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CONPIDENTIAL November

v Ly d LleddN 4 Al

FEDERAL RESERVE BO
Subject: Iiember Bank Reserve
Mr. Goldenweiser Requirements
reserves are at the heart of our banking structure
and
and industry. J al ha a oe e 0 nternaticnal goid movements and
largely throuzh this channel on ¢ omic ditions throughout the world. Re-~

serve requirements as now constituted, however, being an outgrowth of =

historical evolution, dc not represent a harmonious,

parpose. In view of e imoortance

has been given b;
vising legal requirements, it is propoes his um to consider briefly
functions of bank reserves and to view existing requirements and
es with reference to the purpos: ¢ reserves are desisned to
accomplis
Hitlons (o SxosoTvey
In discussions ¢f bank reserves, it is generally taken for sranted
their principal purpose has to do with the safety of tank denosits and note
ually not made entirely clear whether that safety should depend pri-
ability of banks to meet : ] iz ities on demand, or whether
nould chiefly aim at maintaining
>tes and deposits. In this concedntion of
idental function the limitation of bank expansion,
innccurate terms, a bank cannot lend al

ed with it, but must reserve a part tc meet

quirement of law or prudence, u
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generil ground thut the growth of time deposits, unliks the zrowth of demand

deposite, doos not in generul arise directly from in expinsion of bank leans,
and that such depusits, unlike bank notes and demund dewosits, are not gener-
21ly used as 18 of payment. The distinction between time and demand de-
posits ir is respect, howsver, is not clear-cut even in principle. There is
a gridusted series of different kinds of funds in the hinds of the public, the
tive demand deposits, inazctive dem:nd deocosits:
inictive time devdosits; permanent savings depositss; short-
The line between time and demund deposits, from the point of
yiew of their relutionship te the growth of bank credit and of the amount of
reserves that should be carried against them, could legically be drawn at variou:
points in this series. Drawing the distinction between deocsits requiring 30
duys notice of withdrawul and not requiring such notice muy b2 4 reasonably
satisfuctory compromise which hus precedent wnd historical tradition in its
favor. It is doubtful, however, whether it is possible us i« matter of admin-
istration to define time deposits so as to limit them to what actually repre-
sents the country's sivings, It is tha rapid growth of time deposits with
their low reserve reguirsments that has made possible an enormous growth of
since 1922 with little increase in member bank reserve rsquire-
meats. If the purpose of rcserves is to control credit oxpunsion, it is doubt-
ful whether a condition is satisfictory which permits a growth of $2,300,000,000
in member bank leuns and investments with only $30,000,000 of incresse in re-
serve requirements, =s happened during the year ending in June, 1928. Growth
of bunl edit without corrssponding srowth of reserves is in fact one o° the
import:nt reisons why the gquestion of resserve requirements is under considara-
tion. In the light of existing informution, it would scom that revision should
be in the dircction of diminishing or esliminating altoscthor the differential

between rsserve requiroments sgainst time and demand deposits, rather than in




the direction of attempts to regulate the nature of time deposits

Goverrment deososits from all
generally defended on the ground
are secured by Government oblig 1S From the point of
no bearing
Since funds represented by Govermnment de-
e general volume eof bank credit and of the public's aggre-
payment, these deposits should be treated as to resarve require-

ments cn tl ame basis as any other demand deposits.

which has been propoged is s | n of higher reserve recuire-

Th

inter-ban'c deposits, 1
is that bankers'

to more abrupt withdrawals than

should be protected by hizl & On the i e of dit control,

support \

ial would havs
normember ban<s and s oversd

that these balances, which themselves

would have to be determined

control over credit




L fteronitd sunelwopniol aaEnuRo Tl bios
another set of differcntials in cxisting rescrve requirznaents is
the chur-cter of the cities in which the bunks are ilocuited. The bisi
differentizls is not clear. It would zuppexur thit from the point of vizw of
ety rescrve rogquirqoments in the largoer centers should bo lower because they
wr3 in 4 better oosition to rieplenish their reservios by borrowins from the re-
serve banks., It is ftruz thut deposits of ths bunks in the lirger cities hiv:e a
gr:atoer velocity thian thos2 o { nce, but veloeity of circulution has
little beuring on the safety sits so long = their totul volume rem:ins
relatively constin Tithdr.w s by on2 group of donositors comocnsuted by
deposits by wnothar group result in inercused turnover of desogsits but cause
str:in uoJon = buns )n the safotr principle wbruptniess ~and mignitude
drawals rother than velocity cught to dotermine the volume of raquired roservas,
From thz point of visw of crodit control, however

, abruptnazs of withdrawals

does not constitute 2 proper busis for differantiuls in res@rve roaairements.
When the present differentials were originally determined in pre-Federal re-
serve days, the:r were based essentially on the same principle as the proposal
now nade for higher reserves for bankers' balances. The evident intention was
to reach deposits located in the financial centers which constituted a larse nart
of the reserves of other banks and which, as a consequence, were especially im-
portaat and particularly subject to large and abrupt withdrawuls. At the present
time and on the principle of control of credit expansion, these reasons for dif-
ferentizls between baniks in differeat cities are no longer conclusive, and no
others have been formulated.

Recosnizing the lac't of essential logic in existine reserve differentials
between cities, one o the proposals under consideration by the system provides

that higher rates of reserves be rzeuired for Hew York wnd Chicago us the prin-

cipul finuncinl ceanters and intarmediats ones f such othez se a8 have
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banks or brunchss, is propoaxl appsrently is basad

3

established equitable apportionment of raeserves by

reserve facilities, which regquire less wvault

cagh, earry largaer
to offset that advantaze, The existine level

should be noted, is the result Por the

a4sh holdings carried by country banks. existing reserve

requirements count s reserves, not only balunces with the reserve ban'ts, but

2180 vault cash, only the amount of vault cus equired is ; to the judement

Bt eilab]
“iai

o conditiens
ls in re-
view of crzdit control, however, the
classes o ities may not
the gencr:llv;i-:c of bank credit.
can be defined, ther e clussification
with
would reven
but in
R -

differentials be buanks based on geographic.l loc.utions must be

tified by a different character or beh:vior of bank credit in different 1
ties. their beurine on reserve

md comolex problem, the solution of which
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currency

Another differentisl inherent in the existing sygtem of reser
differential =zgainst currency. This differenti .l is nct ganernlly reccomigzed,
but is nevertheless the most powerful differentisl in the entire reserve
structure. Under existineg law, when 2 person borrows moncy 2 bank
thz ban

order to huve o deposit account aguinst which he may draw

iy
5 par cent raserves against the proceecds
A A e S
5, under normal conditions, since banks usually have no
bunk needs to borrow that amount from the reserve bank.
however, the person who borrows the money wants to withdrow it in cush, the
member bank, si re v hns to borrow
the full amount of the loan from the reserve bank. In effact, therefora, the
s 2

present law roguires a 100 per cent reserve against loins resultine in cash with-
drowals, while it requires only a 7 . per cer eserve againet loans resulting
in the creation of deposits When considered in the light of the usual course

