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dre Cuannipgham

ir, Goldenweiser ¥0ld and'@redlt, 1922-1927

Jetween July, 1922 and July, 1927, there was a net imerease

stock of 782,000,000, OF this amount, 388,000,000 was use
croased demand for monsy in circulation, aad 477,000,000 weat into reserves
of member banko, There was only a slight change Ia the totsl volume of reserve
bant credit, On the basis of the growth of .4?7,000,3ﬁ0 in resgrves, total
loans and investmeats of meuber banks inorsaced by aboat ¥8,600,000,000 snd total
loans mal investments of all Basks in the United States - by asbout 12,000,000, -
000, On the basis of the @old imyorts, the rate of expansion For member barics
wags sbout 12 %o 1 and on the basis of groewth in their reserves = sbout 18 to 1.
Of the iagresse in losns and investments of member banks, sboat 5,850,000,000

ae & growih in loaas a:d {2,750,000,000 in investments, Of the loans about
$,000,000,000 was & grnw{h in security loans and 12,850,000,000 « all other
Loans. “hus, leess than one-tuird of the ingrease for the puriocl wae in commer-

15, a'd two-thirds was either in investsents or in loans on securi ties,

fotal pgrowth in deposite of meaber bauks Qurine the period was about 8,700,000,=
000, of which $3,307,000,000 was a growth in net demand igponits and 5,000,000,~
000 in time depogits. The proportion of time desosits to total de o=its increac-
ed from 38 to 3 per cest darine the perioa, he volume of desosits on the basis
of & dollar of reserves increased from . 12.50 %o 13,50 durins the period, That

la, the rescrve proportion declined from 8.1 to 7.4 per cent,

On the_tagsis of these facts, it 1¢ obvious that there is nothin- in the

slatement that the gold has been sterilized. 0n the eontrary, it has been excep=-

tionally active. a° compared witheonditions prevailing before the Pederal reserve
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Mr. Cunaningham

ir. Goldenweiser Gold and credit, 1928~.1%27

>
was then

systen, the expansion hae been greater than/possibls owing to the reduction

in reserve requirements, Thus, on June 30, 1214 the ratio of cash

¢igl banks and at the Federal reserve banks' 1o tolal deposits

aad on June 30, 1986, the latest date for ich this informzation is aval lable,
the ratio had deolined to ¢.5 per ceut, re teke the ratic of pold

the United States to the total bank devosits plus money in the hanmis of the
pablic, that ratio also declined from 12.9 per ceant in 1314 %o 8.3 ' ver cent in
1925, This indicates that the establishment of ths Pedaral res:rve system has
greatly incrsased the effisfency of the reserve dollar and hao enabled the backs
to expand & great deal more on a given reserve than was possible prior to 1914,
e agtusl reduction in the reserve ratios is particalarly intereating in the
lizht of the fast that the Pederal reserve systean still has §1,500,000,000 of
exceos reserves, 80 that if the entire lending capacity of the system were in
1se the ratio of pescrves to liabilities would be mach emaller than 1t is at
prasent.

another poiat that needs to. be mentioned ig that the gold in this country

iz to & certain extent mortgaged to foreign countries, which have balances here
gubjest to imuedliate withdrawal. [he excess of forelgn balanaes here ovexr bal-
apces held by us abroad 1s §1,200,000,000, &ad & considerable part of this
amount i» held by foreign central banks, which upe their foreign exchange bal-
anges as a part of the reserves ageinst thelr owa notes.and deposits, Thus,
not only 1s the gold in thir cowstry sapporting the largest amount of domestic

eredit that gold has over been made to oarry, bdut at the saue time it is alse

75
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lir, Goldenwelsger Gold and credit, 1922-19237

gorving as the basis of credit and currency in foreign countries,

tnis extremely Busy gold "steriliged” is nothing short of foolish,
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WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BEOARD

X-5012.

December 2, 1927.

TCear Sir:

There is enclosed for your information a

ruling on the above subject which was

y the Fedsral Reserve Board on Wovember

By Oraer of the Federal Reserve Board.

Walter L. Eddy,
Secretary.
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RULING ATOPTED BY FEDERAL RESERVE Z0ARD NOVEJEIR

Acceptances growing out of transactions involving the importation
or exnortation of goods.

In a numder of rulings nublished heretofore, the Federal Reserve
Board has ruled in effect that a bill cannot be eligible for accevotance
by a member bank or for rediscount or purchase by a Feaeral reserve bank
as a banker's acceptance growing out of the importation or exportation
of goods if it is accented after the goods have reached their destina-
tion.

After careful reconsideration of this question, the Board is of the
opinion that such rulings contain an unnecessarily strict interpretation
of that provision of the Federal Reserve Act which authorizes member
banks to accept drafts drawn upon them "which grow out of transactions
involving the immortation or exportation of goods" and which authorizes
Federal reserve banks to rediscount such acceptances. The Board is
now of the opinion that the broad language of this provision of the
Act is clearly suscentible of a more liberal interpretation —which would
facilitate the financing of our foreign trade and particularly the sale
of American goods abroad under circumstances similar to those described
in the ruling published on page 638 of the Federal Rescrve Bulletin for
August, 1924,

The Board, therefore, rules that bankers' acceptances may »nroperly
be considered as growing out of transactions involving the importation
or exportation of goods wnen drawn for the purpose of Ifinancing the sale
and distribution on usual credit terms of imported or exportec goods into
the channels of trade, whether or not the bills are accepted after tne
physical importation or exportation has been completed.

Due care should be observed, however, to prevent a duplication of
financing; and a second acceptance arising out of the same transaction
or series of transactions involving the same goods should be in effect
merely an extension of an already existing credit. Thus, if one ac-
centance is issued to finance the shipment of goods to a foreign country
and a second acceptance is issued to finance the distribution of such
goods into the channels of trade, the procceds of the second acceptance
should be used to retire the first acceptance. Under no circumstances
should there be outstanding at any time more than one acceptance against
the same goods,

All previous rulings in conflict with this ruling are hereby re-
versed in so far as they conflict with this ruling.




