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io BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence
To  The Files

From Mr. Coe

in/1P •
r •

•

Mae  July 29, 1941

Subject: 

After correspondence with Mrs. Hamlin (see letters of May
25and June 4, 1941) the items attached hereto and listed below, be-
cause of their possible confidential character, were taken from vol-
ume 194 of Mr. Hamlin's scrap book and placed in the Board's files:

VOLUM1 1,94

PaFe 26  - Earnings & Expenses of F.R. Banks, July 1929
Page 67 - Memo to Mr. Hamlin from Mr. Wingfield re History of

Commodity Paper.
Page 72 - Changes in Discount rate of F.R. Bk. of N.Y. from October

31, 1923, to April 30, 1928, Also Prevag Rates on Call Loans
and on Customers Paper in N.Y. City.

Page 75 - Letter to r. -In from W. Randolph Burgess re Open
Market Operations.

Em2_71 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching table
showing net demand and time deposits, etc.

Pa.ge 79 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching table
analyzing movements of gold, currency, and Reserve Bank credit
by quarters in 1924.

PageMemo to Mr. Hamlin from Mr. Goldenweiser re extent to
which Reserve Bank credit has been used in speculation.

Page 83 - Memo to Mr. Hamlin from Mr. Goldenweiser re Quarterly
analysis of Reserve Bank credit 1925 - 1927.

Page 87 - Memo to Mr. Hamlin from Mr. Goldenweiser re Monthly
averages of daily figures for all of the factors entering
into the reserve fund equation.

Page 89 - Memo re Effect of Gov. Security Operations on Member
Bank Reserves during the period of the 31% rate, namely, from
August 4, 1927 to February 31 1928.

Pag.eMemo to Mr. Hamlin from Mr. Goldenweiser re increase in
golS stock and Reserve Bank credit.

Page 95 - Memo to Mr. Hamlin from. Mr. Goldenweiser re extent to
which Federal Reserve System has contributed to credit infla-
tion in recent years.

Page 92 - Memo re Control by Direct Action or by Increase in Discount
Rates.

Page 99 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching tables
showing Changes in Banking Statistics at Time of Discount Rate
Changes in 1928.

Page 103 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching tables
showing the total volume of loans and investments of member banks
at end of each year from 1914 to 1928 and showing distribution
for reporting member banks back a few years beyond the table given
you yesterday.

Page 105 - Memo to Mr. Hamlin from Mr. Goldenweiser re Customers'
rates, July 1927--March 1928.

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



•
-2--

Page 109 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching table
which shows the elements in the demand and supply for Reserve
Bank credit.

Page 111 - Memo to Mr. Hamlin from Mr. Goldenweiser attaching chart
showing Open Market money rates in New York City and the discount
rate of the F.R. Bank.

Page 113 - Memo to Board from Mr. Goldenweiser re Bank Credit 1922-29.
Page 115 - Memo to Mr. Hamlin from Mr. Goldenweiser re restricting

growth of Federal Reserve credit.
Page 132 - Letter to Mr. Hamlin from Gov. Harding stating that F.R.

System should not be charged with having brought about stock
market speculation.

Page 133 - Letter to Mr. Hamlin from Gov. Norris re effects of the re-
duction in discount rates and the accompanying purchases of gov-
ernment securities.

Page 134 - Letter to Mr. Hamlin from F.R. Agent Heath re effect of
reduction of rates.

Page 135 - Letter to Mr. Hamlin from Chairman Curtiss of Boston re
responsibility of Reserve Banks for the present speculative course
of N. Y. Stock Market.

Page 136 - Letter to Mr. Hamlin from J. S. Alexander, of National Bank
of Commerce in N. Y. advising against an explanation or defense
of recent Federal Reserve policy (October 10, 1928).

Page 137 - Letter to Mr. Hamlin from Chairman Austin, Philadelphia,
re effect of lowering of discount rate in August 1927.

Page 138  - Letter to Mr. Hamlin from Owen D. Young re effect of lower-
ing of discount rates.

Page 139 - Letter to Mr. Hamlin from Mr. Burgess of F.R.Bk. of N.Y. re
effect of lowering of discount rates.

Pages 140 & 141 - Letter from Mr. Ripley of Merchants National Bank,
Boston, re effect of lowering of discount rates.

Pages 142 & 143 - Letter to Mr. Hamlin from F.R. Agent Heath re effect
of reduction of rates.

Page 144 - Letter from Mr. Roberts on reserve policy.
Page 145 - Letter from Mr. Ayres on reserve policy.
Page 146 - Blank
Page 147 - Letter from Gov. McDougal re effect of lowering of discount

rates.
Pages 148 & 149 - Letter to Mr. Hamlin from A. D. Noyes re effect of

lowering of discount rates.
Pages 150 & 151 - Letter from Gov. of F.R. Bank of Dallas re effect

of lowering discount rates.
Page 152 - Blank
Page 153 - Letter to Mr. Hamlin from Gov. Fancher, Cleveland, re ef-

fect of lowering discount rates.
Page 154 - Letter from Mr. Wetmore re effect of lowering discount rates.
Page 155 - Letter from Fed. Res. Bk. of San Francisco re effect of

lowering discount rates.
Page 156 - Notes on Conference of Board with Federal Reserve Governors,

Aug. 7, 1929.
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C ONFIDETIAL
Not for publication

Federal

Reserve

Bank

Bon
New York
Philadelphia
Cleveland

Richmond
Atlanta
Chicago
St. Louis

Minneapolis
Kansas City
Dallas
San Francisco

TO=.11OPT 1929
.unq, 1929
July 1928

Jan.-July 1929
1928

Dis-
counted
bills

$344,827
1,741,166
332,664
363,691

2143,499
290,40,9

519,594
237,004

73,488
149,670
126,734
254,347

4,677,113
4,005,777
4,277,022

27,356,272
17,674,692

EARNINGS AND EXPENSES OF FEDERAL RESERVE BANKS, JULY 1929

Month

Earninc;s from -

Pur-
chased
bills

$45,694
94,544
22,727
17,871

9,688
23,160
33,519

831

7,721
6,233
29,647
46,005

U, S.
socuri- Other
ities sources

$23,118
102,264
56,441
81,838

4,168
9,1453
83,201
49,483

7, 731
51,450
3,802
16,410

6,136
7,824

37,179
1,772

28,798 16,489
30,030

34,192 7,739
34,045 9,756

of

Total

$422,370
1,989,744
415,634
479,810

263,491
30,856
678,493
289,090

125,496

187,933
198,312
344,1531

3)15,940 507,011 196,315 5,726,382
448,306 598,237 428,294 5,480,614
636,016 663,906 126,945 5,703,889

6,542,851 4,144,216 1,465,364 40,008,703
6,498,820 6,922,856 1,037,446 32,133,314

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS

AUGUST 7, 1929

w.

VOLUME 194
PAGE 26

Jul

Current expenses

Exclusive
of cost of

F.R,currency

$156,877
540,4,54
161,316
209,678

124,609
105,678
313,317
114,697

76,833
149,002
105,546
193,884

Total

$167,343
568,136
175,766
219,408

127,836
134,192
340,371
113,662

8,1,5321
154,671
109,115
203,367

1929
Current net
earnings 

Amount
Ratio to
'aid-in
capital

Per cent
$255,027 28.8
1,421,608 28.3

239,868 18.2
260,402 20.0

135,655
196,664
338,122
170,428

44,964
33,262
89,197
140,766

25.8
42.8
20.1
38.1

17.2
9.1
23.6

2,256,921 2,400,419 3,325,963 24.4
2,239,670 2,637,482 2,843,132 21.9
2,198,681 2,241 312 3)462,577  26,7

15,483,556 17,697,45322,311,250 24.9
15,150,513 15,780,512,15,353,302 20,4

Jan

Current
net

earnings

$2,074,692
6,222,913
2,156,096
2,220,159

- Jul

894,419
1,516,734
3,360,095
1,056,825

360,236
541,848
503,458

1,403,775

22,311,250
16,353,302

Dividends
accrued

Alt

St. 6281

1929
Available for

reserves
surplus and
franchise

tax*

$361,173
1,932,932
527,475
520,a80

216,219
186,614
671,949
185,308

107,249
149,727
154,614
385,910

5,403,050
4,817,272

$1,679,799
4,241,047

1,575,235
1,656,542

619,653
1,301,916
2,616,763

549,945

238,099
456,081
326,553
979,231

16,240,864
10,323,851

*After adjustment for current
profit and loss entries, pur-
chases of furniture and
equipment, etc.

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



rotilrNt. 131.

Office Correspontence
FRDERAL RESERVE

BOARD •
Date _August 3, 1929

To  Mr. R.,plin   Subject: History of CommIdity Paper. 

From 14Ir _ Wingfield, Ass  t ty_Colrasel_ ti 

There is attached hereto for your informiltion a mimeo-
graphed copy of a memorandum with reference to regulations
issued by the Board governing the rediscount of. "commodity paper",
which was prepared at the reouest of the Federal Reserve Board.

Respectfully,

Assistant Counsel

Memorandum
attached.

ii 

VOLUME 194
PAGE 67

•
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COPY X-6353

August 2, 1929.

To: Federal Reserve Board Subject: History of Corn-

From: Mr. Wyatt - General Counsel. modity Paper.

In accordance with the Board's request, there is given
below a review of the history of commodity paper with quotations
from the Board's various regulations on this -subject.

The rediscount of "commodity paper" at special rates of
rediscount was first provided for by Regulation q, Series of 1915,
issued by the Federal Reserve Board under date of September 3, 1915,
which read as follows:

"COMMODITY PAPER.

"In this regulation the term 'commodity paper' is
defined as a note, draft, or bill of exchange secured
by warehouse terminal receipts, or shipping documents
covering approved and readily marketable, nonperish-
able staples properly insured.

"Commodity paper, to be eligible for discount by a
Federal Reserve Bank under section 13, at the special
rates hereby authorized to be established for commodity
paper below the usual commercial rates, must (a) com-
ply with all the requirements of Regulation B, series
of 1915, paragraphs I and II, or with the requirements
of Regulation C, series of 1915; (b) and ipe / on
which the rate of interest or discount, incl
commission charged the maker, does not exGL per
cent per annum, and also (c) comply uith such regula-
tions as may be issued by Federal Reserve Banks covering
requirements as to warehouse or terminal receipts, ship-
ping documents, insurance, etc., adapted to the particu-
lar needs of its district as a condition of the special
rate herein authorized.

"Federal Reserve Banks are now authorized to submit
rates for the discount of commodity paper in accord
with this regulation for review by the Board."

This provision next appeared as Section VII of Regula-
tion A, Series of 1916, issued under date of September 15, 1916, which
read as follows:

"VII. COMMODITY PAPER.

"(a) Definition. - Commodity paper within the meaning
of this regulation is defined as a note, draft, bill of
exchange, or trade acceptance accompanied and secured by
shipping documents or by a warehouse, terminal, or other
similar receipt covering approved and readily marketable,
nonperishable staples properly insured.

"(b) Eligibility. - To be eligible for rediscount at
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"the special rates, authorized to be established
for commodity oaper, such a note, draft, bill of
exchange, or trade acceptance must also comply
with the respective sections of this regulation
applicable to it, must conform to the require-
ments of the Federal Reserve Bank relating to
shipping documents, receipts, insurance, etc.,
and must be a note, draft, bill of exchange, or
trade acceptance on which the rate of interest
or discount - including commission - charged
the maker, does not exceed 6 per cent per annum."

The provision for "commodity paper" last appeared in the Board's
Regulations as Section VII of Regulation A, Series of 1917, issued
under date of June 22, 1917, which read as follows:

"VII. COMMODITY PAPER.

11(a) Definition. - Commodity paper within the
meaning of this regulation is defined as a note,
draft, bill of exchange, or trade acceptance ac-
companied and secured by shipping documents or by
a warehouse, terminal, or other similar receipt
covering approved and readily marketable, nonper-
ishable staples properly insured,

"(b) Eligibility. - To be eligible for re-
discount at the special rates, authorized to be
established for commodity paper, such a note,
draft, bill of exchange, or trade acceptance must
also comply with the respective sections of this
regulation applicable to it, must conform to the
requirements of the Federal Reserve Bank relating
to shipping documents, receipts, insurance, etc.,
and must be a note, draft, bill of exchange, or
trade acceptance on which the rate of interest or
discount - including commission - Charged the maker,
does not exceed 6 per cent per annum.

"(c) Suspension of commodity rate. - As the
special rate on commodity paper is intended to as-
sist actual producers during crop-moving periods
and is not designed to benefit speculators, the
Board reserves the right to suspend the special
rates herein provided whenever it is apparent that
the movement of crops, which this rate is intended
to facilitate, has been practically completed."

The provision for "commodity paper" was omitted from the next
edition of the Board's regulations, which was the Series of 1920, issued
under date of October 6, 1920, and has not appeared in any regulation
issued by the Board subsequent to that date.

A possible explanation of the omission of the section regarding
commodity paper from the Board's Regulations of 1920 appears in a
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letter addressed to Senator Owen by Governor Harding under date
of March 18, 1918, which reads in part as follows:

"This special rate on commodity paper was, of course,
given to facilitate commerce in various commodities.
The demands on the banks at the present time are such,
however, that it was found to be necessary to merge
the discount rates on commodity paper with those for
commercial paper of corresponding maturities.

"This action by the banks was approved by the Board
on November 28, (1917), so that the special rates
on commodity paper arc not now in force."

From a circular letter addressed to the Federal reserve banks
under date of August 2, 1922, (X-3494), a copy of which is attached
hereto, it appears that the Federal Reserve Board at that time con-
sidered the subject of reviving special rates on commodity paper;
but the Board did not actually revive such rates at that time.

Under date of October 9, 1926, I prepared at the request of
Mr. James, two alternative drafts of regulations on commodity paper
copies of which aro attadhed hereto. Neither of these regulationa;
however, was over promulgated.

There is also attached hereto for the Board's information a
oopy of a draft of a proposed circular letter providing special rates
on "seasonal crop-mprketing paper", which I prepared for Dr. Miller
under date of August 11, 1928, but which was never sent out.

Respectfully,

Walter Wyatt
General Counsel.

Papers attached.

WW-sad.
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(copY)

CIRCULAR LETTER

August iL 1928.

SUBJECT: Special Rates on Seasonal Crop Marketing Paper.

Dear Sir:

Prior to 1918 there were in effect at some of the Federal Reserve
Banks special rates of rediscount on so-called "commodity paper". Lower
rates of rediscount for such classes of paper were fixed by the Federal
Reserve Banks and approved by the Federal Reserve Board with a view of
meeting the seasonal demands for credit facilities in the crop producing
districts.

The Federal Reserve Board believes that the revival of this
Practice will be especially helpful during the forthcoming crop moving
period and accordingly has defined a special class of paper growing out of
the movement and marketing of crops which, for convenience, will be called
"Seasonal Crop Marketing Paper" and as to which the Federal Reserve Board
stands ready to apnrove a rediscount rate of from one-half of one per cent
to one per cent below the rate on other classes of naper, with a view of
adjusting the present rate structure so as to facilitate seasonal accommo-
dation to commerce and business.

The Board's definition of "Seasonal Crop Marketing Paper" and
the conditions of eliR.ibility applicable to such paper are as follows:

"Definition, Seasonal Crop Marketing Paper is defined
as a negotiable note, draft, bill of exchange or bankers'
acceptance arising out of the mnrketin4- of agricultural
products produced during the current year or the proceeds
of which have been or are to be used to finance the marketing
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of such products or the carrying of such products rending

orderly marketing.

"Notes, drafts, bills of exchange or bankers' acceptances

issued or drawn by cooperative marketing associations composed

of producers of agricultural products shall be deemed to be

included within the above definition if -

"(1) The proceeds thereof have been or are to be

used by such association in making payments or advances

to any members thereof on account of agricultural products

produced during the current year and delivered by such

members to the association; or

"(2) The proceeds thereof have been or ere to be

used by such association to meet expenditures incurred

or to be incurred by the association in connection with

thP grading, processing, packing, nreparing for market

or marketing of any agricultural product produced during

the current year Rnd handled by such associotion for any

of its members; or

"(3) Such paper otherwise complies with the above

definition.

"71igibility." To be eligible for rediscount at the goecial

rate authorized to be established for seasonal crop marketing paper,

such a note, draft or bill of exchange must also:

"(1) Be secured by shipping documents or a warehouse,

terminal, or other similar receipt covering readily marketable,

nonperishable, agricultural products produced during the current

year and comply with the requirements of the Federal Reserve
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Bank as to insurance;

"(2) Comply with the respective sections of Regulation A,

Series 1928, applicable to it; and

"(3) Be a note, draft or bill of exchange on which the

rate of interest or discount (including commissions) charged

the borrower, does not exceed 64, per annum.

"Paper which is issued or drawn or the proceeds of which

have been or are to be used for speculative holding of agricul-

tural products as distinguished from the carrying of agricultural

products pending the orderly marketing thereof is not eligible

for rediscount."

In authorizing special rates of rediscount pursuant to this letter,

it should be understood that this is for seasonal crop marketing purposes

only and such authority will be withdrawn at the conclusion of the forth-

coming crop marketing neriod.

The Federal Reserve Board is prepared to give prompt approval to

special seasonal rates for seasonal crop marketing paper and requests the

several Federal Reserve Banks to give immediate consideration to the advisa-

bility of estPblishing such seasonal rates in time to be of assistance during

the forthcoming crop marketing period. Prompt advice as to the attitude of

the respective Federal Reserve Banks toward such special rates on seasonal

crop marketing paner is desired.
of

By Order/the Federal Reserve Board.

Walter L. Eddy,
Secretary.
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COPY X-6353-b

NO. I. 

Oct. 9 - 1926

BE IT RESOLVED BY THE FEDERAL RESERVE BOARD: That Regulation
A, Series of 1924, be amended by inserting therein, immediately after
Section VIII, a new section reading as follows:

" SECTION VIII. COMMODITY PAPER.

"(a) DEFINITION. Commodity pater within the mean-
ing of this regulation is defined as a note, draft, bill of
exchange, or trade acceptance accompanied and secured by
shipping documents or by a warehouse, terminal, or other
similar receipt covering approved and readily marketable,
nonperishable staples properly insured.

"(b) ELIGIBILITY. To be eligible for rediscount
at the special rates, authorized to be established for com-
modity paper, such a note, draft, bill of exchange, or trade
acceptance must also comply with the respective sections of
this regulation applicable to it, must conform to the re-
quirements of the Federal Reserve Bark relating to shipping
documents, receipts, insurance, etc., and must be a note,
draft, bill of exchange, or trade acceptance on which the
rate of interest or discount -- including commission --
charged the maker, does not exceed 6 per cent per annum.

"(c) SUSPENSION OF COMMODITY RATE. As the special
rate on commodity paper is intended to assist actual pro-
ducers during crop-moving periods and is not designed to
benefit speculators, the Board reserves the right to suspend
the special rates herein provided whenever it is apparent
that the movement of crops, which this rate is intended to
facilitate, has been practically completed."
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NO. 2. 

X -6353 -c

October 9, 1926.

BE IT RESOLVED BY THE FEDERAL RESERVE BOARD, That Regulation
A, Series of 1924, be amended by inserting therein, immediately after
Section VIII, a new section reading as follows:

" SECTION VIII i - COMMODITY PAPER.

u(a) DEFINITION.- Commodity paper, within the meaning
of this regulation, is defined as a note, draft, bill of exchange,
or trade acceptance accompanied and secured by Shipping documents
or by warehouse receipts issued by a warehouse regularly licensed
and bonded under the United States Warehouse Act or by any other
public warehouse approved by the Federal Reserve Bank of the dis-
trict in which it is located, which shipping documents or ware-
house receipts convey or secure title to readily marketable, non-
perishable staples properly insured.

"(b) COMMODITY RATE.- Federal Reserve Banks are hereby
authorized to submit to the Federal Reserve Board for approval
special rates of discount for commodity paper as defined in this
regulation.

"(c) ELIGIBILITY.- To be eligible for rediscount at
the special rates authorized to be established for commodity paper,
such a note, draft, bill of exchange, or trade acceptance must also
comply with the respective sections of this regulation applicable
to it, must conform to the requirements of the Federal Reserve Bank
relating to shipping documents, receipts, insurance, etc., and must
be a note, draft, bill of exchange, or trade acceptance on which
the rate of interest or discount (including commission) charged the
maker, does not exceed 6 per cent per annum.

"(d) SUSPENSION OF COMMODITY RATE.- As the special rate
on commodity paper is intended to assist actual producers during
crop-moving periods and is not designed to benefit speculators, the
Federal Reserve Board reserves the right to suspend the special rates
herein provided for, whenever it is apparent that the movement of
crops, which this rate is intended to facilitate, has been practical-
ly completed."
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X-3494

August 2, 1922

CONFIDENTIAL

SUBJECT: Special Rates on Commodity Paper.

Dear Sir:

It has been proposed that the Board revive the special
rates on commodity paper which were first established during the
year 1915. Before taking action, however, the Board is desirous
of obtaining the opinion of the officers and executive committees
of all Federal Reserve Banks as to the advisability of reestablish-
ing special rates on commodity paper. There is enclosed herewith
a tentative draft of a letter which it is proposed to send to all
Federal Reserve Banks in case the Board should decide to authorize
special rates on commodity paper; and your comments, criticisms
and suggestions are invited. You are requested also to advise
the Board whether your bank would feel disposed to establish a
special rate on this class of paper and, if it should, whether in
your opinion your member banks generally would be inclined to avail
themselves of it.