+

0L

economic develepme serimination angainst currency is not logical.
The przdicute for bank inflati i aid at the time when lozns are granted for
the purposc of creating deposi out of ayments nare muade by check for an
increase of invantorigs, the purchuse of materiunls, ete. A demand for cash
doegs not develop until aftor the fabricution of the materiale has ziven rise
larger puyrolls, or until the uddition:l purchasine powsr his resultad in an
advance of ret.iil prices causing a nsed for more pocket money. Furthermore,
the time when o demund for additional o aney develops it is usually teo late
to przvent an infl-ztion of 1i the banks can fuse a loan at the time
when it is requested but cannot, without suspendinz, rafuses to pay out cash to

those who huva deposits praviously created. \ heavy pressure on banks nt the
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of existing reserve requirements which it has

revise are certuin techniculities connacted with deductions of amounts
banks in th: computation of nat demand depos=its. Various plans are
consideration. From the point of view of cradit control, it is claar that
-

amount of intor-bank deposits should be deducted in arriving at the

fizure against which reservaes must be carri e Dzposites by one bank with anothar

do not rasult in additionsl loans and investiasnts or in additionul purchasing

the hands of the public., Whin one foregoes the investment of funds
it on to another bank, which mak: nse o 2 fundes, therc is no

om the point of view o it contro why this amount should be
- »

ructure rest with the Faderal reserve

barks, which must hold a 40 and 35 per o rescrve, respectively, against thair
deoosits. Reserve requirements of
reserve bunks, thercfora, depend o hs demand of the public for currancy

y

the demand member buanks for rus.rve bil.nces, whizh in turn depend on
deposit 1iabilitiss of the maembor baniks thomsalvos, .

requiremsnts of member bunks, therefors, the larger wi @ the dsmund

gerves by the rossrve bunks., Through this 2?erve requiroments imposzd

upon mamber bunks ary a factor in the zold requircments of the ressrve banks

and, therofor of the country ue a whols., In olunning o revision of raserve

requirements it should, therafors, be kept in mind what effocts such a revision
upon thz ceountry's dem:nd for gold. This demand should in general not

to subject the world - oply of gold to a strain that would result in®




soriously disturbing cr.di nd i Lbroad Too lurge gold demunds by

this country would nccessit.t: higher money rites hers .ad would subjcecet the

thz vorld to ti ve of sither losinz gold or ra
p to the normal
have roserve re=-

«d justed to reison-

detormine the prin-

review existing

appear already to have
allowanc 5 PR C yr their
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unless it is coupled with, a general recxaminations o ne

various differentials now in existence. If un udju’tmcﬁ%‘ia to be-?“ie, it
should be made all along the line and with raference 1o tha-eumulaffve gffect
of all the elements of adjustment. The cradit and scononic steuacture of the
country are gdjusted to existing rezerve raquirenents s.d changea in these re-
quirements would inevitably rasult in readjustment and in disturbance to the

country's economic life. A revision of existing res:rve roquirecments should,

therefore, be precedzd by reexanination of the problem of res.rves in Ats baar-

ing not only on banking developments in the United Status, but also on the re-

lation betwasn the growth of crodit in this country wnd the werld's supply of

monetary gold.




PRELIMINARY MEMORANLUM FOR THE
OPEN MARKET INVESTMENT COMMITTEE
January 7, 1929

The total volume of business in 1928 as compared with 1927, including
manufacturing, trade, crop production, building, etc., showed (as nearly as can
now be estimated) an increase for the year of approximately 3 per cent.

A comparable figure for the growth in the amount of credit in use is
less ensy to compute because much of the increase in credit did not take the form
of bank loans but rather loans made by individuals and corporations, and was re=
flected in the banking figures in the increased velocity of bank deposits. 35
however, the growth in bank loans and investments from June 1927 to June 1928
(to take the mid-points of each year) is increased by the increase in recorded
io2us Tor individuals and corporations made on the New York Stock Exchange, there
appears to have been a total increcasg in credit of more than 8 per cent. 4n
cqual rate of growth is shown if the figures arc taken from December 1927 to
Jecember 1928, as nearly as can now be estimated.

The computation can be made another wey by computing the change in bank
deposits multiplied by their velocity (M V of the equation of exbhangc) which would
give an indication of the use of credit. Thesc figures show an increase of about
25 per cent from the last quarter of 1927 to the last quarter of 1928, This
compares with a 15 per cent increase in 1927,

Thus, the best estimates that we can make indicate that the increase in

the use of credit has been quite out of relation to the increase in business. In )

past years such a lack of relationship has usually been accompanied by changes in
prices of different kinds, and often by speculation in commodities or securities.
suring the past year, as we know from the scgrezated reports, much of the increasc
in ercdit has found its way into loans to brokers on the Stock Exchange,

41t a number of times during the yoar there was some evidence that the
expansion of credit had been checked. This was true in February, in June, and
again early in December. But on each occasion the expansion was again resumed

VOLUME 187

PAGE 17
Ped for FRASER




2
after a bricf pause and while the total loans and investments of reportipg member
banks are only slightly higher than in May of 1928, nevertheless the total of all
credit in use has continued to increase.
Wnile this credit expansion, does not as yet constitute any considerable
drain on the country's basic bank reserves since it has not expanded bank deposits
by any large amount, it is a potential drain for the loans made by corporations

and individuals, constantly threaten to be converted into bank loans, particularly

at times of stirain, as was illustrated at the year-end when New York City banks

were called upon to put $581,000,000 in the market in the last five days of the [
year, with the consequence that the reserve ratio of the New York bank was
reduced to 55 per cent on December 31l. So that, quite aside from eany dangers
thet may be incident to the possibility of a deflation in the present level of
stock prices, the continued growth in credit is at least a potential use of bank
roserves at a more rapid rate than could be continued indefinitely especially in
the face of actual and possible future losses of golds

The Federal Reserve System thus eppears to be facing at the beginning
ol the year the same general problem which it has faced during the entire year
of 1928; that is, the problem of checking any unnecessary expansion of credit withe

I

out, if possible, seriously penalizing businesss

*

Year End Movement of Funds. The Christmas and year-end requircments

for funds called into use a slightly larger additional amount of Fodcral reserve
credit than in preceding years. Total bills and securities in the System were
increascd from $l,SO0,000,QOO about the middle of November to nearly $1,900,000,000
in the last week of the years In recent years the retirement of Federal recserve
credit during January has been a little over 400,000,000, and the problem this
month appears to be to make sure that the seasonal return flow of currency and
credit is applied to a reduction of Federel Rsserve credit in use so that it

will not be made the basis of any unneccssary cxpansion of bank credite
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The following figures show the changes in Federal reserve credit at
reporting dates of January and February in the past two years, taking as a

L

starting pointl the [igures for the last reporting date of the preceding year.