I'OI'I‘II No. 131.
FEDERAL RESERVE .
BOARD

Office Correspon&nce Datc_Decesber. 3, 1927

Subject: ( 72 DI r

7

In accordance with your request I am handing you herewith a
statement showing the total resources of the principal foreign central

banks on or about June 30, 1927.

The resources of the Federal Reserve Bank of Richmond have

01
between $197,000,000 and $249,000,000 during the current year
we assume 3220,000,000 as an average total you will note that

European, 1 Asiatic and African central bank with
excess of those of the Richmond bank, and 17 Furopean and
with reserves less than those of the Richmond

H o ot o
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A e GN CENTRAL b’ JUNE 30,1927

(In millions of d a5y )

Bank of Spein
Netherlands Bank
National Bank
Czechoslovak
Bank of Portuga
Bank of Sweden
National Bank of Rumania
Swiss National Bank
Austrian Nstional Bank
National Bank of the Kingdom of Serbs,
Croats, and Slovenes (Yugoslavia)

National Benk of
Bank of Norway
National Bank of
National Bank of
Bank of Poland
Bank of Finland
National Bank of
Bank of Iatavia

of Esthonies

of Lithuania

of Danzig

OTHER CENTRAIL EBANEKS

Bank of Japan

National Bank of Egypt

Bank of the Republic of Uruguay
Bank of Java

South African Reserve Bank
Central Banmk of Chile

Bank of the Republic of Colombia
Regerve Bank of Peru
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EARNINGS AND EXPENSES OF FE RESERVE BANKS

November 1G27. Totzal earnings ofi the Federal
reserve banks were $147,000.° more than in
October though earnings were accrued for one

day less in November. ZEarningzs from purchased
bills increased $125,000 and on U. S. securi-
ties $107,000, while earnings on u*scoartcd bills
declined $£2,000 and miscellaneous earning

$3,000.

Current expcnses (ex
Federal reserve currency)
as compared with $2 150 00
ing and $2,177,000 in Nove

cost of
ags $2,1156,000
00 in the month preced-
mber 1925.

Eleven months ending November %0, 1927. During
the eleven months ending November 30 eurnings
totaled $38,495,000 as compared with $L2,807,000
last year and q,? 146,000 for the corresponding
period in 1925

Current expenses (exclusive of cost of
Federal reserve currency) emounted to $23,552,000
during the eleven-month period, an increase of
about §13,000 over the corresponding period last
year.,

After providing for all current expenses
and dividend requirements, the Federal reserve
banks on November 30 had a balance of $6,154,000
available for depreciation allowances, surplus,
and franchise taxes as compared with a bala
of $10,974,000 at the end of November 1926.

56032)
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Mr, Hamlin

SES OF FEIERAL RESERVE BANKS,

af. | November

| - Current expenses

| ——

sur DJ.L.S
ifranchise tax,

ot
SR 7]

frr s e
!.’..'_.L,l.x‘.;..L ve

Total lof cost o

| X, currencyi

| #155,09 169,66k | $128,889 1 $808,616  § $305,219
| |
|

Philocdolphia

,31;__:,‘.__ 54_ = EE '.‘f _ ~ o2 .:: 2 '\":.:'9 i Y, 2 b { 1 !.109,936

594,060

8,943

98,100

OF BANR OFERATIONS

749,434
1,880,408
803,005
297,580
569,333
413,311

14,552

469,307
938,909
511,947
131,909
337,105
178,364

214,001

hg, 260 T,

ook

~

!09/

-

154,165

10,973,710
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The Federal Advisory Council has reviewed the
facts before it relative £o the reduction in rates of
discount at the several Federal reserve banks during the
past few weeks.

The Council regrets that the Federal Reserve
Board should have initiated or forced a reduction in
the rate of one of the Federal reserve banks in the face
of the decision of the directors of that bank to maintain
a 4% rate. It does not eppear to the Council that an
emergency existed such as to justify the Board in depart-
ing from the usual practice of fixing rates at the Federal
reserve banks even if technically authorized by law,

The Council is of the opinion that this regret-
table occurrence could have been avoided if a full and frank
interchange of views between the Federal Reserve Board and
the Board of Directors of the Federal Reserve Bank of Chicago
had been had.



(COE.
. FEDERAL RESERVE BANK
OF NEW YORK.
November 21, 1927,
Dear Governor Young:

At the meeting of the Federal Reserve Board and the Open Market In-
vestment Committee recently the question was raised as to how much gold could
be exported from this country without forcing additional borrowing on member
banks, and thus tightening money conditions. To put it another way, the
gquestion is how much gold exports could be offset by our purchases of securi-
ties. We have been making a little study of this problem, some of the
results of which I am attaching herewith,

The answer appears to be that we could export not far from one
billion dollars of gold, offsetting it with purchases of securities, before
the reserve percentage of the Reserve System reached its legal minimum. The
limiting factor, as the computation shows, is the requirement for collateral
for Federal Reserve notes, Because of the fact that bills purchased and
discounted now amount to only about 700 million dollars, all the rest of the
collateral for Federal Reserve notes must be in the form of gold, and this
ties wp one billion dollars of gold againet Federal Zeserve notes, whereas
the actual reserve requirement: for these notes is only 40 per cent of §$1,700
million dollars, or 680 million dollars.

The export of one billion dollars of gold would still leave us a
considerable elasticity in our domestic situation because borrowing by member
banks, or additional purchases of bankers acceptances, would promptly provide
additional collateral which would release gold, and gold could also be ab-

sorbved from circulation. If we assume that member banks would be allowed %o
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= {copY)
OFFICE CORRESPONDENCE Date November 28, 1927{7?: L7
To Governor Young Subject: Amount of gold that could be(/
exported without causing a short-
From Mr, Smead age of gold in the United States.

