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Ofﬁﬂce COTF@% cil 3 Date_ September 20, 1928
To Mr., Hamlin

From _ Mr. Goldenweiser

Referring to your memorandum of the nineteenth about
discounts by the Federal reserve banks on paper secured by
bonus certificates, I wish to say that on August 51, 1928

the total of such certificates held by the reserve banks was

$2,090,000, and that at no time has the figure been much

larger than that., This represents about one-seventh of one
per cent of the total earning assets of the Federal reserve
banks. You will see, therefore, that Governor Harding's

gstatement was well within the truth.

VOLUME 183
PAGE 50
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EARNINGS AND EXPENSES OF FLIERAL REUSERVE BANKS

AUGUST 1928. Total earnings of the Federal reserve
banks in August were $105,000 more than in July, an
incrcase during the month of $117,000 in carnings
from discountod bills and of $17,000 in carnings
from purchased bills being only partly offset by a
decrease of $22,000, . in misccllancous cearniags
and of $5,000 in carnings from U. S. sccuritics.
Current expenscs (oxclusive of cost of
cserve c;_rcncg) were the same as in the
1 preceding, $2,199,000, as compared with
7,000 in Mugust of last yoar.

FIGHT MONTHS ENDING AUGUST 31. During tho clght
months ending August 31 carhings totaled $37,944,000
as compared with ¢2? 352,000 last year and

830,467, OOO for the corresponding period in 1926

Current expenses (exclusive of cost of
Pederal reserve currency) amounted to 17,350,000,
an increase of %175,000 over the corresponding
period of last year.

After providing for o211 currcent ex-
pense and dividend requirements, the Fedcral rcserve
banks on August 31 had a balance of 512,855,000 avail-
able for losses, depreciation allowances, surplus
and franchise tax, as compared with a balance of
310,324,000 at the end of July and of 33,450,000 at
the end of August 1927.

The last column of the statement has
been so amended as to represent the balance avail-
able for reserves, surplus and franchise tax after
deducting dividends accrued, net charges to profit
and loss, cost of furniture ond equipment purchased
during the current year, ctec. This change was deemed
advisable since current deductions, which have in the
past been small, are now rather large due to losses
incurred on U. S. securities sold. The statement has
been further revised so as to show cumulative figures
for all Fedoral rescrve banks combined for the years
1925 and 1927 to the end of the report month.
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CONFIDENTIAL
Not for publication

EARNINGS AND EXPENSES OF FEDERAL RESERVE BANKS, AUGUST 1928,
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' FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS
SEPTEMBER 22, 1928.
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CONFIDEIITAL
CREDIT AND BUSINESS DSVELD?J&N;E
IN 1928

——

Gold

Reversal of the gold movement has been the outstanding fact in banking
and credit developments since last autumn. The monetary gold stock of the
United States, which at its peak in ilay, 1927 was above $4,600,000,000, de-
clined by June of this year to about $4,100,000,000. Comparison of this loss
of gold with the growth in reserve bank credit shows that the increase in re-
serve bank credit has almost entircly reflected the withdrawal of gold. The
other factors affecting the volume of reserve bank credit have been relatively
unimportant. Currency demand has declined somewhat and member bank reserve
balances have remained at about the same level as last year.

This considerable loss of gold during the year raiscs two questions:
first, what purpose has it sorved? and sccondly, what ig the probablc course
of gold movements in the immediate future? In answor to the first question,
it cun be stated that the loss of gold by the United States has been zn im-
portant factor in tho return of the world to the gold basis. Gold reserves
of countrics outside of the United States and Cunada have incroeased by about
$6800,000,000 during the period and tho reserve position of most of the im-
portant central banks hus improved. This year Burope is sble to fzc# the
autumn demand for Amcrican exchange, with the possibility of o loss of gold,
without serious apprehension as to the effcets this loss may have on monctary
stability or en availability of credit for domestic trade. At this time last
year the gold standard was going through a critical period, and now it is
firmly cstublished; not only have France and Itzly returncd to the gold stand-
ard, but oth.r countries, including Bngland, hove stpengthencd their position

t0 such zn extont that an gbandonment of tha standard is no longcr to be feared.
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Is the United States liksly to lose more gold? Analysis of the destina-