Changes in Supply of Federal Rescrve Credit from last reporting date
in previous year
(In millions of dollars)

(Curmlative figures)

Government
Securities Discounts . Total

1927 1928 1927 1928 1927 1928

10 . + 24 - 78 -~ B8 - 70 - 63
4 - 58 =221 -170 -267 -221
&2 4 -104 =295 =197 -341 -318
77 -162 -346 -224 -438 -425
50 =169 -318 =186 -381 -364
76 =202 =332 =150 =421 -369
64 -185 =315 -128 -385 -354
99 -201 -313 =148 -425 -383

- 920 -195 =276 -116 -373 ~-354

1

It will be observed from these figures that last year the diminution in
the bill portfolio during January was smaller and more gradual than in 19274 thus
ffsetting somcwhat the effectiveness of large sales of government securitieg.
The liquidation of bills will be somewhat diffioult this year because of the
oresent relatively low position of bill rates in the narket, although recent ine
creases of bill rates should aid in securing a normal reduction of bill holdings.

1f we .assume a normal roduction of $50,000,000 to $100,000,000 in bill
noldings during January;ani a withdrawal of funds through gold earmarking of
75,000,000 in the first two woeks of the year)there rmight be expected to be &

reduction of cbout @50,000,000 or $300,000,000 in bills discounted. This would

meen a reduction of rediscounts for the System to $850,000,000 or 900,000,000




during Jenuary and February, or about the same amount &s was maintained during
October and November, a period during which there was a vigorous increase in
bank credit, and during which money rates tended to ease somewhat. Already
borrowings of New York City banks have been reduced to about ¥200,000,000 and
further reductions are likely.

The two possible methods for maintaining the amount of discounts would
be the sale of govermient securities or an additional liquidation of the bill
portfolio beyond what normally takes place. The two possible means of making
any given amount of member bank indebtedness more effcoctive in its pressure on
the credit situation, if this is regarded as necessary, would appear to be ine

creases in discount rates or direct dealing with member banks.

In determining what, if any chcngel in policy, should be adopted, and

the moethods to be employed to effect it, the three major points for consideration

should, of course be

1. The effectiveness of such action in controlling unnecessary
eXpansion of credite

2. The effect of any such action upon domestic business.

3 The effect of such action upon the world monetary situation

and indirectly upon world tradees
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FEDERAL RESERVE BANK
OF BOSTON

W.P.G. HARDING
GOVERNOR January 22, 1929

Dear Mr, Hamlin:

In reply to your letter of January 21, I would say that the
resolution which was adopted at the meeting.of our Directors on June 20 last,
did not refer directly ©0 rediscounts for member banks at any time when the
banks had call loans or speculative securities. This resolution referred more
directly to continuous borrowings and directed attention particularly to the
conditions under which member banks might properly apply for accommodation,

The resolution is as follows:

"Resolved that in the judgment of this board of
directors, the funds of the Federal Reserve Bank
are primarily intended to be used in meeting the
seasonal, temporary or unusual requirements of
member banks and that continuous borrowing by a
member bank as a general practice is inconsistent
with the spirit and the intent of the Federal
Reserve Act, and with the policy of this bank, and
that the Governor be and he hereby is authorized
and requested to bring the substance of this
resolution to the attention of the officers of

any member bank which shows a tendency toward
making continuous use of reserve bank credit,

with a view of having such continuous use terminated,"

I may say that the attention of a number of ocur banks was directed
to this resolution, and the responses received have been most gratifying.

Sincerely yours,—

[«

Hon, Charles S, Hamlin,
Federal Reserve Board,
Washington, D. C.

J

VOLUME 187




TO: Feders1l Reserve Boe.ru.ﬂtur
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Bank Sus!nsions - Year 1928

St.6050 P,

—
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There is given below a summary of bank suspensions during the year 1928
with comparative figures for the years 19217192?.
of ceourse, preliminary, and while if 'is not thought that the number of suspensions

somewhat when final information is Wecei fd,

The figures shown for 1928 are,

| !* the denosit figures will be reduced
A -

All bans

National banks

Number |

Canital |

Denosits”

Number |

Capital

| Deposits

Total:1921-1928 4,996 $188,296,000$%1, 508, 021, 000

1928
1927
1926
192

192

1923
1922
1921

Total: 192
1928
1927
1926
1925
1924
1923
1922
1921

699

$l42, 270,000

'$327,703, 000

1-1928

4g3
662
956
612
I
)
354
502

214

19, 292, 000
2, 763,000
32, 804, 000
24,441 000
28,373,000
21,978,000

13, 743,000

22,902,000

157,418,000
193, 891, 000
272,488,000
172,900,000
213, 444 000
188, 805, 000
110,721,000
198, 354,000

State member banks

15,903,000

119,439,000

57
91
125
118
122
90
45
51

4,083

4, 200, 000
5,415,000
6,020,000
7,970,000
7,660,000
4,610,000
34335, 000
3,060’000

40, 549, 000
46,581, 000
47,866,000
58,537,000
60, 889, 000
32,904,000
19,092, 000
21, 285,000

Nonmember banlks

130,123,000 1,060, 879,000

16
33
35
28

7
2
12
19

975,000
2,619,000
2,549,000
1,950,000
2,645,000
2,235,000

621,000
2,309,000

11, 738,000
19,755,000
20,946,000
8,727,000
13,580,000
18, 324, 000
5,151, 000
21,218,000

110

538
79%
456
618
526
297
432

14,117,000
16, 729,000
2t,a3s,ooo
14,5215000
15?%58,000
15,133,000
9, 787,000
17,533,000

105,131,000
127, 555,000
203,576,000
105, 636,000
138,975,000
137,577,000
86,478,000
155, 851,000

NUMBER OF BANX SUSPENSIOUS BY

FEDERAL RESERVE DISTRIC??iAND EY STATES

District

Tota

1921-1928

1

1928 r! 1927 ]

1926

1925

1924

1923

1922] 1921

Boston
New Vork

Philadelohia

Clevelznd
Richmond
Atlanta
Chicago
S5t, Louis
Minneapol
Kansas €i
Dallas
San Franc

Total

16
2l
16
87
377
Lol

734
o
1,398
820
400
226

is
ty

isco

2

3
14

ot
08

4u

53

4
5
2l

1
6
2
6
43
Lg

53
295

53

4,996

States
Iowa

North Dakotz

South Dak
Minnesota
Texasg
Georgia
Mi ssouri
Oklahoma
Kansas

Lol
394
381
380
269
287
273
26
211

ota

South Carolina 209

Montana
Nebrasgks,
Florida
Illinois

202
184
127
108

North Carolina 107

Indiana

Colorado
Arkansas
All other

red for FRASER
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

X-6223

January 26, 1929,

anm

SUBJICT: Examination of Member Banke.

Dear Sir:

The Federal Recerve Act re::u,ire“I that the cost of examinations
ber tank° made by the Federal reserve banks or the Fe delal Ee-
through the Federal ressrve agents, be assess
or bank examined. Within the last two weeks, bil
roduced in both the Senate and the House of Representatives,
enacted will amend the law in such a way as to make the
for member bank examinations discretionary with the Board.