I have read Governor Strong's very interesting letter of November 21
regarding the amount of gold which the Federal reserve banks could lose for
export purposes without causing a shortage of gold in the United States, and
have examined the statements enclosed with his letter which were prepared by
his Reports Division,

One of the statements indicates that the System could lose 993 millions
of zold for export purposes by the purchase of a corresponding amount of United
States securities, as compared with a total of 782 millions given in my memorandum
of November 4., My memorandum did not make any allowance for increased note cir-
culation and deposits, beinz based on the condition of the Federal reservé banks
on November 2; nor did it contemplate any change in present operating methods,
under which the Federal reserve banks hold in their own vaults, secured by
collateral pledged with the agents, about 400 millions of unissued Federal reserve
notes. The New York calculation made an emergency allowance of 235 millions for
additional note circulation and deposits, but did not provide for the 400 millions
of collateral required against Federal reserve notes held by the reserve banks,
i.e., it provided for collateral against notes in circulation instead of notes
outstanding., Neither did it provide for a 35-million 5 per cent gold redemption
fund which the Federal reserve banks would have to carry against 700 millions of
paper-secured notes.

If the New York memorandum had made allowance for 400 millions of col-
lateral zgainst unissued notes held by the reserve banks and for 35 millions in
the gold redemption fund, its figure would have been reduced by 435 millions, or
from 993 millions to 558 millions; while if we had made the emergency allowance
of 235 millions for the additional note circulation and deposits, our figure would
have been reduced from 782 to 547 millions., The two calculations are substantially
reconciled as follows:

(In millions of dollars)

WER JORK FIWRE o sovrsosossonansass 98 DUR FIOURE oo -v0apss oeviiessnn 782
Deduct gold required as col=- Deduct emergency allow-
lateral for 400 millions of ance for additional;
unissued notes held by Note circulation .... 200
PRIDANKE - oo viinssssseiossesr 300 Deposits ...covevavee 35 235

Deduct 5% gold redemption
fund against 700 millions
of paper-secured notes ...... _35 435

NEW YORK FIGURE adjusted ......... 558 OUR FIGURE adjusted .eescsess 547

If zold exports were to be offset by member bank borrowings and by bill
purchases, the limiting factor would be the 40 per cent reserve against note
circulation (plus the 35% deposit reserve), since discounts and bill purchases
would replace the gold collateral withdrawn for export. When, however, United
States securities are purchased to offset gold exports, the limiting factor is

the reoquirement for collateral, as pointed out by Governor Strong, since the
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securities are not eligible to replace the gold collateral withdrawn for export.
Inasmuch as, under the law, collateral is required for the total amount of notes
outstanding, not the amount in circulation only, it would seem that the figures
given by New York should be reduced by 435 millions, or from 993 to 558 millions.
Of course, the amount of unissued Federazl reserve notes held by the Federal reserve
banks could possibly be reduced from the present figure of 400 millions (the New
York bank alone holds 120 millions), with a corresponding release of gold for
export, although it should be noted that this amount of unissued notes is close

to the average held in recent years in the reserve banks' vaults.

g The second table prepared by New York is based on the assumption that

1 billion of gold is withdrawn from circulation in exchange for a like amount of
Federal reserve notes, and indicates that of the 2,083 millions of gold that could
then be withdrawn from the System for export purposes, 1,040 millions would have
to be released by the Federal reserve banks through the discount or purchase of
eligible paper, leaving a maximm of 993 millions, as in the first circulation,
that could be released through the purchase of United States securities.

This tsble, like the preceding one, is compiled on the basis of
collateral recuirements against notes in circulation, rather than notes out-
stending, and like the other one it makes no provision for the 5 per cent
redemption fund against paper-secured notes outstanding. Furthermore, it
assumes that about 1 billion dollars of gold could be withdrawn from circulation,
although there is considerable doubt about the feasibility of this as only 1,068
millions of gold certific,tes were in circulation on November 1.

dr

Assuming that 1 billion of gold could be t:i.%g/from circulation,
but basing our calculations on notes outstanding instead of notes in circulation,
end making provision for the gold redemption fund, we find that of the 2,033
millions of gold exports, 1,553 millions would have to be offset by eligible
paper and only 480 millions could be offset by security purchases. The differ-
ence of 513 between our results and New York's represents the 400 millions of
additional paper that is required to cover the nnissued notes held in the
bank's vaults and 113 millions of paper to replace the gold which would have
to be carried by the banks ageinst paper-secured notes outstanding. This
difference is brought out in detail in the following comparison of New York's
calculation and ours:
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(In millions of dollars)

NEN YORK OUR
FIGURES FIGURES

P. B. note clircdlation ...cvios ssiemine Sl s ol (e P 2,900 2,900
(1700 + 1000 to replace gold + 200 emergency allowance)
Deposits «..... sy PR Rl > e P D s AL oD PSS P I 2,450 2,450

(including emergency allowance)

-

¥. R. bank reserves after withdrawal of 1,000

from CITreRlation cea:-cassesesionsssssnesesenndssssssssesios 4,050 4,050
Gold eXpOTts eovesvscscnsassscsncsssscoronananns R 2,033 2,033
RGBBI'VGB after exportﬂ TR R e I I R A I L R L B 2‘01? 2’01?