tion of the gold shows that the principal taker was France, with Argentina next
in importance. The movement to Fruncc wis in connaction with the reestablish-
ment of monztary stubility, and that to Argentina largely the result of a favor-
nble balance of payments. From neither source arc further demands upon our gold
to be expeeted. France still has large holdings of forcign exchanzte, which
would enuble her to draw more gold, but her problem now is to maintain the sta-
bility of the frunc and for that purposc foreign bulunces are better than gold
in vault. Purthermore, with the critical period of stabilization safely passcd,
France is not likely to tie up more of her funds in an asset as sterile =s gold.
On the other hand, with hor reserve ratio not far above the legil requirement,
Frence is not likely to releass much gold.

Argentina now has morg than 600,000,000 of gold, a large amount for o

country with Argentinu's populition and trude activity. With the prosent price

of wheat and the position of the capital markets her balaonce of paymants may not

be as favorable as last year, and in that event she may meet some of her bulances
on current and on capital account by &old exports. It is z2lso expected that she
will reorganize her central bank and in that case may wish to convert a part of
her gold into foreisn balunces. For a country as far ramoved wus Argentina, with
shipping costs as high as they ure, a forcign balunce is praefercble to gold in
vault for cxchange operations.

England now has about $125,000,000 morc gold than at thc time of her riturn
to the gold standard and she has neither incentive nor capacity to buy more gold
at a time when it is particularly important for her to maintain a favorable bal-
ance of payments with the world.

Goermany has greatly increasaed her gold rescrves, chiefly through acquisi-
tions from Russia, and shé cannot be expected to be an important buyer of =zold

in the immediatz futurc.




==

Italy is still gold poor, but shc is poor aleo in other respects and she
can hardly afford to exchanzz her products for the ycllow metal,

Gold movements in and out of Canada gonerally offset each other in the
coursc of a few months and there is no prospect of considerable gain or loss
of gold from that source. In the long run this country rcccives from Canada
approximately as much gold as Canada produces, which is about 435,000,000 or
$40,000,000 annuzlly.

Indiz may be expected, as usuul, to take a part, but not a large part,
of the total amount of betwsen 3200,000,000 and 300, .00,000 of gold thot is
amually added to the world's gold stock in excess of industrizl demands. The
remainder will probably be more than sufficient to mcet whutever demands the
minor countries may muke upon the world's gold stock.

To sum up, it would appcar that the United States is not likely to lose

gold during the noxt year, and that on the contrury, there is every probability

of some uddition to our gold stock, and « possibility of this addition being
considerable. On the other hand, no substantial proportion of thc gold now heald
by central banks, which hus been built up to insurc the stubility of the coun-
trigs' finocneiul structurcs, is likely to be relaascd for oxport. Since last
June therc his been a gradual inercuse in our gold stock amounting to “bout
£15,000,000 or %16,000,000, 5ﬁf[in Septcmber there his been a further inward
movcement. Whatever gold comes to the United States in the next few months will
be largely absorbed in the reduction of membor bank indcbtedness, =nd in view

of the large volums of this indebtedness, such a roduction will not materiazlly

affeet the eredit situstion.
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The tightening of money in this country during the pust year has also been
due largely to the loss of gold. At the prescent time the level of rates is
higher in this country than abroad, except in Gormanj, where normal conditions
have not yet becn estublished. It would seem that the loss of gold by the
United States, together with the growth of credit in this country and the policy
of the reserve bunks, have tightened crodit conditions throughout the world.
The rise of money rutcs in this couptry has made it ncecessary for foreign coun-
tries to aaintain a sufficicently high level of rates to prevent considerable
losses of rgserves to the United States.

A meuasure of the tightcning of money in the United States can be obtained
by rcference to changes in rates prevailing o6n the different classes of loans.

