve Board has had under consideration the report

of the Open Market Investment Committee, dated November 12th, and notes

that the Committee's recommendations relate (1) to the more per-

manent features of open market policy and (2) to a possible emergency

operation.

The Board feels that the general situation is not sufficiently

clarified for the System to formulate and adopt a permanent open market

policy. The Board has that under continuous consideration and will be
A

glad to confer further with the Committee as we approach more nearly

stead[ied credit] conditions.

The Board fully appreciates the possibility that a situation may

arise speedily that will call for [an] open market operation on the part of

Federal reserve banks by the purchase of government securities. To

this end the Board has arranged to act promptly on the application of

the Committee or any Federal reserve bank to purchase securities in [a sudden]

contingency. I t has authorized the Governor, should the Board not be

immediately available, to act on i ts behalf in giving approval [in an emergency] to « t e h ^

purchases. In the event that an emergency should arise with such

suddenness and be so acute that i t is not practicable to confer with the

Governor, the Board will interpose no objection to a purchase operation

being undertaken, with the understanding, however, that prompt advise

of such purchase be furnished the Board.

This action of the Board supersedes the authority which was granted

to the Open Market Investment Committee on September 24, 1929 to purchase

not to exceed $25,000,000 per week of government securities*

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



(Confidential)

Since the meeting of the Committee on September 24, the credit
situation has changed abruptly. There has been a severe liquidation of credit
against securities under circumstances which constitute a serious threat to
business stability at a time when there were already indications of a business
recession. This seems clearly to indicate the need of having the Federal Re-

serve System do all within its power toward assuring the ready availability of
money for business, at reasonable rates.

In view of these circumstances and for the purpose of avoiding
any increase, and if possible facilitating some reduction, in the total volume
of member bank discounts, the Committee believes that the System should be
prepared to increase the open market holdings of the Federal reserve banks
through the purchase of bills if they can be acquired in sufficient amounts
without interfering with their present desirable distribution, and if not,
through the purchase of Government securities.

It i s believed by the Committee that this may be done with safety
in the interest of business without the risk that funds so put out by the Fed-
eral reserve banks would be used to stimulate any abnormal or unnecessary ex-
pansion of member bank credit.

The Committee also has in mind the fact that present conditions
may possibly develop to the point where, as an emergency measure, in the in-
terest of maintaining banking and business stability, i t may be necessary
quickly to purchase large amounts of Government securities in order to avoid
any undue stringency in credit.

The Committee therefore recommends that the present limit of
$25,000,000 per week on the purchase of Government securities be removed and
that the Committee be authorized in lieu therefor to purchase not to exceed

$200,000,000 of Government securities for account of such banks as care to
participate, in order that i t might be empowered and prepared to make purchases
of Government securities as and when it may seems to be necessary for the pur-
poses, or in the contingencies outlines above, but only with the understanding
that there be a careful current review by the Federal Reserve Board and the
Committee of the consequences of any such purchases that may be made, and that
another meeting with the Board be held at any time i t may seem desirable to
the Board or the Committee, and that in any event there be another such meet-
ing not later than the f irs t week in January.
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ANALYSIS OF OPEN MARKET INVESTMENT COMMITTEE OPERATIONS

Period from August 1 to November [1929?]

August 2—"Governor Harrison of the Federal Reserve
Bank of New York was present at the meeting of the Board
on August 2. He discussed with the members of the Board
in detail the present credit situation in this country as
well as conditions abroad and emphasized the effect of
possible adverse foreign developments in this country.
Three courses, he stated, seemed to be open to the Federal
reserve system: (1) To adopt a policy of pressure reflect-
ed through sharp and repeated rate advances; (2) to do
nothing but maintain the present position, or (3) to adopt
a policy of relaxation which would let Federal reserve
credit out into the market as needed during the fall if
possible to do so safely.

"He expressed the opinion that the time is passed for
the adoption of a policy of higher rates as a part of a
program of pressure or deflation looking toward future
easier money, and that the question now seems to be whether
the system can release funds necessary to finance fall re-
quirements and have a tendency toward reduction of market
markets without stimulating a new demand for speculative
credit of overstimulating business developments which now
appears to be on a sound basis, but which might easily be-
come more expanded should our foreign markets be curtailed
by a continuance of present rates here and abroad.

