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(YVV.e

Mr. Coe

After correspondence with Mrs. Hamlin (see letters of
May 25 and June 4, 1941) the items attached hereto and listed
below, because of their possible confidential character, were
taken from Volume 185 of Mr. Hamlin's scrap book and placed in
the Board's files:
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Page 91
Memorandum Open Market Investment Committee.

Page 100
Report of the Open Market Investment Committee.

Page 101
Report of the Secretary of the Open Market Investment Commit-

tee to Governors' Conference, November 12, 1928.

Page 104
Earnings & Expenses of F.R. Banks.

Page 151
Speech of Mr. Mills to Governors and Agents of F.R. Banks.
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6?T`i
CONFIDENTIAL

November 14, 1928.

PRELIMINARY MEMOP.iiNrUM FOP. THE OPEN MARKET  INVESTMENri7  COMMITTEE

In the summer of 1927 the Federal Reserve System adopted a

policy favoring easier money conditions, given effect. by the purchase

of a moderate amount of Government securities and a requction in discount

rates from 4 per cent to 3 1/2 1-.cr cent. The primary purposes of this

policy were: first, to avoid a continued gold imi:ort and a serious strin—

gency in world money markets, which might have delayed world financial

recovery and reacted adversely upon world trade and the trade of this

country; and second, to cushion, as far as it could be done by easy money,

the business recession which was beginning in this country. ...then this

policy was adopted, it was recognized that there was danger of stimulating

excessive use of credit in speculation.

In general, the results desired from this .olicy came to pass.

Foreign oxchanges which in several cases had been close to the levels at

which gold would tend to flow to this country were almost immediately

strengthened, stringency in world money markets was thus avoided, and our

foreign trade was maintained at high levels In fact the gold and the

dollar exchange which other countries acquired in the summer and autumn

;444

of 1927 placed them in a position of such strength that they have since that

time been less dependent upon conditions in this country. Although the re—

cession in business activity continued until the end of the year and there

was some unemployment during the winter, the recession was not serious and

was followed by a quick recovery which was probably aided by easy money.

Gold Outflow

The strengthening of the exchanges proceeded to such an extent

that in the autumn of 1927 gold began to move from New York on exchange
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transactions. These exports were in addition to a large movement of gold

to France in connection with that country's preparations for the return

to the gold standard, a movement which would probably have taken place

regardless of the exchange position. Altogether net gold exports totaled

over ;500,000„000, an unexpectedly large amount.

During the early part of this gold outflow the policy of buying

Government securities to prevent a tightening of the market was adopted.

Aditional securities were purchased also to offset sales in Rugust and

September of sterling which had been acquired earlier in the year by a

sale of gold. AS the autumn advanced, however, it became evident that

credit was expanding more rapidly than the country's business required.

To meet this situation and in view of the fact that the purposes of the

easy money policy adopted earlier had been largely accomplished, the

purchase of securities was discontinued in November, although the gold

movement continued. L January the Reserve Banks began selling secur-----

ities, a procedure the necessity of which had been forecast in the

Open Market Committee report to the Governors' Conference in Ortoixer.

The effect of these sales, together with gold exhorts, was to lessen

the seasonal liquidation of member bank borrowings and largely to pre—

vent the usual softening of money rates in January.

Effects of Security Sales and Discount Rate Advances 

The sales of securities were followed in February by a general

advance in discount rates, which with later advances are shown in the

accompanying schedule of discount rates of the different Reserve Banks.

For a time speculative activity subsided somewhat, and reporting member

bank loans and investments decreased moderately in January and February.

However, a new outburst of speculation on a larger scale than ever before
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occurred in March and April, which led to a rer,lewed and more rapid increase

in bank credit (Chart II). dithin a period of ten weeks the loans and

investments of reporting member banks increased a billion dollars, an in.-
__

crease nearly equal to a full year's growth under ordinary circumstances.

The sale of securities from the System Special Investment Account

was resumed in the latter part of March and continued more rapidly in

although the market for governments vv-as so weak that it was difficult to sell

such securities, As securities were sold open market money rates advanced.

But as a consequence funds were attracted from other districts, and there

was increased discounting at the Reserve Banks in those districts. This

flow of funds to New York largely offset the effect of security sales in

New York, so that the indebtedness of New York City banks showed for some

time no material increase. Moreover, as money became tighter, the general

distribution of bills was retarded and the Federal Reserve portfolio de—

clined less than usual at this season. In this situation, funds coming

into the money market from sources outside of New York were supplemented

by a substantial increase in the loans of New York City banks for their

o account.

It was not until the second advance in Reserve Bank discount

rates was made effective in the latter part of tpril and in May that

expansion of credit was halted. ExceFt for a temporary rapid increase

early in July which was followed by a further rise in discount rates in

all but four western districts, the loans and investments of New York

City banks tended to decline from May to rugust, and in other districts

the expansion was checked.

Although the activity of the security markets has again in—

creased to new high levels during the past two months, and prices have

advanced higher than ever before, a considerable part of the required

(
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credit has been obtained f..-om sources other than member banks a
nd the

total loans and investments of the weekly reporting banks have remain
ed

below the ;:zy levels. The increase in brokers loans for account of others

represents, however, a potential expansion of bank credit because 
the banks

would be obliged tc take over loans called suddenly by these other leaders.

Autumn Credit Requirements 

As the season of autumn currency and credit requirements 
approach-

ed it was recognized that the steady rise in money rates, which had followed

the gold outflow and Reserve 7ank sales of securities and rate advances, •••••••••

constituted a danger_to the business of the country if it proceeded much

further. The comparison of rates prevailing in August with those of a

year previous indicates the extent of the rise.

(;,verage or prevailing rate during month)

lugust 1927 AuRust 1928

Call money - renewal rate 3 5/8 8 7/8

Time money . 90 day 4 1/4 6 1/2

Prime commercial paper 4 5 1/4-1/2

Dills - 90 day unindorsed 3 1/3 4 5/8
Customers' rates on commerciL,1 loans *4.38 *5.34

Treasury certificates and notes

Maturing December 15 2.70 4.36

Maturing March 15 3.06 4.43

Federal Reserve Bank of New York

rediscount rate 3 1/2 5

Federal Reserve Dank of New York

b.uyin; rate for 90 day bills 3 1/4 4 1/2

* Frevailin; rate for 7 day period ended October 15.

.;hile the largest advances had occurred in rates on "street

loans," the advances in commercial rates had been substantial and the

tendency was toward still higher rates. It was pointed out at the July

meeting of the committee that high commercial money rates in past years

had been followed fre4uently by a recession in business activity after

(
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an interval of six: months to a year, attributable mainly to the curtailment

of building activity and to the partial stoppage of new capital for busi..

ness enterprises.

To prevent money conditions from becoming more stringent during

the season of autumn trade and crop moving, the purchase of Government

securities was considered but:it was felt that such action would be follow..

ed immediately by a new outburst of speculative demand for additional

credit which might dbsorb the credit extended for business USDS. It was

finally decided that the policy of maintaj,ning bill rates at their current

levels and purchasing freely bills offered by banks and dealers would

probably put into the market sufficient Federal Reserve fmnds to meet

autumn credit needs, thus preventing a further rise in commercial money

rates.