Rates on stock exchange lozns have advanced since the summer of 1927 from about

4 per cent to 7 1/2 per centy commercial paper rates have gone up from 4 to

5 1/2 per cent, znd acceptances from 3 1/8 to 4 1/2 per cent. It is to be
noted that rates increased most in that field in which there has been the largest
expansion of credit, namely, in loans on securities. Open-market rates on bills
and on commercial paper have advanced, but muoh less than rates on sscurity louns
Another phase of this development is brought ont by the fact that money
rates to customers have increased less than open-market rates. Rates to cus-
tomers at banks in New York City have increased more than ruates in other Eastern
cities, and rates in Bastern cities have increased a groat deal more than the
average of rates in Western and Southern cities, which shows an increase of less
than one-half of one per cent. This indicates that the burden of high money has
fallen much more heavily on those¢ who are financing transaztions in securities

thun on those who are finuncing productive activity.
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The question thuat is somectimes raiscd in this connection is whether high

rates have not attracted money to New York to the detriment of the lagitinmate

needs of commanities in the interior. An unalysis of out-of-town bank funds in
the New- York murket shows that balances held by New York banks for out-of-town
banks have been declining throughout this year, while brokers' loans on account
of out-of-town bank correspondents have changed relatively bittle. The total of
these two amounts, which mexsurcs the volume of out-of-town banking funds in New
York, huas had o downwurd tendency throughout the yeur. It is notable that out-
of-town bmking funds in Néw York incruascd throughout 1927 during a period of
cheap money cnd declined in 1928 at z timc whon money was dear. This is not as
surprising as might appear at first gliunce, becuuse monecy goces to New York in
the great majority of cuscs after the demunds of locul customers have becn suat-
igfied. Ia a broad scnse the moncy market absorbs surplus funds and not funds
currently nccded by trade and industry. Eisy moncy in 1927 was due in part to
the lack of commercial demand and this lack cuaused moncy to flow into the money
market. In 1928 the local demand for ercdit has bogn larger and additional bank
funds have not scught investment in the money market.

It is truo, howevor, that ccrpor&tions have groatly inereascd their funds in
the money markst. This fact, which is on¢ of the conspicuous banking devolopments
of the year, is essentially tha consequence of high money following upon a long
perisd of easy money. Corporations taking advantage of the low level of rates
have put themselves into a strong cash positlon by the flotation of large amounts
of securitics. Iu the absence of considerable growth of industry, these funds
arc temporarily idle and have been utilized in the moncy markst. The effects of
this deveclopment have beoen greatly over-emphasized. Brokoers' loans huve not
greatly increascd as 2 consequence of corporatc funds coming into the market, since

the corporations huve for the most part tuken ovoer louns which otherwisc would
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have been carried by the bunks. Tiue consequence has been some decrcase in the
reserve roquirements of member banks, which in offect sold some o»f their louns
to customers who paid for them by drawing upon their deposits. Waca the cor-
porations will want to usc their funds, they will gradually withdr-.w them, and
then the mcmber buinks will roassumc the lowuns, wnd the cffect will be primzrily
a2 growth of depasits and conscquently »f reserve requircmonts.

The impsrtant phuse of the situstion is thut there is 4 volume of
$2,000,000,000 of louns th:t is mude by corporztions wnd is, thorufors, neither
subject to the customer relationship which devolves upon member banks, nor sub-
ject to supervision by bunking authoritics.

Banking developmonts

Growth of bunk eredit during the fiscul year ¢nding June 30, 1928 hus been
at an unusu.lly rapid rate. Toking =11 the bunks in the country thers huis been
an increus: of #3,500,000,000 in loains znd investments amounting to about 6 1/2
per cent, the largest percentuge of growth since the ycur ending In Junz, 1925.
This growth hus been chiefly in lozns on gocuritios und in investments. The
growth in other lo.uns has boen much less and of this increase a4 part has been in
re=l estste loans. The incrcase in locns for industriszl =nd commercial purposce
has boen modorate. Bunk holdings of paper eligible for rediscount a2t the Fedeml

resorve banks have dsclined by about $120,000,000 since Juae of last your.

Mcmber bank deposits incroused only cbout one-half us much «s loans and in-

vestments, 3$1,200,000,000 as comparcd with #2,400,000,000, and all the growth
has bscn in time deposits which acdounts for the slight growth in member bank
reosorve requircacnts. The difforonce botween the growth in loans and invest-
ments and in deposits is oxplained once more by the loss of gold. Deoosits have
boen withdrawn from the memboer banks in gold and the member banks have replen-
ished their rescrves by borrowing from the Foderal rescrve banks. An indication
of the use by forcigners of thsir Amorican bulancas ty draw gold is given by

the figurcs of the amounts duc by rmomber banks to foruign depesitors. Be
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the end of 1927 and the middle of 1928 thesc amounts deersused by about
$175,000,000.