"He suggested an increase in the discount rate to 6
per cent as a warning against the excessive use of credit
with a simultaneous reduction in bill rates to attract ac-
ceptances and possibly purchases of securities in the event
bill holdings of the system should not increase or increase
too slowly."

August 8—On August 6, at a meeting of the Board at-
tended by Governor Harrison and Governor Talley, reference
was made to the discussion at the meeting of the Board on
August 2, and Governor Harrison reiterated briefly his
statements regarding the credit situation, and possible
future credit policy. He stated he was unable to give the
Board any expression of the opinion of his Board of Direct-
ors, but two of these directors considered the plan suggested
by him at the meeting of the Board on August 2 the best so
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far suggested for meeting the fall requirement, but the
third made inquiries as to the apparent inconsistency
of an increase in rate with a simultaneous policy of
east through purchases of bills or governments."

August 7—"On August 7 the Board met in joint con-
ference with the governors of ail Federal reserve banks,
and at a meeting of the Board on August 8 the discussion
which took place at the joint meeting was reviewed. The
question of an increase in the rediscount rate of the Fed-
eral Reserve Bank of Hew York, as a part of a plan to
safely meet the fall credit requirements, was the subject
of further discussion at the conclusion of which an inform-
al canvass indicated that a majority of the members present
would give favorable consideration to action of the Feder-
al Reserve Bank of Mew York establishing a discount rate
of 6 per cent if coupled with a policy of requiring bills
to the extent necessary to meet fall credit requirements.
The Board again went into session with the Governors of
the Federal reserve banks and received the following re-
port which had been adopted by them:

"'It is the judgment of the governors that the demand
for increased credit incident to the autumn requirements of
crop-moving and business should be met so far as possible
by an increase of the bill portfolio of such banks as care
to participate in bill purchases.

"'The governors are also of the opinion that this pro-
cedure can best and most safely be undertaken and with
least risk of abuse in the use of Federal reserve credit
under the protection of an effective discount rate in the
Sew York District.

"'They are further led to this conclusion by the ex-
pressed belief that an increase in the discount rate of
the Federal Reserve Bank of New York would necessitate in-
creases in a few, if any, of the other Federal reserve banks
during the period of seasonal business demand, and the desire
of the directors and officers of all other reserve banks to
avoid increases if possible. It is therefore recommended
that the Reserve Board act favorably on any application
that may be made by the Federal Reserve Bank of New York
for an increase in its existing rate.'

"Following this joint meeting, advice was received
from the Federal Reserve Bank of Hew York that the directors
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of that bank had voted to establish a rediscount rate of
6 per cent subject to the approval of the Board, and to
reduce from 5 1/4 to 5 1/8 per cent the minimum buying rates
on acceptances. The rate of 6 per cent established by
the Hew York directors was approved after the Board had
voted to adopt the report received from the governors as a
basis of Federal reserve policy during the ensuing months."

August 15—"At a meeting of the Board on August 15,
Governor Harrison and Deputy Governor Kenzel were present,
and Governor Harrison discussed with the Board the ques-
tion of possible purchases of sterling exchange. The ques-
tion of establishment of bill rates was also discussion and
a motion was adopted as follows;

"'That in the absence of a quorum of the Board, the Ex-
ecutive Committee—or in its absence the executive officer
of the Board—be authorized to approve effective buying
rates within the limits of the 5 per cent minimum and the
5 1/2 per cent maximum, except the Federal Reserve Banks of
Dallas and Atlanta where 4 7/8 per cent and 4 1/2 per cent
rates are now in effect on short maturities, and the Federal
Reserve Bank of Richmond where a rate of 5 5/8 has been es-
tablished on long maturities, such rates applying to bills
originating in the respective districts.'"

September 17—"The Federal Advisory Council met with
the Board on September 17, and later presented the follow-
ing resolution adopted by it:

"'The Advisory Council, after consideration of Govern-
or Young's extension of the open market policy adopted
following the fixing of the New York Federal Reserve Bank
rate at 6 per cent, believes that the increase of the Hew
York bank rate to 5 per cent and the reduction of the buy-
ing rate for bills in the open market have worked satisfac-
torily thus far and have the approval of the Council.