Effects of 1928 '2,ill Purchases

\Due to an extraordinarily large volume of bills in the market

and the presence of few other buyers of bills because of the low level of

acceptance rates relative to other open market money rates, the volume of

acceptances offered to the Reserve r;anks for purchase has been much larger

than in any previous year and has exceeded the seasonal increase in the

demand for Federal Reserve credit, thus tending to cause a reduction of

about 100 million dollars in member bank indebtedness and some easing in

money rates at a time when the demand for credit for speculative use is

as strong as ever before.

Unless conditions change it seems probable that money rates

will continue at present levels, with call money between 6 and 7 l_er cent,

for a few meks before the holiday currency requirements are encountered.

Further, it seems likely, if present tendencies continue and if the bill
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portfolio continues large, that the total indebtedness of member banks

after the return of currency from circulation in January will be reduced

temporarily to 750 million or less, and the indebtedness of New York City

banks may be reduced to an extent that would be an incentive to expansion

of loans by these banks.

Credit l'olicy 

Methods which the Reserve Danks may well consider to avoid too

easy money are: an increase in bill buying rates, the sale of securities,

and dealing directly with member banks.

The question, therefore, to which the open market should give

consideration is whether sales of Government securities should be made

either immediately or after the first of the -rear, if it seems wise to

continue the policy pursued in recent months.

The Three Major Factors 

s bearing uron the question of continuing the present policy

directed toward high money rates, especially for s_eculL-tive use, the

outcome of the present situation would a:rpear to de7,end mainly on three

factors and on the timing of these factors:

1. Culmination of expansion of credit for stock speculation

2. Effect of present money rates on the volume of business

3. Effect of present money rates on world money rates and
world trade.

1, s far as stock speculation is concerned, it is, of course,

impossible to set a date when the present movement will culminate. It is

impossible to pass judgment now upon the extent to which the recent move—

ment is upon a sound economic basis and the extent to which it represents

boom psychology. The question can only be settled by time and the test of

high interest rates.
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2. nithough rates on commercial loans are 1 1/4 to 1 1/2 per

cent higher than a year ago, and higher rates usually react upon business)

there is as yet no evidence that these rates or the condition of the money

market have been found prohibitive to the issuance of all necessary short.

term credit for agricultural and business purposes. Industrial activity

shomtd a rapid recovery early in the year and has since maintained a high

level, and commodity prices have risen moderately. The higher money rates

have caused a substantial decline in the flotation of long—term bond issues,

but domestic corporations have continued to obtain large amounts of new

capital, as conditions have been favorable to obtaining larger amounts

through stock issues than in any previous year.

New Capital Issues of Domestic Corporations 
(excluding refunding)

(In millions of iollars)

Bonds and Notos Stocks
Total of Bonds,
Notes, and Stocks

1927 1928 1927 1928 1927 1928

January 347 224 94 109 441 333
February 268 261 258 115 526 376
March 255 197 106 135 361 332

233 240 81 304 314 444
May 290 212 125 229 415 441
June 371 153 111 337 482 490
July 206 101 72 172 278 273
wigust 169 120 79 61 248 181
September 189 181 107 148 296 329
October 350 198 95 356 445 554

Total 2,678 1,887 1,128 1,866 3,806 3,753

3. Present money rates have plainly had a depressing effect on

foreign exchanges and have retarded the flotations of foreign securities in

the market. A relatively small return flow of 3old to this country has

occurred during the past two months, and some of the European exchanges have

required support to rrevent larger gold shirments. Nearly all countries
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are in a much better position than a year ago to protect their exchanges,

but present money rates in this country, if lor.g continued, would probably

force higher rate levels in other markets. The effect of somewhat higher

rates on world trade and new foreign issues in this market are compared

below:

Country

Belgium
England
France
Germany
Netherlands
Switzerland
Canada
Argentina
Brazil

Foreign Exchanges 

Cable Rates 

November 7, 1927

.1393
4.8701
.0393
.2386
.4034
.1928
1.0013
.9699
.1193

November 7, 1928 

3 .1390
4.8479
.0390
.2382
.4011
.1924
.9989
.9577
.1195

Forein Issues Floated in United States 
(Refunding issues excluded)

(in millions of dollars)

January
February
March
April
May
June
July
August
September
October
November
December

1927

127
78

107
217
43
124
70

109
85
234
107
81

1928

115
98
114
113
216
193
48
1
95
81 (preliminary)

This consideration of major factors affecting policy may be sum,-

marized by saying that there does not appear recently to have been any

chan,;e in the situation which would suggest the desirability of discontinu-

ing the policy pursued since the early part of 1928.
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Reserve Lank

Jisccunt Rate Changes

Date
Ef fective

Dos-
ton N.Y. Phila.

Cleve-
land

Rich,-

mond

At-

lanta

r
Chica,...

go

St.
.uouis Etlinn.

Kan.San
City las Fran..

Rates in
ef fect
1/1/23 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2 3 1/2. 3 1/2 3 1/2

Jan. 25
27

Feb. 3
4 4
7 4
8 4
9
10 I.
16
21

Mar. 1

Apr. 20a 4 1/2
23 4 1/
24 4 1/2
25 4 V2

May 7 41/ 2
17 4 1/2
18 41/2
25 1/2
26

June 2 4 3/2
7 4 I/2

Jul.y 11
13
14
19 5
26
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• COPY

• Pi °
Iovember 15, 192a

IMPORT OF THE OM MA I= INTESTKIST COMITT211

The Committee has reviered the preliminary meaorandnm submitted

by the Chairman in relation to credit and money market conditions of

the past yew. It 14,s given special consideration to the development of

conditions since the last report of the Committee on August 13th end to

the effect of rederal reserve policies on the volume of credit and the

rates for money during th4 period of credit movement whose peak be

probably now passed. The Couraittes feels that the policy of the System

has been substantially effective in providing credit for seasonal agricultural

and commercial purposes at relatively low rates and without amps abnormal

increase in the total Yame of member bank loans &-std inve trients for this

period of the year.

The Committee is of the opinion, however, that it should still be

the policy of the Systm, if possible, to prevent any unduly mid or

unnecessary Auther increases in the total volume of bank credit, although

in fact the total loans and investments of all reporting amber banks are

now stigittly beltrx the high point of Noy in spite of the usual Pall increase

in the demand for credit for crop movement purposes. lint we are approaching

the usual seasonal demand for currency for holiday purposes. This rill result

in increased borrowings from the rederri reserve banks except to the extent

that further gold imports offset the demand for Pec.',eral rvserve accommodation.

It is not possible to vstimate the extent of the present gold movement or its

ultimate effect ip01  credit conditions and money rates. Already there

VOLUME 185
PAGE 100
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is some madame of easier money rates contributed to partly by the

intim of gad and partly by the large increase in the bill portfolio

of the Federal reserve banks, each of ohich has caused a reduction of

member bank discounts in the New Toxic district. Ikea of this increase

in the bill portfolio is due to the sale of bills by foreign banks to

support their exchanges, which have felt the pressure of high rates in

this country.

But ladle these conditions appear to have an easier tendency at

the moment, nevertheless the uncertainty of the gold move:lent, the approaching

demand for currency, and the usual demand for /federal reserve credit during

December suggest to the Connatee that the System should still be prepared

in the event of an emergency to prevent any undue stringency of credit

during this period.

