
EDITORS: Follow ing statement o f  the Ninth Federal Reserve Bank is 
fo r  p u b lica tio n  in AFTERNOON papers o f  Friday, August i s l a n d  MORNING AND 
EVENING papers th erea fter  w ithout furth er n o t ic e  o f  r e le a s e ,uniess i t  is  
countermanded.

MELVILLE E STONE General Jfe-nager 
THE ASSOCIATED PRESS.

Chairman John H. Rich o f  the Federal Reserve Bank o f  M inneapolis 
today issued the fo llo w in g  statem ent:

"The fa c t  that the Board o f  D irectors  o f  the Federal Reserve 
Bank o f  M inneapolis a t  it s  regular se ss io n  on August 8th fa i le d  to 
reduce the present red iscount ra te  o f 6-| percent should not be misunder
s to o d , as has apparently been the case in some qim rters, by e ith er the 
p u b lic  or the bu sin ess, a g r icu ltu ra l and l iv e  stock  in terests  o f  the 
d is t r ic t *  It  should be kept c le a r ly  in mind that the purpose o f  pro
ducing a lower le v e l o f  bank rates to the borrower can in no wise be 
served excepting in an extremely lim ite d  way by a lte ra tio n s  in the r e 
d iscount rates a t the Federal Reserve Banks The la t t e r  rates are the 
p r ic e  o f  c r e d it  to borrowing member banks. These members are lim ited  
in  number and represent only one in four o f  the banks in the d i s t r i c t .
I t  is  th ere fore  obvious that the d iscount p o l ic y  o f  the Federal Reserve 
Bank cou ld  in no wise a f f e c t  e ith er d ir e c t ly  or in d ir e c t ly  the rate to 
the borrower a t any o f  the 3000 non-member banks in the d i s t r i c t .  I t  is  
u n lik e ly  that i t  would haVe anything more than a very lim ited  e f fe c t  upon 
rates to the borrower in the remaining 1000 banks o f  the d i s t r i c t  which 
are memberst s in ce  n e ith er  the Federal Reserve Act or the regu la tion s  o f  
the Federal Reserve Board give the Federal Reserve Bank o f  M inneapolis 
any r ig h t  or au th ority  whatsoever to d ic ta te ,  in te r fe re  w ith , or c o n tro l, 
the ra te  fo r  borrowed money at any member bank. U n ju stifia b le  emphasis 
has been placed upon the red iscount ra te . The p u b lic  has been in clin ed  
to b e lie v e  that i t  is  w ith in  the power o f  the Federal Reserve Bank to 
make money cheap or make money dear by simply ra is in g  or low ering the 
rate* There is  no ju s t  ifi& a tion  e ith er in law or in fa c t  fo r  th is  b e l i e f ,  
p r io r  to the beginning o f  the war the red iscou n t ra tes  o f  the Federal 
Reserve Bank o f  M inneapolis were very  low. They were su b sta n tia lly  lower 
than the average bank rate  in the Ninth D is t r ic t  to borrow ers. The low 
red iscou n t rate  was not r e f le c te d  in a lower ra te  to  the borrower at that 
tim e. That being tru e , there is  no ju s t i f i c a t io n  fo r  the argument that a 
h igher red iscou n t ra te  a t th is  time fo rce s  a higher rate  upon the borrower. 
The rate  to the borrower in every case w il l  be co n tro lle d  by the 
borrow er ’ s c r e d it  standing -nd by the degree in which pressure upon cred it  
e x is ts  or does not e x is t .

For more than twenty months the pressure upon cre d it  in the 
Ninth Federal Reserve D is t r ic t  has been very  severe . The loans o f a l l  
banks have s te a d ily  increased,and during the past year there has been a t 
the same time a seriou s reduction  in th e ir  d e p os its . As a r e s u lt ,  they have 
been com pelled to borrow h ea v ily  from th e ir  correspondents ,and the 
Federal Reserve Bank, in order to take care o f  the requirements o f  business 
a g ricu ltu re  and stock  r a is in g . These borrowings have not been accompanied 
in due time by the appropria te  seasonal liq u id a t io n ,w ith  the result that
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loans have remained h igh , and as a consequence o f the continuous heavy 
borrowing o f  custom ers, banks have "been tinable to reduce th e ir  own 
o b lig a tio n s  fo r  money borrowed, to take care o f  the excess load*

Member banks in the Federal Beserve System w il l  not o rd in a r ily  
red iscou n t paper with the Federal Eeserve Bank except to take care o f  
seasonal demands or unusual s tra in  such as th is . They are a f fe c te d  by 
the Federal Eeserve Bark red iscount rate  cn ly  when they rediscount paper 
w ith the Federal Eeserve Bank, and they pay the rate only upon such 
amoiaits as they borrow fo r  the accomodation o f  their customers during 
periods o f  s tra in .