The rupid growth of bank credit, to which reference hus just been m:de,
securred largely in the latter part of 1927 .nd the curly part of 1928. Since
Mzy thore has been z declinc in loans and investments of reporting member buanks,
and in =ll probability in the total volume of bank credit outstunding. This de-
cline has been in part in loans on sccurities and in part in investments, as banks
have met thc pressure for credit in part by selling securities. So-called "all
other loans," including loans for commercial and agricul turzl purposes, have in-
croased since May and recently have been showing o scasonil expansion vhich gen-~
erally comas to a peik at about th: middle of October.

Business conditions

Throughout the period of rapid growth of bunk credit, followed by = period
of relative constancy, business canditicns'have recmuined unusually stable. In-
dustrial production has been maintained at a high level and during the past
month there has beca o considerable inerease that carried the totzl to the
largest volume on record. There arc inlustries in which depressed conditions
provail, purticularly in thc textile industry. Of the two mainstays of rocent
industrisl prosperity, automobiles znd building, automobile production has kept
up its remarkable record, and figures for August indicate the largest production
in the history of the industry. The year 1928 bids fair to roplace 1926 as the
banner yewr in cutput of automobiles. The building industry has shown some
signs of recession, as indicated by a decline in builiing contracts awurded in
August to a level lower than at any time since the early months of 1925. It
has bacn suggestad that this abatemont of building inlustry is due in part to

the prevailing high money rates, In September, however, thero has been some
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growth in building contructs awuardod.

BEmployment nd payralls have beoen stible at a high level luring the yoar.
Digtributiosn of comaodities to the conmsumor both at wholusale and ut retail has
continu:d ot « high level and there his been no growth in accumulated inven=-
tories. Stocks of department stores, for which good figures are available; are
exceptionally small.

Conditions in agriculturec show improvement for the year. Crops arc abundant
and farm income is expected to be larger than in 1927,

Priccs

Contrary to the usual belief that high money rates result in price declines
the general level of comnodity prices has been advancing with fluctuations since
eurly in 1927 :ind has shown a more rapid advance in the past throee or four monthe
This risc in prices has been greantest in farin products, but has also boen evident
in nonagricultural comnolities. Furm products, particularly grains and cotton,
showel a rapid advance early in the ycar and have recently boen declining. Live-
stock prices, however, arc ot un oxceptionally high lsvel and this is what accountte
for the mointenance of the general level of agricultural prices. Among non-
agricultural commoditigs, advances have occurred in the price of copper, and
petroleum. Prices of coul and stecl have also becn firm. In general, the price
gitustion presents o condition of firmness without an advance sufficient to in-

sculation in investorics.

rzsarve policy

had
The rocord of the year indicates that Federal roeserve policy h;a/n@ un-

favorable effects on busincss conditions. An inguiry sent out by the Board to

3

the Federzl reserve banks and by them passcd on to gome of their member banks
has brought in replics which with surprising ununimity indicate thet there has

been so fur no bad effect on industry from the prevailing hizh money rutes.
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It would appear that the easy money policyadopted in the summer of 1927

. reaching consequences. Among these ionsequences has been the re= l

it on a firm basis of the internation:l gold standard., In this u:unt;?
Bnéy has been a factor in the acceleration of trading in securifies bothzk
by investors and by speculators. The large growtk in the use of bank credit for
these purposes, particularly in the absence of any considerable growth in the de-
mand for credit by trade and industry, has caused tie Federal reserve system
gradually to uss its influence towards higher moncy rates. Security holdings,
which wers accumulated in 1927 and reached their pesdc towards November of that |
year, began to be sold in January and the pregram of sales continued until the

E

latter part of llay, soon after the last meeting of the Federal Advisory Council.
The open-market investment account by that time was reduced to about $80,000,000
and the total security holdings to about $200,000,000, a level which has been

maintained since then.