Very truly yours,

Governo r.
(Enclosure)

TO ALL FEDERAL RE52hVE ;LENTS
COPIES TO GOVEENORS.
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C01,TFIDaTTI,..1, TENTATIVE DRAFT.

SUBJECT: Revival of Special Rates on Commodity Paper.

Dear Sir:

Prior to 1513 there were in effect at som. of the Federal

Reserve Banks special rates on so-called eommodity paper. Section

VII of Regulation A. Sra..:s of 1917, and earlier regulations, de-

fined commodity paper and orescribed the conditions under which such

paper would be eligible for rediscount by Federal Reserve Banks.

All such special rates were suspended during November and December

1917 and the regulations issued since t.lat time have not contained

any special provisions reardini; commodity paper.

The Board has consid,red matter and has decided that

it will, at the request of any Federal Reserve Bank, approve the

establishment by the applying bank of a special rate of not less than

on commodity paper on 1/Lich t116 rata of interest  or liscount

including commission - charged the borrower doez not exceed 6 per

annum.

The Board's definition of commodity pap.:r, and the conditions

eligib:lity applicable to such paper are as follows:

Definition.- Commodity paper is defined as a note,
draft, bill of ::xchanse, or trade aca..2ptance accompanied
and secured by shipping documents or by a warehouse, ter-
minal, or other similar receipt covering approved and
readily marketable, nonperishable staples properly insured.
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Eligibility.-To be for rediscount at the
special ratas, authorized tc be ,stiblished for commo-
dity paper, such a. note, draft, bill of exchange, or
trade acceptance must 7.1so comply with the raspectiv_
o.i:ctions of this Regulation A, Series of 192i, appli-
cabia to it, mast conform to tlie requirements of th.)
Federil Reserve B-Ink relating to shipping documants,
recei2ts, ins-aranc,,, etc., and must be a note, draft,
bill of axchLr.5e, or trade, acceptance on whicn the
ratr: of interest or discount - includin2 commission -
charged the borrower, does not exceed 6 per cent per
annum. Paper wl-dch is issued or drawn, or the pro-
ceads of have besn or are to ba used, for the
speculative hcldinz of commo.:„ities, as distinguish3d
from the carrying of commoditis -.)endinz the orderly
marketing th-reof, is not elizplbla for re-discount. ;

Ths forQ&oine definition .:,-;ad oenditi.;ns of eliE-ibility

ar,:; substantially sac:: aa taps,. pr-zcribad in -Vat, Board's former

Regulation A, 5,,ries of 1'317. In approvin any 2pecial rate pursuant

to tais letter it should ba understood that the Federal Reserve Board

reserves the rignt, which it always reserved when it an'orovad similar

rates in the past, to suspend :4-uc':1 rat:, vi.:never such a course seems

desirable.

Very tmly

Govern() r.
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.44,140. 4.01t4

ce.A.el wax

CHANGES IN DISCOUNT RATE OF FEDERAL RESERVE BANY OF NEV 'YORK FROM OCTOBER 31,
1923, TO APRIL 30, 1928, ALSO PREVAILING RATES ON C.ALL LOANS AND ON

CUSTOVERS PAPER IN NEW YORK CITY

Changes in Fed-
eral Reserve
Bank of New York
discount rate

Average call loan renewal rate-
New York Stock market

Prevailing
rates on custom
ers paner in

lIew Yok
City

Preceding
week

Reserve
bankbank rate
was chenged

Follow-
ing
week

May 1, 1924 4-1/2 to 4

June 12, 1924 4 to 3-1/2

Aug. 8, 1924 3-1/2 to 3

Feb. 27, 1925 3-to 7-1/2

Jpn, 8, 1926 3-1/2 to 4

Apr. 23, 1926 4 to 3-1/2

Aug. 13, 1926 3-1/2 to 4

Aug. 5, 1927 4- to 3-1/2

Feb. 3, 1923 3-1/2 to 4

Week ending Apr. 15, 1928:
Discount rate 4
Call loan rate 5.45
Customers rate 4-1/4 - 4-3/4
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FEDERAL RESERVE BANK

OF NEWYORK

PERSONAL 
1928.

Dear :Ir. Hamlin:

I have reviewed with much interest your letter of May 26 and the

enclosed table, which shows excellently the timing of our open market opera-

tions and some of the results of these operations. It clearly indicates,

as you suggest, that we were not buying securities at the times of greatest

increases in Federal Reserve credit, but on the contrary were selling securi-

ties at those periods and our purchases of securities did not result in

swelling the aggregate total of Federal Reserve credit in use. It is true

that member bank credit did show large increases at times when we were buying

securities, as indicated by the increase in member bank reserve accounts

between October 31, 1923 and October 31, 1924 and in the more recent period,

which really would go back to July 1927 and carry on to November 1927. Con-

cerning this increase in the total volume of credit, I think it may truly be

said, however, that it took place at periods when an increase in the volume

of credit was less likely to be injurious than ordinarily.

I confess that I am still a little troubled about the time lag

and the cumulative effect of open market operations, and I am not fully

satisfied in my own mind as to what if any responsibility we have for the

tremendous increase in the volume of credit this spring. It took place

several months after we had reversed our policy, but was it in some degree a

cumulative effect of the policies adopted last summer? It may be that the

answer is to be sought in the re'lm of psychology rather than the immediate

action of monetary factors.
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FEDERAL RESERVE BANK OF NE
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Honorable C. S. Hall
Federal Reserve oard,

Washington, D. C.

May 29, 1928.

My oresent feeling io that as we look into the future we shall need

to give more attention to the ?robable effects of policy six or nine months

beyond the time when action is taken, but that is a very difficult thing to

do.

Honorable C. S. Hamlin,
Federal Reserve Board,
Washington, D. C.

TJEB:R

Sincerely yours,
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Office Corr eSicoond ence
To

From

Er. Hamlin

Mr. Golden

44

MUVRALRMWAVE
WWII)

Subject:  

A4444,..tr
• / -

Dwie___June 2, 1928  

I am sending herewith a table showing net demand and time deposits,

2-806
1111.•

reserve balances, and reserve ratio for member banks for June and December,

1922, for October, 1923 to 1927, and for 4ril, 1928. There was no autumn

call in 1922, and for this reason I am giving you the figures for the 

dle and end of the year.

The outstanding fact is the constant growth of time deposits and the

increase in the proportion that these deposits constitute of the total,de-
N\

posits subject to reserves. It is because of this constant increase in the

proportion of time deposits that the line for reserve balances does not

move parallel with the line for total deposits, but lags behind it. Between

October, 1924 and October, 1926, there was a growth of '2,250,000,000 in de-

posits and reserve balances increased only 4;60,000,000. This was possible

because only about ',Ii500,000,000 of the increase was in net demand deposits

and 4,375,000,000 in time deposits.

It is rather difficult to present this on a chart because the reserve

balances are so much smaller in amount that they do not show up on a scale

that brings out the deposit figures. To remedy this, I have had the line

for reserve balances on the chart repeated in red on a ten-fold larger

scale, in order to bring it closer to the line for total deposits also in

order to show more clearly the movements in these balances. The extent to

which the increase in the line for reserve balances falls behind the in-

crease in the line for deJosits measures the influence of the

proportion of time deposits.
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DEPOSITS AND RESERVES OF ALL MEMBER BAjKS

(In millions of dollars)
:June :Dec.
:1922 : 1922

: Oct.:
: 1923 :

Oct. :
1924 :

Oct.
1925

: Oct. ;
: 1926 :

Oct.
1927

: Apr.
: 1928

Net demand deposits 15,509 16,187 15,906 17,764 18,432 18,280 18,960 19,388

Time deposits 7,175 7,645 8,526 9,675 10,628 11,402 12,527 13,255

Net demand plus time 22,684 23,832 24,432 27,439 29,060 29,682 31,487 32,643

Reserve balances 1,820 1,840 1,864 2,141 2,203 2,219 2,326 2,396

Reserve ratio 8.0 7.7 7.6 7.8 7.6 7.5 7.4 7.3
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DEPOSITS AND RESERVES OF ALL MEMBER BANKS
Millions of Dollars
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Form. o. 131.

Office Correspondence
To  Mr. Hamlin

From   Mr. Golde wei er

FT.DERAL RESERVLI
BOARD

Subject:  

)1t 41444 4.7
111
Date— June 5. 1928 

In accordance with your recent request, I am sending you a table that

analyzes movements of gold, currency, and reserve bank credit by quarters

in 1924. The table is comprehensive, that is, it includes all items that

enter into the sources of reserve bank credit and into the uses made of the

funds thus obtained. The princ5pal facts are that during the first quarter

there was a growth of a20,000,000 in gold stock and at the same time a

growth in the system's open-maricet purchases of securities of 4129,000000.

There was a decrease of Treasury credit, and a large decrease of other re-

serve bank credit, which includes primarily discounts and acceptances. The

reason for the decrease in total sources of reserve bank credit was largely

the decline of .A45,009,000 in money in circulation.

In the second quarter, the movements continued in approximately the

same direction, but the decrease in money in circulation was much smaller

and there was an increase of $59,000,000 in member bank reserve balances.

It is the third quarter of 1924 that best illustrates the period dur-

ing which open-market policy resulted in an increase of member bank credit.

During that quarter gold stock increased slightly - an increase which was

practically offset by a decrease in Treasury credit. Security purchases by

the Federal reserve banks increased by 445,000,000, and discounts and

other reserve bank credit also increased by $38,000,000, so that the total

sources of reserve bank credit increased by $186,000,000. There was only

a slizht increase of $14,000,000 in money in circulation, and practically

the entire growth in reserve bank funds went into member bank reserve
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Form No. 131.

Office Correspondence
To

From

FEDERAL RESERVE
BOARD

- 2 -

Subject_

•

balances, which increased by :$167,000,000. You will note particularly that

the increase in securities did not result in a decrease in discounts, and

that largely for the reason that discounts at the central money markets were

so low that they could not be reduced any further. In addition, the autumn

demand for currency began to assert itself.

The last quarter of the year is so much dominated by this seasonal de-

mand for currency that it is difficult to draw any conclusion. You will

note, however, that -lember bank reserve balances increased further by

$109,000,000.
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Bank Credit by Quarterly
dates in 1924,

Sources of funds:
Dec. 31
1923

(Millions of dollars)

Mar. 31 June 30
1924 1924

Sept. 30 ,
1924

Dec. 31
1925

Gold stock 4244 4364 4488 4511 4499
Y.reasury Credit 11 1758 1686 1758 1738 1764
Reserve bank holdings of
U. S. Securities 134 263 431 576 540

Other reserve bank
credit W OOOOOO 00000000 1104 762 400 438 762

Total sources 7240 7075 7077 7263 7565

Uses of funds:

Money in Circulation 5044 4899 4849 4863 5048
Member bank reserve balances 1898 1885_ , 1944 2111 2220
Foreign bank and other

deposits at Federal
Reserve Banks. ......  23 22 23 30 39

Unemployed capital and
other items of reserve
banksomee•••••••••...41 275 11 269 261 259 258

Total uses 7240 7075 7077 7263 7565

Sources of
funds:

Gold Stock
Treasury credit .1./
Reserve bank holdings

of U. S. Securities...
Other reserve bank

credit 2/ ..............

Total sources

Uses of funds:

Money in Circulation
Member bank reserve
balances . OOOO ...pm. OOOOO

Foreign bank and other
deposits at reserve
bankao....4,......e...••

Unemployed capital and
other items of reserve
banks. OOOOO ...••••••....)

Total uses

Mange between--

'De0.31,1923 Mar. 311924 June 30,1924 Sept. 30,1924
and and and and

Lar.31 1924June 30 1924 Se .t 30 1924 Dec. 31 1924

+120 +124 +23 -12
- 72 + 72 -20 +26

+129 +168 +145 -36

.342 -362 + 38 +324

-165 + 2 +186 +302

-145 -50 +14 +185

-13 +59 +167 +109

.... 1 + 1 + 7 + 9

... 6 - 8 - 2 - 1

-165 + 2 +186 +302

2,./ Including U. S. Government deposits at reserve banks.
V Including float.
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From
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Mr .Aiarain

Mr.

Subject:

Date jul, 1? 1928

r

•
•PO 2-8495

I am sending you herewith a memorandum from Mr. Riefler, com-

menting upon the extent to which reserve bank credit has been used

in speculation. This memorandum represents his statement based on

the tables on factors of supply and demand for reserve bank credit

by quarterly dates for the years 1924, 1925, 1926, and 1927. "I be-

lieve that these tables were sent to you some weeks ago and are now

in your files.

•
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For

Orika...Correspentence
Goldenweiser

FEDERAL RESERVE
ctr1413,

411 414°1'4 I
Lhae  July 11, 1948 

Subject: apecultive Use of Reserve 
From _  Ilr. Riefler 

Bank Credit,

•PO 2-8405

It is practically impossible to fornrulate an airtight definition covering
of the use of reserve bank credit for speculative purposes. The credit resources
of the .country compriso a pool of extremely liquid funds which is fed by increases
in gold, Treasury credit, and reserve bank credit. Out of this pool are dram
funds to meet currency demands ,commercial credit demands, and demands for funds
to carry securities, Possibly for speculative purposes. The reserve act is so
drawn that reserve bank credit cannot be issued on the basis of speculative paper.
Once issued, however, it enters the pool of funds at the disposal of the commun-
ity and may release other tunas for speculative purposes. In a narrow sense,
therefore, it might be claimed that reserve bank credit were being used for spec-
ulative purposes whenever there was any speculative credit in the market. Under
this narrow definition, however, it would be equally true that it would be im-
possible to have the reserve system at all without providing tunas for specula-
tion. It is obvious that the issue raised by speculative use of reserve bank
credit rests on a broader view than this, and that the problem must be approached
from a different angle.

The reserve system was inaugurated to provide a buffer between changes in
the demand for gold, currency and commercial credit with the object of avoiding
the sharp reversals in credit conditions which had previously characterized our
money markets. In a broad sense, therefore, reserve bank credit can only be
said to have gone into speculative uses when it increased the reserve balances
of member banks and not when it contracted or expanded to offset changes in gold
stock, Treasury credit, money in circulation. Such increases in member bank re-
serve balances occurred on a considerable scale in 1922, 1924, 1925 and 1927.
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12r. Goldenweiser July 11, 1928

- Statistics for reporting member banks in leading cities show that while part of

the increase in member bank reserve balanceskwasincreased demands forge to ma 

comercial credit, the larger part of the increase is accounted for by increased

security loans. lhese are also the years in which stock prices and brokers'

loans have increased most rapidly.

It can fairly be said, therefore, that the years 1922, 1924, 1925 and 1927

were characterized by an increased use of credit for speculative purposes, as

evidenced by rising stock prices, rising brokers' loans, and rising security

loans on the part of member banks. As these were also years in which changes in

reserve bank credit were not completely dominated by the demand for currency and

gold, but also by increased demand for reserve balances on the part of member

banks, reserve bank credit may be said to have contributed in those years to

speculative credit. In three of these four years, namely, 1922, 1924 and 1927

purchases of open market investments by the reserve banks on a large scale added

reserve bank funds to the market while in 1925 reserve bank credit in use in-

creased because of borrowing by member banks at relatively law discount rates.

The exact figures of factors in supply and demand for reserve bank credit prior

to 1924 are not yet available but those for succeeding years are shown on the

table forwarded last month.

It should be noted in conclusion that speculative use of credit in the years

discussed was only a by product of the reserve bank credit made available to the

market and not the major result. In each of the four years, easy money condi-

tions also facilitated commercial activity and monetary reconstruction abroad.
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Office Oprresportence
To Lir. HUn

From  ur. Golde

First „Aarter 1925

FEDERAL RESERVE
BOARD

>rt- "444 /14 04444,1Z.
0.1..r. 1.7

Date Il1L1S_,-1.2.ga_ 

Subject: Quarterly analysis_o_f_resarve

bank credit 1925Ta222,

• IP • 2-8495

Between December 31, 1924 and March 31, 1925, gold stock decreased 153

millions. This was more than offset by a decline in money in circulation amount

inc' to 230 million dollars. Had member bank reserve balances remainea constant,

there would have been a decline of about 77 million dollars in reserve bank credit.

The actual decrease in reserve bank credit during the period amounted to 187 million,

however, because member bank reserve balances also decreased by 106 millions.

Second Quarter 1925

Between March 31 and June 30, 1925, member bank reserve balances increased

by 58 millions 19 millions of which was supplied out of gold imports and 30 millions

out of an increased use of reserve bank credit. Money in circulation and other

factors did not change materially during this quarter.

Third 41arter 1925

Between June 30 and Sept. 30, 1925 a further increase in gold stock of

17 millions was about offset by a decrease in Treasury credit of 23 millions.

-eserve bank credit increased 150 millions during this 1-)eriou, partly to supply an

increase of 101 millions in the demand for money in circulation and partly to fur-

nish increased reserve balances to the amount of 38 millions to the member banks.

Fourth Cuarter 1925

Duria.ks the fourth quarter of 1925 the daminant development was an increase

in the demand for currency amauntilv,s to 138 millions. Of this amount 164
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millions was suyolied through an increased use of reserve bank credit and 17

millions by a further increase in gold stock. Llember bank reserve balances did

not change greatly during this period.

Year 1925.

6ummarizing the year 1925 as a whole, gold stock decreased 100 millions

while the demand for money in circulation increased 56 millions, making a total

increased demand for reserve bank credit from these two sources alone of 156 millions.

As changes in other factors were smell and offset each other during the year as a

whole,' the actual increase in reserve bank credit amounted to practically the salr,e

fi,,;ure, 157 millions. There are two points to be noted in respect to the year as

a whole, however. .:ember bank creait increased considerably durin;o: the year in

spite of the fact that reserve balances did not increase. This situation arose

largely because banks outside :raw York converted their balances vdth Nau York City

banliz into direct brokers loans on securities. This set free a considerable volume

of reserves for credit expansion without aalling for increased use of reserve bank

credit. ,:he other point is that U. S. Government securities were sold in consider-

able volume during the first quarter of the year, vith the result that while total

reserve bank credit increased only 157 millions during the year, reserve bank credit

obtained on the initiative of the market increased by about twice this amount.

Thus member banks expanded their credit during a period vhen borrowing at the re-

serve banks vas also increasing, in part possibly because discount rates were rel-

atively lov.

2irst '..zuarter 1926

During the first Quarter of 1926, the seasonal drop in money in circu-

lation amounted to 244 millions. Of this amount 197 millions vas used to retire
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reserve bank credit. The remaining 47 millions together with an increase in gold

stock of 43 millions was more than sUfficient to offset a decrease of 85 millions

in Treasury credit. ,.lembor bank reserve balances showed little chane.

Jecond Quarter 1926

Between ihrch 31 and June 30, 1926 there was an increase in Treasury

credit of 101 million dollars and in cold stock of 5 million dollars. This was

only partially offset by a decrease in reserve bank credit of 68 million dollars,

leaving 38 millions available to the market. Of this amount, 25 million was used

to supply increased demands for money in circulation and 14 millions went into in-

creased reserve balances.

,,alarter 1926

airing the third quarter of 1926 member bank reserve balances decreased

by 20 millions in spite of the fact that reserve bank credit in use increased by

120 millions. Of the 140 million represented by these two items 93 millions was

used to supply an increased demand for money in circulation, and the remainder

together with some increase in gold stock to offset a decline of 53 millions in

Treasury credit.

Fourth :Ilarter 1926

Daring the fourth.quarter of 1926, the pool of finds in the money m-

ket was supplied by an increase of 67 millions in reserve bank credit, 53 millions

in Treasury credit and 26 millions in olcL stock or 146 millions in all. Of this

amount 117 millions was used to supply the fall increase in the demand for money

in circulation. The remaining 29 millions together with 15 millions drawn from

the reserve balances of member banks was used to build up deposits for foreign

and non-member banks at the reserve banks which increased by 41 millions during
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the Quarter.

July 18, 1928

The Year 1926 As a Vihole

During the year 1926 as a whole, gold stock increased by 93 millions,

and Treasury credit by 16 millions while the demand for money in circulation fell

off 9 millions, making alto-,ether 120 millions available to the market. Of this

amount 36 millions was used to build up foreign and non-member bank deposits at

the reserve banks and 22 millions was absorbed in the unexpended capital of the

reserve banks, leaving 62 millions available for the reduction of reserve bank

credit. The actual reduction in reserve bank creait, however, amounted to 78

millions since member banks reduced their reserve balances 16 million dollars dar-

ing the period. 2his reduction in member bank reserve balances coincided with a

considerable reduction in loans to brokers and little change in other types of

member bank credit outstanding.

2irst ..,:aarter 1927

Between i)ecember 31, 1926 and Uarch 31, 1927, the seasonal decrease in

currency in circulation amounted to 233 millions. To this was added an increase

in gold stock of 105 millions and a decrease in foreign and non-member balances

at the reserve banks of 44 millions, making 382 millions in all. 308 millions of

this amount was used to retire reserve bank credit and 28 millions to offset a

decrease in Treasury credit while the remainder was used largely to build up the

reserve balances of member banks which increased by 43 millions during the quarter.

Second ',4uarter of 1927

Darinzs the second quarter of 1927 there was little change in any of

the factors affecting reserve bank credit. The total increase in reserve bank
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credit during the period amounted to 9 million4a11 of which went into reserve

balances of member banks which increased 12 millions.