Reserve required:

Against F. R, note circulation - 40% .eccvecacceenaancnces 1,160 1,160

gainst deposita -35% ..'..l...'..-‘.....-. 857 857
\

Total 2,017 2,017

Collateral required against:

NOtBS in Circul&tion A s s s s s e s s s BB ERIAEbEBRIIREEs DR 2'900 e
Notes Outstaﬂding S e S s s T s st st s st EsRTesERREBEI RS s NN e 3'300
Gold reserve available as collateral s.cvieeceveccerccnanes 1,160 1,047

(The New York figure includes and ours excludes 113
millions of gold required to be maintained by the banks
as a redemption fund against paper-secured notes)

Eligible paper required as collateral;

No' available l...llll.lll..t..ll.llt-lllll-.it..l..tl.-.. ‘ 7m ?00
Additional requirements ........cc0cccc0ecens e O 1,040 1,553

Total 2,900 3,300
®1d exporta 'lll..'l.t...l.!..l....l.ﬂi......l't‘.ll...... 2’033 2’033
Amount to be offset by discounts and bill purchases ...... 1,040 1,553
Amount that can be offset by security purchases .......... 993 480
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Governor Young -2 = ¥ovember 21, 1927,

borrow to pay for gold exported, or assume a considerable increase in our

* holdings of bills, it would be possible to export another one billion dollars
in addition to the first billion, This could only be done at the cost of
firm money cond.i tions as member bank borrowing was increa:sed.

This raises, of course, the whole cquestion as to our future policy
with regard to gold. I think we would all agree that looking into the future
we want to give ourselves a considerable amount of lseway; that is, we want
to have sufficient gold so that it is possible at any time, by the purchase of
securities, to keep money rates moderately easy when this condition seems to
be required by the business situation or the world financial situation, 1In
other words, we want in the future to be able to do exactly what we are doing
this autumn,

As we look into the future, it is reasonably clear that the normal
increase in business from year to year, about 4% a year, will require some
additional amounts of currency and some additions to bank reserves, so that
our basic need for gold reserves will increase. There are so many complicat-
ing factors like the increase in time deposits, the replacement of currency
trangsactions by check transactions, the policy to be pursued with respect to
national bank notes, etc., that it is difficult to predict how muc the
requirements for gold reserves will increase year by year; though it will be
of value to estimate these tendencies as closely as we may.

The principal conclusions as to the present situation, it seems to
me, may be summarized somewhat as follows:

1. Any large loss of gold beyond, say, a few hundred million, and the
persistence of conditions i ndicating further losses, should raise
the guestion as to whether our policy should not be changed so
as to protect us from further large losses.

2. We have at present sufficient leelay in our g0ld supply so that we

can well afford to lose up to at least two or three hundred million
further, without retarding or hampering this country's business,
Digitized for FRASER
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Gove.nor Young

Nov er 21, 1927,

3« Our position is sufficiently elastic so that we can at least
well afford to allow the world!s output of gold to zo to
other countries for many years to come.

4.

The problem of the world's future gold supply and the gold
policies of different countries is one to which we should
give most careful continuous study, with a view to avoid-
ing disturbance by a capricious gold policy on the part of
any country. There is plenty of gold in the world if it

is intelligently dealt with,
We are making some further studies along these lines, the results of '
which I hope to send you from time to time.

Very truly yours,

BENJ . STRONG
Governor.

Honorable Roy A. Young,

Governor, Federal Reserve Board,
Washington, D,C.
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(Copy) Yederal Reserve Bank
of New York.

OFFICE CORRESFONDENCE Date November 16, 1927,

To Dr. Burgess Subject: Amount of gold that could be
exported without causing a shortage of

From H, V. Roelse gold in the United States.

The amount of gold that could be exvorted without seriously affecting
money conditions in this country appears to be a little over 850 million dollars.

This figure is arrived at as follows:

Toi;al Reserves, all Federal Reserve Banks « « « « « o« « s« o o« s « o« o o « $3,050,000,000*

Reserve requirements, all F. R. Banks
Security for note circulation,
Present note circulation . . . . . $1,700,000,000
Less bills and discounted
notes available as collateral . . 700,000,000

Gold required as collateral for

POt CAFEUIBIION « « v 5 o o & & w $1,000,000,000
Reserve against deposits . « « . . & 822,000,000

(35% of $2,350,000,000)

BEmergency allowance for additional .
note circulation (100%) « « « « » 200,000,000

Emergency allowance for reserve
against additional deposits

(85% of $100,000,000)# o« « o« « « 35,000,000
Total zold requirements s...... 2,057 ,000,000
Surplus available for eXport eceecevi.cenace $ 993,000,000

To avoid drawing down the reserve deposits of member banks, $993,000,000 of
gecurities would have to be purchased by the ResServe Banks to offset the gold
exports.

* After allowance for earmarking now in progress, and month-end currency circulation,

# The $100,000,000 to be provided by security purchases by the F. R. System.
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of New York </
-+ICE CORRESFPONDENCE Date November 16, 1927
To Dr., Burgess Subject: Amount of gold that could be

exported without causing a shortage of
gold in the United States,
From W. H. V. Roelse

B

The emergency allowances indicated above should provide for any
ordinary fluctuation in demand,

A considerable additional amount (about one billion dollars) might
be exported before the reserves of the Federal Reserve System fell to the
legal minimum, through the withdrawal of gold from circuletion, but only in
the event of heavy borrowing at the Reserve Banks which would produce a money
situation like that of late 1919. This could be accomplished as follows:

Reserves of all ¥, R, Banks

*

Reserves after withdrawal of $1,000,000,000 from circulation . . $4,050,000,000

GOId emorts L] - - - - - - - - - - - - . - - - - - - - - - - - - 2.033,0%,000
{
Reserves af_t;.\er OEDOTES o' & 5.5 W e W s w e v 8 207,000,000

Required Reserves
Collateral required for note circulation
Necessary note circulation . . « . . . .$2,900,000,000
($1,700,000,000 plus $1,000,000,000 . .
to replace gold, and $200,000,000
emergency allowance) .
Less bills and discounted notes avail-
BULE Oyl e R R e e b . e a 7RO 000,000
(Additional discounting to the
amount of $1,040,000,000 would be

recuired. )

Gold reserve - 40% minimum - required as
collateral for note circulation . « ¢« « ¢ ¢ v ¢ v « + « « $1,160,0® ,000