Discount rates, which werc reduccd to 3 1/2 per cent at all the banks in

the course of August and September, 1927, were gradually advanced, first %0 4 per

cent between January 25 and March 1, then to 4 1/2 per cont betwecn April 20 and
June 7, and finally at eight of the banks to 5 per cent between July 11 and
August 1. In four Western agricultural districts the 4 1/2 per cent lovel still
prevails, The system's policy has undoubtedly been a factor in arresfing the
growth of bank credit in the past few months.

The decline in the reserve bankg? sceurity holdings, together with gold ex-
ports, has resulted in an increzso of member bank discounts to & level which has
been zlmost continuously. above $1,000,000,000 for several months and is now about
$1,100,000,000. In rccent weeks therc has been a seasonal inerease in the
system's holdings ef acceptances which are now at o somewhat higher level than a
year ugo, During the romaining months of the year a growth of reserve bank credit
of about £300,000,000, largely in rcsponsc to the seasonal demand for currency,
is to be expected.
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FEDERAL RESERVE BOARD ¢

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

Dear Mr, Secretarys
I have gpent some time analyzing the claims so often
heard, that the reduction of the discommt rate in August, 1927,
purchase of Government securities, created “cheap" money
United States, which was responsible for the speculation on

il

Bxchange,
no evidence of thisg, and 7ish you would read

enclosed memorandum and see how

Sincerely yours,

andrew W, lMellon,
Secretary of the Treasury,

/’df; /! //r(:w/gn
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September 28 1928.

The Effect of Govermment Security Operations on liember Bank
Reserves During the Period of the 32% Rate, Namely,
from August 4, 1927, to February 3, 1928:

The claim is often made that the reduction in the discount rate from
4 to 3%%, and the accompanying purchases of Govermment securities during
the period in which this rate was in force, - August 4, 1927 to February 3,
1828, - caused "easy" or"Cheap" credit which was responsible for the
speculative craze on the New York Stock Exchange.

Tor example, the New York Commercial Chronicle of August 4, 1928,

stated:

"Who is responsible for the speculative folly, the ill
effects of which are now visible on every side? Not the banks,
no matter how their course is to be deprecated, but the Federal
Reserve, every move of which during the last twelve months has
been fraught with latent mischief. Did not the Federal Rescrve
banks last swmer reduce their rates of rediscount to 3%%, even
compelling one obstreperous Reserve bank in the west to make
the reduction against its emphatic objection and protest? At
that time, the member banks were not borrowing, as they are today,
. over $1,000,000,000 at the reserve banks, but barely half that
amount, and could not be induced to increase their borrowings even
at the low rate of 33%, since they had no use for the money. Did
not the Reserve banks then undertake to thrust out Reserve credit
on unwilling banks by purchasing several hundred million dollars
of Government bonds, thereby flooding the market with Reserve funds
to a corresponding amount?"

The 3%% discount rate was in force, at least at New York, from
August 44 1927, to February 3, 1928, and it will be interesting to consider
just what was the course of Federal Reserve credit in the whole System

during this period, and examine as to how far thc above criticism of "chesp!
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money through lower discount rates and Govermment security operations,

is justified.
The essential figures are as follows:
* August 4, 1927 - February 3, 1928:

Member bank reserve balances increased 107, 000, 000

Gold stock decreased 203, 000, 000

Discounts increased 61,000, 000

Acceptances increased 205,000, 000

United States securities decreased 2,000, 000

All other Federal Reserve credit decreased 60,000, 000

Total Federal Reserve credit increased 204, 000, 000

Treasury credit increased 8,000, 000

Money in circulation decreased 105, 000, 000

Foreign bank deposits, etc. decreased 6,000, 000

Taking this period as a whole, it is clear that, comparing the
beginning and end of this period, neither discounts nor Government securities
were having any inflationary effect, for discounts had increased only
61 millions, a normal seasonal incrcase, at the end of the period, while
Government securities had actually declined 2 millions. Furthermore, the
total increase of Federal Reserve credit during the period, - 204 millions,-
just offset the gold exports which were 203 millions, while the decline in
money in circulation, - 105 millions, - practically accounts for the increase
in member bank reserves, - 107 millions - during the period.