Ihird :::uarter of 1927

Between June 30 and September 30, 1927, reserve bank credit increased

by 149 millions and Treasury credit by 9 millions making 158 millions available in

all. Of this amount 97 millions was used to supply increased demands for currency,

and 16 millions to offset a decrease in gold stock:while the remainder went into

member bank reserve balances which increased 44 millionJ

Fourth ,Zuarter of 1927

During the fourth quarter of 1927 reserve bank credit increased by 424

millions, and Treasury credit by 13 million making 437 millions in all. Of this

amount 4i4a-ltz- 192 millions was used to offset gold exports and au4 55 millions to

supply the fall demand for currency)while 194 millions went into increased reserve

balances for member banks.

The Year 1927 s a Whole

Taking the year 1927 as a whole, there was a decrease in gold stock of

113 millions
)
92 millions of which was offset by decreased currency demand and 8

millions more by increased Treasury credit. The remaining 13 million was more

than offset by a decline of 39 million in deposits to the account of foreign and

non-member banks at the reserve banks. The full increase of 274 millions in re-

serve bank credit, therefore, went into member ban:: reserve balances which increased

293 millions. It is noteworthy that U. S. security holdings of the reserve banks

alone increased by about this amount or 302 millions.

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



V

Correspont ence
FEDERAL RESERVE

BOARD

To _ Haril in   Subject:

From  Mr.. Golden,' '

14.4_

• 
/..f a 7

Date  July 18, 1928 

•PO 2-8496

Monthly averages of daily figures for all of the factors entering into

the reserve fund equation have now pushed back to January, 1926. These

averages furnish a much better basis for a discussion of money market develop-

ments than the single date figures for ends of months which have been used

heretofore. Single date figures are always liable to error because on a given

date, member bank reserve balances may be many millions in excess or under the

legal requirements. Monthly averages of daily figures on the other hand re-

flect accurately the underlying factors in the money market with which reserve

bank policy deals. The accompanying table shows the factors affecting the sup-

ply and demand for reserve bank credit in January, 1927, July, 1927, and Janu-

ary, 1928, on the basis of monthly averages. The comparison between January

and July, 1927 portrays developments during the period preceding the change in

discount rates in August, 1927. During this period practically all factors

tended toward a decrease in reserve bank credit except member bank reserve

balances, as follows:

(lillions)

1. Decrease in money in cir-
culation  52

2. Increase in gold stock  48
3. Increase in Treasury credit  20

Total  120

A decrease in reserve bank credit of 120 millions, therefore, might have been

expected. The actual decrease, however, was 71 millions, and the remaining 49

millions went almost entirely into increased member bank reserve b-l-nces which

increased 46 millions on the average.

The question that arises, therefore, is the reason for the growth in mem-

VOLUWIli 
Wank reserve balances. Did this growth arise out of increased demand for
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Factoll'affecting the Supply and Demanil
for Reserve bank credit in

january 1927, July, 1927 and January, 1928*

(Monthly averages of daily figures in millions of dollars)

Sources of funds
Jall•

1927
July
1927

Jan.
1928 Uses of funds

J.an 
1927

July
1927

Jan.
1928

Gold stock 4527 4575 4377 ;lb/ley in circu-
Treasury credit 1760 1780 1780 lation 4903 4851 4785
Reserve Bank credit Ilember bank

Discounts 465) reserve balances 2243 2289 2426
Acceptances
U. S. securities

( 343) ( 190) ( 373) Foreign bank and
other deposits

Other reserve bank at reserve banks 33 33 26
credit ( 52) ( 90) ( 32) Unexpended capital

Total reserve of reserve banks 294 297 302
bank credit . 1186 1115 1382

Total sources 7473 7470 7539 Total uses 7473 7470 7539

Sources of funds

Jan. 1927
anS

July 1927

Changes between

July 1927
and

Jan. 1928

GROOM

Jan* 1927 July 1927
and and

'Uses of funds July 1927 Jan. 1928

Gold stock
Treasury credit
-ieserve bank credit

,Ascounts
Acceptances
U. S. Securities
Other reserve
bank credit

Total reserve
bank credit

Total sources

+ 48
+ 20

( +38)

- 71

- 198 iloney in circula-
tioq.. 

libmber bank reserve
Iilances. 

FOreign bank and
other deposits at
Federal reserve
banks. .......

Unexpended capital
+ 267 of reserve banks

Ina/ IN.. ,••••

1./ Includin3 float.

POO 3 + 69 Total uses

-52

+ 46

•M• •••

-66

+ 69
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funds on the part of the cormunity or was it stimulated by the credit policy

of the reserve banks? Business, rroduction, and trade were moderately active

during the period under review and had, possibly, larger credit demands. It

-would be difficult, however, to trace more than a small fraction of the in-

crease of 46 millions in member bank reserve balances to this source. During

this period discount rates at the reserve banks remained at 4 per cent, but

open market policy was directed toward easier money. Ps the table shows, the

reserve banks put 71 minions into the market through purchases of U. S. secur-

ities. To this should be added the 38 millions carried in the table as "other

reserve bank credit", since most of this amount represented increased balances

abroad, which put money into the market in the sane manner as a purchase of se-

curities or a gold import. In addition to the 120 millions which the member

banks gained during the period from the return of money in circulation, gold

imports andTreasury credit, therefore, they received a further 108 millions

from the reserve banks or 229 millions in all. Of this amount 27 millions were
2 tA.PAL.:,uk

used to liquidate discounts, s-ine.e—enetle were already law. L further 153 mil-

lions was used in the reduction of acceptance holdings of the reserve banks.

Most of the remaining 49 millions vent irto increased reserve balances of member

banks, which accompanied the gronth in the banl-sl holdings of investments and

security loans.

Period from July, 1927 to January, 1928

In the period included between July, 1927 and January, 1928 a 3-i per cent

discount rate prevailed in contrast to the 4 Per cent rate which had characterized

the previous year. Business was moderately slow throughout the period, making

no demands for additional credit on the member banks and at the same tine re-

leasing 66 millions of currency from circulation. The easy money conditions -which

prevailed at the sane time stimulated gold exports and the gold stock of the
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country decreased by 198 millions. On the basis of these two factors, reserve

bank credit might have been expected to increase by 132 millions during the

period. It actually increased by more than twice this amount or 267 millions,

the excess going into member bank reserve balances which increased 137 millions.

This increase of 137 millions in member bank reserve balances accompanied the

rapid increase in member bank loans, extended for the most part in the security

markets.

The increase in reserve bank credit during -bilis period was to the extent

of 11 millions in the form of discounts for member banks, the larger part of

it, 256 millions, being in the form of acceptances, and 131 millions in the

form of U. S. securities purchased by the reserve bonks. Thus the largest single

channel through which reserve bank credit was extended was the increase in the

acceptance holdings of the system of 183 million dollars. The period covered

that portion of the year when the total volume of acceotances outstanding shows

a considerable seasonal increase. This creates a larger volume of bills eli-

gible for sale at the reserve banks and is generally accompanied by much larger

purchases of bills. In the fall of 1927, the acceptance43.1.154..en was stimulated

by the lowering of purchase rates on bills which accompanied the lowering of

discount rates. One of the stated objects of the Board in lowering discount

and bill rates in the summer of 1927 was to transfer a larger part of the burden

of financing the foreign trade of this country from London to this market. That

this object: was successfully realized is shown by the extraordinary growth in

the total volume of American acceptances outstanding which followed the reduc-

tion. As this growth was accompanied by increased offering of bills to the re-

serve banks, reserve bank credit outstanding on account of acceptances increased

at a rapid rate.
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The period from July to January, 1927/can best be summarized in 
e 

with the previous period from January to July.

oat -

In neither of these periods was

there a large demand for currency or for funds to finance industry and
 trade.

Both periods were characterized by relatively easy money and a rapid grovith of

credit in the security markets, and a grouth in member bank reserve ba
lances.

In both periods the easy money policy of the reserve banks was a factor in the

expansion of menber bank credit which, in the absence of commercial demand,

flowed largely into security loans.

Period from Lugust 4, 1927 to February 3, 1928

The preceding comparison of monthly averages of daily figures for July and

January Dresents, I believe, a more denendable picture of changes in conditions

over the period than single date figures for August 4 and February 31t 411 analysis

of the exact period between the reduction of the rate at the New York bank in th
e

summer and its advance in February, however, is presented in the following table:

Factors in Demand and Supply for Reserve Bank Credit

on August 4, 1927 and February 3, 1928

(In millions of dollars)

:
Sources •

Aug. 4,:
1927 :

Feb. 3,:Change:

1928 : Uses
:Aug. 4:Feb.
: 1927 : 1928

3:Change
:

Gold stoc1,- 4,579 4,376 203 nmey in circula-

Treasury credit.... 1,763 1,771 + 8 tion 4,828 4,723 -105

Reserve bank credit: Member bank re-

Discounts.  (409) (470) (+ 61) serve balances.. 2,267 2,374 +107

Acceptances (170) (375) (+205) Foreign bank and

U. S. securities. (412) (410) (- 2) other deposits

Ill other re-

Total reserve bank serve banks 29 23 6

credit 1,078 1,282 +204 Unexpended capital

of Federal re-
serve banks..... 296 309 + 13

Total sources 7,420 7,4g9 g- Total uses 7,420 7,429 + 9

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



• 5.
The differences between this table and the monthly averages of daily

figures for the preceding months are chiefly in the volume of reserve bank

credit in use, money in circulation, and member bank reserve balances, and

the differences are largely accounted for by the fact that all of these

items fluctuate over quite a wide range from day to day. Also beginning with

January 10, the reserve banks sold securities and by February 3, 1928 they

had sold a volume of securities equal to that purchased after August 4, 1927.
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September 28, 1928.

c-9

The Effect of Government Security Operations on Lember Bank

Reserves During the Period of the 315 Rate, Namelyi

from August 4, 1927, to February 3, 1928:

The claim is often made that the reduction in the discount rate from

4 to 3e, and the accompanying purchases of Government securities during

the period in which this rate was in force, - August 4, 1927 to February 3,

1928, - caused "easy" or"Cheap" credit which was responsible for the

speculative craze on the New York Stock Exchange.

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

stated:

"Who is responsible for the speculative folly, the ill

effects of which are now visible on every side? Not the banks,

no matter how their course is to be deprecated, but the Federal

Reserve, every move of which during the last twelve months has

been fraught with latent mischief. Did not the Federal Reserve

banks last slimmer reduce their rates of rediscount to 3i%, even

compelling one obstreperous Reserve bank in the west to make

the reduction against its emphatic objection and protest? At

that time, the member banks were not borrowing, as they are today,

over $1,000,000,000 at the reserve banks, but barely half that

amount, and could not be induced to increase their borrowings even

at the low rate of Wo, since they had no use for the money. Did

not the Reserve banks then undertake to thrust out Reserve credit

on unwilling banks by purchasing several hundred million dollars

of Government bonds, thereby flooding the market with Reserve funds

to a corresponding amount?"

The 3e0 discount rate was in force, at least at New York, from

August 4, 1927, to February 3, 1928, and it will be interesting to consider

just what was the course of Federal Reserve credit in the whole System

during this period, and examine as to how far the above criticism of "chcAlsp"

VOLUME 194
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money through lolier discount rates and Government security operations,

is justified.

The essential figureF; are as follows:

AuL,ust 4, 1927 - February Li, 1928:

i.lember bank reserve balances increased 107,c00,000

Gold stock decreased 203,000,000

Discounts increased 61,000,000

Acceptances increased 205,000,000

United States securities decreased 2,000,000

All other .7T ederal Reserve credit decreased 60,000,000

Total Federal Reserve credit increased 204,000,000

Treasury credit increased 8,000,000

Money in circulation decreased. 105,000,000

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

Taking this period as a wl.ole, it is clear that, comparing the

beginning and end of this period, neither discounts nor Government securitiEs

were having any inflationary effect, for discounts had increased only

61 millions, a normal seasonal increase, at the end of the period, while

Government securities had actually declined 2 millions. Furthermore, the

total increase of Federal Reserve credit during the period, - 204

just offset the gold e;:ports which were 203 millions, while the decline in

money in circulation, - 105 millions, - -.practically accounts for the increasa

in member bank reserves, - 107 millions - cl-nring the period.

The above figures show that the hundreds of millions of Government

bonds, the purchase of which by the Federal Reserve System "flooded the

market" - as claimed in the above quoted editorial, - had been neutralized

by the sale of even larger amounts of these bonds, there being at the end

of the period 2 million dollars less of such holdings than at the beginning,-

and all this under the 3-1-70 rates

It may be claimed, however, that these figures do not give a clear
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picture of what took place, because during the month of January, 1928, the

tide turned, Federal Reserve credit declining 373 millions and member bank

reserve balances declinin,q' 113 millions. Let us then consider the period

from August 4, 1927, to December 31, 1927, excluding the month of January

1928 when credit conditions were reversed. The follolling table Shows the

situation:

Auzust 4, 1927 to December 31, 1927:

Member bank reserve balances increased 220,000,000

Gold stock decreased 200,000,000

Discounts increased 173,000,000

Acceptances increased 222,000,000

United States securities increased 205,000,000

All other Federal Reserve credit decreased 23,000,000

Total Federal Reserve credit increased 577,000,000

Treasury credit increased 20,000,000

Money in circulation increased 175,000,000

Foreign bank deposits decreased 3,000,000

Other items increased 5,000,000

The above figures show -Chat during that period there were gold

exports to the amount of $200,000,000, while the purchase of Government

securities increased $205,000,000. It would seem to me fair to set off

the one against the other. So also the increase in money in circulation

was $175,000,000, and this was practically offset by the increase in 

counts of $173,000,000.

It would seem clear that the gold exports of 200,000,000 during this

period, if not offset in some manner, would have forced a deflation of

member bank doposits amounting to at least tan times the amount, or about

2 billions of dollars, and the worst that can be said as to Government

security operations during this neriod is that they prevented a radical

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

It may be claimed, however, that while these figures are correct,

taking the whole period, yet that there were oarticualr times during

this period when the purchase of Government securities placed money in

the market which went directly into member bank reserves, thus making

additional deposits growing out of loans, possible. Let us then consider

the two quarterly periods of the latter part of 1927, during which the

rate was in force.

Let us take the quarter beginning in July and ending in September,

during all of which period, except July, the 30 rate was in effect.

The figures for this period are as follows:

Member bank reserve balances increased 44,000,000
Gold stock decreased 16,000,000
Discounts decreasea 6,000,000
Acceptances increased 39,000,000
Government securities increased 136,000,000
All other Federal Reserve credit decreased 20,000,000
Total Federal Reserve credit increased 149,000,000
Treasury credit increased 9,000,000
Money in circulation increased 97,000,000
Foreign bank deposits decreased 5,000,000

The increase in member bank reserves during this period was vary

moderate, - only 44 millions, - and taking the quarter as a whole could be

covered by acceptances, - 39 millions, - and foreign bank deposits, -

5 millions, while the Government security operations, - showing an increase

of 136 millions, - would, as to all but 17 millions, have offset the gold

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

circulation, which latter increased 97 millions.
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Let us now consider the quarter, October through December, 1927.

The figures for this quarter are as .LVA.inws.

Member bank reserve deposits increasea 194,000,000

Gold stock decreased 192,000,000

Discaunts increased 145,000,000

Acceptances increased 142,000,000

United States securities increased 111,000,000

All other Federal Reserve credit increased 26,000,000

Total Federal Reserve credit increased 424,000,000

Treasury credit increased 13,000,000

Money in circulation increased 55,000,000

Foreign bank deposits decreased 3,000,000

Other items decreased 1,000,000

From the above figures, it appears that gold exports had increased

192 millions, and money in circulation had increased 55 millions, which

was offset by Government security purchases, - Ill millions, and discounts,-

145 millions. On the other hand, the member bank reserves at the end of

this period had increased 194 millions, which increase wao practically

furnished from the increase in acceptances, - 142 million6, other Federal

Reserve credit - 26 millions, and Treasury credit, - 13 millions.

An examination of the above table seems to show that neither the

discounts under the 4% rate, nor the Government security operations were,

on the whole, primarily or necessarily responsible for the increase in

member banks reserves upon which the pending speculation on the New York

Stock Exchange rests.

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

discount rate to 31% produced "easy" or "cheap" credit, it should not be

forgotten that credit was easy or cheap, if you so wish to call it, be-

fore the rate reduction of Au:gust 4, 1927, from 4 to 3i%.

For example, on March 31, 1927, as compared with the previous
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December 31, 1926, gold imports had increased 105 millions, money in

circulation had decreased 233 millions, discounts had decreased 186

millions, and acceptances had decreased 14 millions, he total Federal

Reserve credit decrease being 308 millions

Similarly, comparing June 30, 1927, with March 31, 1927, we find

that discounts had decreased 8 millions, acceptances decreased 28 millions,

money in circulation decreased 11 millions, and that while Government

securities increased 22 millions, the total Federal Reserve credit increase

was only 9 millions.

The above gives a fair picture of the easy money conditions existing

before the rate was reduced from 4 to 4%.

The purpose of the reduction of the rate from 4 to 34 was primarily

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

the absence of any large volume of discounts which could have been paid

off, would certainly have tended to inflate the credit structure. Another

reason was to give, if possible, some relief to business, commerce, and

agriculture, which had been in a state of recession but was just beginning

to improve. It is fair to state that this lowering of the rate did

accomplish both of the above purposes in more or less degree.

The conclusion I reach from these figures is that while psychologically

an easier feeling was created, the increase in member bank reserves cal

be explained without reference to lower discount rates or Government security

operations.

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

fail to reveal any material differunce in the increase of such loans, either
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prior to, during, or subsequent to the 3; discount rate, except that

the Nev.' York banks have sho',711 a tendency to reduce these loans, more

or less overcome by an increase on the part of gut-of-town banks, while

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

1926 to date, this increase being practically the same, whether during

low rate or high rate periods.

As regards Government security operations, I am inclined to believe

that Federal Reserve credit conditions would have been substantially

the same had there been no such operations during the 3i% period, as

discounts would have taken their place.

In conclusion, it seems to me that the claim that the 3N discount

rate and Government security operations during the period running from

August 4, 1927, to February 3, 1928, created Cheap money, and flooded the

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

Stock Exchange, is a myth which has no foundation in reality.
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Between l'ecemher 31, 1921 and December 5, 1928, gold stock

increased 4474,000,000 and reserve bank credit $198,000,000 making

a total increase of $672,000,000 in funds added to the market from

these two sources alone. .2hese were more than absorbed by an in-

crease in currency in circulution amounting to $223,000,000 and an

increase in member bank reserve balances of 4630,000,000 or

4853,000,000 for the two items. The difference to be accounted for

by the operation of other factors is $181,000,000. It is accounted

for by the difference between an increase in Treasury credit of

$244,000,000 and an increase in unexpended capital of the reserve

banks of :)62,000,000.

The increase of $62,000,000 in unexpended capital was due main-

ly to the increase in the capital and surplus of the reserve banks

during the seven years. Of the increase of :13244,000,000 in Treasury

credit in the market, $70,000,000 was due to smaller balances held by

the Treasury with Federal reserve banks, and :180,000,000 to increas-

ed issues by the Treasury of standard silver dollars in accordance

with the provisions of the Pittman Act. Other elements in Treasury

credit also changed during the period but offset each other in their

effect upon the demand for reserve bank credit.
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(In millions of dollars)
Member :

:F.R. Bk.:bk. res.:
: credit :balances:

: Money :
Gold :in cir- :
stock:culation:account:banks:Others:Total:demand:demancl:

Brokers' loans : :,.11 member bank dep.
Own :Other: : :Time &: Net : Lit

January 1 -
1922 -156 +181 +269 +127 +357 +260 +617 +2,948 +1,754 +1,194
1923 -169 - 36 +315 +227 -223 7 41 -264 +1,175 + 169 +1,006
1924 + 64 +322 +255 + 4 +486 +195 +681 +3,244 +2,090 +1,154
1925 +157 - 8 -100 + 56 +173 +779 +952 +1,640 + 792 + 848
1926 - 79 - 18 + 93 - 9 -315 -204 +181 -338 + 451 - 336 + 787
1927 +274 +293 -113 - 92 +419 +320 +222 +961 +2,506 +1,181 +1,325
1928 to Nov.30 +182 -114 -254 - 16 -207 +413 +1,320 +1,526 - 607*-1,304.+ 697'
Aug. 4, 1927 to
Feb. 3, 1928 t234 +107 -203 -105 + 61 +365 +237 +663 +1,336 + 607 + 729

Nov. 12, 1927to
Nov. 10, 1928 +292 5 -360 - 84 -209 +491 +1,242 +1,525 + 482* - 4018+ 883'

Feb. 3, 1928 to
Nov. 10, 1928 +391 - 40 -226 +169 -273 +254 +1,183 +1,165 + 89* - 3834+ 472

*To October, 1928

# /ft +40 1-̀ 07 4-1-L3
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FEDERAL RESERVE
BOARD

Subject;

411 4.444
Date  December 19, 1928 

&t,t-e,coci
CAc

• o 2-8495

You asked me the other day to prepare a general statement about the
to wnich

extent, if any,/the Federal reserve system has contributed to credit in-

flation in recent years. In the following, I am summarizing very briefly

my views on that subject.

There is no evidence of general inflation at the Present tine. er-

tainly not in the commodity narkets where inflation interferes most vio-

lently with the nation's business and where the consequences of deflation

are most disastrous. There probably is inflation in the securities market,

since the prices at which securities sell are not justified by past or pro-

spective earnings of many of the companies.