_ asions in the past the Bpcrd has attempted, by
circuler le efine a credit 1nvust1gction, but after several
years experience it has arrived at the conclusion that a far too
liberal intery has been placed upon credit investigations by
the agents.

this matier under review for some time and on
he following resolutions which deal with the

Federal Reserve Board in reference to member
ts the law:

"BE IT RESOLVED, That the Federal Reserve Board
vmco*nizes its duty under the Federal Reserve Act to keep
& je

tself informed as to the condition of all member banks;

"BE IT FURTHER RESOLVED, That the Board is of the
opinion that it is Justlzlea in relying upon the Comp-
troller of the Currency for such information as to
National banks;

"BE IT FURTHER RESOLVED, That whenever the reports

of examination of State member banks furnished by the
State authorities are not deemed satisfactory either to
the Federal reserve bank of the district concerned or-to
the Federal Keserve Board, the Federal reserve bank or
the Board shall cause to be made at least one examina-
tion or investigation each year of .such character as to
furnish satisfactory information, the cost of such ex-
aminations to be assessed against the member banks
examined."
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In order to avoid duplications and unnecessary expense of
operation, which now exist, the Board has voted that the Depart-
ment of State Bank Examination, now in operation in the Board's
quarters in Washington, be abolished, effective February L, 1929,
and that you be charged with the duty of seeing to it that the
Board's views, as covered in the above resolutions, are carried
out in your district. This does not mean that the Board is at-
tempting to relieve itself of all responsibility, and you are
advised that through its examining force, it will check carefully
your bank examination department.

The following instructions will serve as a guide to you in
performing your duties;

1. The Comptroller of the Currency is a member of the
Federal Reserve Board and under the law is charged with the re-
sponsibility of enforcing the terms of the National Bank Act and
algo of the Federal Reserve Act. The Board therefore relies upon
the Comptroller e¢f the Currency to perform his duties and it will

not be necessary for the Federal reserve agents to duplicate the
work.

2. In the opinion of the Board, State reports of examina-
tion can be relied upon in the great majority of cases to furnish
the necessary information to the agents.

3. If a State examination is unsatisfactory, a credit
investigation will not give sufficient information for the agents
to act intelligently upon and a complete examination should be made
for which the member bank should be charged. This does not prohibit
investigations of member banks by Federal reserve banks Or Tederal
reserve agents without cost, because the Board realizes that unusual
situations require unusual action. Therefore, the Board will act
promptly by approving or disapproving the request of any Federal
reserve bank or any Federal reserve agent for permission to make an
investigation without cost. The Federal reserve banks, however, and
the Federal reserve agents, in making such request for investigation
without cost must bear in mind that if the investigation contemplates
anything coveréd by the following language, which appears in Section
21 of the Federal Reserve Act, the Board cannot waive the cost: "The
expense of such examinations shall be borne by the bank examined.
Such examinations shall be so conducted as to inform the Federal re-
serve bank of the condition of its member banks and of the lines of
credit which are being extended by them."

4, 1If Federal reserve agents have evidence in the form
of letters or otherwise, that officers and directors of State member
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banks have had their attention called to vioclations of the law and
unsound banking practices by State authorities, it is not necessary
for agents to duplicate this work.

5. If this supervision is not conducted by State authori-
tiecs Federal reserve agents are directed to teke such action, as in
their opinion, will discharge the responsibilities of the Board.

6. When a State member bank fails to show any disposition
whatever to correct these irregularitieg within a reasonable time
80 as to show improvement in its condition, the Federal reserve
agent will be expected to lay the information before the directors
of his bank and dsk them to make a formal recommendation to the
Federal Heserve Board; with reasons, as to whether or not the State
member bank should continue as a member.

7. TFederal reserve agents are instructed to discontinue
their present practice of furnishing the Federsl Reserve EBoard with
reports of examination of State member banks, except in extrcme cases
where they may wish to ask for advice or request the Board to cancel
membership. In lieu of these reports, agents will furnish the Board
with an analysis of each report received or made by them, using the
enclosed analysis form. A supply of this form is being forwarded
under separate cover,

The Federal reserve agents are advised that the Board thoroughly
realizes that it is utterly impossible to lay down uniform, detailed
procecure in each and every district because of the local conditions
which exist in the 48 states. It does believe, however, that certain
fundamental policies can be laid down and asks your cooperation toward
that end.

Yours very truly,

R. A. Young,
Governor.

TO ALL FEDERAL RESERVE AGENTS.
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January 21, 1929,

The fiming tendencies of the money market, which have been in
evidence since the opening of the year econtrary to the usual trend of
money rates at this season, make it incumbent upon the Federal Reserve
System to give constant and vigilant attention to the situation in order
that no influence adverse to the trade and industry of the country
.thall be exercised by the trend of money conditions, if it is unavoidable,
beyond what may develop as inevitable.

During the year 1928 through the combined influence of member banks
and the Pederal Reserve banks commercial raton- were successfully ﬁhtatmd
at levels pppreciably lower than the trend of money market changes about
mid-year indicated as probable, The problem of exerting the influence of
the Pederal Reserve System as a moderating influence in the movement of
commercial money rabes is still with us at the opening of the new year,

The extraordinary absorption of funds in speculative security loans
which has characterized the credit movement in the past year or more in the
Juigment of the Federal Reserve Board deserves particular attention lest it
become a decisive faotor working toward a still further fiming of money
rates to the prejudice of the country's commercial intercsts,

The resources of the Pederal Reserve System are ample fo r meeting
any probable commercial needs of credit without difficulty or strain
provid-d the credit facilities of the Yederal Reserve System are vigilantly
and efficiently administered and restricted to such uses as are proper.

The Federal Reserve Board has an different occasions and in different
places, notably in its annual reports, ststed its position with regard to
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uses of the rediscount privilege by member banks for purposes that
are proper, Broadly speaking, the purposas are proper when the credit
accommodation obtained from the Federal Reserve bank is for productive
and distributive operations, In brief, sgriculture, industry and trade.
They are not proper when occasioned by extensions of speculative loans
by member banks., While such loans are not prohibited either YWy the
National Bank Act or by the Federal Resorve Act, the vhole temor of
the Federal Reserve Act mokes it cloar that a momber bank is not within
its reasonable claime for rediscount facilities at a Pederal Resexve bank
when the oomion' of its borrowing is

(a) Speculative loans that it contemplates making; or

(2) speculative loans that it has made and which
it desires not to liquidate,

There would be no difference of opinion as vegards the impropriety
of seelting Federal Reserve credit for the purpose of making securisy locana
It is the opinion of the Federal Reserve Noard that the objections
that lie against the use of Federal Reserve oredit for the malking of
speculative loans also 1ie against the use of Federsl Reserve credit for
the maintaining of speculative loans,

The Federal Reserve Board has no disposition to asswe anthority to
interfere with the loan operations of member banks so long as they do
not involve the Federal Researve banks, It has, howover, a grave re-
sponsibility whemever there is evidence that member banks are maintaining
a glven volume of speculative security loans with the aid of Pederal
Reserve credit. hen such is the cagse the Federal Reserve bank bocomes

http://fraser.stlouisfed.org/
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either a contributing or a sustaining factor in the existing volume of
securify loans. And such is contrary to the intent of the Federal
Reserve Act and the wholesome operation of the Federal Resorve banking
system. -
It is the opinion of the Federal Reserve Board that when member

banks which have substantisl investments of their resourses in speculative scurity
loans are called npoh byithni.r commercial oustomers to provide commercial
accommodation, the proper course for them to pursue is to reduse thelr
call loans and thus put themselves into a posluon. to take care of the
requirements of their commercial horrowers, The Federal Reserve Board has
no disposition to question the propriety of invesiments by danks of
surplus funds in the call loan market. The call loan market is capable
of perfoming a useful servioce if investments by banks in it are treated
as a secondary reserve %o be availed of as occasion ariges., It may become
a source of mischief, if the banks are permitted to regard such investments
as something not to be disturbed except under the pressure of exigent
circumstances,

© You are desired to bring this letter to the attention of the directors
of your bank in order that they may be advised of thé attitude of the
Federal Reserve Board with respect to a situation and a problem confronting
the administration of the Federal Reserve banks which for more than a year
has been exciting widespread interest and concern.