The above figures show that the hundreds of millions of Govermment
bonds, the purchase of which by the Federal Reserve System "flooded the
market" - as claimed in the above quoted editorial, - had been neutralized
by the sale of even larger amounts of these bonds, there being at the end
of the period 2 million dollars less of such holdings than at the beginning,-

and all this under the 33% ratel

It may be claimed, however, that these figures do not give a clear
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picture of what took place, because during the month of January, 1928, the
tide turned, Federal Reserve credit declining 373 millions and member bank
reserve balances declining 113 millions. ZILet us then consider the period
from August 4, 1927, to December 31, 1927, excluding the month of January
1928 when credit-conditions were reversed. The following table shows the
situation:

Auzust 4, 1927 to December 31, 1927:

Member bank reserve balances increased 220,000, 000
Gold stock decreased 200,000, 000
Discounts increased 173, 000, 000
Acceptances increased 222, 000,000
United States securities increased - 205,000, 000
All other Federal Reserve credit decreased 23, 000, 000
Total Federzl Reserve credit increased 77, 000, 000
Treasury credit increased 20,000, 000
Money in circulation increased 175, 000,000
Foreign bank deposits decreased 3,000, 000
Other items increased 5, 000, 000

The above figures show that during that period there were gold

exports to the amount of $200,000,000, while the purchase of Govermment
securities increased $205,000,000., It would seem to me fair to set off
the one against the other. So also the increase in money in circulation
was $175,000,000, and this was practically offset by the increasc in dis-
counts of $173,000, 000,

It would seem clear that the gold exports of $200,000,000 during this
period, if not offset in some manner, would have forced a deflation of
member bank deposits amounting to ;t lecast ten times the amount, or about
2 billions of dollars, and the worst that can be said as to Govefﬁment

security operations during this period is that they prevented a radical

deflation caused by gold exports. They certainly, taking the period as a
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Wthole, brought about no inflation of deposits.

It may be claimed, however, that while these flgures are correct
1 3 )

taking the whole peériod; ¥et that there were particualr times during

this period when the purchase of Government securities placed money in

the market which went directly into member bank reserves, thus malcing
additional deposits growing out of loans, possible. Let us then consider
the two quarterly periods of the latter part of 1927, during which the
14, rate was in force.
Let us talce the quarter beginning in July and ending in September,
quring ail of which period, except July, the 33% rate was in effect.
The figures for this period are as follows:
liember bank reserve balances increased 44, 000, 000
Gold stock decreased i 16, 000, 0CO
Discounts decreased 6,000,000
Acceptances increased 39, 000, 000
Government securities increased 136, 000, 000
All other Federal Reserve credit decreased 20, 000, 000
Total Federal Reserve credit increased 149, 000, 000
Treasury credit increased 9,000,000
lMoney in circulation increased g7,000, 000
Foreign bank deposits decreased 5, 000, 000
The increase in member bank reserves during this period was very
moderate, - only 44 millions, - and teking the quarter as a whole could be
covered by acceptances, — 39 millions, - and foreign bank deposits, -
5 millions, while the Government security operations, - showing an incrocase
of 136 millions, ~ would, as to all but 17 millions, have offset the gold

exports 16 millions, the decline in discounts, 6 millions, and money in

circulation, which latter increased 97 millions.
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Iet us now consider the gquarter, October through December, 1827.

The figures for this quarter are as follows:

Mfember bank reserve deposits increased 194, 000, 000

Gold stock decreased 192, 000, 000

Discounts increased 145, 000, 000

Acceptances increased 142, 000, 000

United States securities increased 111, 00Q, 000

All other Federal Reserve credit increased 26,000, 000

Total Federal Reserve credit increased 424,000,000

Treasury credit increascd 13,000, 000

lloney in circulation increased 55,000, 000

Foreign bank deposits decreased 3,000,000

Other items decreased 1,000,000

From the above figures, it appears that gold exports had increased
192 millions, and money in circulation had increased 55 millions, which
was offset by Government security purchases, - 111 millions, and discounts,-—
145 millions. On the other hand, the member bank reserves at the end of
this period had increased 194 millions, which increase was practically
furnished from the increase in acceptances, - 142 millions,. other Federal
Rescrve credit — 26 millions, and Trecasury credit, — 13 millions.