"' The Council concurs in the thought that the Federal
reserve banks should buy acceptances to such an amount as
may be necessary to avoid any greater burden on commercial
business and suggest that these purchases should be made
only as the need develops.'"

September l9-"At the meeting on September 19, the
Governor advised of a telephone conversation with the
Governor of the Federal Reserve Bank of Hew York regarding
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the advisability of holding a meeting of the open market
investment committee for the purpose of considering the
purchase of a limited amount of Government securities.
Tuesday, September 24, was fixed as the date of the meet-
ing."

September 24—"Meeting of Open Market Investment Com-
mittee—Preliminary memorandum for the Open Market Invest-
ment Committee, submitted September 24, 1929. The memo-
random opened with a quotation of the resolution adopted
at the meeting of the governors of all the Federal reserve
banks at Washington, on August 7 and 8, and then proceeds
to states

"In the six weeks which have elapsed since the adop-
tion of the program, seasonal demands for Federal reserve
credit have been entirely met by increases in holdings of
bankers' acceptances by the Federal reserve banks. In fact
from the statement of August 2 to that of September 18, the
total amount of Federal reserve credit outstanding has in-
creased $57,000,000. The amount of bankers' acceptances
held has increased $162,000,000. Discount of member banks
have decreased $130,000,000, and holdings of Government se-
curities have increased $20,000,000, dur [due] to an increase in
holdings of securities under sales contract. The statement
for September 18 shows total bills discounted of #934,000,-
000, equivalent to 68.5 per cent of total bills and secur-
ities, compared with $1,064,000 on August 7, equal to 81
per cent of total bills and securities.

"The accompanying diagram shows that the increase in
total Federal reserve credit since the last week of July,
when the seasonal expansion normally begins, has been in
accordance with the normally to be expected increase on the
basis of previous experience.

"The second diagram shows the changes in system hold-
ings of bankers' acceptances for the past three years and
shows that during August system holdings increased more
rapidly than last year, but since then have about kept pace
with the figures for the past two years. During the current
week, however, there appears to have been a noticeable de-
cline in the rate of increase of bill holdings. It is still
early to pass judgment fully on the effects of the policies
adopted. The immediate psychological effect of the rate
change passed quickly. Since then there has been some evi-
dence that the economic consequences of these policies may
be of considerably greater importance."
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"Effects on money rates—The following table compares
open market money rates on September 23 with corresponding
rates in the first week of August and indicates that ex-
cept for a slightly firm tendency in commercial paper and
in time money there has been no appreciable change in in-
terest rates.

MONEY RATES AT NEW YORK

First week September
August 1929 20, 1929

Stock exchange call loans 8-12 8
Stock exchange 90-day loans 8 3/4-9 9
Prime commercial paper 6 6 1/4
Bills 90-day and endorsed 5 l/8 5 l/8
(Customers' rates on commercial loans 6 6.07
Treasury certificates and notes;

Maturing December 15 4.79 4.54
Maturing March 15 4.56 4.51

Federal Reserve Bank of New York
rediscount rate 5 6

Federal Reserve Bank of New York
buying rate for 90-day bills 5 1/4 5 l/8

"An analysis of the rates actually charged by commer-
cial "banks to their commercial customers in the second
district indicates practically no change in the rates
charged by banks outside of New York City, which are gen-
erally uniform at 6 per cent. In the cities 6 per cent is
the commonest rate. A slight movement upward is shown in
the fact that fewer loans are made at 5 1/2 and 5 3/4, and pos-
sibly a few more are made at rates above 6 per cent. Thus,
the average of rates is fractionally higher on that account,
continuing an upward tendency which has been reflected in
an increase month by month from 5.50 per cent in February
to 6.07 per cent in September, as indicated by reports from
ten lew York City banks.