With all these f:_ots in 'dad, the Committee renews the recommendation

contained in its report of August 13th that it should be the policy of the

System to purchase Government securities if and, when it might become necessary

to avoid an acute stringency.

The Committee vould expect to take such steps ail may be needed to

carry out this policy, if approved, with the understanding however that it

would be advisable to have another meeting of the Committee in the event

that say substantial change in conditions makes that necessary.
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took over temporarily at the market price the Federal Reserve Bank of St. Louis'

outright holdings of Government securities, the total holdings in the Account re-

mained at that level. The amounts of these temporary purchases of Government_ .

securities taken over from the Federal Reserve Bank of St. Louis, due to the heavy

demands from their member banks, and the periods they were held in the System

Account were as follows:

Date Amount Purchased Date Amount Resold

May 31 6,000,000 Aug. 2 49,500,000
June 1 3,500,000 Sept. 24 5,125,000
Aug.23 16,625,000 " 26 6,500,000

Oct. 8 5,000,000

Other principal Government security transactions consummated in the

System Account which either did not affect the total holdings in the Account

or affected them only temporarily, pending completion of the transactions, were

as follows:

June 15 Redemption of 11,765,000 - 3 1/8% Treasury certificates of indebted-

ness which matured on that day. These certificates were re-

placed in the Account by purchase in the market of a like amount

of short-term Governments.

Iralf 23 During this period there were exchanges of issues in the Account

to amounting to approximately 425,000,000. These consisted chiefly

Julv 11 of the exchange of 3 1/4% certificates due December 15, 1928,

(of which we held in the Account at that time 69,407,500 par

value against total holdings in the Account of 3100,000,000

par value) for other issues which consisted principally cf

3 1/2'70 Treasury notes. These exchanges, however, did not re-

sult in any increase in the total holdings in the Account of

3 1/27. Treasury notes at that time, due to sales of large blocks

of notes to the Fiscal Agent of the British Government.
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August 22

September 8

October 11 

October 18

3

Sale was made to the Treasury of :",;81000,000 December 15, 1928 .

3 1/4% certificates of indebtedness which was replaced by

a purchase from the Treasury for account of the ivaxed Claims

ComIlission of EI,000,000 March 15, 1929 - 3 MY/. certificates.
These transactions enabled the Treasury to redeem the Deceaer

certificates and provided the Mixed Claims Commission with

funds needed in one of their trust accounts.

In order not to disturb the holdings of the System Account, the

Federal Reserve Bank of New York took over into their Invest-

ment Account from a foreign correspondent, 23,100,000

Dece:77ber 15, 1928 - 3 1/4% certificates of indebtedness.

Some of these certificates were acquired by the Treasury for

redemr_)tion, the balance having been gradually sold to the

market.

A foreign correspondent asked to have converted into cash

40) 2007 000 United States 3 1/2/. Treasury notes due December

15, 1930-32. The Open Market Committee discussed ways and

means of handling this transaction and after consultation with

the Treasury the following program was agreed to:

1. The Committee took over the ;;;40,200,000
Decerlber 15, 1920-32 Treasury notes.

2. There was sold from the Special,z1ccount
to the Treasury for redemption 00,000,000
of 3 1/4% certificates due December 15, 1928.

3. The balance of 0_0,200,000 notes were sub-
sequently sold to the market.

In order to meet the requirements of the Federal Intermediate Credit

Bank of 'jichita, Kansas, in connection with the financing of

the cotton crop, the participation in the Open Market Account

of the Federal Reserve Bank of Kansas City was taken over by
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the Committee at the market price and distributed to other

participating Federal reserve banks. The amount of the

securities taken over was 5,122,000 par value.

At the meeting of the Open Market Committee held on July 18 the method

of distributing System purchases of bills and securities during the second half of

the year was considered. In view of the earning position of all of the banks as

shown by actual. figures for the first half of the year 1928, and estimated for the

second half, which reflected that the net earnings of all of the banks for the

year would be more than sufficient to cover their expenses, dividends and. charge-

offs, it was voted to continue a-e,i_ortioning System purchases of bankers acceptances

on the basis of each bank's expenses, dividends and charge-offs.

The following requests were received by the Committee from Federal

reserve banks relative to the distribution of bills purchased:

On April 20 the Federal Reserve Bank of St. Louis discontinued

their participation in System purchases of bills and did

not resume their participation until October 8.

On April 28 the Federal Reserve Bank of Chicago advised that they

did not wish to participate in the distribution by the

Federal Reserve Bank of Boston of over-purchases of bills

made by the latter.

On May 11 the Federal Reserve Bank of Chicago also requested that

until further notice their share of System purchases of bills -

be reduced one-half. Their allotment percentage was accord-

ingly reduced from 14:2. to 71̀7. and apportioned to the other

participating banks,

On May 17 the Federal Reserve Bank of Philadelphia, by resolution

of their Board of Directors, requested, until further notice,

to be omitted from participation in the over-purchases of bills
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by other Federal reserve banks, as their holdings of

acceptances were very large as compared with the previous

year.

On May 31 the Federal Reserve Bank of Richmond asked to be elim-

inated from participation in the over-purchases of bills by

other Federal reserve banks as their reserve ratio was running

below 60% for some times

On October 2 the Federal Reserve Bank of Kansas City requested that

for the balance of the year, at least, they be eliminated from

over-purchases of bills by the Boston bank.

On October 27 the Federal Reserve Bank of St. Louis asked to be re-

lieved temporarily of their participation in System purchases

of bills.

On November 5 the Federal Reserve Bank of Kansas City asked to be

relieved of their participation in all purchases of bills

for System Account for the balance of this year.

Attached are statements showing:

Exhib it - Outright holdings of Government securities
by individual Federal reserve banks and
their participation in the System Special
Investment Account; also classification of
issues held in System Account by maturities,
all as of close of business November 7,- 1928.

Exhibit "B" - Bills purchased outright by System by weeks
from December 29, 1927 to October 31, 1928.

Exhibit "C" - Statement showing earning asset holdings of
all Federal reserve banks November 7, 1928
as compared with previous week and November
9, 1927; also weekly average of earning assets
from December 28, 1927 to 1ovember 7, 1928 as
compared with corresponding period 1927 and
entire year 1927.