If it is admitted that -there exists at the present time a measure of

inflation in the securities market, the question is to what extent the

responsibility for this inflation rests with the Federal reserve system. If

the period from 1922 to 1927 be considered, and annual averages be used, it

appears that between these two years there was an increase in the country's

gold stock of •748,000,000 and in Treasury credit, due chiefly to ii.4e Pitt-

man iict operations, of ,184,030,000. Reserve bank credit, on the other hand,

declined by 79,000,000. Of the net amount added by the three items just

mentioned, :361,000,000 went into money in circulation, 497,000,000 into

member bank reserve balances, while non-member clearing balances showed a

decrease of p20,000,000, and unexpended capital - an increase of 15,000,000.

These figures would indicate that the growth in the credit base daring the

( period was chiefly due to gold imports and that Federal reserve credit has
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added nothing to this base. It.indicates, further, that a considerable

part of the funds derived from gold imports have gone into money in circu-

lation, which under our system has no direct bearing on credit inflation,

and that member bank reserve balances have increased by about $500,000,000.

I Developments-since the end of 1927 do not change the picture materially, ex-

cept that an export of gold has been made up by additional borrowing from

the Federal reserve banks.

When the period is considered as a whole, it would ap,)ear, therefore,

that Federal reserve credit has had no part in credit growth and, therefore,

in credit inflation. A closer analysis bf developments b periods, however,

1 indicates that a large part of the growth in credit occurred in three

periods: February to June, 1922, whsn member bank reserve balanles increased

by $132,000,000; April to December, 1924, when they increased by i176,000,000;

and February to December, 1927, when they increased by ?1.97,000,000. During

these three periods there was relatively little net addition to the gold stock

of the country, and there were increases of i3237,000,000; :286,000,000, and

(.300,000,000, respectively, in the reserve bank holdings of United States se-

curities. There are, of course, lags and adjustments in the course of bank

credit, but when the 'Pederal reserve system places money in the market through

purchases of securities, the member banks immediately build up their loans and

investments to a point where the additional reserves are fully utilized. Sub-

sequent losses to the base through gold exports or through sales of securities,

i furthermore, do not result in a corresponding reduction of member bank credit,
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but in increased borrowing from the reserve banks. There appears to be a

vested right in credit once extended and rather than interfere with this

right, the banks will borrow from the Federal reserve banks. It would seem,

therefore, that a more conservative policy by the reserve banks at certain

1 periods would probably have resulted in a smaller growth of credit, particu-
larly if the policy were supported by a generally higher level of dismunt

rates.

This would appear to indicate that a measure of responsibility for ex-

isting inflation rests upon the reserve banks. This statement should be

qualified, however, by the consideration that any change in the direction of

higher money rates by the Federal reserve system during the past five years

I would probably have had an effect on the gold movements, and changes in these

movements might have upset the conclusions reached in the preceding paragraph.

Had the system not bought securities and established easy money rates in 1924,

it is possible that gold would not have floweiaut of the country towards the

-)(
end of the year and in 1925. It is quite certain that if the system had not

adopted an easy money policy in 1927, we would not have lost the •500,000,000

which has left this country since that time. It is, therefore, impossible to

determine definitely how much different the situation would be-at present if

the system had pursued a policy of tight money. It is also a question whether

under these circumstances we would have had the same degree of prosperity as

we actually have had, and it is practically certain that the world would not

have yet returned to the gold basis.

)* Os' 4.4.4,47,1A-C40,44-
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My general conclusion is along this line. Some degree of responsibility

I for existing inflation rests with the Federal reserve system. The inflation,

however, which now prevails is not of the most pernicious variety because it

does not affect commodity markets. To the extent that the Federal reserve

system has contributed to existing inflation, this may be considered as a price

paid for continuous prosperity at home and the restoration of sou-d monetary

conditions abroad with tile...consequent benefits to the entire world.

EAG-DD
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DIRECT ACTION

Control of  Credits 127 Direct Action or By Increase.in
Discount Rates.

Friday, October 13, 1922:

Debate between Federal Reserve Agent Perrin and Governor Strong
before the Joint Conference between the Board, the Governors, and theFederal Reserve Agents. The question discussed was whether credit control
should befunrcised by discount rates or by direct action, or by both.

Mr. Perrin contended that the rr,te did not really control unless it
was higher than the commercial rates of the member banks, and that this
was not practicable, - certainly not where the state usury laws permitted
a rate as high as 12% in BOMB states. He took the position that the Federal
Reserve banks should know what was going on in the umber banks before theyapplied for rediscounts, and that this supervision should be exercised eventhouRh a member bank was not rediscounting at all.

Governor Strong contended that a Federal Reserve discount rate waseffective althouell it was lower than the market rate for commercial borrowers,for when the Federal Reserve banks increase the discount rate the member banksincrease the rate charged their customers, and conversely. He claimed thatthe Federal Reserve bank should simply consider the anounts of rediscountsmade by member banks in proportion to their resources,and that if these
.rediscountsare in reasonable amount, the Federal Reserve bank should grantthem, no matter *hat the member bank had been doing, e. g. loaning on WallStreet, real estate loans, capital loans, speculative loans, etc. etc. Hestated, however, that as a fact the Federal Reserve Bank of New York oftenmade direct inquiries.

He claimed that the member bank rediscounts generally to make goodits reserves, and that to refuse rediscounts would be disastrous to depositors.Federal Reserve Agent Wills of Cleveland strongly supported Mr. Perrin, andshowed how Cleveland had maintained a 6% as a maximum (while New York wascharging 7%) by virtue of direct control.

Mr. Perrin contended that where direct action is used, it would be
possible to keep a reasonable rate in force without change, and to retaincontrol through direct action.

Governor Morse strongly supported Mr. Perrin.
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October 16, 1925:

Governor Crissinger, returning from New York, reported that the
Federal Reserve Bank of New York was bringing direct pressure upon the
New York member banks to reduce their stock exchange loans; that these
efforts had been successful so far as the New York banks were concerned,
but that the greater part of the funds used came from interior banks,
either loans against balances or direct loans.

October 16, 1925:

Dr. Stewart reported to the Board that he saw evidence that the
stock exchange market was being fed by Federal Reserve rediscounts; that
there was absolutely no reason for increasing rates fram the point of view
of agriculture, commerce, or business, although the Federal Reserve rate
was 1% below customers rates; that direct pressure would meet the situation
if it could be applied.

October 19, 1925:

C.S.H. tells Governor Harding that the New York situation was being
held well in hand by direct pressure, and that the Board felt he could
use direct pressure in Boston.

October 19, 1925:

Governor Crissinger tells C.S.H. that Philadelphia is holding matters
well in hand through direct pressure, and does not want to increase rates
at the present time.

October 27, 1925:

Discussion of direct pressure at a meeting with the Open YArket
Investment Committee. Dr. Hiller said the term "direct pressure" was
invented by Assistant Secretary Leffingwell.

Governor Strong said it could not be completely carried out unless
the Federal Reserve bank should refuse to discount for any bank having
speculative loans, which should include real estate loans as well as Wall
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Street loans; that this would mean rationing of credit, Which would be
disastrous.

January 8, 1926:

Governor Crissinger told the Board that the First National of New York
had just borrowed 115 millions from the Federal Reserve Bank of New York
on its direct note collateraled by Government securities, and had loaned
it on the New York stock exchange at from 6 to 7%. C.S.H. suggested that
this called for direct pressure, or perhaps for a higher rate on member
bank collateral notes.

September 7, 1927:

Secretary Glass favored direct pressure during the war.

September 27, 1927:

C.S.H. favors direct pressure to discourage speculation.

January 23, 1928:

Dr. Hiller says that direct pressure is not controlling the situation,
therefore he favored an increase in discount rates.

April 17, 1928:

James said that direct pressure at New York was succeeding, and was
driving borrowers from New York to Boston.

April 18, 1928:

Dr. Miller says that open market operations are working well inNew York.
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May 1, 1928:

-4-

Dr. Miller demands that Governor Case use direct pressure on the
New York banks.

JuAe 9, 1928:

Dr. Miller, at a meeting of Directors of the Federal Reserve Bank of
New York, objected to calling the banks into conference with a view to
forcing direct pressure.

July 7, 1928:

Harrison says direct pressure should be continued at New York.

July 18, 1928:

James criticises Governor Case for not using direct pressure.
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FEDERAL RESERVE
BOARD

Subject :

1

41144 a Ce,4,44.1 40 4444440,

Date_;.pri 1 4, 1929

66.644A 4.4,4•44.04. #44.44_, 1421.4:

The attached tables were prepared in compliance with your

request of April 3, 1929. Each table shows changes in bank-

ing figures on an average basis between the month preceding

a change in discount rates and the month following. Figures

for the country as a whole are give.1 in the upper section of

each table and figures for New fork in the lower. For the

New York figures, I have assumed that you desire statistics

for New York City reporting member banks rather than those

for the district as a whole. Changes in the item - total

bills and securities - have been omitted from the I:ew York

tables because they reflect chiefly allotments from the open

market investment account rather than the effect of discount

rate revisions on money market developments.

GPO 2-8495

'41P"'
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



CHANGES IN BANKING STATISTICS AT TIME OF
DISCOUNT RATE CH,1NGES IN 1928

(Millions of dollars)

Increases in di-count rates from 3 1/2 to 4 per cent
A. System. Period - Jaauary 25, 1928 to Llarch 1, 1928

January Yarch
Changeaverage average

Total bills and securities 1,350 1,272 - 78

Reporting member banks:
All other loans 8,631 8,784 +153
Reserve balances 1,799 1,726 - 73
Security loans 6,811 6,586 -225
Brokers' loans 3,802 3,761 - 41

B. New York City banks

All other loans 2,470 2,565 + 95
Reserve balances 781 738 - 43
Security loans 2,710 2,449 -261
Brokers' loans 1,342 1,064 -278
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Increase in discount rates from 4 to 4 1/2 per cent.
A. System. Period - April 20, 1928 to June 7,

April

1928

June
Changeaverage average

Total bills and securities 1,371 1,495 +124

Reporting member banks:
All other loans 8,380 8,909 + 29
Reserve balances 1,783 1,740 - 43
Security loans 6,924 6,962 + 38
Brokers' loans 4,062 4,360 +298

B. New York City banks:
All other loans 2,628 2,635 + 7
Reserve balances 777 749 - 28
Security loans 2,675 2,613 - 62
Brokers' loans 1,193 1,048 -145
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Increase in discount rates from 4 1/2 to 5 per cent

A. System. Period - July 11, 1928 to August 1, 1928

June August
Changeaverage average

Total bills and securities 1,495 1,449 - 46

Reporting member banks:
All other loans 8,909 9,009 +100
Reserve balances 1,740 1,672 - 68
Security loans 6,962 6,816 -146

Brokers' loans 4,360 4,239 -121

New York City banks:
All other loans 2,635 2,668 + 33

Reserve balances 749 705 - 44

Security loans 2,613 2,518 - 95
Brokers' loans 1,048 835 -213
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Office Correspontence
Ti *.Hamlin

FEDERAL RESERVE
BOARD

Subject:

Ehae  April 10, 1929

-01, 04,4444 .
,00.10,011.01,

10 
•P• 2---8495

Referring to your memorandum of April 9, I shall submit answers to your

questions in order.

1. It is i_apossible to say whether there is over-expansion of member bank

loans and investments at the present ti.ae, but it is clear that the growth of

member bank credit during the past year has not been at an exceptionally

rapid rate. As seen from the answer to question (2) the growth was only about

4 per cent in 1928 as compared with 8 per cent in 1927. If there is inflation,

it is inflation that was generated in the period from 1922 to 1927, rather than

in the past year. I would define credit inflation as an increase in volume of

outstanding bank credit at a rate that produces a purchasing power in thtands

of the public in excess of the amount of commodities and services available.

The excessive purchasing power rasults in competitive bidding for a limited

supply with a consequent rise in prices, either of commodities or of real

estate, or securities.

2. ..here are attached two tables, one showing the total volume of loans and

investments of member banks at the end of each year from 1914 to 1928 and the

percentage of increase annually, as well as a distribution of these loans and

investments between different clas. es for the past four years. Ihere is also

attached a table carrying the one showing this distribution for reporting mem-

ber banks back a few years beyond the table given you yesterday.

3. It is impossible to say what proportion of the loans and investments of

member banks is due to the different factors affecting member bank reserve

balances. I attach a table showing the sources and uses of reserve bank
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Mr. Hamlin, April 10, 1929

credit from Julie 30, 1914, prior to the organization of the system, to

liarch, 1929. It appears from this table that during the period there

was an increase of 4,275,000,000 in gold stock, of ::,224,000,000 in

Treasury credit, and of 4,481,000,000 in Federal reserve bank credit.

Of this total of ;,;3,980,000,000, increase in money in circulation absorbed

4,890,000,000, increase in reserve balances and till money of member

banks absorbed 1,698,000,000, nonmember bank clearing balances 31,000,000

and unexpended capital funds, ,p361,000,000. Broadly speaking, this table

indicates that the two principal sources of credit were increases in gold

stock and reserve bank credit, and the two principal uses were money in

circulation and reserve balances. Just what would have been the situation

if there had been no Federal reserve system, it is impossible to say, be-

cause the reserve requirements and the whole set-up would have been so dif-

ferent that it is impossible to draw conclusions from the fi.,:ures as they

stand.

4. In reply to question four I attach a table showing the number of mem-

ber banks borrowing continuously in excess of capital and surplus during a

given month for the period from Jan-Ili:Ivy, 1928 to march, 1929. These figures

are only roughly indicative of the point in which you are interested, but

they show that there is a decreasing number of banks that are continuous

borrowers.

5. The effect of direct action by the Federal reserve system would seem

to be that loans to brokers in the aggregate have decreased somewhat and
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Hamlin, - r3 April 10, 1929

loans to brokers by banks have decreased by the substantial amount of

•,375,000,000. q!his decrease, however, has represented chiefly a transfer

of borrowing by holders of securities from brokers to banks, as security

loans of reporting member banks have increased somewhat during the period.

The principal result of the direct action has been wide publicity given to

the position of the Federal reserve system and cooperation with it by

prominent people. ilressure at the centers has resulted in a wider distri-

bution of brokers loans and a smaller concentration of borrowings from the

reserve banks. In addition to this the policy of direct action has result-

ed in wide fluctuations in call money rates and in a constant rise of rates

to commerce and business.

6. Specific warnings against excessive use of credit in the security

market have not been numerous, theiorincipal ones being in Dr. 4,1111er's

Boston speech in November, 1925, Governor Young's Cincinnati speech in

-iarch, 1929, the Federal Reserve 3oard's statement of February 7, 1929,

the annual report for 1928, and references to speculation in the Federal

Reserve 3ulletin for February and June, 1928 and 4ril, 1929.

following is a complete li-t of references to the use of credit in

security markets in the 3oard's annual reports and the Federal Reserve

.dulletins. In this list the ones that can be construed as warnings are

underlined.
Annual report

1925 Page 6
1926 " 8, 9, 10
1927 " 11, 12
1928 " 3, 4, 5, 7, 8, 9,
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Federal reserve bulletins
1926, March Pages 147,8

April 221,2
September 622,3,4
November 759,60

1927, January
July
August
December

1928, February
/larch
June
September
November
December

1929, February
/larch
April

tt

t

tt

it

it

t

11

It

it

it

it

1,2,3
455,6
555
795,6

111
168
373
617
737,8
823,4

93,4
176,7
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:Total loans and investments: Percentage distribution of total
: of all member banks 1/ : loans and investments of all
: (In millions of dollars) : member banks

member 31: Amount
2er cent

Year
Invest-
ments

Security
loans

Real
estate

J.
othannual increase

1914 8,498 -- June 30 loans loa.
1915 9,861 + 16
1916 11,275 + 14
1917 16,896 + 50
1918 20,593 + 22
1919 24,778 + 20
1920 25,531 + 3
1921 23,482 - 8
1922 25,579 + 9
1923 26,487 + 4

1924 28,746 + 9
1925 30,884 + 7 1925 29 22 8 a
1926 31,642 + 2 1296 29 23 8 a
1927 54,247 + 8 1927 29 24 9 a
1928 35,684 + 4 1928 30 25 9 5

1/ UD to 1920 part of growth in total reuresents accession of new members.

5
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CHANGES IN FACTORS AFFECTING RESERVE BANK CREDIT
BETWEEN JUNE 30, 1914 AND 1.:ARCH, 1929

(In millions of dollars)
:

Sources :
June 30
1914

: March
: average Change

Gold stock
Treasury credit
Reserve bank credit

Discounts
Acceptances
U. S. securities
Other

1,891
1,567

4,166
1,791
1,481
969
265
197
50

+ 2,275
224

+ 1,481
969
265
197
50

Total 3,458 7,438 + 3,980

Uses

Abney in circulation less estimated
till money requirements of banks 1,819 3,709 1/ + 1,890

Reserve balances and till money of
banks 1,639 3,337 1/ + 1,698

Nonmember clearing balances 31 31

Unexpended capital funds 361 361

Total 3,458 7,438 + 3,980

if Based on estimated average holdings of till money of •,1,000,0 )0,000
in iarch, 1929.
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REPORTING LiEMBER BANKS - PERCENTAGE DISTRIBUTION
OF TOTAL LOANS AND INVESTIMTS FOR 'MTH OF

illARCH EACH Ma 1920 - 1929

: Investments : Security loans : 14.11 other loans

1920 22 26 52

1921 21 24 55
1922 25 24 51
1923 29 24 47
1924 27 25 48
1925 29 27 44
1926 28 28 43
1927 27 29 43
1928 29 31 41
1929 27 54 40
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Office Correspondence
To _ Mr. Hamlin

from  Mr. 'Go1d.enw-4; s e •
w

.0:111111111111111116

FEDERAL RESERVE
BOARD

A 1

Subject :_

)CfArla C440f,

•
Date_April 15, 1929

Customers' rates. July., 1927-IAarch 1928

• P • 2-8405

4. /II., (-4.044..1 ,444ted
.1..14444 1,444,

As far as our information goes, customers' rates practically 
j

always fluctuate in a range above discount rates. Before the re-

duction in discount rates from 4 to 3 1/2 per cent in August, 1927,

most member banks in Federal reserve bank cities reported customers

rates as ranging above 4 1/2 per cent, the only exceptionsas of the

15th of July, 1927, being Boston, 4 1/4 - 4 1/2 per cent; Richmond,

4 - 5 per cent; Cnicago 4 1/4 - 5 per cent, and IJinneapolis 4 - 5 1/2

per cent. Four per cent remained the lowest quotation for customers

rates in the succeeding 6 months during which the 3 1/2 per cent dis-

count rate prevailed, being quoted at one time or another during the

period in BostoLi, i;ew York, Philadelphia, Cleveland, St. Louis, and

Dallas. In March, 1928. after discount rates were revised to 4 per

cent, the lowest quotationson customers rates were 4 1/4 per cent. As

you know, our quotations on customers rates vary widely both from city

to city, and also for different types of loa-s. These quotations over

the period in question are shown on page 248 of the Federal Reserve

Bulletin for April, 1928.

On account of the difficulty of summarizing these varie4rquota-

tions, we frequently make use of the weiglibd average of customers

rates in different classes of cities wA.ch were given in chart form

in the annual report. These weighted averages which are computed in

this Division and take into account the relative importance of the
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cities and loans for which quotations of customers rates are avail—

able are given in the enclosed table. As you will note, customers

rates in all three classes of cities averaged well above discount

rates throughout the period, but did respond slightly to the easier

credit conditions which accompanied the 3 1/2 per cent rate, especially

in New York City and in the nine otherNorthern and Eastern cities.
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: Prevailing: ffeighted averages of rates charged customers -
: discount : : In 8 other Northern: In 25 Southern
: rates at : In New York:and Eastern : and Western
: F. R. Bks.: City cities cities

1927:
March 4
April 4
May 4
June 4
July 4
August 3 1/2-4
September 3 1/2-4
October 3 1/2
November 3 1/2
December 3 1/2

1928:
January 3 1/2-4
February 3/1,2-4
T.larch 4
April 4-4 1/2

4.56
4.63?
4.63 rf-1-1
4.60 i
4.56)
4.41,
4.44
4.49

4.35!
4.50 '7 *̀ `q

4.56
4.44
4.59 \ (,
4.72 J

4.88
4.90
4.95
4.93
4.90
4.87
4.77
4.79
4.82/
4.76

5.65
5.56
5.59 7-0

5.54j 
5.52
5.53
5.61
5.56
5.56
5.60

(

4.73 5.53
4.76
4.81
4.91 ) 5.54

r‘fp ri 63

s-,43

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



r orm No. 131

4 •

Office Correspontence
To _ Mr. Hamlin

From  Mr. Go1denweia9r

FEDERAL RESERVE
BOARD

A144.44 41464..

Date  April 18,  1/29  

Subject: 

vrt.e.44444  

2r-teswa
11

Referring to your memorandum of April 17, I believe that the figures

in your statement are in agreement with our statistical data. In accordance

with your request to make a statement about Federal reserve credits 's& the

turn of the year, I am attaching a table that shows the elements in the de-

mand and supply for reserve bank credit for the weeks ending December 29,

1926, February 9, 1929 and April 13, 1929, and changes for the first and

second of these periods and for the entire period.

Generally speaking, the table indicates that during the first period.