"Effect in member banks position—Since the rate increase
there has been little net change in the total loans and in-
vestments of reporting member banks in spite of an increase
of $230,000,000 in commercial loans. This increase has been
about offset by a decline of $140,000,000 in collateral loans
and $110,000,000 in investments. Brokers' loans have con-
tinued to expand and are now $549,000,000 higher than they

-5-
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were early in August when the discount rate was Increased,
but this increase has "been largely in loans for account of
others, and in face of a decline in the total loans on
collateral by reporting member banks.

"In a number of ways the statistics appear to reveal
an attitude on the part of member banks generally. The fol-
lowing points are interesting; (1) Bank loans on collateral
have declined during the period when brokers' loans were
rising steadily; (2) Funds made available to member banks by
Federal reserve acceptance purchases in excess of seasonal
needs were used entirely to reduce indebtedness at reserve
banks. There was no increase in bank credit; (3) Decreases
in rediscounts had not yet been reflected in any easing In
money rates, although, as illustrated by the attached chart,
we might expect that a continued redaction in total volume
of rediscounts will ultimately tend to decrease interest
rates.

"All these appear to show an unwillingness of the banks
to continue In debt and a vigorous and general attempt to
liquidate this debt.

"Effect on movement of funds—Following the increase
of discount rate at New York, a considerable flow of funds
from other districts was a possible danger which might have
forced other reserve banks to protect their reserves. In
the week immediately following the rate change there was
some movement to Mew York, but this was of short duration
and was followed by a loss of funds—following out the
usual seasonal course.

"This result is probably ascribable to the fact that
the discount rate was already so far below market rates
that the increase had little effect on market rates.

"On the other hand, funds made available by the pur-
chase of acceptances have largely gone to liquidate dis-
counts at the New York Reserve Bank and discounts at other
reserve banks have followed out the usual seasonal course.
The rate charge has apparently had little effect upon the
movement of funds between the United States and Europe.
Confidential reports to the Hew York Bank indicate a slight
increase in foreign balances between the end of July and the
end of August, but this increase cannot be attributed to
higher rates In this market for it took already the form of
an increase in holdings of bankers' acceptances and Treasury
certificates, the yields on which have not increased. There
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was, moreover, a decrease of $24,000,000 in the amount
of foreign funds employed on time or call in this market,
the first decreases occuring in this account for some
time* It is perhaps significant that it accompanied a
level of call money rates slightly lower than had pre-
vailed for some months previous.

"European situation—The flow of gold from Europe
has continued at about the same rate as "before the poli-
cies of August 8 were adopted. Since that time the Bank
of England has lost an additional $22,000,000 (mostly to
France and Germany) of gold, and its reserves have "been
reduced from $141,400,000 to $136,900,000. There have
been no marked changes in European money rates. The in-
dications are that the pressure upon Europe, due to high
money rates, is becoming constantly more intense and is
tending to retard industrial and business developments.
August figures show an unseasonal decline in United States
exports, though a single month's figures are not sufficient
to indicate a trend. There is evidence of a banking up of
wheat in shipping centers, which is probably attributable
at least to restraint on the part of foreign buyers.

"Domestic business situation—Business is still
operating at a high level, above any of the computed
"normal" lines based on previous years' experience and
allowing for growth. In recent weeks, however, there
has been a declining tendency in a number of basic indus-
tries. Building activity has been reduced still further
and automobile production has been receding, and steel
production has reflected these tendencies. These reces-
sions have not, however, progressed far enough to warrant
definite conclusions as to the trend.

"Agricultural conditions—The size of the year's
crops is expected to be generally smaller than a year ago
with higher prices. The total return to the farm may be
not short of a year ago, but certain sections of the coun-
try have suffered severely through the drought. The con-
tinued pressure on the credit situation has also been re-
flected by increasing reports from some localities of dif-
ficulties of agriculture in securing an adequate supply of
credit." (End of preliminary memo)

"After the reading of the preliminary memo, a full
discussion of the credit situation ensued, as a result of
which a tentative minute containing recommendations of the
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committee was drafted. At 12 oclock Governor Young
joined the meeting and discussed with the meeting pro-
posals made in the tentative draft. At 12.30 Dr. Gold-
enweiser joined the meeting. Various amendments and the
drafted recommendation were considered. At 1.15 the com-
mittee adjourned for lunch and later, prior to meeting
with the Federal Reserve Board, the following report of
the committee was unanimously adopted by all members of
the committee present.