Exhibit "D" - Statement showing actual earnings of all
Federal reserve banks for the first ten
months in 1928.
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STATEMENT SHOWING HOLDINGS OF GOVERNMENT SECURITIES BY FEDERAL RESERVE BANKS 

Outright Holdings of
Government Securities

Boston

by Federal Reserve
Banks as at the Close

of Business Nov. 7,1928

701, 500

New York 1,384, 200

Philadelphia 15,224,000

Cleveland 26,463,000

IC hmond 1,152, 500

Atlanta 3,099,000

Chicago 19,927, 500

St. Louis 16,625,000

Mirneapolis 7, 584, 500

Kan3as City 9,732,000

9,987, 500

Sari Francisco 9,684,000

Totals 3121, 584, 700

CLASSIFICATION OF ISSUES
THE S YS TEM SPE CI AL INVESTMENT

Participation by Fed.
Res. Balks in System
Spec. Inv. Acct, ,:itovrt
Securities as at the

Close of Business
Nov. 7, 1928. Totals

0 6,186,500 3 6,888,000

21, 372, 800 22, 757,000

5,848,000 21,072,000

6,803,000 33, 286,000

2,271, 500 3,4241000

2,080,000 5,179000

12,402, 500 32, 330,000

4,151,000 20, 776,000

3,121, 500 10,706,000

0 9,732,000

4,300, 500 14, 288,000

6,951,000 16,6354000

05, 488, 300 3197,0 73,000

0 F U0VERNI.NT
ACCOUNT CLOSE

SECURITIES HELD IN
0/7 BuslaEss NOVEi:BER

3 1/47. C/I due Dec. 15, 1928
3 3/8j; Mar, 15, 1929
3 7/8i. I, Mar. 15, 1929
3 1/2j. TM Sept, 15, 1932
3 1 /21/. " Dec. 15, 1932

310,187, 500
11,450,000
12, 550,000
5,000,000

36, 300_, 800

0'751488, 300
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Weeks
End myBoston

Jny. 4
11
18
25

4 3,029
12,855
5,472
5,584

Feb. 1 11,071
8 7,508
15 1,083
21 3,736
29 3,407

Mar. 7
14

21
28

Apr, 4
11
18
25

iday 2
9
16
23
29

June 6
13
20.
27

July 3
11
18
25

Aug. 1
8
15
22
29

Sept. 0.
12
19
26

Oct. 3
10
17
24
31

4,015
7,162
4,529
8,591

10,256
21,547
13,632
15,553

7,510
4,703
1,944
3,548
7,527

2,965
5,982
5,093
8,726

3,035
8,666
6,939
5,625

8,684
4,243
6,352
4,021
3,939

4,355
8,374
4,483
3,473

3,423
1,938
8,315

10,832
6,584

•
Ner ',Pork

Bunke 6017(77-s lotal

$ 18,275
28,708
26,824
19,208

40,225
14,111
4,584

10,531
17,003

15,991
17,290
16,891
26,150

21,347
15,300
19,997
23,258

24,765
20,887
12,772
9,043

• 7,437

4,342
3,865
2,727
5,582

6,933
11,122
12,158

10,775

6,607
8,459
15,487
7,817

15,077

5,047
145

9,481
17,662

17,742

21,097
12,578
32,881
33,560

$ 8,2C2
20,825
7,351
4,565

4,946
5,702
6,174
2,839
4,760

2,375
5,214
2,733
2,042

5,903
3,744
10,643
6,623

6,253
10,939
3,702
2,421
1,928

3,835
4,165
4,810
4,836

3,747
2,069
1,256
2,201

1,962
2,579
6,871
3,243
3,525

3,195
13,704
30,876
13,051

20,519
18,053
20,333
5,323
7,399

26,477
49,533
44,175
24,773

45,171
19,813
10,758
1,370
20,763

18,366
22,504

19,624
28,192

27,250
19,044
30,640
29,281

31,018
31,825
16,474
11,464
9,365

8,177
8,030
7,537

10,418

10,680
13,191
13,414
12,976

8,569
11,038
22,358
11,060
18,602

8,242
13,849
40,357
30,713

38,261
39,150
32,911
38,204
40,959

• '3ILLS PURCIL'iSf..D OUTRI.1HT BY SYS:Ell! BY Vlk:IXS
F.tOM 29a. 1177 TO 00BI:A 31 1928

7000 0=t-ed-r-

Phila. Cle'eland Richmond Atlanta Chicago

4,083
2,147
4,899
4,696

5,411
4,842
5,177
3,820
4,641

928
2,342

2,921
2,409

6,476
3,853
7,770
5,500

3,366
4,771
3,364

755
714

883
2,283
1,524
2,967

2,088
2,140
1,341
853

1,501
357

1,353
140

195

1,200
2,080
530
713

1,613
2,272

716
809
252

1,909
380
723
714

795
184
500

727
100
507
636
198

4 1,724
200
130
210

155
433
-0-
-0-
918

244
215
270
-0-

450
100
122
498

-0-
1,134

735
50
165

$ 241
66
222
88

152
32
457
131
98

107
105
4
30

348
107
60
203

5
184
411
126
139

$ 2,897
1,293
2,320
5,028

5,713
4,393
388

1,356
2,109

1,738
2,536

2,840
1,676

7,849

2,041
4,898
622

2,025
2,319
1,568
3,539
187

Dallas San Fran.

4 1,149 4 3,164
1,711 2,700

779 2,304
506 1,275

1,042 2,367
762 1,099
210 1,053
584 439
275 1,649

1,259 1,001
1,152 1,670
1,034 4,968
926 997

281 2,297
1,377 1,704
1,041 4,830
1,132 3,391

1,364 1,459
638 278
608 3,120
865 554
750 219

1,007 127 -0- 517 1,370 1,826
531 491 -0- 436 829 786
977 506 31 439 665 3,542

1,226 178 -0- 925 969 1,216

1,007
1,357
-0-
629

745
126

1,283
421

.779

-0-
6

-0-
117

37
1,342

7
13

1,108 2,276
643 4,653
459 1,559
567 2,153

253 -0- 283 695 2,855
-0- -0- -0- 566 934
202 60 75 662 2,230
340 -0- 545 1,216 979
450 24 498 900 1,772

)33 119 50 -0- 67 273 3,864
2,221 580 326 -0- 995 939 8,147
4,960 789 175 50 442 665 4,186
4,113 637 -0- 6 919 1,132 4,256

1,935
1,817
1,857
1,746
2,534

1,503 291 -0- 514 368 3,836
543 100 6 817 596 5,568
338 236 -0- 976 481 4,656

1,127 384 11 902 1,295 3,383
793 152 50 272 506 2,863

Totals

$ 43,964
72,585
50,831
41,873

72,695
41,154
19,842
24,245
34,112

29,567
38,066

36,913
43,535

56,002
49,957
63,493
56,680

47,474
45,952
28,731
21,537
19,264

16,872
19,268
20,314
26,625

20,231
32,340
23,834
23,084

23,585
17,264
34,575
18,722
27,159

17,903
35,431
56,107
45,249

50,131
50,535
49,770
57,884
54,713

INCREASE or DECREASE
in Holdings

Includinc; Sales Contracts 
New York Sysfem

Operations Onerations

EXHIBIT "B"

III1Dealers

Operations
lith Other
Districts

Received Sent

$ 4,400- 4 1,600+ 4 2,773 $ 7,658
1,900+ 5,400+ 1,835 12,008
13,700- 23,500- 1,505 7,320
15,500- 21,700- 2,836 9,901

30,700+ 30,000+ 4,962 9,923
13,800- 8,100- 5,299 9,526
15,200- 14,500- 3,337 3,463
2,100- 1,500- 2,461 6,827
9,300- 9,500- 3,631 4,802

8,700- 5,300- 2,384 4,437
7,700+ 4,900+ 1,313 5,061

10,500- 10,600- 1,916 6,091
12,600+ 13,500+ 919 10,736

2,800- 2,500- 5,746 12,589
1,600- 18,000+ 1,075 17,812
30,500- 10,800- 877 10,170
1,200+ 15,100+ 106 12,537

3,800- 2,700- 8,215 6,713
1,600+ 2,000+ 5,146 3,324
19,266- 17,812- 2,763 5,922
14,666- 16,730- 3,872 4,780
21,617- 26,574- 2,166 5,273