Reserve against devosits )
(35% of $2,650,000,000 which includes emergency allowance) 857,000,000

To tal ramired re'arve Ll - - - - - - - - - Ll - - L] - . - - & ‘01? .om ’000
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States

In accordance wit Board's reselutior of
table showing feor quarterly
of monetary gold
by the Treasury, by the Federal erve banks, and
.1s0 the amount held earmarked for foreign account. Changes
ach quarter and net gold imports or exports are shown
geparate table.
Pctal monetary gold stcek of the United States on January 1, 1921 was
1, 1927 - %4,451,000,000, aniincrease
cne month cf $1,541,000,000. Of this in-
the reserves of the Tederal reserve banks,

%11,000,000

1n circulation

ation reached the
only 3172,000,000 and
°00,000,000.. As is well
Federal reserve banks to pay out gold
member banks for currency. Thi
about two years until July,

cates in eirculation have been ralativaly

solicy having been to maintain their volune at
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about the same level. The paymer ut of gold certificates inte circulaution
has attracted a good deal of atiention and is frequently mentioned as one of
the methods by which the system has sterilized its gold. It need hardly be

pointed out herz that this statement is nct well founded, The cold paid out

+
-

into circulation has merely taken the place of an equal amount cf Federal
reserve notes and has nct in any way changed the volume of indebtedness of
member banks to the Federal reserve banks, or inflieaced the goeneral credit
situstion. It has not even materially changed the rsserve ratio yf the re-
serve bancs, because when gold is paid out znd the rescrves arc decreased by
that smount, an equivalent amount of Federal reserve notes is taken in, and
the banks' lizbilities ars thus reduced correspondingly, so that the reserve
ratio changes but little. If the Federal reserve banks should withdraw a
billion dollars of zold from circulation at the proesent tine and pay cut an
nivalent amount of Fzderal reserve notes, the serve ratic wculd cnl -
risec from about 75 to 80 3¢ ex It is true, howe
serves of the Federal rcserve baanks would increase by about 500,000,000,
because only 400,000,000 of the gold withdrawn would be required as réserves
against the additional note circulation, and the remaining “600,000,00C would
bec surplus gold. In brief, the paying out of gold hus diminishced the total
amount of 2o0ld hsld by the Federal reserve banks without having had any
effcct on the meneral credit situstion and with only & slisht effect on
Federal reserve banks.
circulation, abcut 383,000,000 on Dece
g & considerable me of uncertainty, because much of this coin
doubt bsen carrizd abroad in the pockets of travelers or mclted down

by jewelers and others. The zold held in the Troasury has changed rclative-
. = o i

1y little. About 154,000,000 of it represents gold held us resorves acainst
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Abstract of Replies of Federal Reserve Agents to the Question:

The Effect of Changes in Federal Reserve Bank
Rates upon the Rates Charged by Member Banks on Customers
Loans, Including Loans to Banking Correspondents,

1, Federal Reserve Agent Curtiss of Boston:

The reduction was reflected by similar reductions in money
rates to customers only in those banks which are sensitive to open
market conditions, Thus in the first and second grade of Boston banks,
and in some of the larger country banks, such as Providence and New
Haven and a few other centers which are in close touch with the New
York money market, the rates to customers declined promptly.

In July the going rate for prime commercial loans to competitive
customers at the banks was 41%, but in August it dropped to 43% with
some shading to 4%, and by September 4% was quite common,

Similarly, the rate charged by the larger Boston banks on loans
made to their correspondent banks in the country was 4%% in July, and

4% following the reduction in the Federal Reserve rate. As a rule, the

spread in this rate is pretty constant at 4% above the Federal Reserve

discount rate,

In the third grade of Boston banks, quotations for commercial
money to customers has been quoted at 44% to 6% ever since May, and no
perceptible change has taken place since the reduction in the discount
rate so far as may be measured from the data obtainable on the rediscount

applications of these banks,
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Outside of Boston, in the country districts not closely in
touch with the money markets, the rate has been pretty generally 6%
for a couple of years, and no change is discernible during the last few
weeks,

The demand for commercial money has not been greatly stimulated
by the reduction in discount rates.

The outstanding volume of brokers' commercial paper has shown
a gradual and practically continuous decline in recent years except for
seasonal changes ..... The demend for this paper by the banks has tended
to increase in recent weeks despite the fact that the yield has declined
since the reduction in the discount rate,

Brokers' commercial paper, which was gquoted generally at 43%

in July, is now plentiful at 4% with occasional shading to 3%,

The effect of the reduction in discount rates has also been
reflected in the rates for stock exchange funds which have declined,
while the volume of such loans outstanding has risen sharply since August

bth,

2, TFederal Reserve Agent McGarrah of New York,

The money market adjuste itself at once when the Federal
Reserve bank rate is raised or lowered, - acceptances, drafts, bills
and the call money market. So also as to customers commercial loans.
In the smaller cities, like Buffalo, the change is practically without

influence upon customers' rates, Only one change at Buffalo could




poesibly be ascribed to the rediscount rate, and here a change was made
by only one of the three reporting banks, The rate on interbank loans
is influenced but slightly,

In New York City a change in the rediscount rate seems to have a
fairly consistent tnough slight effect upon customers rates on commercial
loans, some banks chaXging &% less, others making no change. On only
one occasion did one of the five reporting banks make the full 1/2% change
on some of its loans. After the recent reduction, two banks lowered
their rate }%, while three made no change at all, This applies also to
the time rate, In August, 1927, only a single bank made any change,

The rate on loans secured by warehouse receipts does not seem to be

influenced by rediscount changes.,

3, Federal Reserve Agent Austin of Philadelphia,

We sent a questionnaire to all our banks, practically all of which
replied that they did not feel any effect from our rate changes,

700 replies were received, 9% reported they had found it necessary
to reduce rates in some instances, which probably means that the strongest
customers had reaped the benefit, A few banks had lowered rates on
adjusted service certificates in accordance with that provision of the
law making it obligatory that the rate on such loans shall not be more
than 2% sbove the Federal Reserve rates., Some banks, particularly in
Pniladelphia, had lowered rates to correspondent banks, 60% of the banks

in Pniladelphia from which replies were received, had lowered rates, also




14% in other cities of more than 5,000 population and only 5% of the others.