An examination of the above table seems to show that neither the
discounts under the 3%% rate, nor the Government security operations were,
on the whole, primarily or necessarily responsible for the increase in
member banks reserves upon which the pending speculation on the New York
Stock Exchange rests.

While it is often claimed, as shown above, that the lowering of the

discount ratc to 33% produced "easy" or "checap" credit, it should not be

forgotton that credit was easy or chcap, if you so wish to call it, be-
’

fore the rate reduction of August 4, 1927, from 4 to 33%.

For example, on March 31, 1927, as compared with the previous
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Docenber 31, 1926, gold imports had increased 105 millions, money in
circulation had decreased 233 millions, discounts had decreased 186
millions, and acceptances had decreased 142 millions, the total Federal
Reserve credit decrease being 308 millions.

Similarly, comparing June 30, 1927, with March 31, 1927, we find
that discounts had decreased 8 millions, acceptances decreased 28 millions,
money in circulation decreased 11 millions, and that while Government
securities increased 22 millions, the total Federal Reserve credit increase
was only © millions.

The above gives a fair picture of the easy money conditions existing
before the rate was reduced from 4 to 33%.

The purpose of the reduction of the rate from 4 to 3%% was primarily

to prevent a continuance of gold imports into the United States, which, in

the absence of any large volume of discounts which could have been paid
off, would certainly have tended to inflate the credit structure. Another
reason was to give, if possible, some relief to business, commerce, and
agriculture, which had been in a state of recession but was just beginning
to improve. It is fair to state that this lowering of the rate did
accomplish both of the above purposes in more or less degree.

The conclusion I reach from these figures is that while psychologically
an easier feeling was created, the increase in member bank reserves can
be explained without reference to lower discount rates or Govermment security
operations.

Turning now to the so-called brokers' loans, a study of the charts will

fail to reveal any material difference in the increase of such loans, either
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prior to, during, cr subsequent to the ogﬁ ciscount rate, except thas
the New York banks have shown a tendency ©: radhce these loans) more
or less overcome by an increase on the parv 6r out-oi-l0wa banks, while

the loans made "for others" have steadily increased from thé middle of

1926 to date, this increase being practicaily the same, Whoﬂgﬁf during

low rate or hizh rate periods.

As regards Government security Operationsh‘I am inclined to believe
that Federal Reserve credit conditions would h#vo beon substanbially
hc samc had therc been nmo such operations during_thc 3%% pe?ipd, as
discounts would have teken thoir place.

In conclusion, it seems to me that the claim that the 346 discount
rate and Government security operations during the pericd running from

»

Mugust 4, 192%, to February 3, 1928, createda cheap money, and flooded the

member bank reserve account, thus exciting speculation on the New York

Stock Exchange, is a myth which has no foundation in reality.




FEDERAL RESERVE BOARD

-6151
WASHINGTON X-6l

ADDRESS OFFICIAL CORRESPONDENCE TO October 5, 1928.
THE FEDERAL RESERVE BOARD

Dear Sir:

Prior to the last several months the Federal Reserve
Board in the exercise of its function of "review and determina-
tion" over rates of discount established by the directors of
the Federal reserve banks has been obliged to rely upon data
as to conditions in the respective districts furnished by its
own research department and scattered information received from
the Federal reserve banks. More recently, it adopted the in-
formal procedure, upon receiving advice that the directors of
any Federal reserve bank had voted to change the rate in effect,
of wiring the officers of the bank to furnish it with a state-
ment of the reasons for the change in rate. Kesponses received
to these inguiries have proven to be of value to the Board in
acting upon suggested rate changes,

The Board feels that it would be of very great assist-
ance to it, if at the time the directors of the-Federal reserve
bark vote to make a change in the rediscount rate they would
authorize the Chairmen in advising the Board of their action %o
inform it also of the reasons which actuated them in making the
change.

The Board, therefore, has formally requested me to have
you state to your Board of Directors that if the suggested pro-
cedure is followed by them, it will be of great benefit to the
Board,

Yours very -truly,

R. A. Young,
Governcr.

TO CHAIRMEN OF ALL F. R. BANKS.
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