34,583- 37,594- 5,070 4,047
26,746- 25,977- 5,584 4,861
16,471- 16,535- 3,873 6,044
5,549- 450- 1,559 7,396

136+ 13,768- 4,497 4,503
22,768- 22,022- 2,846 7,188
5,495- 6,607- 4,644 3,414
13,278- 11,952- 2,738 6,264

2,897- 3,204- 5,312 10,326

5,228- 4,032- 3,090 4,852
19,135+ 28,055+ 2,350 5,377
8,832- 6,302- 4,027 6,825
2,690- 699+ 3,929 3,694

1,298- 2,497+ 1,906 5,960
11,034+ 24,364+ 2,249 9,791
17,115+ 26,029+ 1,979 6,391
21,587+ 26,230. 2,565 3,654

36,589+ 46,557+ 2,262 5,269
16,624+ 21,792+ 2,459 3,761
41,895+ 47,641+ 2,055 3,677
11,810+ 22,069+ 3,623 9,092
29,218+ 38,898+ 2,516 7,251

TOTALS $290,309 $671,741 4306,435 4978,176 $124,626 434,075 $12,522 $3,677 $70,256 $36,349 $110,078 $1,660,068 $72,441- $55,072+

0lutright,

Actual change in System's holdings during period ;141,550+
Based exclusively on New York's operetions, change would have been 77,59C-

Stoles
Contracts

$13,522+
5,149+

Net
ChanRe

$55,072+
72,441-

$136,270 $306,510
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Boston 4 68,605 w 61,632

New York 433,982 197, 435

Philadelphia 21, 253 35, 598

Cleveland 768 11,805

Richmond 3, 574 3, 512

Atlanta 1,009 1,054

Chicago 20,827 33,528

Dallas 5, 395 9, 012 11, 118

San Francisco 22 316 31 996 49 437

Totals 4577, 729 4385, 572 Q622, 98O

Exhibit "D" (a)

MATURITIES OF BILLS PURCHASED BY THE SYSTEM 

DURING THE PERIOD FROM DECEMBER 29. 1927 TO OCTOBER 31, 1928 

EXCLUDING SALES CONTRACTS 

(000 OMITTED)

Over
1-30 days 31.60 days 61-90 days 90-days Totras

41 38, 909 421,163 4 290,309

312, 530 34, 229 978,176

67, 775 0 124, 626

20,214 1,288 34,075

5, 436 0 122 522

1,610 4 3,677

15,901 0 70,256

10, 824 36, 349

6,279 i10078

473,78't 41, 660, 068
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COMDENTIAL •
REPORT OF THE SECRETARY OF THE OPEN MARKET IaVESTMENT COLETITTEE

TO THE GOVERNORS' OONFERENCEs NOVEL;BER 12. 1928. 

sktt141
Li,j,zeu

At the time of the last Governors' Conference, which was held in Washington

at the end of April 1928, the total holdings of Government securities in the System

Special Investment Account amounted to approximately   70,000,C00.

Since that time there have been changes in the amount of total

holdings as follows:

1928
May Account decreased by sales of approximately V0,000,000

Government securities pursuant to the action taken

at the meeting of the Open Market Committee on

April 30 to continue the policy agreed on in January,

e., to make further sales of Government securities,

the object being to check further unduly rapid in-

crease in volume of credit.

These sales reduced the total holdings in the Account at

the close of business May 23 to an even  

Last week Account further decreased by sales of approximately
in Mayand
first week 25,000,000 Government securities in accordance
in June

with policy agreed on at meeting of Open 14:arket

Committee on May 25, 1928, that sales of Govern-

ment securities should be continued at least

during the following week.

These sales reduced the total holdings in, the Account

during the forepart of June to approximately - - - -

)100,000,000.

75,000,00C.

There was no further reduction in the total holdings in tlae Account

since the last mentioned sales in June, and with the exception of periods of a few

days, due to transactions mentioned later on in report or when the Committee
VOLUME 185
PAGE 101
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Exhibit "D"

STATEMENT SHOWING ACTUAL EARNINGS OF ALL FEDERAL
RESERVE BANKS FOR THE FIRST TEN LONTHS IN 1928 

Available for
Available for Depreciation
Depreciation Allowanc as,
Allowanc es, Reserves,
Reserves, Surplus and

Federal Net Deduction Surplus and Franchise Tax
heserve Gross Current From Current Franchise Tax for same
Bank Earnings Expenses Net Earnings Oct. 31, 1928 period 1927 

Boston ,i 3,561,840 1,5483425 620,524 0 1,392,891 223,380

Net. York 14,519,209 5,339,852 2,642,260 6,537,097 1,038,424

Philadelphia 4,377,564 11667,617 813,145 1,896,802 263,0°1

Cleveland 4,794,683 2,163,041 837,555 1,794,087 563,415

Richmond 2,274,125 1,163,936 387,377 722,812 174,334

Atlanta 2,765,400 1,032,272 307,698 1,425,430 456,084

Chic ago 6,964,568 3,112,958 1,164,287 2,687,323 791,235

St., Louis. 2,317,335 1,111,252 673,616 532,467 482,921

lnneapo1is 1,353,344 821,907 198,137 333,300 82,008

Kansas City 2,056,896 1,391,000 302,635 363,261 279,564

Dallas 1,641,448 1,028,672 292,451 320,325 127,755

San Francisco  1,776.640 2,021,767 624,182 1,130,691 792,301 

TOTALS ii50,403,052 4,22,402,699 48 , 8 63. 8 6 7 ,19,136, 486 , 274,51,2
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EARNINGS AND DCPDTSES OF FEDERA.L RESERVE BANKS

I

OCTOBER 1928. Total earnings of the Federal reserve
banks in October were $482,000 more than in September.
Earnings from discounted bills declined ;178,000,
while earnings from purchased bills increased $5W,000,
from U. S. securities $38,000 and from miscellaneous
sources $32,000.

Current exoenses (exclusive of cost of Federal
reserve currency) aggregated $2,193,000, as compared
with $2,158,000 in the month preceding and $2,156,000
in October of last year.

TEN MHTHS ENDING OCTOBER 31. During the ten months
ending October 31 earnings totaled $50,403,000 as com-
pared with $34,690,000 last year and $38,653,000 for
the corresponding period in 1926.

Current expenses (exclusive of cost of Federal
reserve currency) a:,,ounted to $21,701,000, an increase
of $265,000 over the corresponding period of last year.

After providing for all current expense and divi-
dend requirements, the Federal reserve banks on October
31 had a balance of $19,136,000 available for losses,
depreciation allowances, surplus and franchise tax, as
compared with a balance of $15,901,000 at the end of
September and of ,.4,86-z;,000 at the end of October 1327.