In addivion to those banks which lowered rates either voluntarily
or upon request, 6% of the total number had received one or more requests
for lower rates, the requests being based upon our reduction in rates,

We do not have the data to state positively the effect of an advance
of Federal Reserve discount rates, Our charts show that i; two reductions
waich we made in our rates, we preceded a decline in the Philadelphia bank
rate for customers paper and we followed the advance in that rate in the
one advance we made in our rate,

The recent reduction was made when the open market rate was on a
parity with our rate, and since then the rates on commercial paper have
strengthened rather than declined with our rate, Our advance in rates in
November, 1925, was made when the open market rate for paper was considerably
above our rate, Our change in rate was not immediately followed by any
change in the rate for commercial paper, but subsequently it fluctuated
quite widely, coming down finally to the level of our discowmt rate shortly
before the recent reduction of our rate, I will say that the bank in
Philadelphia did, however, lower their rate that 1% since that one change

was made,

4, Yederal Reserve Agent DeCamp of Cleveland,

In the main, the benefit of the reduction has not been passed on
vo the customer, On certain paper, where the larger city banks in this
district are in competition with New York and Chicago banks, there has been

a shading of rates, butthe "run-of-mine" customer is paying the same rate
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as he paid before the Federal Reserve bank rate was reduced, No evidence
that the rate in country banks has been reduced, Customers rates are

not increased when the Federal Reserve discount rate is increased, except
in so far as the rates apply to strictly prime paper in the bigger centers,
Increases or decreases in the Federal Reserve bank rate, however, do affecs
rates at which paper is offered in the open market, and at which highe
class commercial borrowers obtain loans, Borrowers rates cannot be shaded

much in view of the 4% rate paid on savings and time deposits.

O, Federal Reserve Acent Hoxvon of Richmond,

The reduction in the Federal Reserve rate has had very little, if
any, effect upon the rates charged by the member banks to their customers,
except in Baltimore, Washington, and Richmond, Baltimore comes directly
into competition with New York and Philedelphia, and many borrowers in
Baltimore have credit in the larger cities which enables them to obtain
more favorable raves at home, This is true to some extent in Washington
and Richmond, Of course, the Federal Reserve rate is promptly reflected
in the rate at which outside paper may be bought regardless of the location
of the purchasing bank,

Country banks in this district do not, as a general practice, pass
on to thelr customers the benefit of cheap money unless and until they are

Nepliwtltel 0
forced to do so, .... Reasonable momey rates have had their effect upon
A
those country banks which have accounts of individuals, firms and corpora-
tions who could obtain credit in the larger cities as well as at home,

Tais class is able, therefore, to obtain the best rate on its borrowings.




The home bank is forced to meet competition in such cases whenever possible,
Those in rural sections have been brought in closer touch with larger

towns and cities, and they bring pressure on the home banks, and whenever
possible, the smaller bank meets the competition, The principal obstacle
in the way of full benefits of Federal Reserve rediscount rates reaching
the rural sections is the absolute need of relatively large gross income

to cover the overhead expenses of the smaller banks, Many banks have so
little busim ss that they could not exist if the lending rate were not
maintained at or above the present level ,,,.. In this district there

are meny banks which were organized for purposes other than to meet the
actual legitimate demands for banks ..... Instead of accepting smeller
rates on their loans and meking a corresponding adjustment in the operating
costs of the banks, t0o many banks seek out loans which bear high rates

of interest or which are subject to a heavy discount rate, epparently not
realizing that the credit risk is very much greater.....

Replies from 80 bankers:

The great majority replied that the district was a 6% district, and
that it remains so, without reference to the Federal Reserve discount rate,
Many banks felt forced by competition to pay a higher rate of interest on
deposits, and this rate governs their rate on loans, A few stated that
fluctuations in the Federal Reserve rate were passed on to their customers,
but these replies were, with one exception, from large banks in cities or
sizeable towns, They all stated that the Federal Reserve cut did not tend
to mske credit conditions easier for agriculture, business and commerce,
except that they were forced to quote a lower rate to those big customers

who could demand credit from banks away from home, One banker replied that
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as the reduction in the Federal Reserve rate is at once broadcasted
through the newspapers, its effect is almost immediately felt by the
banker from those who are in a position to expect lower rates when they
are justifiable, Prior to the present rate of 3%%, é lower rate than

6% wag practically unthought of by any of our customers, During the past
several months we have been obliged to offer them accommodations at as low
a rate as 4%%,

Others answered the question that while they did not pass on the
reduction, it was a benefit to agriculture and business because it made
the member bank inclined to be more liberal in commitments for agricul tural
and business purposes,

Another banker in South Carolina admitted that he made rate concessions
only to those who could get a low rate elsewhere. Another banker stated
that before the Federal Reserve reduction, the larger banks crippled by a
lack of demand in their own territory, had begun to invade our territory,
seeking borrowers among our preferred class of clients, and these banks
have been much encouraged by the low discount rate now in force,

O% on deposits is very common in our district, and occasionally 6%,
All the banks thought that in the future customers might get the benefit
of lower rediscount rates, One banker admitted that when the Federal
Reserve rate was 4% he charged his customers 7%. Now that the rate is

reduced to 33% he is making them pay 63%.

6, Federal Reserve Agent Newton of Atlanta,

The banks in reserve cities state no effect, Several of the other

banks stated reductions had been made, particularly in loans on commodities
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and to country correspondents., No direct benefit to the fammers,

except that there has been some reduction in rates made to cooperative
marketing associations, and in this way producers have bemefitted by the
reduction, Our member banks have not complained because of the reduction,

but I think in time they will be affected by it.