At the present time the excess load  in the Ninth D is t r ic t  is  
represented  by borrowings o f  n early  85 m illio n  d o lla rs  at the Federal 
Eeserve Bank and by borrowings by member and non-member banks from other 
sources o f  not le s s  than 125 m ill io n  d o lla r s .  This to ta l o f  205 m illio n  
d o lla rs  o f  bank ob lig a tio n s  fo r  money borrowed fo r  the use and b e n e fit  o f  
th e ir  customers in d ica tes  the degree o f  excess s tra in  upon the banks o f  
the Ninth D is t r ic t .  I t  represents an amount that they have borrowed and 
app lied  to  the requirements o f  th e ir  customers a fte r  having extended to 
the same customers the b e n e fit  o f  th eir  f u l l  normal loaning power#

As a re su lt  o f  the demands o f  approxim ately 85 m illio n  d o lla rs  upon 
the Federal Eeserve Bank from it s  1000 members, i t  has i t s e l f  been ob lig ed  
to borrow and is  indebted to other Federal Eeserve Banks fo r  more than 
10 m ill io n  d o lla rs  fo r  money brought in to  the Ninth D is t r ic t  fo r  the r e l i e f  
o f  A gricu ltu re  and l iv e  stock . Its  reserves are low and i t  has been com
p e lle d  to r e s o r t  to th is  heavy borrowing in .ord er  to maintain them a t the 
point requ ired  by law.

While th is  heavy burden re s ts  upon a l l  the banks, including the 
Federal Eeserve B ank,it feould be i l l o g i c a l  and absurd to reduce the 
Federal Eeserve Bank red iscount ra te , which course-would not be ju s t i f i e d  
u n t il  there has been s u f f ic ie n t  l iq u id a t io n  to take the Federal Reserve 
Bank out o f  the borrowing c la s s  and to  remove th is  heavy burden fo r  
borrowed money which now rests  upon the banks. The in te re st  ra te  is only 
a thermometer o f  c r e d it  con d ition s . Its  natural course is  downward when 
money is easy and upward when c r e d it  is  scarce  and fu l ly  employed. The 
sh ortest way to easier money rates in the Ninth D is t r ic t  is  through 
general liq u id a t io n ,e a s in g  the s tra in  upon each lo c a l  bank and perm itting 
them to come in to possession  o f  fr e e  funds fo r  loaning purposes, This w n 
be accom plished in  on ly  two ways, namely, by the reduction  o f  the o b lig a t 
ions o f  customers fo r  borrowed money,and by a su bstan tia l improvement in  
customers balances which w il l  remove the handicap under which Ninth D is
t r i c t  banks have been su ffe r in g  by reason o f  the red u ction  in th e ir  depos
i t s .

The a c t io n  o f the Federal Eeserve Bank o f  Chicago in reducing it s  
red iscount ra te  was ju s t i f i e d  by the fa c t  that i t  was b en e fited  p r io r  
thereto by an improvement to the extent o f  10 points in it s  own re se rv e .
The n on -agricu ltu ra l p ortion  o f  the country has liq u id a ted  w ith the resu l 
that money con d ition s are decided ly  improved. The Ninth D is t r ic t  has 
not yet come to the time when i t  is  a b le  to  market i t s  c ro p s ,and the 
liq u id a t io n  which should come is  only beginning a t th is  time. The thorough
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ness w ith which i t  proceeds and the r e su lt  that i t  produces in reducing 
the burden which a l l  "banks have ca rr ie d  fo r  so many months w il l  determine 
the course o f  the Federal Eeserve Bank as to  i t s  future discount ra te s .

I t  is  not to be assumed that the Federal Eeserve Bank o f  M inneapolis 
w i l l  not respond promptly J.:o t>-© e f fe c t  o f  any substantia l l iq u id a t io n  
to any adequate improvement in i t s  own re se rv e s , or to  an appropriate 
degree o f  r e l i e f  from the pressure which a l l  banks f e e l  so keenly. The 
Federal Eeserve Bank cannot o f  i t s e l f  produce liq u id a t io n  nor have 
commercial banks o f  the d is t r i c t  th is power. I t  is  f a i r  to say that the 
d i s t r i c t  i t s e l f  con tro ls  both the red iscou n t rate  and the bank rates to 
borrow ers< s in ce  i t  is  in con tro l o f  the process o f  liq u id a t io n  and can 
a cce le ra te  i t  or retard  i t  as i t  i s i r e s ,  PrSmpt and f u l l  l iq u id a t io n  
w i l l  mean an early  return  to an easier rate  b a s is ,  but no such return is 
probable or p o ss ib le  -until l iq u id a t io n  is  general and adequate,

Therfe is  no occa sion  fo r  pessimism as to  the ou tlook , The con d ition s 
which have brought about the heavy pressure upon c r e d it ,  large reductions 
in  d e p o s its , and high in te re st  ra te s , a re  s low ly  improving,and from the 
present date on u n t il  the la te  f a l l ,  should improve a t  a more rapid  ra te . 
I t  is  to be hoped that the Ninth D is t r ic t  is  a t the turning p o in t, and 
that i t  can break the continuous s tra in  on c r e d it  which began in the f a l l  
o f  1919, and that by  reason o f  the improved s itu a tio n  o f  a l l  o f  i t s  banks, 
i t  can hope fo r  fre e r  c re d it  and b e tte r  rates a t a reasonably early  date* 
L iqu idation  is,how ever, a con d ition  precedent to the accomplishment o f  
th is  hope.
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