VOLUME 185
PAGE 104

St. 5982a
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0 ONFIDEN L
Not for publication

Mr. Hamlin

EARNINGS AND ai'ENSES OF FEDERAL RESERVE BANKS, OCTOBER 1928. St. 5982

44,

Federal

Reserve

Bank

Month of October  1928

Dis-
counted
bills

Earnings from -

Par-
chased

U. S.
securi- Other

bills ties sources

Current expenses Current net
earnings

Total
Exclusive
of cost of

F.R.currency
Total Amount

111ton
:ew York
Philadelphia
Cleveland

Richmond
Atlanta
Chico
St. Louis

Minneapolis
Xansas
Dallas
San Francisco
TOTAL

204,858 $134,6)01
1,292,374 445,325

402,306 69,288
324,641 130,838

204,139
337,461
563,216
209,506

71,680
117,754
96,456
261,075

66,699
74,044
103,306
19,054

60,713
80,804
74,472

155,002

,t23,339
206,250
64,264
104,082

9,391
16,974
117,384
63,409

36,646
46,616
50,148
52,476

$5,761
24,641
3,744

12,593

5,501
9,102
38,359
3,115

6,329
24,064
14,956
6,521

$368,602
1,968,590
539,622
572,154

285,930
439,501
822,765
295,084

175,568
269,240
238,032
495,074

$152,874
529,572
166,352
204,951

116,595
100,005
299,260
111,598

81,397
136,269
106,969
184,941

$154,646
532,659
169,642
206,989

118,348
101,133
303,750
112,907

82,111
139,459

, 108,433
187,589

Ratio to
paid-in
capital
Per cent

$213,956
1,435,891
359,780
365,165

167,582
338,463
519,015
182,177

93,457
129,781
129,599
307,465

25.0
34.4
30.0
30.0

32.4
76.3
33.3
39.8

36.6
36.5
35.5
33.3

Januar 

Current
net

earnings

October 1 26

Dividends
accrued

Available for
reserves,

surplus and
franchise

tax*

$2,013,415
9,179,357
2,709,947
2,631,643

1,110,190
1,733,128
3,651,610
1,206,082

531,436
665,696
612,776

1,754,873

$489,339
2,24)1,885
696,286
712,719

309,602
259,932
915,097
267,807

151,120
211,124
215,323
517,079

$1,392,891
6,537,097
1,896,602
1,794,087

722,812
1,425,431
2,637,323
532,467

333,300
363,261
320,325

1,130,651

AlhOct. 1928 4,107,486 1,414,389 793,701 154,686 6,470,262
INFSept. 1926 4,285,918 824,211 755,649 122,939 5,1588,717

Oct.  1927  1 2/6,067 757,008 1,451,561 176,749 ),661,385
Jan.-Oct. 1928 30,462,658 9,390,307 9,129,697 1,420,393 50,403,055
 1927 14,246,917 7,297,974 10,961,271 463,650 34,690,012
T-TDERAL FESERVE BOARD
DIVISI S OF BANK OPERATIONS
NOVEMBER 16, 1928.

2,192,783
2,158,095
2,156,185
21,700,912
21,436,128

2,217,906 4,252,356 34.4
2,182,231 3,606,486 32.0
2,319,064 1,342,321 12.0 
22,402,702 26,000,353 24.0
22,979,128 11,710,884 10.9

28,000,353 6,992,313 19,136,487
11,710,g84 6,436,372 4,868,387

*After adj-lstment for current
profit and loss eatries, _pur-
chases of furniture and
equipment, etc.
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THE UNDERSECRETARY OF THE TREASURY

WASHINGTON

Honorable C. S. Hamlin,
2ederal 2eserve Board,
Washington, D. C.

November 22, 1928

Dear Yir. Hamlin:

In accordance with my promise, I am

sending you herewith a copy of the speech I delivered

at the dinner of the Governors the other evening.

Sinc 1 ours,/ ty(7.

4..

61.

VOLUME 185
PAGE 151
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SPEECH TO BE DELIVERED BY UNDERSECRETARY OF THE TREASURY MILLS

AT THE ANNUAL DINNER OF THE GOVERNORS AND AGENTS

OF THE FEDERAL RESERVE BANKS,

AT THE METROPOLITAN CLUB, WASHINGTON, D. C.,

Thursday Evening, November 15, 1928.

I have been assigned a rather difficult task this evening. There

are no immediate Treasury problems of sufficient importance to warrant 
their

being made the subject of discussion, with the exception, of course, of th
e

matters which we shall have before us to-morrow. I am tempted, therefore,

to venture into the field in which you gentlemen are experts. I do so with

considerable diffidence, and solely from the standpoint of an outsider and

unofficial observer who is not a banker.

During the last Congress a bill was introduced reading, in part, as

followst

"All of the powers of the Federal Reserve System

shall be used for prompting stability in the price-

level."

The assumption underlying the purpose of this measure is that the Federal

Reserve System, through its general control of credit, can and should control

the price-level. This is a dangerous assumption, for it is but a short step

from the assumption that the general price-level can be controlled to the more

specific expectation that the price-level of some particular commodity can be

controlled. It requires no great stretch of the imagination to realize what

will happen to the Federal Reserve System once the idea prevails that the offi-

cers of the rstem control a lever with which they can move either general or

particular prices up or down at will.
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net was the genesis of this movement? You will remember that when

the post-war deflation came, with its attendant distress and suffering, dili-

gent efforts were made to find a scapegoat. It is so much more satisfactory

to blame some individual or group rather than to feel auselves at the mercy

of forces beyond our control; or perhaps even to be compelled to feel that all

have to share the responsibility. So the Federal Reserve System was singled

out, and its discount policy severely attacked for having contributed unneces-

sarily to the rapid deflation. You will remember that agriculture was

particularly distressed, and that a Special Commission of Congress was ap-

pointed to investigate conditions and to make a report. The work of that Com-

mission was exhaustive, thorough and fair. I happened to be a member, and

only in one respect did I disagree with the conclusions of the majority. The

Minority Report Which I presented is very pertinent to the present discussion,

and I shall take the liberty, therefore, of summarizing it briefly:

"I can not agree with the statement that late in the year
1920 la change in the policy of the Federal Reserve rstem with
reference to discount rates would have accomplished a reversal in
part of the psychological and economic factors which at this time
were moving in the direction of lower prices'. Such a suggestion
is out of harmony with the balance of the report and inconsistent
with the facts brought out by our investigation.

"'While it can not be conclusively proved that credit
stringency was not an initial contributing factor to price defla-
tion, there is no evidence to show that it was.

311, * * * *

"(a) The price peak
in May, 1920, while loans
Federal Reserve Banks did
and currency issues until

of the all commodities index was reached
of all reporting banks and discounts of

not reach their maximum until October,

January, 1921.

"In so far as a number of agricultural commodities are con-
cerned, prices reached their peak as early as 1919, and * *
there was in practically every one of these cases a direct relation-
s-hip between the peak of the export trade and the price peak.
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"If a careful study be made of chapter 5 of Part I of this
report, numerous instances will be found in which a relationship
can be shown between the peak of production and consumption and
the peak of prices. But no such relationship can be established
between increased discount rates and the drop in the price of any
single commodity.

"(b) Agricultural prices broke more sharply than any other,
and yet from May, 1920, to May, 1921, the liquidation of loans in
agricultural counties was relatively much less than in industrial
counties.

"(c) Interest charges as an element of expense in the cost
of production and marketing must not be exaggerated. They are usu-
ally a small percentage of the total outlay.