7, _TFederal Reserve Asent Heath of Chicazo.

The average rate earned by 10 of the larger loop banks in September
was 4,85% as against 4,80% in August..... The largest bank in Chicago
reports that a considerable number of their largest customers have called
on them to reduce the rate on their loans, and that they have been
compelled to do this in a number of instances, although they have been
able to maintain the old rates on most of their notes because of the
continued demand,

The second largest bank reports that commercial rates have been
well maintained at 4&% and upwards, this minimum rate only being shaded
in a few exceptional instances, usually by reason of the competition of
Eastern banks, Since the reduction in the Federal Reserve rate, we have
continued our rates charged to our customers at the same quotations,
without, however, the usual seasonal strength and normal increase, On
tne contrary, the tendency has been toward some increase in the number
of loans which have been made under the quoted rates. This evidence of
weakness in rates is not inherent in our Middle West situation, nor
would have been expected and demanded by our customers, nor was necessary
in the operation of their business, In our opinion, it has been occﬁaioned

by the competitive rates offered by Eastern banks due to the sentimental




effect of the Federal Reserve rate reduction there, and also to the
large amount of foreign money now on deposit in New York,

Such loans as have been made under the quoted rates have been to
large corporations, usually with eastern bank accounts and the loans to
individuals and the general local business houses have not been affected
in this respect.

Neither do we believe that the individual farmers and merchants in
the rural communities have had their rates of interest decreased,

The third largest bank reports: (a) Quite a number of our customers
have brought the cut in Federal Reserve rates to our attention, and in
some instances we have had to accept reductions, principally from out-of-
town concerns who compelled us to meet eastern rates, (b) The lowering
of Federal Reserve rates has been used as an argument for lower rates,

We have been, however, zble to hold rates fairly well except where we

have had to meet competition. The increase im our loans over a year ago
has helped our arguments considerably. (c) As a general rule, our large
borrowers maintaining substantial accounts have indicated to us, and in
somé instances have insisted, that rates to them should be reduced, and
have advanced as reasons the reduction in the Chicago Federal Reserve bank
rate and the low call money rate, We have been obliged in many instances
to reduce # of 1% to these borrowers,

e have been able to maintain our rates fairly well on loans other
than those referred to above, (d). The cut in the Federal Reserve rate
has brought in quite a number of inquiries for lower rates, and in a few

instances we have been obliged to shade them, In most instances, however,
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we have been able to maintain our rates based on the heavy counter demand
which we have had for funds, which has from time to time necessitated our
going into the Federal Reserve bank as borrowers ourselves, (e) A few
customers have intimated that they should obtain a lower rate on account
of the Federal Reserve rate reduction, but with very few exceptions we
have been able to obtain our counter rate, Ordinarily, on account of
seasonal demands, we could obtain slightly better rates had not the Federal
Reserve reduced their rate. (f) A few banks, principally those with
inadequate balances, have stated that they should obtain a low rate since
we could borrow money at the Federal Reserve at 33%,

One of the larger trust companies of Chicago reports that there was
no general effect on rates in their bank as a result of the reduction of
the Federal Reserve rediscount rate reduction. In general, the counter
rate remains the same as before, Fractionally, in some rate instances
to the extent of %, important customers have contended for a lower rate
than was previously given them, and as a matter of policy their contention
has been favorably met, The aggregate of these items would represent but
a small proportion of our loans, and 4 of 1% would be the maximum reduction
in any case,

2. Reserve Cities,

Indianapolis:
OQur largest bank writes that their rate to customers has not

been changed to any noticeable extent, The second largest bank: - The
reduction has had considerable influence on our customers; 2 number of

them demanded a lower rate, and of course we acquiesced with some of them,

This reduction has cost this bank considerable, making it difficult for us
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t0 make any money, The third bank: The reduction has only operated to
give customers who figure closely an excuse or basis for requesting
concessions in our rates,

Detroit:

The largest bank: Has had no effect whatever upon the rate
charged to customers of this bank, The largest national bank: The
average rates during the past week as compared with August, are .21
per cent lower, As applied to all of our outstanding loans compared
for the same periods, we find a reduction of .10 per cent, No appreciable
effect upon the local demand for funds. Not prepared to say whether
lowering of rediscount rate has brought about the change in rates indicated.

Milwaukee:

Reduction has immediate sympathetic effect on our rate, Our
average rate has decreased about } of 1%, and will probably go lower as the
season advances,

Des Moines:

No appreciable change in our rates. Lowered in a few instances for

customers who also have accounts in Chicago and New York,
Another bank: Has not affected us in any way materially,
Sioux City, Iowa:

No effect on rates, Another bank: No effect, except that feed
lot loans show some effect through competition, Our rate has been reduced
about 1% on paper of this class,

Cedar Rapids, Iowas

No effect,

Grand Rapids, Mich:

No effecs.




3., Replies from a selected list of 75 or more country banks: No
effecy, with three exceptions., One bank in a town of 10,000: We give our
customers the benefit of the reduction. The lowering of the Federal Reserve
rate has been of some material benefit to both city and farmer customers,

Mr, Heath intimates that the zbowe is not correct; that the bank is

charging and has been charging 6%.

8, TFederal Reserve Agent Martin of St, Louis,

No effect upon customers rates, The slight lowering of interest
rates to customers would doubtless have happened regardless of the Federal
Reserve rate, This is true of banks in the large cities, and of numerous
country banks,

The Federal Reserve change had no effect on Memphis, Lgpuisville, or
Little Rock, or any of the other of our larger cities. It had an effect
at St, Louis, We changed our rate on August 4th, and the rates show a
decrease between July 15th and October 15th, The universal report as to
country banks is that there have been no changes in the rates paid by

customers due to the change in the Federal Reserve rate,
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9, TFederal Reserve Agenv Mitchell or Minneapolis.