"'The committee has reviewed a preliminary memoran-
dum on current credit conditions.

"'During the past 18 months interest rates in this
country have gradually risen and money, especially for
new undertakings, has become more difficult to obtain.
While business continues at a high level, there are some
indications of a possible impending recession.

"'Rates in many foreign centers have risen even
more markedly and the loss of reserves of seasonal banks
threatens further Increases in rates and probable cur-
tailment of Europe's capabity [capability] to buy this country's prod-
ucts.

"'In accordance with the system's policy adopted on
August 8, seasonal requirements for Federal reserve credit
have been met by bill purchases, and in fact such purchases
have been sufficient to reduce rediscounts to some extent.

"'For the purpose of avoiding any increase and, if
possible, facilitating some further redaction in the total
volume of member bank discounts during the fall season—if
this can be done without stimulating unnecessary or abnor-
mal expansion of member bank credit—the committee favors
a further Increase of the open market holdings of the Fed-
eral reserve banks. It favors an increase of these hold-
ings by the continued purchase of bills If they can be ob-
tained in sufficient amount to accomplish this purpose. If
bills cannot be obtained in sufficient amounts without in-
terfering with the present desirable distribution, it favors
the purchase of Government securities of the short matur-
ities.

"'The committee therefore recommends that It be
authorized to purchase not to exceed $25,000,000 a week
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of such certificates for account of such banks as care
to participate with the understanding that such pur-
chases be made only under the conditions above stated
and with the further understanding that there be careful
current review of the consequence of such purchases in
order that there may "be another meeting with the Board
at any time that that may seem advisable either to the
Board or to the committee. In any event, the committee
feels that there should be another such meeting not later
than November 1.'

"The meeting reconvened at 2.30 oclock with the Fed-
eral Reserve Board, there being present, in addition to
the members of the committee, Secretary Mellon, Governor
Young, and Messrs* Pole, James, Cunningham, Goldenweiser,
Smead, McClellan and Noell. Secretary Mellon presided.
The preliminary memorandum was first read to the meeting
and was followed by a discussion of various aspects of the
credit situation.

"Governor Harrison then presented the report of the
committee and its recommendations to the Board. In pre-
senting these recommendations, Governor Harrison indicated
that the proposal for a possible purchase of Government
securities was made only to provide for the contingency
of not being able to secure a sufficient amount of bankers'
acceptances to meet the seasonal expansion in Federal re-
serve credit and make some additional provision for reduc-
tion in the total of member bank borrowings. The proposal
to bring about some reduction in these borrowings was not
made with the thought that it would be possible to bring
about any substantial ease in the money market under pres-
ent conditions, but rather with the thought that some re-
duction in this indebtedness would be a necessary prerequi-
site to any future easing of interest rates generally, as
soon as that became possible without the risk of unnecessary
or abnormal expansion of member bank credit. He emphasized
the fact that money rates, both in this and in other coun-
tries, appear to have risen continuously toward higher
levels and that the proposed purchase of Government secur-
ities, if necessary as a supplement to purchase of bills,
might be a helpful influence to preventing further strin-
gency of money and paving the way for the future of restora-
tion of more normal monetary conditions throughout the world.

"There ensued a discussion of the proposals made- In
particular, Mr. Cunningham raised a question whether a
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further reduction of bill rates might be possible.
Upon this point it was the general feeling of the mem-
bers of the Open Market Committee that a further reduc-
tion of these rates at this time would be undesirable
as an artificially low rate would tend to impede, or
even undue, the distribution of bills.

"After further discussion the meeting was adjourned
at 3.30 p.m."

November 11—Preliminary memorandum for the Open
Market Investment Committee meeting of November 11.