"I may add in conclusion that I think it desirable to present
this minority opinion, because of the view apparently held by a con—
siderable number of people that the increase in the discount rates of
the Federal Reserve Banks was one of the primary causes of the sharp
break in prices which occurred during the second half of 1920 and
Which so disastrously affected the agricultural communities. Such a
view inevitably leads to the conclusion that the Federal Reserve
Board and banks constitute an agency by means of which prices may
be raised and lowered. This opinion is so contrary to economic
facts and to the purposes of the Federal Reserve System that any
expression of opinion which seems to support it, even indirectly,
Should not be permitted to pass unchallenged."

I recognize that this sounds somewhat dogmatic, but I wanted to make

dissent as emphatic as possible, and I believed then, as I believe now, that

these conclusions are sound.

In any event, the agitation died out, and it was not unreasonable to

suppose that we had heard the last for some time of the Federal Reserve Systemis

control over prices. Later when the open market operations of the System

attracted. attention, renewed visions of price control made their appearance.
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It was assumed that the purchase of Government securities by the Federal

Reserve Banks results in an increase in the volume of currency, and,

secondly, that they ordinarily increase the amount of Federal Reserve credit

in use. The testimony of the late Governor Strong before the Banking and

Currency Committee of the House disposes of these assumptions. He said:

"This statement appears to be based upon a misunderstanding
of the operation which takes place when securities are purchased
by the Reserve Banks. What actually occurs is that when a Reserve
Bank buys securities it pays for them with a check drawn on the
Reserve Bank, and not with Federal Reserve notes or gold. The
seller of the securities who receives the check deposits it in his
bank. His bank in turn deposits the check at the Federal Reserve
Bank, and by that means increases by so much its deposit with the
Reserve Bank. The bank mAy then utilize this balance, as any other
balance, to pay off any indebtedness to the Reserve Bank for other
purposes, possibly including the withdrawal of currency for its normal
current needs. But in practice the balances which member banks have
obtained at the Reserve Banks in this particular way have been used
almost wholly in paying off indebtedness to the Reserve Banks. The
operation of buying securities does not itself involve in any of its
steps ilt)lIL use of currency or the need for more currency and does not,
therefore, increase the amount of currency in circulation.”

As to the second point, that open market purchase of securities in-

creases the amount of Federal credit in use, Governor Strong had this to say:

"It should be pointed out again, as has been done many times in
the past, that purchases of securities by the reserve banks do not
as a rule increase the total amount of Federal reserve credit IILII311se
but rather enable member banks to liquidate indebtedness at the re-
serve banks. The effect of Federal Reserve Bank purchases in the
open market is ordinarily simply to decrease the amaunt of borrowing
If member banks, to make lighter the load which member banks are
carrying in the form of loans at the reserve banks.11

The correctness of this statement is borne out by the following figures,

which describe the open market operations of the Federal Reserve Banks during the'

period which aroused the most discussion. The periods covered by the figures are

all of those in the years 1922 to 1924, in which any substantial change was made

in the security holdings of the Reserve Banks. Between January 11, 1922, and

May 10, 1922, the holdings of Government securities increased $400,000,000. All
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other earning assets decreased nearly $500,000,000. In other words, there was

a net change of about $100,000,000 in total earning assets, and that was a de-

crease. Between June 14, 1922, and December 13, 1922, holdings of Government

securities decreased by $320,000,000, and all other earning assets increased

by $385,000,000; thus there was a net change of $65,000,000, and that was an

increase. From March 7, 1923, to July 25, 1923, Government security holdings

decreased $250,000,000, while other earning assets increased $150,000,000.

That is the period of the year when there is always liquidation of assets.

From December 19, 1923, to September 24, 1924, Government security hold-

ings increased by $490,000,000, while discounts and acceptances fell by

$720,000,000, or a reduction in earning assets of approximately $230,000,000,

accuunted for by an import of $25C,000,000 of gold.

But if these operations do not directly affect the volume of currency,

or, as suggested, increase the volume of credit in use, how do they affect the

credit situation? Let me again quote Governor Strong:

"The effect of open market operations is to increase or decrease
the extent to which the member banks must of their own initiative
call on the Reserve Bank for credit. When member banks owe the Re-
serve Bank nothing, they extend credit more freely than when they are
largely in debt. The influence of the Reserve Banks upon the volume
of credit is thus felt not directly but indirectly through the member
banks. The Reserve Banks do not !push! credit into use."

Moreover, the sale of Government securities lays a foundation for an advance in

the discount rate, while the purchase of securities tends to ease the money market

and to permit more readily the reduction of the discount rate. As Governor Strong

has pointed out, it is better to let credit filter out through these purchases,

have discounts decrease, the rates in the market cone down gradually, and then

reduce the Federal Reserve Banks discount rates along with the existing rates in

the market.

This much is true, then. Holding the reserves of many banks, and the
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gold reserve of the Country, and being the source of additional credit for

business purposes and the means of retiring that credit, the Federal Reserve

System, by changes in the rate of discount and preliminary purchases or sales

of securities, has the power to influence to some extent at times the total

volume of credit and its cost.

But it Should be noted that it has little or no control over the

directions credit will take, for that lies wholly in the hands of the *indi-

vidual private banks and the public.

Credit is unquestionably one of the factors that influence prices,

but to assume that it is the all-controlling factor is to make an assumption

unwarranted by existing data, and which neglects the all-powerful influences

of countless other forces, not the least of which is the psychological factor

arising from a state of mind of millions of people, both at home and abroad.

In this general connection, it is not amiss to point out that for the two years

between the spring of 1925 and 1927, when there was very little change in the

Federal Reserve Systemls holdings of securities, this period witnessed a steady

expansion of bank credit, yet commodity prices declined about ten per cent,

while industrial and railroad stock prices rose about thirty-five per cent.

Evidently, forces other than credit were controlling. As was pointed out in

the May, 1927, number of the Federal Reserve Bulletin:

"It would appear, therefore, that the causes of the general
price recession in recent years lie in industrial and trade con-

ditions rather than in financial developments."

With these general principles I think you will unquestionably Agree,

and with my rather definite conclusion that, as a practical proposition, the

Federal Reserve ,rstem is not in a position to control the commodity price-level.
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That I want to do this evening is to go a step further and raise the

question whether, in the light of this last year's experience, it isn't equally

true of security prices and speculative activity on the security markets. This

question is a particularly important one, in view of the tendency in many quar-

tets to hold the Federal Reserve Zrstem responsible for recent speculative ex-

cesses and of the suggestion that Congress, through legislation, Should seek to

prevent the use of credit for speculative purposes. In this connection, it is

pertinent to examine the record of the year ending June 30, 1928.

The monetary stock of gold of the United States reached its highest

point—over $4,500,000,000--in May, 1927, but declined during the fiscal year

nearly $500,000,000. Between June 30, 1927, and June 30, 1928, there was an

increase of more than $500,000,000 in the total amount of credit the Federal

Reserve Banks were called upon to provide, which, you will note, is approxi-

mately the amount of the gold exports.

It was the policy of the Federal Reserve System in the summer and early

fall of 1927 to favor easier money conditions. The prircipal reasons were:

First, the European exchanges were weak, and unless money rates were cased in

the United States there might be a movement of funds into this Country and a con-

sequent necessity of raising rates abroad, to the disadvantage of world trade,

and particularly to the disadvantage of American agriculture; and, second,

business in the United States was in a period of decline and it was possible to

foresee at that time that industrial unemDloyment might occur in the winter montl!-,

It was believed that easier money would ameliorate these conditions. Thereupon,

the Federal Reserve Banks purchased securities in the open market. Money rates
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reached a low point in August. Gold exports began in the following month

and the Federal Reserve Banks continued to purchase securities to offset

the unfavorable effects of such exports upon our money market.