The effect of a change in the Federal Reserve bank rate in the
Minneapolis district is that it gives the borrower an opportunity to call
the attention of the member bank, in the larger cities in particular, to
the fact that there has been a change in the Federal Reserve bank rate, and
the borrower feels that he should derive some benefit in the way of a
reduction, If the rate is advanced the borrower does not call attention
to the fact,

The city member bank will be largely influenced by what local
competitive banks will be inclined to do, and also by what action would be
teken by eastern member banks that are loaning in the western sections,

Relatively few borrowers are affected in the cities by a reduction
in the Federal Reserve bank rate, If a Federal Reserve bank rate is
increased it automatically means an increase by the city member bank in
its rate to such customere as would be affected by a decrease in the rate,
A lowering or raising of the rate does not affect the rate charged by the
country banker on small loans,

The effect on loans to banking correspondents by city member banks
is to give the borrower, in some instvances, the benefit of the reduction,

but not in every case,

10, Federal Reserve Agent McClure of Kansas City,

Customers rates are lower than for many years. Impossible to say
positively that these lower rates were brought about by the reduction in

the Federal Reserve rate on July 28th, That it had a tendency to lower
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rates cannot be denied., Direct loans on feeder cattle are at least 1%

less than in the past, [The prevailing rate heretofore charged by city
banks on paper rediscounted from their country correspondents was almost
universally 6%. Now much of that paper is being taken at 5 to 53%. The
reduction in the Federal Reserve rate gave confidence to all the banks

in the district that they could safely expand their loans, etc, The
lowering of the Federal Reserve rate has stimulated the markets, especially
on live stock. One of the largest banks in Kansas City: Rates of interest
on customers loans of all kinds have been lower the last three months,
Rates on cattle loans are, on an average, 1% lower. Up to July lst, the
rate charged to country banks by their city correspondents was almost
universally 6%. Now a large percentage of these loans is made at 5%, with
an average of not over 5%%. Perhaps some of this lower interest might

have come about on account of the easier money market, but in my opinion

the change in the Federal Reserve bank rate had much to do with it,

1l, TFederal Reserve Agent Walsh of Dallas,

Replies from banks: The cut was made too late to show effect on
country banks, as the loans had been made earlier in the season, We charged
all of them 5% which was 1% higher than the Federal Reserve rate, and we did
not have a single objection, As to rates made to individual customers,
there are some who have insisted that their rates be cut and in instances it
has been done, The Federal Reserve rate should be around 43 to 5%. No
one would be seriously hurt by a difference of 2% or 1% on the money they
borrows Other banks: The change does not, except in a very few cases,

have any weight on the rates charged by member banks in this district on




customers loans, including, bank loans, It does have an instantaneous
effect upon brokers rates, thereby forcing southern banks who are for a
short tife only each year in the market for commercial paper to accept
these low rates, As the country becomes older, changing the Federal Reserve
rate will have some effect locally, but now it does not to any appreciable
extent,

Another bank: Has had no apprecieble effect upon opeén market transactiams,
Tae reduction in the Federal Reserve rate has been beneficial,

Another bank: No appreciable effect. Rates already down to the
irreducible minimum. No effect upon the country banks, as the spread is
so large, - between 3% or 4% Federal Reserve rate, znd an 8 to 10% customers
rate., Speaking generally, the reduction has had little effect except in a

few instances,

12. TFederal Reserve Agent Newton of San Francisco,

While a low Federal Reserve discount rate undoubtedly has an influence
on the lending rates to borrowers from member banks, it is not immediate, I
end can only become effective, if at all, after a continuous period of
low rates,

Answering the specific question, I would say that as yet it has had
no noticeable effect, Replies to letters addressed to bankers are
unanimously to the effect that the recent reduction in Federal Reserve
discount rates has not been passed on to the borrowing customers of the

member banks,

Governor Young states that this evidence tends to show that the

3%% rate was opposed largely by the big banks, their complaint being




that they would have to meet that rate., The replies now in may lead
one to believe that they reluctantly admit that it did have some
effect, not with all of their customers but with some of them,e....
The banks of the Chicago district apparently preferred stock exchange
loans at 4 or 4%% to meeting the demands of their own customers, Now
that the stodk exchange rate has gone to 33%, there is little demand
from the West for commercial paper at 4%, so that I saw it go down to
3%, 3% and 3% per cent the other day, in some cases, and it is interesting
to watch that shifting all the way through, Therefore tne rate must have
had some psychological effect, I do not think there is any question
about that, Easier money, of course, had the main eftect on tne: situation,
I vhink, Minneapolis had to meet the rate with the big borrowers, and they
met it much more quickly than Chicago and some of the other points, Some
of the borrowers were acvtually going to New York, and as soon as they
started Minneapolis started to meet the rate,

Governor Young states that even though this discussion may bring
out the fact that the rediscount rate had a certain effect on businesg,
even extending to the agriculture and live s tock industries, that is
rather a dangerous statement for the System to make publicly, as you
cannot tell when it may be necessary to veer around some day and raise
the rate, It is all right for our own infommation, but I think that is
where 1t ought to stop.

0 o ok e ke e ke

Discussion of the Aphove Before the
Federal Reserve Board.

Chairman Martin states that the statements of the twelve Chairmen
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show about as follows:

The change in vhe discount rate caused immediate effect in New York,
less immediate effect, bus comparatively quick action, in the large
centers, particularly those centers in which is located the parent bank
of the Federal Reserve bank, It resulted in a slight decrease in rate,

So far as the smaller banks were concerned, in the majority of
instances, it showed that there was very little effect caused by the change
in rate as to customers rates,

Kansas City reports quitve a change. For instance, in cattle feeders
and cattle loans. On the whole, however, the change in the rate was not

as apparent in the rural districts as in the large centers.