After your directors have ruu; considered it the Board desires to

be advised of their attitude and their views on (a) how they keep themselves
fully informed as to the oocasion of borrowing by their member banks: (b) what

Federal Reserve Bank of St. Louis
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methods they employ %o protect their imestitution against improper use

of its credit facilities by member banks; and (o) what other steps they
propose to take in working out a further procedure vherc oxisting methods
are not proving fully effective,

The Board realizes that the problem of adequate control sgalnet
misuse of the credit facilities of the Federal Reserve benks of the
kind that have given rise to this letter im not free of difficulties.

It g¢lso appreciates that no one method of procedure would be equally ‘
effective in all districts and in all cireumstances. It in, thorc!‘o;,
not disposed %o be dogmatic in its own oStitude. It is, however, fim
in the opinion that a more effective control is meeded if the Federal
Reserve System is to function satisfacborily and that methods of control
suitable to the situation and not invasive of she privacy of member bank
operation cen be worked out by sach Poderal Reserve bank that will have
the approval and support of the majority of the member banks of the
Federal Reserve System and the general body of public opinion,

The Federal Reserve Board will await with deep interest the reply
of your directors to this letter and bespeaks their prompt attention in
order that i8 may have their reply at an early date.

A, C, M,

Chaiman and Board of Directors
of each Fedsral Reserve Bank,

Federal Reserve Bank of St. Louis
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Dr. Miller's Memorandum of January 21, 1929,

Suggestions for Changes,

On Page 1, line 25, substitute for the word "proper®, the phrase
"consistent with the terms or spirit of the Federal Reserve Act"
and change the following sentence so it will read, "broadly speaking,
such consistency exists when the credit accommodation, ete,!

Line 28, Substitute for the word "proper the word
"eonsistent."

Line 28, Substitute for the word "occasioned" the word
"necessitated."

On Page 2, line 20, Substitute for the word "investments" the words
"secondary reserves,

Line 21, Substitute for the phrase "something not to be
disturbed, etc." the following: "as something not to be used
to meet the necessities of agriculture, business, and commerce,"

Line 21, Insert between lines 21 and 22 a new paragraph

as follows: Y ¢¢W-&;‘;

"The Federel Reserve Board does not inteng.,/{y this
circular, to advocate any sudden, drastic defiztien of existing
speculative loans, It simply lays down a procedure primarily
for the future, with the feeling, however, that a gradual
conservative. liquidation of present speculative loans may be

brought about without injury,te—epecuietive—borrewers, , thus

releasing Federal Reserve credit for normal purposes.

"The Board further realizes that the policy herein
expressed has, in effect, been carried out in the past by some
of the Federal Reserve banks, and, in other Federal Reserve banks,
has been attempted with varying degrees of success."

zed for FRASER
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January g3, 1929,

Lo B Lot p I

Dr, Miller's Memorandum of January 21, 1929,

Additional Suggestions,

N\

To my mind, this whole question involves a determination of
what is good banking. There is a great distinction between good banking

and doubtful banking, even when the latter is within the limits of the
law,

I ﬁo not believe we can lay down, as a matter of law, that a
Federal Reserve Bank can not lawfully discount paper for & member bank,
even though the use of the funds is made to make up reserve deficiencies
caused, in part, by speculative loans., For example, a bank which is not
a regular discounter presents eligible paper to secure funds to make good
its reserves which are depleted in part by speculative loans, These
loans are lawful for the member bank to meke, and the Act provides that
the reserves against deposits arising out of these loans must be deposited
and maintained in the Federal Reserve Bank, and a penalty is provided if
the reserves are not promptly made good when a deficiency occurs, I do
not think it can be claimed that, under the Act as a matter of law, we
are bound to decline to discount paper to be used for this purpose, for
2 bank might be in the position where it would have no other means of
making good its reserves than the discounting of eligible paper, Where a
bank is a continuous borrower, it seems to me that it is really obtaining

capital from the Federal Reserve Banks, and this, except in extraordinary

crisgs, can not be considered good and proper banking, I believe today
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many banks in the United States are really obtaining capital through

rediscounting, and under present conditions this would seem objectionable,
whether that capital is used for speculative loans or even for ordinary
comnercial transactions,

As stated above, I believe a bank legally may rediscount commercial
paper, although its ultimate use is to replenish reserves depleted by
speculative loans, but I further believe that it is the duty of the bank
to inquire into the operations of its member banks and to use direct
pressure to see that a proper proportion is maintained between its
speculative loans and its ordinary commercial loans, especially in the
situation which now confronts us where hgsinesa is threatened by a
continuation of the speculative activity now going on throughout the

country,




January 30, &9.

CetN .

§ kAl & Al /3—&( /f&.&-m{b“,

Dr, lMiller!s Letter,

Substitute for the 5th paragraph, the following:

"Broadly speaiking, borrowing by a member bank from
its Federal Reserve bank is proper when confined primarily

to productive and distributive operations, in agriculture,
industry, or trade,"

Substitute for the 6th paragraph, the following:

"The Federal Reserve Act does not contemplate the
frequent or continuous use of the resources of the Federal
Reserve banks for the creation or extension of speculative
credit, A member bank is not within its reasonable claims
for rediscount facilities at its Federal Reserve bank when
it borrows fregquently or continuously either for the purpose

of making speculative loans, or for the purpose of maintaining
such loans,"

(For example, ~ 4if a member bank which is not a
frequent or continuous borrower, presents
eligible paper for rediscount in order to
replenish a deficlency in its reserves caused,
in part, bv speculative loans, it surely would
not be contended that the Federal Reserwe bank
should refuse such discount.))
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LETTER SUBMITTED BY MR. MILLER JANUARY 29th, AS SUBSTITUTE FOR
LETTER APPROVED JANUARY 24th.

The firming tendencies of the money msrket which have been in
evidence since the beginning of the year - contrary to the ususl trend
of money rates at this season - mske it incumbent upon the Federal
reserve banks to give constant and close sttention to the situation
in order that no influence adverse to the trade and industry of the
country shall be exercised by the trend of money conditions, beyond
what may develop as inevitable. -

The extraordinary absorption of funds in speculative security
loans which has characterized the credit movement during the past year
or more in the judgment of the Federal Reserve Board deserves particu~
lar sttention lest it become a decisive factor working toward a still
further firming of money rates to the prejudice of the country's
commerciasl interests.

The resources of the Federal Reserve System are ample for meeting
the growth of the country's commercial needs for credit, provided they
are competently administered and protected against seepage into uses
not contemplated by the Federal Reserve Act.