) 

the entire situation was dominated by the seasonal return flow of currency,

offset somewhat by a loss of gold due to the excess of earmarks for France

over imports from Canada and England. The net result was a decrease of

$370,000,000 in reserve bank credit for the period. This carries us up to

the week ending February 9, during which the Board issued its statement.

This week is a good dividing line not only because of the issuance of the

statement, but also because it approximately coincides with the end of

seasonal liquidation. During the period after February 9 the dominant fact

has been an increase of $90,003,000 in gold stock, but there has also been

a decrease of 56,000,000 in member bank balances, reflecting decreases both

In demand and time deposits of the member ban<s. 2hese decreases in member

bank deoosits are no doubt related to the Large increase in brolers' loans

2-8495

R
for account of others. The net result for the period has been a decrease in

reserve bank credit of .1:149,000,000.
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RESERVE BANK CREDIT OUTSTANDING AND FACTORS IN
CHA-NGES

(Weekly averages of daily figures: millions of dollars)

'.7ees
ending

:Reserve:
: bank :Treasury:
: credit: credit:

:Money in:Idember :
Gold : circa-: bank :Clearing :
stock : lation :balances:balances :

Unexpanded
capital

1928:
Dec. 29 1,882 1,795 4,148 3,074 2,366 30 354

1929:
Feb. 9 1,512 1,781 4,130 4,675 2,366 28 355
Apr. 13 1,363 1,801 4,220 4,679 2,310 31 365

Changes:
1st period -370 - 14 - 18 -399 — - 2 + 1
2nd period -149 + 20 + 90 + 4 -56 + 3 +10

Total -519 + 6 + 72 -395 .-56 + 1 +11
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Oifke-Correspontence
To  Mr. Hamlin

From  Mr. Goldenwei

FEDERAL RESERVE
BOARD

Subject:

t404‘.. t?

Date_ May 1$, l929

)44. 1.-te1L.444j
. 10-44444 cd..4..4.1,4.,44.4.

In reply to your memorandum of May 16, I am attaching a chart

from the May Federal Reserve Bulletin showing open-market money rates

in New York City, and the discount rate of the Federal reserve bank.

Commercial paper is shown as 6 per cent on this chart, but there is

evidence that the rate is 6 1/4 per cent in some cases and is firming.

Customer rates in New York City are not shown on this chart. At

present they are about 6 per cent, practically the same level as open-

market commercial paper.

In reply to question 1 in your memorandum, open-market commercial

paper has usually been quoted at about one-half of 1 per cent above the

discount rate; an advance of the discount rate in New York to 5 1/2 per

cent would reestablish that margin, on the assumption that the commer-

cial rate will remain unchanged.

The discount rate would also be one-half per cent below the present

rate to customers. As regards this rate, it should be mentioned that it

responds to changes in discount rates less promptly and less uniformly than

do open-market rates. Usually the rate to customers is above the open-

market commercial rate, but whenever in the past the latter has advanced

to 6 per cent, the customer rate appears to have remained at the same level,

and when the open-market rate has advanced above 6 per cent, as in 1920-21,

the rate to customers has been below the open-market rate.

In reply to question 2, an advance of the discount rate in New York to

6 per cent would bring it up to the quoted rate on commercial paper. This

condition would not be very unusual, as there have been numerous short
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Offke-Correspontence
To Subject:_ _ 

From

MAY, 1929

FEDEWd.RESERVE
BOARD

- 2 -

• 
63)1 Date

spo 2-8495

periods in 1924, 1527 and 192g when the discount rate in New York has been
the

at the same level as/rate on open-market commercial paper. In times of re-

adjustment of rates this has not been unusual, as you can see on the chart.

In reply to question 3, I should expect that a 6 per cent discount

rate at New York would probably be accompanied or followed by a rise to 6 1/2

per cent in the rate on open-market commercial paper, which is at present

showing signs of advancing. Such a condition would restore the one-half of

1 per cent differential which has usually prevailed in the past. I should

also expect customers' rates in New York, as computed in our weighted aver-

age, to rise somewhat further above their present level at 6 per cent, but

not necessarily to as high as 6 1/2 per cent.
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CONFIDEITTIAL

To: Federal Reserve Board

From: Mr. Goldenweiser

110
May 18, 1929

SUBJECT: Bank Credit: 1922-1929

No, .gTowth since the sprinE; of 1928

Reports on the condition _pf 941 raelgibF banks at the end of the first quarter

of this year confirm the indications, given by the course of developments for the

weekly reporting member banks, that there has been practically no growth of bank

credit during the past year. Total loans and investments of all member banks on

March 27, 1929 were $332,000,000, or less than 1 per cent, above the figure for

the end of last June and indications are that there has been a further decrease

since the end of March. This absence of growth in bank credit has occurred dur-

ing a year of exceptionally active business and a record breaking volume of trad-

ing in securities. It would seem appropriate at this time to review the course

of banking developments for recent years.

Rapid growth: 1922-1928 

The course of bank credit from the spring of 1922, when post-war liquidation

came to an end, to the spring of 1929 is shown in the attached chart which also

indicates, on the basis of the best available estimates, the course of the banks'

investments plus their loans on securities, and the course of all other loans.

For comparison, there is also shown a line of the physical volume of industrial

production, which may be considered indicative in a rough way of the changes in

volume of the country's business that required financing by the banks.

(Chart)
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The outstanding aSSught out by the chart is the rapid and Practically

continuous growth of credit during the somewhat more than six years from March,

1922 to June, 1928. There was a slackening in the rate of growth between 1923

anS 1924, when indust27 was going through a recession, and again in 1926, al-

though at that time industry was more active. The recent retardation in the

growth of bank credit followed a period of unusually rapid expansion in the early

part of 1928.

Composition of credit growth

Taking the six years 1922 to 1923 as a whole, the growth in bank credit,

which has amounted to approximately $12,000,000,000, has been for the most part

in the form of investments and of loans on securities, while all other loans,

which comprise loans for trade and industry, including building, have not shown

a rapid growth. This relatively slow growth of commercial loans during a period

of active business has reflected in part a change in the financial methods of

large enterprises, which have obtained funds by issuing securitiesfavor-

able market, rather than by borrowing from banks. It has also reflected reduced

inventories made possible by more scientc management of stocks of materials

anI by the improvement in efficiency of the transportation system. The more

rapid growth in loans on securities than of co=ercial loans has been due in

S art to an increasing participation in the investment mark.et of a large number

of persons all )ver the United States, who have bought secures partly on credit

obtained either directly from their banks or from brokers who in turn obtained it

from the banks.
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Money market factors 

An explanation of the flattening of the bank credit curve during the past

year is found largely in the conditions of themney market indicated on another

chart which shows for the period since 1922 changes in the volume of reserve

bank credit adjusted for changes in the gold stock, the course of member bank re—

serve balances, the volume of member bank indebtedness at the reserve banks, and

thn open—market rate for commercial paper.

(Chart)
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This chart shows that when gold and reserve bank credit, which are the two

principal sources of reserve funds for member banks, are combined, they show* a

rapid expansion during 1922, 1923, and 1924. In 1922 and particularly in 1923,

however, a considerable part of this expansion was absorbed by a growth in cur-

rency and was not reflected in a growth of member bank reserve balances. Money

rates were rising and the volume of bank credit, after a certain rebound from the

low point of 1922, was not increasinp: rapidly. In 1924, however, when gold im-

ports were large, these gold imports, together with purchases of United States

securities by the Federal reserve banks, resulted in a rapid liquidation of mem,-

ber bank indebtedness and a sharp decline in money rates. This was a period when

banks were having difficulty in finding employment for their funds. The proceeds

of gold imports and of purchases of United States securities by the reserve banks

were not used entirely in the reduction of discounts, which at the financial cen- 1

ters were exceptionally low, and there was a notably large growth in member bank

reserve balances. This ras the year when securit7 loans and investments of member

bankB, representing open-market operations rather than dealings with customers,

showed the sharpest increase. The latter part of the year was also characterized

by great activity on the stock 7arket, accompanied by a rise in security values.

In 1925 and 19;6 there was relatively little change in gold stock, money in cir-

aulation, me.7.ber bank reserve balances, or reserve bank credit. Total loans and

investments of meMber banks continued to grow, but this growth was reflected on

the liability side chiefly in a growth of time deposits, which required little

additional reserves. Business was active and como_odity prices tended moderately

downward.

The next period of rapid expansion in banic credit occurred in 1927. During

the first half of the year gold continued to flow in, and the reserve banks were

purchasing United States securities, with the consequence that discounts declined

and money rates became easy. There was also a recession in industrial production.
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lharing this period, again, the funds derived from gold imports and from purchases

of securities and acceptances were not entirely absorbed in a reduction of member

bank discounts and were in part added to reserve balances. The volume of member

bank credit increased rapidly, particularly in the form of luans on securities

and to a less extent of investments; commercial loans remained almost unchanged.

This was another period of rapid expansion of stock exchange operations, of

rising security prices and of growth of brokers' loans. It was also a period in

which there was a rapid increase of demand deposits and of member bank reserve

requirements.

Periods of most rapid growth: 1924 and 1927 

When the period after the spring of 1922 is considered, the two times in

which member bank reserve balances rapidly advanced were the second half of

1924 and the second half of 1927, both of which were periods following upon

large gold imports and periods during which the Federal reserve banks were buy-

ing Government securities. They were periods when member bank indebtedness

was relatively small and when money rates were low. There was what might be

called a buyers' market for money, since banks were seeking employment for

their funds and in the absence of commercial demand were lending them on the

stock market and buying securities.

Reversal of easy money policy

the easy money policy of the Federal reserve system came to a close in the

last month of 1927, and early in l92S, with gold moving out of the country and

securities being sold by the Federal reserve banks, there was a rapid growth in

member bank indebtedness and an advance in money rates. It is these develop-

ments that appear to have been the chief factors in causing the decline in the

rate of growth of bank credit. Since that time there has been some reduction

in member bank reserve balances and a decline in their investments.
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Growth of security loans 

Loans on securities and to a less extent commercial loans, however, continu-

ed to increase. With money rates at a high and rising level, with reserve bank

policy exerting a restraining influence on the growth of credit, and with an out-

ward movement of gold, the steady growth in security loans was attributable to the

fact that speculation in securities had become so active that its momentum con-

tinued, even though credit conditions were not favorable. Not only did security

loans by banks continue to grow, but in addition a large volume of funds of cor-

porations and others were attracted into the market to help supply the demand for

credit to finance trading in securities. The high lovel reached by money rates, i

and particularly by rates =call and time money in thestock zarket, can be ex-

plained adequately only by taking into consideration both the restraining influ-

ence of the policy of the Federal reserve system and the continued urgent demand

for credit in the stock market.

Developments since February 6

Since February 6 of this year, which is a good date to measure from, both be-

cause it comes at the close of seasonal liquidation, and because it marks the time

when the Federal Reserve Board issued its statement, there has been an increase

in member bank indebtedness due chiefly to a liquidation of acceptances and of

Government securities. Money rates have continued high; member bank credit in the

aggregate has shown little change; for reporting member banks there has been a

decline in security loans and in investments, and a rather nore than seasonal

growth in commercial loans. Brokers! loans have shown only a slight decrease, as

a large decrease of loans by banks was partially offset by a growth in loans for

account of others. The total volume ofreserve bank credit during this period de-

clined by about $180,000,000, a large part of it, about $165,000,000, being due to

an increase in gold stoch, while money in circulation increased somewhat seasonally,

and there was a reduction of over $50,000,000 in member bank reserve balances.
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This reduction in reserve balances has been due to a decline in demand deposits,

caused chiefly by a reduction in bankers' balances.

Business under high money conditions 

Dear money conditions, which have prevailed for more than a year, have

gradually spread from the open market to rates charged to customers, and have had

the effect of creating unfavorable conditions in the bond market, with a consequent

decline in building operations, which are financed partly through the issue of

bonds. Most of the other industries have continued active and there is evidence

of over-stimulation in automobiles and steel. This over-stimulation may be due

in part to the fact that the proceeds of brokers' loans have been used to pay for

stocks of corporations which have used the funds in expanding their operations.

Demand for goods by the consumers has been sustained, reflecting a good condition

of employment, relatively large payrolls, large exports, somewhat improved condi-

tions of agriculture, and also an increasing amount of profits made on the stock

exchange and expended for luxury or semi-luxury goods.

Effects of high money on foreign countries 

,Abroad, the high money rates in this country have been an extremely disturb-

ing *factor. Not only have they caused a movement of gold to this country from

•

Germany, which has lost all of its excess gold reserves, and from Argentina, but

more important than that, it has caused persistent discount rate advances in

other countries which could not afford to lose the gold. Discount rates have been

advanced since the first of the year in thirteen foreign central banks, some of

therm, like Italy and Rumania, having made two advances. Since the rise in the

rate at the Bank of England from 4 1/2 to 5 1/2 per cent on February 7 there has
been some increase in the gold reserves of that bank. Industrial conditions in

England, however, continue unsatisfactory and there is a large volume of unemploy-

:aent. In Germany also there appears to be an industrial recession. The Reichsbank,

which early in the year had reduced its discount rate to 6 1/2 per cent, was

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



obliged to raise it towards the end of April to 7 1/2 per cent and, notwithstand-

ing that, has continued to lose gold.

Summary for past eighteen months 

In retrospect, it would appear that during the past year and one-half Federal

reserve policy has accomplished a great deal in slowing down the growth of bank

credit, and though the volume of credit in the stock market has continued to grow,

this growth would probably have been much larger, had the Federal reserve system

not exerted a restraining influence. There has been little evidence of bad effects

on domestic business, except on building operations, and it is not improbable that

high money rates have prevented what might have developed into a serious over-

expansion in certain lines of industry. The probable effect of a prolonged period

of high rates on domestic business, however, required serious condideration.

4K,
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1orm No. 131

Office ''Corresponlience
TO 11r_._  Hamlin Subject:

From Mr. Goldenreiser *

FEDERAL RESERVE
BOARD

/f1,44444....4it /1*AI c44.. .24.4.4.4‘

r42-4.4.14

Date  June_19, 1929. 

2-8495

I am returnincf herewith your memorandum in connection with your

forthcoming sneech, with a substitution for two paragraphs and some

corrections in the others.

In addition to this, I should like to raise a ouestion about the
second paragraph, in which you say that the purpose of the firm money

Policy was to restrict the growth of Federal reserve credit. To be

sure, you say that incidentally this was intended to retard the growth

of speculative loans, but as a matter of fact, I do not think that the
Federal reserve authorities at any time since 1920 have been interested

in restricting the growth of Federal reserve credit. Ziere has been

little growth of such credit on the average. The reserve ratio has al-

ways been high, and Federal reserve authorities had. no objection to the

use of reserve bank credit, provided t was done according to the rules

of the game, in the sense of not abusing reserve bank privileges, and

Provided also that there was no unhealthy development in the general

credit situation. I think it is a fair statement that just as we have-

paid little attention to the reserve ratio for the. last seven years, the

spit-els-has paid little attention to the total volume ol reserve bank
credit and has been guidi_d in its credit policy by business conditions and

member bank credit develo,ments.

I think that*in the last sentence, your statement that the funds, in-

stead of going into me.ber bait:. reserves, were use to reduce reserve bank

credit, should pro
VOLUME 194
PAGE 115
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Office CorresponTence
To

From 

FEDERAL RESERVE

BOARD

-.2

Subject: 

•
Date 

•re 2-8495

entire decrease of reserve bank funds arisini . from zola imports and the

seasonal return of currency, could have gone into member bank reserve

balances, - it never has - and certainly would not have at a time when

member bank indebtedness was $1,000,000,000. 1:ay I suggest that the

sentence be changed to read: "The decline in. Federal reserve bank credit

was brought about chiefly by the seasonal return flow of currency from

circulation and the difference i between the decline in 1926 and 1929 was

due largely to the fact

1921 gold was coming to

in the absence of direct

the inflow of gold might

member banks and formed

pressure on lmember bank

that in 190 we were losing gold, whereas, in

the United States. Nevertheless, it is true that

pressure some part of the funds released through

-to
have found ti7retr way into the balances of the

the basis of further expansion, while with the

fr
reserve balances,, actually decreased by about

$50,000,000 between January 29, 1929 and the week ending on June 15."

.;
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Substitute for parap.raphs .1 and 4

That security sneculative loans have been increasin2- rapidly is
comion knowlede'e. It is impossible to arrive at exact comparisons over

peri•d because of changes in me:nbership in the Federal reserve
system is signcant:that the total loans on securities of report-
ing member banks (old series) averagea $3,603,000,000 in January, 1922
and (new series) $7,504,000,000 in January, 1329. This shows an increase
of $3,300,000,000, or more than 100 per cent. At the same time commer-
cial loans increased from an average of S7,458,000,000 (in January, 1922
at re-oorting member banks (old series) to an average of $8,796,000,000 in
January, 1929 (new series), an increase of $1,338,000,000, or 18 per cent).

Comparing these same figures for January, 1922 and January, 1929, re
find that the percentage of security loans to total loans and investments
had increased from 25 per cent the total to 34, while the corresponding
percentagee of coauercial loans had decreased from 51 ner cent to 39 per
cent
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June 18, 1929.

Mat is the so-called 'firming policy" of the Federul 
Reserve System

which has been exercised since the latter 1.1e,rt of 1927, a
nd since the

first of the year under the name odirect pressure'?"

It is simply cooperation between the Federal Reser
ve Board. the

Feder]. Res-rve banks, and the moat)r banks, to restr
ict the growth of

Federal Reserve credit, thus incidentally retarding t
he growth of speculative

Loans and bringing about a small liquidation thereof.

That socurity ape c4ativo loans\have been increasing
 very rapidly will

be realized when it is 00 idered tha\they h-,ve inuri!ased from 36E%

(Jan. 1, 1922) to 7807 miltions :Jan. 4,1929), thi1e
 cam:prat:A loans

incre:tsed only from 7523 millions (Jan: 1s; 1922) to 9000 uillions (Jan. 1,

1929).

Comparing Januitry 1, 1922 with the same date 1929, we
 find that the

percent-go of security loans to total loans and investme
nts had increased

froa 25% to 31%, while the corresponding
 peroentice of commercial loans had

decre .ed from 51$ to 40.

7Aalcing the year 1929, we find that security loans of re
porting member

banks had decreased from 7504 millions (the January a
ver,ge) to 7207 !Anions

on Jtne 12, 1929, - a reduction of 297 minims. or 3.9'1,p

Cowerci-1 loans increased from 879G laillions (the av
erage of January.

1929) to 9137 raillions (June 12. 1929), the ...Incre
ase being 361 ai11ion3. or

4.1;11.

On the other hand, the member banks

(tz ver,o 0'2 Jan. 1929) to

Anions or SM.
y 7

Comparing the aver .ges for Janu..iry 1929

1929, we find that security loans had falen

co mu rcial loans had incrwased froo 39.4% to

611)

res(
IL/1

Irves deerer!sed from IS,
, the decrease being-5104-544,

itt qz I
C*

and the figures for June 12,

off from 33.0 to i2.6%. while

41.4%.

?taint; the figures an to Federal Reserve credit for the enti
re System

we find that comparing the average for January with 
the average for :ay, 1528,

Federal Reserve credit increased from 1388 millions t
o 1472 millions, - an

increase of 84 or 04 on the other hand, com7)aring the same dates f
or

1929, we find that PeA)ral Reserve credit docrml,sod f
rom 1513 millions (the

average of January 1929) to 1303 millions (the aver go o
f nay 1929) the

decrease being 310 mi11i71ns, or Mot- (

Unquestionably this decline in ?cam'. Remerve crdit was brought
 about

largely by withdruvil of money frau circulation ;1n4 fro
m !-7,o1d 1iu7Jorts, but
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2hat security speculative loans have been increasing very rapidly
will be realized When it is considered that they he increased. from
3683 millions (Jan. 1. 1922) to 7607 millions (Jam. 1. 1929). - an increare
of 4124 millions or 112%; While ccwmercial loans 11.;,.v incret,sed only
from 7523 millions (Jan. 1. 1922) to 9000 millions (Jan. 1. 1929), - an
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.7.423ER BAIL RESE__VE BALA1TCES - =AGED -

$1,707,000,000
2,426,000,000
2,387,000,000
2,331,000,000

in January, 1922
in January, 192S
in January, 1929
in week ending
June 15, 1929
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SECURITY PRICES

January, 1922:, 
342 Stocks and Industrials 55.6
33 Rails 63.4
35 Utilities 63.6
410 Stocks combined 58.7

Jaunary, 1929: June, 1929:
191.4 188.8
141.0 141.7
188.3 227.7
183.6 187.9
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the effect of the direct preueure, so called, was that these funds,
instead of coing into member bank reserves as the basis of further
exl)ansion, were used to reduce Federal Reserve credit, with the
result as shown above.

••• rao.le 41.1.
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June 18, 1929.

What is the so-called "firming policy" of the Federal Reserve System
which has been exercised since the latter part of 1927, and since the
first of the year under the name "direct pressure?"

It is simply cooperation between the Federal Reserve Board, the
Federal Reserve banks, and the member banks, to restrict the growth of
Federal Reserve credit, thus incidentally retarding the growth of speculative
loans and bringing about a small linuidation thereof.

That security speculative loans have been increasing very rapidly

will be realized when it is considered that they have increased from
3683 millions (Jan. 1, 1922) to 7807 millions (Jan. 1, 1929), - an increas!

of 4124 millions or 112%; while commercial loans have increased only

from 7523 millions (Jan. 1, 1922) to 9000 millions (Jan. 1, 1929), - an

increase of 1477 millions or 19;0.