As it became apparent, first, that the objects of the policy origin-

ally adopted were being accomplished, and, second, that speculation was grow-

ing, the policy was reversed. From the ddle of December onward, the reserve

banks stopped offsettin gold exports by the purchase of securities, and

allowed gold exports to work their usual effects on the credit situation. In

January the System went further. More than $100,000,000 of securities were

sold. Between the latter part of the month and March 1, the discount rates

of all of the Federal Reserve Banks were raised from 3i to 4 per cent. The

loss of gold by export and the sale of‘ securities forced the banks to increase

their borrowings. However, the action taken early in the year unquestionably

was not effective with reference to speculation, partiv due to the activities

of powerful groups of speculators, and partly due to the fact that the public

in general believed and acted as if the price of securities would

inI-finitely advance.

When it became apparent in March that repeated increases in credit

were again taking place for speculative purposes, the Federal Reserve Systerp

resumed its sale of securities, and discount rates were still further

increased in April, May, June, July and Au=;ust. The discount rate at all

Federal Reserve Banks was 4 per cent. on June 30, 1)27. One year later the

rate at all Federal Reserve Banks was per cent. There were increases to

5 per cent. becoming effective from July 11 to Au;7;ust 1, 192S, in all Federal

Reserve Banks except those in Kansas City, Minneapolis, Dallas and

San Francisco.
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In the meanwhile, total loans and investments of all banks in the

Unitea States increased nearly $3,500,000,000, or about 6?-1 per cent, the

largest percentage of annual growth since that of the year ended June, 1925.

An unusually large nroportion of the increase in credit took place in the

form of loans on securities, accompanying great activity in the security .

market. Reportinc; m.ember ban:1:s in the larger cities between June 29, 1927,

and June 27, 1928, increased their commercial loans 3 per cent, their loans

secured by United States bonds and other bonds and stocks 12.5 per cent, and

their holdings of investments 10 per cent. Nevertheless, there has been no

dearth of funds at reasonable rates for regular banking customers. While

the prevailing rates for call money used in the security markets advanced

between the week ending June 28, 1927, and the week ending June 28, 1928,

from 4 to 6,12- per cent, the average of customers' rates on commercial loans

in New York City moved upward only about 1/3 of one per cent, and prime

commercial paper was quoted at small increases varying from to of one

per cent.

The new security issues (excluding refundings) of domestic borrowers

totaled $5,969,198,000 in the fiscal year, or 8 per cent above the preceding

year, and those of foreign borrowers totaled $1,498,464,000, or 12 per cent

above the previous year. These domestic and foreign security issues combined

were $605,000,000 greater in the fiscal year 1928 than in the prior year.

The distribution of such an increased volume of securities has been facilitated

by rising bond prices, as well as by increased bank loans based on securities

as collateral, and by increased bank investment in securities.

Gold movements and variations in the volume of Federal Reserve credit
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outstanding are the factors which ultimately regulate the supply of member

ban? creclft. Now, what do the facts show? During the fiscal year 1927-28,

the increase in reserve credit about offset gold exported, or, in other words,

the underlying basis of member bank credit remained substantially unchanged,

except that, to the extent that the indebtedness of member banks to Federal

Reserve Banks increased, accompanied by higher discount rates, a very definite

brake on further credit expansion was an-plied. There was, then, no expansion

of the source of credit, and, in so far as other influences were concerned,

they were definitely unfavorable to credit expansion.

These other influences were to this extent effective, that brokers'

loans by member banks in Ne* York City for own account and for correspondents

amounted to $2,882,000,000 on January 4th, 1928, and to $2,643,000,000 on

July 3rd, 1928. In the meanwhile, the total of brokers' loans rose from

$3,810,000,000 on January 4, 1928, to $4,307,000,000 on July 3, 1928, and the

prices of securities soared.

An estimate which I made last summer indicated that not more than

$50,000,000 of Federal Reserve credit found its way during this twelve months'

period to the speculative markets. During the period of greatest speculative

activity, the Federal Reserve System first stormed offsetting gold exports,

then sold securities and raised discount rates. Yet s?eculaticn and speculative

credit continued to increase rather than to diminish.

From this record, the relationship between Federal Reserve policies

and security -prices and speculation doesn't appear to be any more direct than

we found it to be in the case of commodity nrices. Clearly, here too there
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are other forces at work--some of them psychological--more 
powerful than the

factor of credit--in fact, sufficiently strong to attract 
available credit

for their purposes. 143 member banks endeavored to call their loans and r
e-

duced the amount of credit in the stock market, private ind
ividuals and

corporations withdrew deposits and lent them on call. The Federal Re3erve

System was still undoubtedly in a position to control in co
nsiderable measure

the total amount of credit available, but, money being a 
commodity, it was

obviously tending to move to the point where it could comman
d the highest

price.

The tentative conclusion that Federal Reserve nolicies
 are not

directly responsible for security prices any more than they 
are for commodity

prices doesn't mean that cheap money not needed for business o
r commercial

purposes will not result in increased security prices; it doesn't mea
n that

the total volume of credit will not ultimately affect the price of co
mmodities

as well as securities; it doesn't mean that the Federal Reserve Syste
m has not

the power to influence the total volume of credit and its cost. But it does

mean that the Federal Reserve System cannot control the direction credit wil
l

take. It does mean that the true function of the System is to contribute to

the stability of the purchasing power of our money and to provide cre
dit for

business purposes at reasonable rates and without wide fluctuations, and t
hat

any attempt arbitrarily to control the prices of commodities or securities

cannot be effected without such drastic measures as would bring injury to an
d

defeat the very purposes for which the system was created.

This, then, is no time for legislative directions as to how to curb

eeonomic tendencies and forces. In a sense, we are still pioneering. We have

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



•
-12-

G)/6-,/

much to learn about this new world of ours, with its enormous expansion of

resources and the manifold ramifications of its economic forces. The banker

and the central banker are all-important cogs in the economic machine. They

are unquestionably in a position of power and great responsibility, but, to

my mind, they have not the power and authority over the whole field of

economic molitgants which some would ascribe to them, and it is just as well

for their gia1&:\ t this is so. I do not believe that any one factor can

be singled out as all-powerful and predominating, or that the aggregate of

many, many forces and movements can be reduced to any single and simple

formula to be entrusted to any one groupd of men for solution. It would be

very pleasant if it could be done, for there would always be someone we

could hold responsible, and we should never have any difficulty in finding

.some goat whom we could blame for both our own troubles and mistakes. Such

a conception, however, will not bear impartial analysis.

Within. its own particular field, the Federal Reserve System has

more than justified all of the expectations of its builders. Under these

circumstances, isn't it the part of wisdom to permit those in charge who have

justified our confidence to meet new situations as they arise, step by step,

to exercise with the judgment that has hitherto characterized their decisions

such powers as they already possess, and to lay a permanent and safe

foundation for the future by gradually building up an unshakable tradition

of sound banking?
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