The Federal Reserve Board has on different occasions, notably in
its Anmual Reports, stated its position with regard to the use of the
rediscount privilege by member banks for purposes that come within the
intent of the Tederal Reserve Act amd, thereforg, gre to be regarded
&8 proper.

Broadly speaking, borrowing by a member bank from its Federal
reserve bsnk is proper when the credit accommodation sought and obtained
is for productive and distributive operations - in agriculture, industry
or trade.

~ The Federal Reserve Act does not, however, contemplate the use of
the resources of the Federal reserve banks for the creation or extension
of speculative credit. A member bank is not within its reasonable claims
for rediscount facilities at its Federal reserve bank when it borrows .
either for the purpose of msking speculative losns or for the purpose
of maintaining speculative loans,

The Federal Reserve Board has no disposition to assume authority
to interfere with the loan practices of member banks so long as they do
not involve the Federal reserve banks. It has, however, a grave responsi-
bility whenever there is evidence that member banks are maintaining
speculative security loans with the ald of Federal reserve credit. When
such is the case the Federal reserve bank becomes either a contributing
or & sustaining factor in the current volume of speculative security
credit. This is not in harmony with the intent of the Federal Reserve
Act nor is it conducive to the wholesome operation of the banking and
credit system of the country.
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You are desired to bring this letter to the attention of the
directors of your bank in order that they may be advised of the attitude
of the Federal Reserve Board with respect to a situation and a problem
confronting the administration of the Federal reserve banks, which for

more than a year has been exciting widespread interest and concern.

Digitized for FRASER
http://fraser.stlouisfed.org/

The Board realizes that the problem of adequate control against
misuse of the credit facilities of the Federal reserve banks of the
kind that have given rise to this letter is not free of administrative
difficulties. Tt views t.a matter primarily as one of good operating
practice. It also appreciates that no one method of procedure would
be equally effective in all districts and in all circumstances. It is,
therefore, not disposed to be dogmatic in its own attitude. It is, how-
ever, of the opinion that, taking the Federal reserve banks as 2 whols,
the problem has not yet been completely met and that the situation
admite of improvement. It is also of the opinion that methods of handling
the problem suitable to the situation and not invasive of the privacy
of member bank operation can be worked out by each Federal reserve bank
that will have the approval snd support of the majority of the member
banks of the Federal Reserve System and thne general hody of publie
opinion,

The Federal Reserve Board will await with deep interest the reply
of your directors to this letter and bespesks their prompt attentiom in
order that it may have their reply at an early date.

By direction of the Federal Reserve Board.

Very truly yours,

Walter L. Bddy,
Secretary.

Chairman and Board of Directors
of each Federal Reserve Bank,

Federal Reserve Bank of St. Louis
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LETTER SUBMITTED BY DR. MILLER JANUARY 29th, AS SUBSTITUTS
FOR LETTER APPROVED JANUARY 24th,

(Suggestions for amendment by C. S, Hamlin and ®E. H, Cunninghem)
Sl mky 5 Midlis wdtn Anmield Sapiad  statiniss

The fiming tendencies of the money market which have been in
evidence since the beginning of the year - contrary to the usual trend of
money rates at this season - make it incumbent upon the Federal Reserve
banks to give constant and close attention to the situstion in order that
no influence adverse to the trade and industry of the country shall be
exercised by the trend of money conditions, beyond vhat may develop as
inevitable,

The extraordinary absorption of funds in speculative security loans
which has characterized the credit movement during the past year or more
in the judgment of the Federal Reserve Board deserves particular attention
lest it become a decisive factor working toward a still further fiming of
money rates to the prejudice of the country's commercial interests.,

The resources of the Federal Reserve System are ample for meeting the
growth of the country's commercial needs for credit, provided they are
competently administered and protected against seepage into uses not con-
templated by the Federal Reserve Act.

The Federal Reserve Board has on d fferent occasions, notably in its
Annual Reporte, stated its position with regard to the use of the rediscount
privilegze by member banks for purposes that come within the intent of the
Federal Reserve Act and, therefore, are to be regarded ag proper.

Broadly speaking, borrowing by a member bank from its Federal Reserve
bank is proper when the credit accommodation sought and obtained is for
productive and distributive operations - in agriculture, industry or trade.

(Broadly speaking, borrowing by a member bank from its Federal
Reserve bank is proper when confined primarily to productive

&

(Mr. Hamlin) and distributive operations, in agriculture, industry, or

trade,)

The Federal Reserve Act does not, however, contemplate the use of the
resources of the Federal Reserve banks for the creation or extension of
speculative credit. A member bank is not within its reasonable claims for
rediscount facilities at its Federal Reserve bank when it borrows either
for the purpose of malting speculative loans or for the purpose of maintaining
speculative loans,

{The Federal Reserve Act does not contemplate the freguent or
continuous use of the resources of the Federal Reserve banks

(Mr. Bamlin) for the creation or extension of speculative credit.,
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A member bank is not within its reasonable claims for
rediscount facilities at its Federal Reserve bank when
it borrows freguently or continuously either for the
purpose of malkting speculative loans, or for the purpose
of maintaining such loans,)

The Federal Reserve Board has no disposition to assume authority to
interfere with the loan practices of member banks so long as they do not
involve the Federal Reserve banks, It has, however, a grave responsibility
wnenever there is evidence that member banke are maintaining speculative
security loans with the aid of Federal Reserve credit., When such is the
case the Federal Reserve bank becomes either a contributing or a sustaining
factor in the current volume of speculative security credit. This is not
in harmony with the intent of the Federal Reserve Act nor is it conducive
to the wholesome operation' of the banking and credit system of the country,

You are desired to bring this letter to the attention of the directors
of your bank in order that they may be advised of the attitude of the
Federal Reserve Board with respect to & situation aad a problem confronting
the administration of the Federal Reserve banks, vhich for more than a year
has been exciting widespread interest and concemn,

(You are desired to bring this letter to the attention of the
directors of your bank in order that they may be advised
of the attitude of the Federal Reserve Board with respect
to this situation and problem confronting the administration

A\ - x
ir. Cunningham) of the Federal Reserve banks, and the Board would like to
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have from them an expression of (a) how they keep themeselves
fully informed of the use made of borrowing by their member
banks, (b) what methods they employ to protect their insti-
tution against the improper use of its credit facilities by
member banks, ani (c) how effective their policy has been.)

The Board realizes that the problem of adequate control against
misuse of the credit facilities of the Federal Reserve banks of the kind
that have given rise to this letter is not free of administrative diffi-
culties, It views the mat ter primarily as one of good operating practice,
It also appreciates that no one method of procedure would be equally
effective in all districts and in all circumstances, It is, therefore, not
disposed to be dogmatic in its own attitude. It is, however, of the opinion
that, taking the Federal Reserve banks as 2 whole, the problem has not yet
been completely met and that the situation admits of improvement. It is
also of the opinion that methods of handling the problem suitable to the
situation and not invasive of the privacy of member bank operation can be
worked out by each Federal Reserve bank that will have the approval and
support of the majority of the member banks of the Federal Reserve System
and the general body of public opinion,




(It should be understood that the Federal Resa ve Board is not
suggesting or advocating any sudden, drastic liguidation of existing
speculative loans. On the contrary, it is simply laying down a
procedure primarily for the future, with the feeling and hope, however,
(ur Hhm1in)that a gradugl congservative liguidation of present epeculativF loans
= i may be brought about or may occur naturally without injury, thus
releasing FPederal Reserve credit for business and agricultural purposes.