Comparing January 1, 1922 with the same date 1929, we find that the
percentage of security loans to total loans and investments had increased
from 25% to 34%, while the corresponding percentage of commercial loans had
decreased from 51% to 410°A.

Taking the year 1929, we find that security loans of reporting member
banks had decreased from 7504 millions (the January average) to 7207 millions
on June 12, 1929, - a reduction of 297 millions, or 3.9%.

Commercial loans increased from 8796 millions (the average of January,
1929) to 9157 millions (June 12, 1929), the increase being 361 millions, or
4.1%.

On the other hand, the member banks reserves decreased from 2386.7
(the average of Jan. 1929) to 1682 (June 12, /929), the decrease being 704
millions or 2.9'h.

Comparing the averages for January 1929 and the figures for June 12,
1929, we find that security loans had fallen off from 33.6% to 32.0, while
commercial loans had increased from 39.4% to 41.4%.

.00."

Taking the figures as to Federal Reserve credit for the entire System,
we find that comparing the average for January with the average for May, 1928,
Federal Reserve credit increased from 1388 millions to 1472 millions, - an
increase of 84 milli)ns or 6%; on the other hand, comparing the same dates for
1929, we find that Federal Reserve credit decreased from 1613 millions (the
average of January 1929) to 1303 millions (the average of May 1929) the
decrease being 310 millions, or 13%.

Unquestionably this decline in Federal Reserve credit was brought aboutlargely by withdrawal of money from circulation and from gold imports, but
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FEDERAL RESERVE BANK

OF BOSTON

W. P. G. HARDI NG. GOVERNOR

WILLIAM W. PADDOCK, DEPUTY GOVERNOR

WILLIAM WILLETT, CASHIER

KRICKEL K. CARRICK, SECRETARY

ASSISTANT CASHIERS

ELLIS G. HULT ERNEST M. LEAVITT

L . WALLACE SWEETSER

Deer Yr. Hamlin:

FRt.DERIC H. CURTISS

CHAIRMAN OF THE BOARD

AND FEDERAL RESERVE A....ENT

ALLEN HOLLIS

DEPUTY CHAIRMAN OF THE BOARD

CHARLES F. GETTEMY

ASSISTANT FEDERAL RESERVE AGENT

October 5, 1928

I have received your letter of OctoLer 3 and have read with
much interest the memorandum which you enclosed with it.

I think 70U have shown very clearly that the Federal Reserve

S,rstem csnnot Properly be charged with having brought about the (prow
of stock market speculation which has taken place during the present
year, uv reason of its lowering the discount rate and Purchases of
government securities last Autumn. The s7eculative fever has been
in the blood of the American people an I think it would have manifested
itself in any event. Certainly the rate increases which have taken
place during the Present vear, and the nigh call money rates which have
prevailed, have not operated to check speculation. On more than one
occasion, we have seen stocks advance in the face of an 8 or 9 per cent
call money market. At the same time, lookinT Lack I believe that
the 31 per cent rate last —ear was unnecessary and unfortunate in view

of the fact that it has afforded a basis for criticism.

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

VOLUME 194
PAGE 132

Sincerely yours,

1
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FEDERAL RESERVE BANK OF PHILADELPHIA

GEORGE W. NORRIS, GOVERNOR
WILLIAM H. HUTT,DEPuTY GOVERNOR
C.A. MC ILHENNY, CASHIER

ASSISTANT CASHIERS

W. J . DAVI S JAMES M. TOY

R. M.MILLER,JR. FRANK W. LA BOLD

S. R. EARL

925 CHESTNUT STREET

14 dear Mr. Hamlin:-

RICHARD L.AUSTIN

CHAIRMAN OF THE BOARD AND

FEDERAL RESERVE AGENT

CHARLES C. HARRISON
DEPUTY CHAIRMAN OF THE BOARD

ARTHUR E. POST

ASSISTANT rEDERAL RESERVE AGENT

ERNES";
ASSISTANT FEDERAL RESERVE AGENT

October 6th, 1928.

I have your letter of October 3rd, enclosing
analysis of the effects of the reduction in discount rates
and the accompanying purchases of government securities last
fall. I think that to any banker capable of grasping the
import and relation of the figures, you prove your case.
The number of such persons, however, is very limited, and
those who do not choose to see the light can easily shut their
eyes, and marshal figures that point the other way.

To my mind, the justification of the policy of
last fall is the fact that it did accomplish the two purposes
in view - the facilitation of our exports, and the rendering
of assistance in the stabilization of foreign currencies. I
am inclined to think that we must admit one or two mistakes -
(1) that in undertaking to offset exports of gold by purchases
of securities, we gave the impression that these exports could
be and would be absolutely negatived, and might therefore be
ignored by both bankers and business men; (2) I think that our
purposes were substantially accomplished early in January, and
that the policy should have been reversed about a month earlier
than it was, and that the action then taken should have been
taken more energetically - there should have been an increase
of 1% instead of 1/2% in discount rates, and the sales of se-
curities during the early weeks should have been in larger volume.
These, however, were merely mistakes as to time and amount. The
essential policy was right last fall, and right in the spring
and summer of this year.

In my opinion, the most conclusive proof that easy
money in this country was not the chief factor, or even an im-
portant factor, in the stock market speculation, is the fact that
through last spring and summer a similarly active speculation was
in progress on almost all the European stock exchanges. Just as

the existence of world-wide deflation in 1920 is the most con-

clusive proof that the deflation in this country was not due to

any Federal Reserve policy, so the world-wide speculation in se-
curities this year is the best evidence that the speculation on

the New York Stock Exchange is not the result of Federal Reserve

policy.
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-Ath best wishes, and many thanks for the oppor-
tunity of seeing your analysis, I am,

Hon. Chas. J. Hamlin,
-federal Reserve Board,

Viashington, D. C.

Very sincerely yours,

M/14)
Governor

0
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FEDERAL RESERVE BANK OF CHICAGO
230 SOUTH LASALLE STREET

Personal 
October 8, 1928

Hon. C. S. Hamlin
Member, Federal Reserve Board
Washington, D. C. •

Dear Mr. Hamlin:

Your letter of October 4, enclosing copy of a confidential
article prepared by you was received during my absence in attendance
on the American Bankers Association Conference at Philadelphia, and
only this morning have I returned to my desk and have not as yet had
op)ortunity to give more than casual attention to your article, which,
however, at first reading, impresses me as very carefully prepared
with evidence presented to support your own conclusions. I shall
endeavor within the next two or three days to give the article more
careful consideration, and will probably write you again after I have
done so.

It is one thing to prepare an analysis on which you and I
might be in substantial agreement, and :alite anoth.r thing to have
that analysis accepted by those who have been for the last year com-
menting and criticising. Inasmuch as your leter indicates that your
analysis is a confidential one, I illfer that you are not yet ready to
make it public.

I

You probably are aware that last summer when the matter of
rates was in ,uestion, a large part of our communication Jith the Board
was over the telephone with Governor Cris2inger, and both Governor
YcDougal and I stated to Governor Crissinger in the course of such con-
versations that one of .the reasons urged by the Chicago directors against
any reduction in rate was that it would undoubtedly result in greater
stimulation of speculative activity in the stock market. Our directors
were all very careful about giving public expression to their views,
but the Chicago papers and others took up this very feature of the
situation and commented on it in a way that was very hurtful. It is
still a matter of comiaent out this way in certain circles that the con-
ditiaawhich the Chicago directors pointed out developed)and was furthered
by the reassuring comments of Mr. Mellon, Governor Young, and of President
Coolidge himself; while the average newspaper writer and the average
business man has had little real comprehension of the gold situation and
the effect of gold exports in affecting the credit situation. We freuently
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FEDERAL RE:SERVE BANK OF CHICAGO

Hamlin. Oct3ber 8, 1928

hear this comment:

"If those who are in nosition to know what is going on .-ere

as frank in enlightening the public while situations are in the
making as they are in discussing them after the fact, the public

would probably be less critical."

This leter of mine may after all not be at all to the point.

It is, as I have stated, written before I have had opportunity to consider

carefully your own observations, and for that reason, I would not care to

have you circulate it.

Very truly yours,

WAH H-
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FEDERAL RESERVE BANK

OF BOSTON

FREDERIC H. CURTISS
CHAIR MAN

PERSONAL AUD vONFIDE1,TIAL.

Honorable Charles S. Hamlin,
c/o Federal Reserte Board,
Washington, D.C.

Deer Yr. Hamlin:

Octolier 9, 1928

I have read with the greatest interest the article enclosed in your letter

of the 3rd on the question of responsibility of the reserve banks for the

present speculative course of the New York Stock market. While I agree

with man Y of your conclusions, I do not feel that the Federal Reserve

S' stern is entirel free from some res onsibilit for what hanDened during

the period from August 4, 1927 on. In other words, I have come fairly

definitely to the conclusion that policy adopted
Summer of 1927 did much to aggravate a situation which already had

Janr:erous features. I am enclosing herewith two charts which I have Had

prepared here at the bank,- one showing the volume of Federal reserve credit

in use for the period of 1926-1927 to date. Each of the sections shows

the volume of each form of credit that was furnished.by the Federal Reserve

System to the market. You will notice that in the Fall of 1927 there was

somewhat less than the seasonal increase in the volume of rediscounts to

member banks, an increase in the volume of acceptances ca77-1777711

large increase in the holdings of Government securities -na of the total

reserve credit.From January to April, the volume of credit furnished by

the Federal Reserve System, which ought to have shown a seasonal decline 

even more than 19,./, i not snow as muci as he previous year, of while

the Federal Reserve Sz/stem was se11.777.-EFT'o-v7a7-1777en-t—s==.7787:e—

hand, it was buyine: acceptances on the other;-7,17-171711-=-57filphcally

127 this chart that the total volume of reserve credit Liven to the mart

durin the iear 1928 u to date was considerabl more than was given during

the year 1927. 

The second chart shows in the s; me. manner the loans and investments of the

reporting member banks for the same period. You will notice that while

there has been ver:, little change in the volume of commercial loans, there

has been a considerable increase in collateral loans and bonds and stocks

held by these reporting member banks, continuing to increase over the

period under discussion.

'During this same period there was loss of gold in this country of some

$500,000,000. The loss of old should have been reflected in the reduction

of deposits  bunks;7777F-7=have obligea the memr

banks to reduce and not increase their 7.-o1laterar 18ans arid EbEIT77- 5aks.

In other words, the 1c,r7e increase in the volume of accetan
ces 03--

Viich went into the Federal Reserve .?,an13or into the •urchases for forei n

c_19.12,delair.2.„ortz.9.rt only replaced commercial loans which woul Lave een made

bi_fa2I222EllazLzuambanks but released credit to those „dun,s, waic. te—w • ar.„..e:s.n,
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Hon. Charles S. Hamlir,
Washington, D.D.

-2- October 9, 1928.

in turn. they invested in securities or collateral loans.

When the policyof easymoney was discussed here at the bank in the Summer of 1927,

it was pointed out .,hat this policy was necessary to prevent gold from coming to

this country during the period of crop moving time, but that that policy would be

reversed and the additional credit withdrawn immediatel after - the first of the year,

and my awn feeling is that this policy was not carried out, larFely due to the

desire by the reserve system to assist an increase in the volume of bankers'

acceptances. I thirk you wiLl find by the records that the purchasing rate maintained

by the Feder-,1 reserve banks on bankers' acceptances was either at or below the

market rate daring the entire period in question. The fact that a larFe volume 

of acceptances outstanding,- _re carried directlz_sT indirect12_12111.22=Eye

tank credit 1ms released credit which has gone into the security market. The

transfer of demand deposits to time deposits during this period, no doubt was a

considerable factor in the condition dhawn by the reporting member bunks and

retarded the reduction in the volume of stock exchange credit which should have

followed the loss of gold by this country.

On page 5 you make reference to the criticism that while the lowering of the

discount rate to 3:2g produced "easy" or "cheap" credit, it should not be

forgotten that credit was easy or cheap before the reduction of the rate. It would

seen to ne that the psychological affect of a reduction of the discount rate at

a time when the speculation craze was lapping up all the credit it could get probably

made much worse a situation that was !..lready aLlFavated,- the speculator feeling

t.at he could continue in his wild career.
.111•••••••••••••••.•

All of the studies that I have made here at the bank have convinced me that :t is

the total volune of credit that is supplied the market by the Federal reserl-e s:,,stem

ani not so r.,;ch tiva °articular form inwhich that credit is madegthat is the im-

portant faotor,

I mm wrng this letter to you personally and trust that you will consider

it in confidence, for these are only my personal views and may not be in accord

with the views of some of the other officials of the Federal Reserve System,

and m portion of what I hbve said above might be aonsidered a crcism of sone

of the policies that have been put into operation; on the other hand, I appreciate

that the Federal Reserve System has been operating and is still operating

under very unusual worldwide conditions and that only through time can we find

out just what effect its operations have upon the general credit situation and only

then after the wrld has gotten on a free gold basis. My only hope is that matters

of this kind can be discussed dispassionately between the members of the Board 
and

the officials of the reserve banks and that ultimately some plan will be devised

to bring such a discussion about.

Sincerely yours,

Chairman.

FHC/D
Enclosures.
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September 28, 1928.

The Effect of Government Security Operations on Member Bank

Reserves During the Period of the 3; Rate, Namely

from August 4, 1927, to February 3, 1928:

The claim is often made that the reduction in the discount rate from

4 to 3e,, and the accompanying purchases of Government securities during

the period in which this rate was in force, - August 4, 1927 to February 3,

1928, - caused "easy" or"Cheap" credit which was responsible for the

speculative craze on the New York Stock Exchange.

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

stated:

"Who is responsible for the speculative folly, the ill

effects of which are now visible on every side? Not the banks,

no matter how their course is to be deprecated, but the Federal

Reserve, every move of which during: the last twelve months has

been fraught with latent mischief. Did not the Federal Reserve

banks last sunlier reduce their rates of rediscount to 3-i%, even

compelling one obstreperous Reserve bank in the west to make

the reduction against its emphatic objection and protest? At

that time, the member banks were not borrowing, as they are today,

over $1,000,000,000 at the reserve banks, but barely half that

amount, and could not be induced to increase their borrowings even

at the low rate of 3-Ko, since they had no use for the money. Did

not the Reserve banks then undertake to thrust out Reserve credit

on unwilling banks by purchasing several hundred million dollars

of Government bonds, thereby flooding the market with Reserve funds

to a corresponding amount?"

The 31% discount rate was in force, at least at New York, from

August 4, 1927, to February 3, 1928, and it will be interesting to consider

just what was the course of Federal Reserve credit in the whole System

during this period, and examine as to how far the above criticism of "chospit
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money throu- lov,er discount rates ancl Government security olDerationsi

is justified.

The essential figures are es follows:

A:ac„ust 4, 1927 - February 3, 1928:

Liember bank reserve balances increased 107,C00,000

Gold stock decreased 203,000,000

Discounts increased 61,000,000

Acceptances increased 205,000,000

United States securities decreased 2,000,000

Aal other ?ederal Reserve credit decreased 60,000,000

Total Federal Reserve credit i•ncreased 204,000,000

Treasury credit increased 8,000,000

Money in circulation decreased 105,000,000

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

Taking this period as a whole, it is clear that, comparing the

beginning and end of this period, neither discounts nor Government securitks

were having any inflationary effect, for discaunts had increased only

61 millions, a normal seasonal increase, at the end of th-3 period, while

Government securities had actually declined 2 millions. Furthermore, the

total increase of Federal Reserve credit during the period, - 204 ndllions,-

just offset the gold exports which were 203 millions, while the decline in

money in circulation, - 105 millions, - practically accounts for the incrcase

in member bank reserves, - 107 millions - dilring the period.

The above figures show tiat the hundreds of millions of Government

bonds, the purchase of which by the Federal Reserve System "flooded the

market" - as claimed in the above quoted editorial, - had been neutralized

by the sale of even larger amounts of these bonds, there being at the end

of the period 2 million dollars less of such holdings than at the beginning,-

and all this under the 3-1-% rate:

It may be claimed, however, that these figures do not give a clear
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picture of what took place, because during the month of January, 1928, the

tide turned, Federal Reserve credit dec1inin7 373 millions and Laember bank

reserve balances declining 113 millions. Let us then consider the period

from August 4, 1927, to December 31, 1927, excluding the month of January

1928 when credit conditions were reversed. The folloing table Shows the

situation:

August 4, 1927 to December 31, 1927:

Member bank reserve balances increased 220,000,000

Gold stock decreased 200,000,000

Discounts increased 173,000,000

Acceptances increased 222,000,000

United States securities increased 205,000,000

All other Federal Reserve credit decreased 23,000,000

Total Federal Reserve credit increased 577,000,000

Treasury credit increased 20,000,000

Money in circulation increased 175,000,000

Foreign bank deposits decreased 3,000,000

Other items increased 5,000,000

The above figures show that during that period there were gold-

exports to the amount of $200,000,000, while the purchase of Government

securities increased $205,000,000. It would seem to me fair to set off

the one against the other. So also the increase in money in circulation

was $175,000,000, and this was practically offset by the increase in dis—

counts of $173,000,000.

It would seem clear that the gold exports of $200,000,000 during this

period, if not offset in some manner, would have forced a deflation of

member bank deposits amounting to at least tan times the amount, or about

2 billions of dollars, and the worst that can be said as to Government

security operations during this period is that they prevented a radical

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

It may be claimed, however, that while these figures are correct,

taking the whole period, yet that there were -oarticualr times during

this period when the purchase of Government securities placed money in

the market which went directly into member bank reserves, thus making

additional deposits growing out of loans, possible. Let us then consider

the two quarterly periods of the latter part of 1927, during which the

ai; rate was in force.

Let us take the quarter beginning in July and ending in September,

during all of which period, except July, the al-% rate was in effect.

The figures for this period are as follows:

Member bank reserve balances increased 44,000,000
Gold stock decreased. 16,000,000
Discounts decreased 6,000,000
Acceptances increased 39,000,000

Government securities increased 136,000,000
All other Federal Reserve credit decreased 20,000,000
Total Federal Reserve credit increased 149,000,000

Treasury credit increased 9,000,000

Money in circulation increased 97,000,000
Foreign bank deposits decreased 5,000,000

The increase in member bank reserves during this period was very

moderate, - only 44 millions, - and taking the quarter as a whole could be

covered by acceptances, - 39 millions, - and foreign bank deposits, -

5 millions, while the Government security operations, - Showing an increase

of 136 millions, - would, as to all but 17 millions, have offset the gold

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

circulation, which Latter increased 97 millions.
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Let us now consider the quarter, October through December, 1927.

The figures for this quarter are as fc,liows:

Member bank reserve deposits increasea 194,000,000

Gold stock decreased 192,000,000

Discounts increased 145,000,000

Acceptances increased 142,000,000

United States securities increased 111,000,000

All other Federal Reserve credit increased 26,000,000

Total Federal Reserve credit increased 424,000,000

Treasury credit increased 13,000,000

Money in circulation increased 55,000,000

Foreign bank deposits decreased 3,000,000

Other items decreased 1,000,000

From the above figures, it appears that gold exports had increased

192 millions, and money in circulation had increased 55 millions, which

was offset by Government security purchases, - Ill millions, and discounts,-

145 millions. On the other hand, the member bank reserves at the end of

this period had increased 194 millions, which increase wa-, practically

furnished from the increase in acceptances, - 142 million, other Federal

Reserve credit - 26 millions, and Treasury credit, - 13 millions.

An examination of the above table seems to show that neither the

discounts under the 31;7% rate, nor the Government security operations were,

on the whole, primarily or necessarily responsible for the increase in

member banks reserves upon which the pending speculation on the New York

Stock Exchange rests.

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

discount rate to 31% produced "easy" or "cheap" credit, it should not be

forgotten that credit was easy or cheap, if you so wish to call it, be-

fore the rate reduction of August 4, 1927, from 4 to 31%.

For example, on March 31, 1927, as compared with the previous
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December 31, 1926, gold imports had increased 105 millions, money in

circulation had decreased 233 millions, discounts had decreased 186

millions, and acceptances had decreased millions, the total Federal

Reserve credit decrease being 308 millions-

Similarly, comparing June 30, 1927, with March 31, 1927, we find

that discounts had decreased 8 millions, acceptances decreased 28 millions,

money in circulation decreased 11 millions, and that while Government

securities increased 22 millions, the total Federal Reserve credit increase

was only 9 millions.

The above gives a fair picture of the easy money conditions existing

before the rate was reduced from 4 to 4%.

The purpose of the reduction of the rate from 4 to 31-% was primarily

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

the absence of any large volume of discounts which could have been paid

off, would certainly have tended to inflate the credit structure. Another

reason was to give, if possible, som relief to business, commerce, and

agriculture, which had been in a state of recession but was just bei;inning

to improve. It is fair to state that this lowering of tne rate did

accomplish both of the above purposes in more or less degree.

The conclusion I reach from these figures is that while psychologically

an easier feeling was created, the increase in member bank reserves car_

be explained without reference to lower discount rates or Government securty

operations.

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

fail to reveal any material differonce in the increase of such loans, either
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prior to, during, or subsequent to the 315 discount rate, except that

the Nev: York banks have shown a tendency to reduce these loans, more

or less overcome by an increase on the par.c of out—of—town banks, while

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

1926 to date, this increase being practically the same, whether dur
ing

low rate or high rate periods.