"The memorandum opens with the reprint of the reso-
lution, adopted at the meeting of the committee on Sep-
tember 24 and approved by the Federal Reserve Board.
After quoting this resolution, the memorandum states:

"'Since that meeting the following changes have oc-
curred in system holdings of bankers' acceptances and
Government securities.
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Week end

September
October
October
October
October
October
November

ed

25
2
9
16
23
30
6

Accept-
ances

264
323
333
360
379
340
330

Change in
week

+23
+59
+10
+27
+19
-39
-10

Government
securities

152
141
138
136
293
293

Change in
week

- 26
- 6
- 5
- 3
- 2
+157

"Up until mid-October, acceptances were offered in suf-
ficient volume to meet system requirements, but from then on
offerings were small due to demand from other buyers, and it
was necessary to increase the holdings of Government secur-
ities to achieve the end in view.

"The changes in holdings of acceptances and Government
securities and bills discounted, as compared with the esti-
mated and seasonal requirement for Federal reserve credit,
are shown in the attached chart. It indicates that until
the latter part of October purchases of bills and Governments
were more than sufficient to meet seasonal needs for federal
reserve funds, and bills discounted declined somewhat.

"In the period up to the middle of October, the pol-
icies pursued were as successful as could have been antici-
pated. The decline in discounts was followed by easier
money rates in New York. The bond market strengthened and,
influenced as well by high money rates abroad, foreign ex-
change rates recovered to a point where gold exports began.

"In the past three weeks the whole credit situation has
been changes by a violent decline of stock prices. The re-
sult has been a reversal of the credit trends which had pre-
vailed for two years—and the Federal reserve system now
faces a very different credit situation from that which pre-
vailed a few weeks ago. The major changes in the situation
may be summarized as follows: (1) The demand for credit
for speculative use, which for two years made necessary a
system policy of protecting its credit, has subsided; (2)
The conversion of over a billion dollars of brokers' loans
from their account to bank loans has placed a considerable
strain upon member banks and increased their borrowing at
the reserve banks to a total of over $900,000,000; (3)

(In millions)
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Business activity has continued to show some recession
and there is threat of further recession due in part to
some destruction of purchasing power and a disturbed
business psychology, due to stock market liquidation.

"These changes have taken place with great
rapidity. For some days in fact the credit situation
in New York appeared to be in a critical stage due to
the huge burden put on the New York banks when other
lenders in the stock market suddenly withdrew their funds
and borrowers resorted to the New York City banks. This
occurred at a time when the security market was going
through a panic which might easily have spread more gen-
erally to the banking situation. It was in these circum-
stances the Federal Reserve Bank of New York, on October
29, purchased about $100,000,000 of securities in order
to make funds freely available to the money market—thus
to minimize the possibility of an advance in rates which
would have added materially to the difficulties of the
situation. The daily changes are shown in the attached
table.

"In the following two weeks, portions of these se-
curity purchases were turned over to the special invest-
ment account to make up the $25,000,000 a week of secur-
ity purchases agreed upon at the last meeting of the commit-
tee and by the Federal Reserve Board in the event that bills
could not be purchased in sufficient amount.

"Seasonal expectation--The seasonal expectation in
the demand for Federal reserve credit is that this demand
will remain relatively constant until the last week in
November, and between that time and the end of the year
it will increase nearly $300,000,000 due largely to
Christmas currency requirements. In the absence of open
market operations, it might be anticipated that this de-
mand would lead to an increase in rediscounts of member
banks from about $900,000,000 at present to about $l,200,-
000,000. Such a change would ordinarily be accompanied by
somewhat more strengthened money conditions. After the end
of the year it might be expected that the requirement for
Federal reserve credit would decrease between $400,000,000
and $500,000,000. A part of the decrease after the first
of the year would be absorbed by partial liquidation of
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the system's portfolio of bankers' acceptances, and the re-
mainder would be taken up by reductions in rediscounts or
in holdings of Government securities.

"Condition of the Bill Market—The shift of funds
from call loans to other employment has been accompanied
by a large increased demand for bankers' acceptances as a
consequence of which few bills have recently been offered
to the reserve banks and total bill holdings have declined
during the period when increase is usual. The present pros-
pect appears to be that this increased demand for bills will
continue for some weeks and the reserve system is likely to
receive less than the usual offerings, so that little in-
crease in the open market portfolio is to be anticipated
from this source."
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