The Federzl Reserve Board will await with deep interest the reply
of your directors to this letter and bespesks their prompt attention
in order that it may have their reply at an early date.

By direction of the Federal Reserve Board,

Yery truly yours,

Walter L, Eddy,
Secretary.

Chairman and Board of Directors
of each Federal Reserve Bank,

zed for FRASER




-

Office Correspondence »= - Dot Jamani’ 61,

To. Mr. Hamlin Subject:

From Mr. McClelland

P W {v"f-‘u{ IL? Atden

There is quoted below the amendment to the letter under
congideration by the Board which Mr. Cunningham submitted yeg-
terday:

"You are desired to bring thie letter to the atten-
tion of the directors of your bank in order that they
le may pe advised of the attitude of the Federal Reserve
-  Board with respect to this situation and problem con-
fronting the adminigiration of the Federal Reserve Banks,
and the Board would like to have from them an expression
of (a) how they keep themselves fully informed of the use
made of borrowing by their member banks, (b) what methods
they employ to protect their institution against the im-
proper uge of its credit facilities by member banks, and
(c) how effective their policy has been."
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February 2, 1929.

Dear lr, Curties:

The firming tendencies of the money market which have been
in evidence since the beginning of the yesar - contrary to the
uguasl trend at this sesson - make it incumbent upon the Federal
reserve banks to give constant and close atte tion to the situa-
tion in order that no influence adverse to the trade and induse
try of the country shall be exercised by the trend of money cone
ditions, beyond what may develop as inevitable.

The extraordinary absorption of funds in speculative secur-
ity loans which has characterized the credit movement during the
past year or more,in the juiguent of the Federal Reserve Board,
deserves particular attention lest it become & decisive factor
working toward a still further firming of money rates to the
prejudice of the country's commercial interests.

. The resources of the Federasl Reserve System are ample for
meeting the growth of the country's commercial needs for credit,
provided they are competently aiministered and protected agsinst
seepage into uses not contemplated by the Federsl Reserve Act,

The Federal Reserve Act does not, in the opinion of the
Federal Reserve Board, contemplate the use of the resources of
the Federal reserve banks for the creation or extension of spec-
ulative credit. A mesber bank is not within its reasonable
claims for rediscount facilities at its Federal reserve bank
when it borrows either for the purpose of making speculative loans
or for the purpose of maintaining speculative loans,

The Board has no disposition to sssume suthority to interfere
with the loan practices of mewmber banks so long as they do not ine
volve the Federal reserve banks. It has, however, a grave respon-
sibility whenever there is evidence that member banks are maintaine
ing speculative security loans with the aid of Federal reserve credit.
When such 1s the case the Federal reserve bank becomes either & cone
tribut or a sausteining factor in the current volume of specula~
tive @ ty credit. This is not in harmony with the intent of
the Federal Reserve Act nor is it conducive to the wholesome opera=
tion of the banking and credit system of the country. -
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You are desired to bring this letter to the attention of
the directors of your bank in order that they mey be edvised
of the attitude of the Federal Reserve Board with respect to

this situation and the problem confronting the administration
of Federal Reserve banks. The Boaxrd would like to have from
them an expression ne to (a) how they keep themselves fully
informed of the use made of borrowingsby their member banks,
(b) whet methols they employ to protect their institution
against the improper use of its credit facilities by member
banks, and (¢) how effedtive these methois have been,

The Board remlizes that the problem of protecting the
credit situation from strain because of excessive asbsorption
of credit in speculstive security losns is attended with dif-
ficulties. It aleo realizss that there are elements in the
situstion which are not readily amenable to recognized methods
of banking control. The Board nevertieless believes that,
however difficult, the problem c:n be more completely met and
that the existing situetion admits of improvement,

The Pederal Reserve Doard awalts the reply of your directors
to this letter and bespesks their prompt attention in order that
it may have their reply at an early date.

By direction of the Federal Reserve Board.

Very truly yours,

% B. M. WeClelland,
Assistant Secretary.
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Not for publication EARNINGS AND EXPENSES OF FEDERAL RESERVE BANKS, DECEMBER 1923, . St. 6089
»
-d ?’TI Month of December 1928 January -~ December 1928
Federal ; , - Current net Available for
_ . RACDSHEN, LFOM Gurrent sxponsed earnings Current [Dividends reserves,
Reserye Dis~ Pur~ U. S. Exclusive ~ [Ratio to net accrued [surplus and
' counted chased securi- Other Total of cost of Total Amount [paid-in earnings franchise
oy bills bills tics sources F.R.currencyf capital tax,*
i -;& Per cent
® $276,947  #$187,854  $27,1 $8,736  $500,687| $158,977 $160,576| $340,111  39.5 ($2,595,339 $5 0,830  $1,863,961
aw York" 1,252,368 580,217 292,041 121,812 2,246,438 511,903 555,616 | 1,690,822 39.9 (12,038,777 2,743,725 8.885,2&3
‘hiladelphia 393,000 62,60 68,420 14,306 538,331 154,896 156,844 | 381,487 31.0 | 3,l408,304 sh3,735 ~ 2,438,
Uleveland L6l 506 208,46 10k,860 24,577  goz2,bo7| 220,034 222,980 579,427 hW7.4 | 3,653,739 856,813 2,667,203
Richmond 174,456 102,970 10,191 10,878  298,495| 116,205 117,363 181,132 35.0 | 1,455,256 370,683 977,428
Atlanta 2ug,636 119,413 17,695 12,791 398,535 115,932 117,382 281,153 63.5 | 2,325,022 312,259 1,941,146
Chicago 762,770 161,739 132,057 56,110 1,112,676 299, 755 304,116 808,560 51.7 5,239,139 1,099,761 « 3,880,660
St. Louis 168,114 . 43,298 ™,903 7,087 293,%02| 117,152  117.925| 175,477  38.3 | 1,565,331 321,855 799,954
, Minneapolis 42,139 81,762 39,476 15,940 179,317 91,490 92,212 87,105 3k4.2 709,830 181,203 486,98
' Kansas City 172,539 19,436 33,623 6,315 233,046 122,431 - 123,632] 109,11 30.6 935,988 253,254 7&,212
Pallas 69,692 98,366 47,540 23.559 24,457]  111,8l49 112,143 152.311\& 35.3 874,187 253,% 7,636
_g;‘g :é‘rancisco 230,633 204,303 22,257 14,213  504,4%06| 195,162 197,564 | 306,842 33,3 | 2,346,738 625,751 1,595,976
" Dec. 1928 4,255,800 1,870,427 904,218 318,752 1,349,197| 2,215,786 2,278,353 | 5,070,844 k0.8
" v. 1928 3,615,684 1,759,800 793,790 131,336 6.300.610 2,181,348  2,222,86L 4,077,746 34.0
w2C. 1927 5 ;.56%,sg'+ 1,026,409 1,686,625 21+2.319 63.525.?147 ag.m.m 2,267,966| 2,257,781  20.1
Jan.-Dec. 1928 38,334,141 13,020,535 10,827, 702 L870,482 64,052,860 [26,098,910 26,904,810 37,148,050 6.4 (37,148,050 &,458,U46 26,609,
1927 17,010,778 9,206,675 14,206,172 2600, 859 43,024, 4gk |25,673,603 27,518 443 15,506,041 12.0 [15,506,0l 7,724.532 7.1(1)%39
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TO THE MEMBER BANK ADIRESSED:

The finsncial situation in this district is such that
we feel we ave justified in discussing it framkly with pou and %o re-
quest your cooperation in averting the development of conditions which
might be serious. For several months past, taking the district as a
whole, there has been a decline in the volume of deposite in member
banks, and during the year 1928 savings deposits in New England showed
a decline for the first time in meny years, dus probably to investments
made by depositors.