As regards Government security operations, I am inclined to belie
ve

that Federal Reserve credit conditions would, have been substantiall
y

the same had there been no such operations during the 31-% period, as

discounts would have taken their place.

In conclusion, it seems to me that the claim that the 3F0 disc
ount

rate and Government security operations during the period running from

August 4, 1927, to February 3, 1928, created cheap money, and flo
oded the

member bank reserve account, thus exciting speculation on the New Y
ork

Stock Exchange, is a myth which has no foundation in reality.
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NATIONAL BANK OF COMMERCE

IN NEW YORK

OFFICE OF TI-IF:

CHAIRMAN OF THE BOARD

Dear Iir. Hamlin:

October 10, 1928

I have received your letter of October 4, and read
your accompanying memorandum with much interest. I very
much appreciate your giving me the opportunity to read it.

The subject is a very difficult one because there
have been so many cross currents and conflicting inter-
ests that have had to be taken into account. It does
not seem to me that the memorandum offers a convincing
reply to the criticisms, many of which are unintelligent,
that have been leveled at the Federal Reserve System.
My feeling is that it v.ould not be possible to prepare a
convincing reply at this time, and that the publication
of any memorandum would only arouse more controversy.

There may come a time when it will be desirable to
explain and defend recent Federal Reserve policy, but
I think that it would be unfortunate to attempt to do
it now, when business is confronted with the :problems
that accompany high money rates.

airman of the Board

Mr. Charles S. HPmlin
Federal Reserve Board
irashington, D. C.
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FEDERAL E.SEI-xV

OFFICE OF THE

CHAIRMAN OF THE BOARD AND

FEDERAL RESERVE AGENT

le-

925 CHESTNUT STREET

Honorable Charles S. Hamlin,
Federal Reserve Board,
ashin-_;ton, D. C.

Dear Mr. Hamlin -

-7•40-

H I LADE LPH IA

October 10, 1928

Your letter of October 4th, enclosing a confidential

article discussing the effect of the la:.ering of the discount rate in

August 1 k:7 _as duly received.

I have read the article carefully, discussed it .ith

some of my associates in the Statistical Department and think that the

figures you 'submit and the statements you make distinctly prove that

the changing of the rate did not cause easy money, and is not respon-

sible for the speculation craze. It might be noted that brokerst loans

did not begin to mount _ith the lo.:ering of our rate, their up ard

movement began a year or so before that and the System has to adjust

its policy to other business activities than the Ne York Stock Market.

One 'ould expect the eL:itors of the Financial Chronicle

to be able to kno, the meaning of our fiures, as they sho, asjou

prove, that there ':ias practically no increse,in the period during

hich the 3% rate prevailed in the amount of credit in the market.

The System did not by that rate add any additional fuel to the specula-

tive fihre. At the end of last year, many prominent b ,siness men made

most optimistic statements about the business conuitions that ere to

prevail during the ne. year. That, _ith the kno:iledge on the part of

the public, that the Reserve System still had potentially a great

credit granting poer, together :ith a large buying po_er lodged in the
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hands of individuals, pools and investment trusts (do not overlook the

latter) gave the fervor to the speculative movement. (7
subsequently considered the advancement of our rates

ere given to unddiRtand that an advance of 1/2 .:ould have no effect
-f•

on the markets as -you kno, it did not. The continued advance of

'the marke, kf- had to pay 7 - 8 and 10;) for money, sho:ed that our

r=;te had little to do ::ith the prices of stocks.

The System had lertain objectives in lo:iering the rate cbn

Augusti27. They f;ere accomplished, and not :nly this country but the

- orla rias helpec'_ by them, and that shoula be a sufficient justification

for our action for anyone. One :ionders Ynat kind of glasses the

editor of the Chronicle -.ears, to be able to see on every side ”the ill

effects of the speculative follyil It is a great pity that a journal

of so high standine; is not inore careful in its statements.

Very truly yours,

Chairman
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120 BROADWAY, NEW YORK

ROOM 2555

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

u
October 11, 1928.

Dear Mr. Hamlin:

I have read with the gret,test

interest the article which you prepared re-

garding the effect of the lowerinE of the

discount rate and the purchase of government

securities in the summer of 1927. I think it

is a most illliminatinE stateint, and I hope

it may become unconfidential, and therefore

useful to the public.

My congratulations.

Very truly yours,

to.
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FEDERAL RESERVE BANK

OF NEW YORK

October 11, 1928.

Dear Tir. Hamlin:

A number of copies of your interesting memorandum of September 28

have by this time drifted into me from various sources about the bank, with

the recuest that I undertake to give you a joint reply. I have asked

Mr. Roelse of our department to look it over and I am taking the liberty of

sending you his technical suggestions.

Male I quite agree with you that our critics have very much over—

emphasized the influence of last autumn's easy money policy, I wonder if

perhaps your memorandum does not prove too much. It seems to me difficult

to escape the conclusion that the policy last autumn did ease the money

market. In fact we undertook it for that specific purpose, and I think

the results attained can justify the action. It seems to me unavoidably

true that if we had not purchased securities and if we had not lowered our

discount rates, money would Have been considerably firmer and less stimulus

would have been given to the speculative tendency. Frankly, your tables

do not seem to me to prove your case. We were after all buying securities

at a time when member bank balances were increasing.

The moot imoortant point you make is, it seems to me, that money

was easy before the autumn of 1927 and the speculation was not something

which arose immediately out of our autumn policy, but had been moving

forward with increasing impetus for a number of years. The psychological

strength of the movement is further evidenced by the fact that it has

continued so vigorously for many months after we applied the brakes.

Here is a force which has moved forward somewhat regardless of our policy.
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FEDERAL RESERVE BANK F NEWIOR
9  Honorable Char1e410. Hamlin, 10/11/28OK

I should think then that our best defense was, first, the pre-

sentation of the vory important purposes we sought to accomplish; somewhat

as Owen Young has presented them; and second, an analysis of the speculative

movement to show its origins and its imoetus.

Sincerely yours,

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

ITTB:R
enc.
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144;16C. 3 1 60M 4-28 FEDERAL RESERVE BANK

OF NEW YORK

OFFICE CORRESPONDENCE

• 6213 7

DATE  October 5, 19213

To  Dr, Burgess   SUBJECT: Mr. Hamlin's memorandum on the 
effects of Reserve Benk oper6tions during

FROM  Roelse the-latter partL_of_1927.

There are several loopholes for adverse criticism in Mr. hamlin's
article.

Vddle the table and interpretation on page 2 are technicnily
correct, it might be argued that the decline of 105 million in money
in circulation should have resulted in a corresponding decline in the
total amount of Aeserve Bank credit in use, rather than in an expansion
of member bank reserves.

The interpretation of the table on page 3 nnkes no mention of
the fact that the increase in discounts and acceptances during this
period exceeded currency requirements by 220 million, and that this in-
crease was reflected in member bank reserve balances. Mr. hamlin is
quite right in pointing out that the increase in Government securities
just about offsets the gold exports during the period, but he can hardly
wade the conclpsion that the increase in other forms of Reserve Bank
credit furnish'the basis of a large increase in member bank loans and
investments. It might also be pointed out, in connection with this
period, that a considerable part of the increase in securities was in-
voluntary so far as the Reserve Banks were concerned - part of the in-
crease reflected simply the temporary accommodation of the market through
sales contracts at the end of the year.

The final paragraph on page 3 rather overstates the case and is
contradicted by the second paragraph on page 7.

The idea contained in the section at the top of page 6 - that
money was already easy in the early part of 1927, due to reduced cur-
rency circulation and gold imports - might well be stressed. It could
be further pointed out that the rapid expansion of member bank credit
did not begin with the reduction of the discount rate in August. The
figures for reporting member banks show that there was as large an increase
in loans on securities from February to the end of June as from the end of
June to the end of December.

The fourth paragraph on page 6 states that business had been in
a state of recession but was just beginning to improve. So far as indus-
trial conditions were concerned, it might better be said that business was
just entering a period of recession and might be considered to need the
stimulus of easy money. It is true, however, that low prices for
agricultural products had obtained for at least a year previous, and that
there was the possibility that the recovery in this direction might be
facilitated by low acceptance rates and conditions favorable to foreign
financing.
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October 16, 1928.

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

Dear Mr. Hamlin:

I regret exceedingly if I have seemed
remiss in delaying a reply to your letter of October 5.
Unfortunately, I have been very much occupied with
some outside matters.

The statistical argument iE not one
that makes much impression on me as a general thing;
and the reading of your article left me in some doubt
if you had Droved yolr case. I own, however, that I
did not follow closely the various figures.

I believe myself that the action of the
Federal Reserve Bank of New York in lowering the ,
discount rate to 3% last August probably did increase
at the time the supply of credit available. The intent
of this action, as I understand it, was two fold; first,
to aid the crop movement and help maintain the prices
of farm produce by opening our market for acceptances,
which would otherwise have gone abroad, and at a higher
rate; secondly, to discourage the possible importation
of gold at a time when our supply was excessive.

The supply of credit which is furnished
by bank acceptances is carried almost entirely by the
Federal Reserve banks. Our own free balances are occasional-
ly invested in that form, and there are a fei; institutions
and individuals which make a practice of buying bank
acceptances, but the largest bulk by far of this kind of
paper gets into the Federal Reserve banks. In so far as
the fin,.ncing of the crop movement was carried on by
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Hon. Charles S. Hamlin

acceptances rather than by bank loans, the banks had
a larger volume of credit to use elsewhere.

I do not believe that the supply of
credit is the main thing which has influenced the
stock market. We are dealimg here in the first place
with a state of mind, that is to say a general
public desire to speculate, Fnd a belief that even
when orices are high they will be followed by higher
prices. Once get the general public in that frame of
mind, and it makes comparatively little difference what
rate they are paying for money, as is abundantly clear
in the -)resent market.

You will, I fear, find the foregoing
of but little help. As I said above, I do not go far
with the purely st,?tistical argument, and the human
side of the problern seems to me in this case by far
the more important one.

Let me thank you for sending me copy
of your article, and again apologize for lateness in
writing.

Yours very truly,
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FEDERAL RESERVE BANK OF CHICAGO
230 SOUTH LA SALLE STREET

October 16, 1928

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

Dear Mr. Hamlin:

I have again read, and more carefully, your memorandum on
member bank reserves, etc., enclosed with your letter of October 4, and
I do not know that I can add anything in the way of intelligent comment
to what I wrote you on October 8.

Permit me to say again that your memorandum impresses me as
very carefully prepared, with evidence presented to support your own
conclusions. It is confirmatory of an opinion which I have expressed
on more than one occasion; namely, that your "memory box" appears to be
in wonderfully good order, for I have observed that you rre always in
position to produce statistics or facts in support of any statement or
argument which you may make.

I am disposed to agree substantially with you in the conclusion
stated on page six of your letter, to the following effect:

"While psychologically easier feeling was created, increase
in member bank reserves can be explained without reference to lower
discount rates or government security operations."

cannot quite follow you, however, in your final conclusion — "that
the 5-1/2 per cent discount rate and government security operations

during the puiod running from August 4, 1927 to February 3, 1928, created
cheap moneyVTlooded the member bank reserve account, thus exciting specu—
lation on the New York Stock Exchange,is a myth which has no foundation in
reality." In other words, your intermediate conclusion recognizes a
psychological effect, while your final conclusion apparently ignoresany
psychological effect.

In my own opinion, the psychological effect is a thing which was
perhaps not sufficiently considered during the period under consideration.
Speculation was in the air and our own directors feared that the thing which
we were asked to do would give it a stimulus. Mr. John J. Mitchell, although
not a member of our board, took it upon himself to write Governor. Strong,
and possibly some members of the Board, expressing himself as strongly of
the opinion that a reduction in the discount rate at the time it was made would
inevitably result in a great stimulus to stock market activity, a thing which,
in his opinion, should be avoided if possible. I think that Governor Strong
himself was quoted publicly, at least he privately expressed the opinion, that
a general reduction in rate probably would be followed by greatly increased
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FEDERAL RESERVE BANK OF CHICAGO —2— • 
/ 21,

October 16, 1928

Hon. C. S. Hamlin.

activity on eIsc exchange, 'I  that the Board and the Federal Reserve
banks should not because of that fact be deterred from moving to effect the
accomplishment of the greater things which the rate reduction was intended
to assist and which, as you aptly state on page six of your letter, "were
accomplished in more or less degree.0

The objections raised by the Chicago board "before the fact" and
the admission of Governor Strong as to the probabilities of material increase
in stock exchange activity following reduction in rates, were followed by
such reassuring public stc_tements from the officials referred to in my former
letter that I think the public largely lost sight of the major benefits to
S. accomplished, and became obsessed to an undue extent with the idea of
prosperity and easy money. This is the psychological effect which I have in
mind, which has no doubt in some degree at least been responsible for the
speculative frenzy which followed, the extent of which no one could have
foreseen.

WAH HH

•
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Hon. Chas. S. Hamlin,
Federal Reserve Board,
Washington, D. C.

Dear Mr. Hamlin:

ti
i/D 0-b

reefAvt_le21`1
ESTABLISHED 1812

173 /t-trettl-' October 18, 1928

IN REPLYING PLEASE QUOTE INITIALS

GER

I duly received yours of the 5th instant with accompanying
discussion of the Effect of Security Operations During the Period from August
4, 1927 to February 3, 1928. It has happened that I have been exceedingly busy

in the meantime and although I have not had opportunity to study it as I wanted
to, without waiting longer,-how r, I wish to acknowledge it and to make the
general comment which occurs to me.

I am, as you know, a defender of reserve policy over the period under review
and of the action in reducing the discount rates in the summer of 1927. Only

one point occurs to me upon which to base a criticism of the argument which you

have presented. I have not had time to go over the record carefully, but as I

remember it the Reserve banks began the purchase of securities about the same

time that they lowered the discount rates or perhaps a little earlier. This
action would obviate the necssity for member banks to rediscount, hence the fact
that rediscounting did not begin until after September is not very significant.

In short, my impression is that the sitIlation was eased by the purchase
of securities before exusts of p:old bszan and that the influence of reserve

policy thus was exercised continuously and kept a little ih advance of the
tightening influence resulting from gold exports.

I give this to you without supporting figures, because, as I have said,
I have not had time to make a close study. You know I am not an unfriendly
critic of the Reserve authorities and am not looking for material to use against
them.

It is always a pleasure to hear from you.

Cordially yours,
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Vice President.
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October 19, 1928.

dear !'r. Hamlin:

Thank you for sending me the memorandum which accompanied

your interesting letter of October 16. I have little sympathy with

the views expressed by the New York Commercial Chronicle, and I am

not at all in accord with the spirit and temper in which they couch

their comments. It has seemed to me that the Federal Reserve System

has steered a careful course through an especially difficult and

puzzling series of business and financial situations during these

past two Years, and in the main with distinct success.

Despite these convictions and my steadfast friendship for the

System, I am still of the opinion that the lowering of the rediscount

rate to 31-- percent in August of 1927 was primarily responsible for

the tremendous and additional outburst of Public speculation in the

security market that has continued ever since. It seems to me that

the mere figures of the volume of trading go far toward bearing out
this inference.

Of course, I cannot prove this, and I thirikthere would be

little use in attemptinv, to do so even if it might be possible. I

suspect that we should have been better off if the rate had been held

at 4 percent a year ago, and I have always believed that the ;old
exports were bound to take place and would have occurred lest year
whether our rediscount rate had been lowered or not. I think that
the controlling factor there was the entire financial ability of the
French to take the gold that they needed, and I do not believe that
they required any extra help in doing so. However, all these are
considerations of technical policy and they form good material for the
professional students of such matters, and I doubt if much is to be
gained by discussing them further now until we have a much clearer
insight than is as yet possible concerning the ultimate outcone of the
difficult present credit situation.

Sincerely yours,

rr. Charles S. Harlin,
Federal Reserve Board,

Washington, D. C.
VOLUME 194
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FEDERAL RESERVE BANK OF CHICAGO

OFFICE OF THE GOVERNOR

CONFIDENTIAL.

230 SOUTH LA SALLE STREET

jitir P414)(4'41/, •—

aL,4-0

Honorable Charles S. Hamlin,
Member, Federal Reserve Board,
lashington, D. C.

Dear Lr. Hamlin:

October 23, 1928.

I duly received the confidential memorandum
enclosed with your favor of the 4th instant, and meantime
we have been giving very careful consideration to the dues-
tion involved and to the conclusions reached by you. Er.
Heath has written you at length concerning his views in rela-
tion to the matter, and I am writing at this time to let you
know that I concur, generally speaking, in the views which he
has exeressed.

;it my request, Mr. McKay has devoted a good deal
of thought to the matter and has prepared a memorandum, cony
of which I shall enclose herewith for your perusal. You will
note therefrom that he has submitted figures showing a com-
parison of the condition of the Federal reserve banks from
August 4, 1927, to February 3, 1928, the dates designated in
your memorandum, with the corresoonding neriod in the previous
twelve months, and also a siini1.r com72arison of the condition
of the reporting member banks for the same :eriods.

It seems quite evident that during the -eriod covered
by you, there was a very material expansion in the total amount
of Federal reserve credit extended, whereas in the previous year
there was a very substantial reduction. ath regard to the credit
extended by member banks during the period from 1926 to 1927,
there was only a very moderate increase, whereas in the period
1927 to 1928 there was an increase of about ;2,000,0001000 or ap-
proxmately ten times the amount of the increase of Federal re-
serve credit extended.

The purchase of Government securities released actual
funds to the market, and the reduction in the discount rate to 3;15%
stimulated a state of mind Jhich, in my opinion, resulted in
greater activity in the stock markets, and the credit emoloyed in
this direction increased accordingly.

Sincerely yours,

LK
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PAGE 147

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



FORM 46-18 607V1 1-27-28 B-25460

FEDEAlt RESERVE BANK OF CHICSO

MEMORANDUM FOR

Governor McDougal

FROM

7. McKay
October 23, 1928

ith regard to confidential article prepared by Mr. Hamlin of the Federal
Reserve Board on the subject; "The effect of Government security operations
on member bank reserves during the period of the 3-1/2% rate, namely, from
August 4, 1927, to February 3, 1928," he arrives at the following conclusion;
"In conclusion, it seems to me that the claim that the 3-1/2% discount rate
and Government security operations during the period running from August 4,
1927, to February 3, 1928, created cheap money, and flooded the member bank
reserve account, thus exciting speculation o4 the New York Stock Exchange,
is a myth which had no foundation in reality."

During the period from August 4, 1927, to February 3, 1928, total Federal re-
serve credit increased ..204,000,0001 and member bank reserve balances increased
8107,000,000, while the gold stock decreased 203,000,000. Mr. Hamlin states
that the increase of Federal reserve credit during the period, $204,000,000,
just offsets the gold exports of $203,000,000, while the decline in circulation
of $105,000,000 accounts for the increase in member bank reserves of $107,000,000
during the period.

This is only one side of the picture. Consideration should also be given to the
increase in the total loans and investments of reporting member banks in the
principal cities of the country during the same period, which rose from
$19,787,000,000 to $21,788,000,000, an increase of about 21000,000,000. During
the same period the total deposits of all reporting member banks increased from
„,18,968,000,000 to $20,589,000,000, an increase of $1,621,000,000.

Let us compare the period from August 4, 1927, to February 1, 1928, with the
corresponding period in the previous year, August 4, 1926, to February 3, 1927,
and we find that the total Federal reserve credit during that period decrecsed
from 81,149,000,000 to $1,031,000,0001 a decrease of 8118,000,000, as compared
with an increase of $203,000,000 for the corresponding period, as quoted in
Mr. Hamlin's figures. During the period of August 4, 1926, to February 3,
1927, the total loans and investments of reporting member banks show an increase
of only 066,000,000, whereas from August 4, 1927, to February 1, 1928, they
showed an increase of t'2,000,000,000.

Whether or not the reduction of the rate to 3-1/2% from August 4, 1927, to
February 3, 1928, was responsible for this large expansion of credit in the
member banks may be difficult to prove, but it happens that the increase of

4.21000,000,000 in the total amount of the reporting member banks' loans and

investments is just about ten times the amount of the increase of $200,000,000
in Federal reserve credit and the reporting member banks received by far the
major portion of this Federal reserve credit, as the increase was almost entirely

in the large cities and not, at least to any extent, in the country banks.
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FEDEAL RESERVE BANK OF CHICAL

MEML-7- NDUM FOR

GoverrA ADougal

FROM

G. R. McKay October 19, 1928

- 2 -

aile the ncrease in Federal reserve credit might have easily occurred

if the r- had not been reduced below 4%, nevertheless the System pur-

chases oi vernmcnt securities supplied the market with additional funds,

thereby making money easier, and the reduction of the discount rate to

3-1/2% had a strong psychological effect and created in the minds of the

public the belief that the Federal Reserve System was committed to an easy

money policy at a time when speculationiin the minds of the more conservative

bankers„ was considered to be at-cp. dangerous level. It also created the

impression that the federal reserve authorities, at least, were not at all

concerned about any danger of speculation or inflation.

On October 17, 1928, Federal reserve credit had reached $1,551,000,000, as

compared with $1,201,000,000 a year ago, an increase of $350,000,000. Total

loans and investments of reporting member banks during the same period increased

$1,154,000,000.