An analysis made [of the statements of our member barks
ghows that several of them who are borrowing from the Federal reserve
bank have outstanding call loans which, if paid or reduced, would avert the
necessity of their borrowing from us, and in many cases their loans to
customers on collateral have increased very materially during the past
year and are, from information received in certain specific cases, still
increasing. Ordimarily loans and advances by this bank to member banks
reach a high point during the month of December éue to a seasonal demand,
and these advances are ligquidated during the month of Jammary. In 1927,
our loans to member banks reached their high point on Deceumber 15 -
$42, 104,000, and by Jamuary 27, 1928, this amount was reduced to $19,511,000,
In 1928, our loans and advances to member banks reached their high point on
December 26, the amount being nearly 92 million dollars. Ry Jamary 9,
1929, this amount had been reduced to approximately 47 million dollars, and
up to February 2, there wae & steady increase until on that date our total
loane and advances to member banks stood at $83,366,000, being distributed
among 169 borrowing banks as compared with $34,680,000 om February 2, 1928
%o 95 banks. During this period, our advances to member banks showed an
increase in the City of Boston, ¥m Massachusttts outside of Bostonm and ia
each of the other five states in the district.

} The amount of our Federal reserve motes outstanding, how-
m.mmmmu“.“.mnmu. lmuuﬂ.m.m
on Februsry 4, This represents the dacrease usually moted at this season
of the year and indicates that the demand upon us has mot been caused by
currency requirements. Just now we are between seasons, agriculfural op-
erations have mot begun, textile and other imdustries are mot heavy buyers
of material for the time being, and the increase in our loans to meuber
banks at & time shen ordinsrily they are well liquidated, indicates that
the demand upom us is occasioned either by a decline im deposits, loans

in the call momey market, or by collateral loans to customers.
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As you know, Boston is an important acceptange market
both as to the ereation and distributiom of bills. It renks next to
Now Tork in this respect. Because of the fast that many dealers have
offices both in New York and Boston, we are compelled in the matter of
our bill purchases to follow the Federal Reserve Bank of New York very

-closely both as %o policy and as to rates. Partly becsuse of the atti-

tude of other Federal reserve banks with respect $o bills and mrily
becanse of our large advances to member banks, we have recently beem
obliged to restrict our purchases of bdills although we contime to do
what we can @ protect the loeal acCeptance market in a ljgitimate way
by giving preference to short term bills and to dills ereated in this
district. On Friday, Jamary 11, our bill portfolio reached its high
mark, $76,432,000, btut because of our restriction of purchases, the
amount of bills we are now carrying in our portfolio has been reduced
to adout 58 million dollars,

Looking back for many years past, we find that there has
always been a2 seasonal demand on us from member banks about the first
no reason why we should mot antiei:pate such a demand
this year. %q wish to put ourselves in position to meeot all legitimate
demands when they are made upon us and the object of this letter is to
of our present or prospective borrowers to assist us as far
as possible in tuilding up a strong reserve before the Spring demand
arises. It is rather mortifying to the officers and directors of the
ve are sure that it is also to our
ederal reserve bank chould have the lowest re-

by commereial, agricule

E
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:
i
E

:
!
:
b
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:
!

derable imworvement since the low point was reached. We feel, however,
that we are Jjustified in dringing to your attention the matters touched
upon in this letter lést there should be a renswal of the unseasonable
demand wpon us.

:
:
:
2
;
:

Our situation in this dis
tion of the Federal Reserve Board vhich hes addressed 2 letter to us
calling attention to the fact that the paper
count at & Federal reserve benk is paper the proceeds ofwhich have beean
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rediscount at a Federal reserve
vory difficult for a bank to decline
customer, and we are not asking
do we agk that "loans on call"
sional and temporary borrowers
borrowers from us for weeks or
outstanding should reduce them

« Ve sppreciate the faet that it is
ers
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ednose to us; and we urge the banks to do what they can, as far as they )
feel that they can do so without prejudice to their business, to discour
age their customers in the matter of collateral loans in order to relieve
the pressure unon the Federal reserve bank,

This letter is not written with any view of dictating
to a member bank how it should comduct its credit policy, but rather to
bring the situstion to the attention of the banks and to invite thelir
cooperation in carrying out what we believe to be a sound policy. It will
be remembered that conditions in Jamuary 1920 were such that the Federal
reserve banks, with the approval of the Federal Reserve Board, wers com=
pelled to adopt a very drastic policy and we are sure that we are all
anxious to avert the necessity of adopting such a policy at the presént

time.
This letter is not being sent to all of ocur member
banks &nd we are sure that you realisze the impertance of treating it as \
Very truly yours,
(') Ve P. G, MH.
Governor,
N
[ * o
.
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'CONFIDENTTIAL ; \y B /
For use of Federal DISCOUNTED BILLS HELD BY EACH FEDERAL RESERVE BANK AND TOTAL BILLS AND SECURITIES HELD BY THE SYSTEM
Reserve Board only (In millions of dollars)

St. 3438

' Dy 8 temn
St. I Us 5, Total
Boston| N.Y. Cleve. (Rich. |Atla. |Chicago | Louis| Minn.| K.C. |Dallas|S,Fran. |Discoun$- |Purchas-|securi~|bills and
, f | | led bills |ed bills| ties |securitiess

l

Daily average holdings

1928
January 23 153 Ly . 465 373 512 1,350
' February x5  *119 *53 471 360 406 1,237
March 49 130 49 513 343 415 1,272
April *4l 211 53 661 358 351 1,571
Yay 60  *295 *60 336 349 57 1,442
June 85 376 80 : 1,019 2 232 1,495
July *6g8  *333 *gL 68 5 1,090 185 213 1,488
August 61 322 - 99 1,061 178 210 1,449
September 51 352 106 5 1,064 226 2o 1,534
October TS 300 gl .. 975 368 237 1,584
Noverber 51 238 79 897 471 238 1,610
Decerber 65 . 299 gl 1,013 Lg3 + 263 1,766

929

January 60 246 13 ; 859 473 229

Holdings on
. Feb, 6 70

; *Discount rate changed. ¥Includes "other securities". FEDERAL RESERVE BOARD, DIVISION OF BANK OPERATIONS
VOLUME 187 ' .