During the past year we have export& approximately $500,000,00Q of gold, which

under normal conditions would cause a decrease in the total amount of credit ex-

tended by member banks. The facts are, however, that notwithstanding this large

exportation of ,gold, total loans and investments of reporting member banks have

increased :1,154;000,000 and the total earning assets of the Federal Reserve System

have increased S350,000,000.

Looking backward to the reduction of the discount rate of the Federal reserve

banks from 4% to 3-1/2% in August, 1927, and in view of the expansion of loans

which has occurred since that time, would it not have been riser to have in-

creased the rate to 4-1/2% or possibly 5%, if necessary, in order to discourage

speculative loans rather than encourage them by a reduction of the rate. While

business in this country and abroad might have been penalized temporarily by

such action, it might have prevented the high commercial rates for money which

have been in effect during the greater part of this year.

J-
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October 24, 1928

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

Dear Mr. Hamlin:

Your letter reached me after an absence from town, and

I have been studying it over since then. As you know, I have

never criticized the action of the Reserve banks in reducing

the rate to 3 1/2 per cent. last year, feeling t,lat the

reduction recognized the course of the open market. Some of

your conclusions regarding the subsequent detailed operations

puzzle me, however, and I wish I could talk them over with

you personally. In particular, I do not quite grasp your

point that the gold exports of cr;200,000,000 between August 4

and December 31 would have forced deflation of ten times the

amount in member bank deposits if they had not been offset

by government ourchases of United States securities. Was, not

the redaction in the gold stock offset by the increase in

discounts? If so, then the purchase of United states

securities much more than balanced the decrease in gold.

One or two other ooints are not entirely clear to me

in your exposition. How do your calculations square with the

fact that, whereas total gold reserves decreased 1.04,000,000
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_ 2 _ October 24, 1928

between the end of last December and the beginning of

Seotember this year, while government securities held

were reduced in the same time by .406,059,000, member

bank deposits nevertheless decreased only c137,000,000?

Very truly yours,

ADN:A
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FEDERAL RESERVE BANK

OF DALLAS

October 26, 1928.

1:$ dear Mr. Hamlin:

Your letter of October 4 was duly received and I have read with

much interest your confidential memorandum of eptember 28, in which you

discussed the effect of government security operations on member bank re-

serves during the period of August 4, 1927, to February 3, 1928, during

which a uniform 3i,.)1 rediscount rate was maintained.

I have wanted to send you an earlier reply in response to your

request to let you know what I think of your memorandum, but I have been

out of town visiting our San Antonio and Houston branches with Governor

Young, :r. James and Colonel Walsh, and I also wanted to avoid a hasty

comment, and this could not be done without a review of the activities in

the period covered by your memorandum.

If one would read the minutes of the Open Market Investment Com-

mittee meeting with the Federal Reserve 3oard on July 27, 1927, he would

find set out all of the reasons upon which a reduction of the rate was

based. He would also find that the probable effect upon speculation was

considered but that considerations of business as reflected by the need

of a proper international accommodation was made the paramount factor.

Thirty days later Governor Strong addressed a memorandum (under

date of August 26, 1927) to the Governor of each Federal reserve bank, in

which he clearly set out in detail the actual transactions of the Open

Market Investment Committee in the purchase and sale of government securi-

ties, and these transactions check so closely with the figures in your

memoraadum as to resolve all doubt in favor of the Federal eserve System

in the pursuit of a fundamental policy. These arguments impressed me as

clearly showing that to avoid the purchase of government securities to

offset gold exports and cold earmarkings would have been inimical to the

considerations of international accommodation which were the underlying,

if not the direct basis upon which the policy was determined. If ear-

markings and gold exports at that time had been allowed to take their

course there would have been a different effect upon the money market and

the 317, discount rate would not have been effective for its purposes.

I am clear in my own mind that the loss of gold from a credit

base through exports and earmarkings and the effect of these transactions

were not clearly appreciated by the money market and were especially ignored

by the public. .he psychology of the public was toward an era of active

speculation and whether it used its own funds or secured-credit for its

purposes are matters which I think are entirely beside the Question.

:he Open Market Committee accurately forecasted a condition that

would likely Prevail in the future when it made a record in the minutes of

its meeting of July 27 of its position as stated in the following language:
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"It was pointed out, however, that local conditions in some of the

interior reserve districts did not indicate any demands for rate reduc-
tions in those districts, and that the small borrowings from the reserve
banks indicated an adequate supply of credit for all needs at the present
rates. * * * * On the other hand it was pointed out that reductions now
which would result in no harm and considerable possible benefit, would
place the reserve banks in position to make increases later which might
serve as warnings without penalizing business with high rates."

On September 17, 1927, I wrote LT. Platt, at his request, a
letter that revealed our reaction to the rate reduction after we had
on August 12, also lowered our rate to3-2(/). Perhaps Yr. Platt's secre-
tary can find the original letter if you would like to read it but if
you should desire a copy of it, I shall be glad to send you one. I
shall, however, quote this expression from it -- "The divergence or
the relationship that exists between these two circumstances (the con-
trast between the autumn of 1926 and the autumn of 1927 in this district)
rather tends to support the view that we cannot at this time or at any
other time probably adopt as a fixed policy a seasonal reduction of re-
discount rates in the fall of the year."

To me the figures in your memorandum and yotr explanation of
them are sufficiently conclusive but the average reader of your memoran-
dum would have to know the background with which you and I are familiar
in order to be completely sold by your argument. A broader chronology
of the figures which you have used would, I believe, illuminate your
argument to the lay or newspaper mind.

I am merely plagiarizing an observation which I understand was
made by Secretary Mellon not long ago in a private conversation, when I
say that whenever the American public makes up its mind to stop speculat-
ing, speculation will stop, and not before.

I am looking forward to seeing you at the Conferences in
november and hope that we may have an opportunity to discuss this subject
further.

Ath very kind regards, I am

Yr. C. S. Hamlin,
c/o Federal Reserve Board,
Washington, D. C.
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Sincerely yours,

Governor
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FEDERAL RESERVE SYSTEM

VOLUME OF CREDIT IN USE
(MONTHLY AVERAGES)
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FE DE RAI. 1E SE MTH BANK

OF CLEVELND

October 26, 1928.

air. 3. S. Hamlin,
c/o Federal Reserve Board,
Tashington, D. O.

Dear 4r. Hamlin:

The confidential article which accompanied your
letter of October 3 has been carefully studied by us, as
well as by the staff of our statistical department. While
we have not been able to agree altogether with the conclusions
to which your study has led you, we are entirely satisfied
that reserve bank policy in 1927 was by no means the only
factor which was an influence in stock market developments
since August of last year.

In our own analysis, we have disregarded largely
offsetting one item against another and have considered the
matter more in its entirety. Some single features of the
situation have been analyed, but it seemed to us that if we
were permitted to consider the matter in its broader aspects
important points might be disclosed which otherwise might
remain hidden.

To us, the significant feature of the whole
situation is that the total of reserve bank credit expended
$577,00c,nco in the period following the rate reduction in
August to the last of the year, when the increase in commercial
demand was less than it had been in any of the three preceding
years, and during the first part of which business was plainly
reactionary. In no one of the three imr.ediately preceaing
years, notwithstanding the business activity of 1925 and 1926
had the expansion of reserve credit equalled the 1927 increase,
the average for the three years being about $350,000,000.'

There appears to be ample evidence that throughout
almost the entire year of 1927 the banks of the country were,
generally speaking, in easy position. Between February 3,
1927, and February 1, 1928 (using figures of reporting members)
"all other" loans, including comnercial loans, increased but
416,COO,OCC. Collateral loans, on the other hand, increased

VOLUME 194
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FE FIE HAVE IIESE RATE BANK

r. C. S. Hamlin,
Washington, D. C. - 2 - 1C/26/1928.

more than a billion and investment account another billion. The
table below gives February and August comparative figures for the
F''ast four years:

M

Aug.6,1924
Feb.4,1925

Aug.5,1925
Feb.6,1926

Aug.4,1926
Feb.3,1927

Aug.3,1927
Feb.1,1928

FEDERAL RESERVE BANKS REPORTING MEMBER BANKS
(Figures in thousands)

Total Bills
& Securities

$832,5C2
1,032,258

1,101,653
1,149,672

1,149,517
1,028,722

1,031,835
1,234,986

Bills
Disc'd

273,638
322,367

543,837
487,796

547,6C5
393,271

445,373
423,432

Coll.Loans "All Other" Inv'ts

4,219,109
4,745,246

5,C72,428
5,527,610

5,523,946
5,515,462

5,872,955
6,546,8C9

7,941,CC6
8,183,713

8,C71,C54
8,285,175

8,4C6,735
8,563,891

8,593,633
8,579,62C

4,554,727
5,456,219

5,482,975
5,478,116

5,647,188
5,559,621

5,948,451
6,575,125

It is of interest to observe the credit expansion which oc-
curred from February to August, 1927 - before the rediscount rate was
reduced. Collateral loans were up $357,00C,CCC, "Commercial" loans
$30,CCC,CCC, and investments $39C,OCC,CCO. This expansion took place
without reccurse to reserve bank credit, as evidenced by an increbse
of but $3,00C,CCC in total bills and securities held by the reserve
banks, and reflects the ease of the credit situation.

While it is pointed out in your article that in the period
August-December, 1927, the purchase of Governments had offset the
loss of 6,old through export, it is noted that the purchase of secur-
ities and the exportation of gold were not coincident. No important
gold loss occurred until November, while the purchase of Governments
began in August, the increase to November 1 being $120,000,000. Bill
holdings had also increased $157,000,000, which would have rendered
unnecessary the purchase of securities if the purpose of pushing
creait into the market had been only to neutralize the effects of gold
exports.

In view of 1928 developments we are not convinced that gold
exports in 1927, had it not been for the purchase of Governments would
have forced a "Tadical deflation". A much larger exportation in the
early months of 1928 than occurred in 1927 coupled with the sale of a
1arEe amount of Governments which left the reserve bank holdings be-
low those of the middle of 1927, was accompanied by a further credit
inflation, total loans, discounts and investments of reporting members
having increased $300,C0C,CCO since the first of this year and $1,8CC,
CCC,CCC since August of last year.
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Mr. C. S. Hamlin,
Washington, D. C.

FE Ei FIVE BANK

OF CLEVELAND

- 3 - 1C/26/1928.

It seems to be generally understood that the reserve
system deliberately committed itself to an "easy money" policy
in the summer of 1927. The Annual Report of the Board (p.1C)
quite frankly states that "during the period from June to
September, while changes in gold stock were small, the reserve
banks purchased about $80,CCC,CCO of Government securities in
furtherance of a policy of easing the credit situation . . . .
By rchasing securities at that time the Federal reserve banks
were in fact successful in easing the condition of the money
market and in exerting a favorable influence on the international
financial situation."

We rather incline to the view that reserve bank policy
was not necessarily responsible for security market activity in

late 1927. In our judgment the stage was set and speculation
would have occurred on a large scale even had there been no trans-

actions in Governments and even if the rediscount rate had not
been lowered.

Looking backward at the situation, all factors which
ordinarily influence market activity were favorable. Business
was showing distinct signs of improvement, money rates were low,
and the ease with which a large puolic following was attrrActed

clearly indicates the temper of the public mind. What seems to

us to offer convincing proof ot ehe soundness of our position is
that speculation has continued to proceed at an unparalleled rate

despite the fact that conditions in the money market have not

been favorable to speculative operations for a rise.

These points have no doubt all occurred to you in con-

nection with your study, but they seem to us to be the most im-

portant factors bearinE on the situation. In any event, we are

very happy to give you the benefit of our views.

F.B Governor.
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THE

FIRST NATIONAL BANK

CHICAGO

October 31, 1923.

:Jr. C. S. Hamlin,
Federal Reserve Board,
Thshington, D. C.

dear Jr. Hamlin:-

I owe you an apology for not having acknowledged
the receipt of your favor of the 4th and the interesting article
comparing the changes in the class of investments held by the
Federal Reserve banks in connection with our boom in stock market
values. The facts are, however, that I recently bought a farm
and I plead guilty to having paid more attention to it during the
last month than to important business matter-. Your letter was
received in due course and I filed it with pars not needing urgent
attention, and promptly forgot it for which now have to extend my
apology.

Of course anyone who is extreme enough to lay the
full responsibility of the present speculation in stocks on the
Federal Reserve System is a very narrow-minded individual. I,
myself, feel that the long period of relatively easy money, extend-
ing as it did over a number of years, and the crash in real estate
speculation which followed the close of the war and reached the
peak say two and one-half years ago, created the opportunity and
our optimistic American spirit promPtly took advantage of it.

I was glad to get your study of the auestion and
I congratulate you on it.

With best personal regards, I remain

Sincerely yours,
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FEDERAL RESERVE BANK OF SAN FRANCISCO

October 31, 122

Lly dear Mr. Hamlin:

I wish to acknowledge and thank youfor :i-our letter

of October 4th, containinF your analysis of the charge that

the Federal Leserve Systemls policy had brought about cheap

money in the United States and was responsible for the stock

market speculation.

I have read your discussion ith a great deal of

interest and should have acknowledged it sooner had I not been

intermittently absent from my office and desirous, each time I

thou ht of it, of readinE it again before I answered.

The statistics .hich j•ou have applied are interest—

ing and, so far as you indicate conclusions, support them. It

appears to me, however, that the gist of the matter is

described when you say, "The concluoion I reach from these

figures is that while psychologicPlly
at 
an easier feeling is

because I believe th, after marshalling all

the available statistics and endeavorinE to make de
ductions

from them, we still have to say that the reduction of
 the

Federal _eserve discount rate to 3 1/2% and the pur
chase of

Government securities did bring about a belief 
(perhaps we

should say a psychological condition) that 
money was easy and

cheap and that this belief was conducive to 
the stock market

situation which folloted and still obtains.

I trust that I may have an opportunity to 
see you

at the conference and, if you iash, discuss 
the matter further.

Hamlin,

Federal heserve 13oard,

;:ashington, D. G.

VOLUME 194
PAO/ 155

Yours very truly,

4t,

Governor
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Conference of Board with Federal Reserve Governors.

Auzumt 7, 1929.

Governor Young stated that there were several propositions as to
which he wished the opinions of the Governors. The most important of
these were:

1. Do nothing in the way of easing the situation.

2. Ease dtuation by lowering bill r:tes.

3. Ease situation by a lower bill rate policy, plus an increase
to 6% in the rate of the Federal Reserve Bank of New York.
The Governor also said he wished information as to whether
an increase to 6% at New York would force the other Federal
Reserve banks to go up to 6%.

2reery., Minneapolis: - Favors lowering bill rate and buyinp; Government
securities, postponing an increase in New York's discount rate until later.
Thinks his bank would not leave the 5% rate even with a 6% rate at New York.

13

Hardin, Boston: - Says his directors are now apposed to an increase
in discount rates, but favor lower bill rates, down even to 4-7/8%; that
some of his directors favored buying Government securities, but he was
op)osed to this. He felt certain that he could maintain the 5% rate in Boston,
even if New York went to 6%; that his directors would certainly not vote to
increase rtes unless the reserves fell so that the Ilublic would see the
absolute necessity. He said Mr. Curtiss wished to buy Government securities,
but he opposed this. He said he would not favor an tm(!rease in the discount
rate until his reserves got down to 45%; that he felt sire the member banks
would cooperate with him, for they fear that higher discount rates might
force them to pay a higher rate on bank deposits.

SeaY, Richmond: - Present feeling is that discount rates at New York
should not be increased. In his district there has been no increase in the
volume of loans. He opposed a decrease in the bill rate as possibly hazardous,
for foreign banks might unload their holdings on the Federal Reserve banks.
He opposed buying Government securities. Said he would not participate if
Government securities were bought by the System. He said loans "for others',
had about reached their maximum, and that the Federal Reserve banks now would
have to finance few increases in speculative loans; that while the banks
would probably be conservative, increased bill holdings might encourage
speculation. He said it was consistent to raise discount rates and lower bill
rates, but he doubted any good would Come from it. He advised doing
nothing, - to maintaintestatus quo. VOLUME 194
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McKay, ChicaEo: - Favored maintaining the status qu•. against
lowering of bill rates. Should be kept at about 5e. Opposes any discount
increase at New York. Advises keeping up the direct pressure on the large
banks engaged in making speulative loans. Feared lower bill rates might
encourage cpeculation.

Calkins, San Francisco:- Feels that it would be a reasonable policy
if discount rates were raised in New York and in the nrincipal centers, but
bill rates lowered everywhere. Feels that even if New York went to 6%
his bank could wait.

Martin., St. Louis: - Favored maintaining the status quo. Says tr
New York and Chicago increase rates, St. Louis must increase. Even if bill
rate were lowered it would not help him much.

Bladk, Atlanta.: - Believes the market should be eased by buying
bills and Government securities. No Federal Reserve credit is.being used
in Wall Street by bahks whidh are borrowing fram our bank. Doesn't object
to lowering bill rates. If New York increases to 6% we still would not
want to increase, but might have to.

Talley., Dallas: - Reads a memorandum aated May 7th which he gave to
his directors. Favors policy of lower bill rates with increase to 0 in
New York and a few other banks. Favors continuing direct pressure on
security loans. Says this would decrease gold imports and lower rediscounts;
that merely increasing discount rates without lowering bill rates might
break the stodk market and cause drastic liquidation and lower prices. Said
that even if the principal centers went un to 0, he thought it would not be
necessary for him to go up at the present time. We are nearing a natural
period of liquidation, and would be opposed to going to 657 even if New York
and others did this. Of course, in futare it is possible we might be forced
to do this. If New York wants the responsibility of going to 6%, let her
S. it. Rather favors buying Government securities to help bond market.
Endorses the propoon to increase discount rates with a lower bill rate
policy.

Fancher, Cleveland: - So far as his district is concerned, everything
is comfortable, and he would maintain the status quo. He favors, however,
generally, the proposition that New York go to 6%, with a lower bill policy.
If New York and Chicago went to 6% we might have ultimately to follow, but
we would certainly wait. The bill rate should be put in proper relation
with the discount rates. He feels that ease is needed, and favors buying
bills rather than seeing the rediscounts increased.

Ngrris, Philadel7)hia: - Our local situation has dhanged. Formerly we
wanted to increase rates to protect reserves and curb speculation. Now
our reserves are up, but s2eculative loans are enormously increased.
Personally favors increase to 6% at New York, because the discount nate is
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out of line. It will tend to prevent continuous borrowers and help
member banks in their efforts to dissuade customers from making
speculative loans. His board certainly would not vote to increase

discount rates now, as the time is inopportune. Admits that direct
pressure has not been wholly satisfactory in his district. He would
welcome an increase at New York, though it is possible that he might
have to follow later. Favors an increase in bill portfolio, as it will
help agriculture and the foreign situation. Opposes buying Government
securities except as a last resort in a crisis, as the proceeds will go
at once into the call loan market. Would not oppose maintaining the

status quo coupled with an easing in the bill market.

Bailey, Kansas City: - The peak of our trouble has paased, and
a great liquidation is coming. We want to be let alone. We shail never
increase rates unless and until we are compelled to. Putting up the
rate at New York, coupled with an easier bill policy, would not affect us.
Business rates should be lower.

Harrison, New York: - Gives his personal views entirely. Not yet
authorized to speak for his directors. He said that an increased rate

policy, beginning with 6%, would be at the present time politically
impossible and economically unsound; that the bill portfolio now consists

of 85% of rediscounts, a higher ratio than any since 1921; that rates are

now firmer than ever, and will be more firm later; that bill rates abroad

are higher than a year ago; that all the principal Euronean banks have

increased their discount rates, not because of any inflation, but in order
to protect their gold;,th§t the European banks have lost since January

390 millions of gold lifir-TFteign exchange; that there has been a deflation
of about 500 millions, and that the high money rates are caused by the
loss of gold; that this is caused by the high call loan rates in the United
Statcs; that they can not place bonds with us, aid have to send their gold
to us to pay their net debt to us of 600 millions a year; that the problem
is to lower the call loan rates in New York and restore the bond market
for foreigners; that every solution will be subject to criticism and risk.

Governor Harrison said. the policy of doing nothing would make money

dearer, as 300 millions more of Federal Reserve credit was needed; that

the real problem is to provide 300 millions of Federal Reserve credit with

a minimum of risk. This could be done by lowering bill rates lone, or by

increasing discount rates, or by both; that he favored a lower bill rate

just as took place last fall. He answered the objection that a very low

bill rate, say 4,4, might induce France to se.1 her holdings and withdraw

the gold from the United States. He said France would not do this, but

would merely Shift to Government securities; that a lower bill rate would

not result in diminishing France's investments here.
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Governor Harrison said that there would be danger of encouraging

speculation if we adopted an easing bill market policy without increasing

discount rates. Governor Harrison favored te policy of an increase in
discount rates to 6% with a policy of liberalization of bill rates to
increase the holdings of bills. He said that this policy was really not
inconsistent, as discounts were now too high, and that the increased rate

would probably result in the banks paying off their rediscounts; that some

banke would do this in any event, but most tanks heed help through
increased discount rates in resisting the demand for speculative credit;
that a 6,10 discount rate would affect customers rates only very slightly;

that now they were generally S. with some few favored customers as low
as 5-1-54 that these customers would probably go uo to 0. He felt that
to increase to S. without lowering bill rates would probably force every
other Federal Reserve bank up to 6%, but that with lower bill rates this
result possibly might not follow. He felt it was important for the Board

and banks to work together in harmony, and that he would not advise his
directors to suegest any course not in harmony with the feelings of the

Board and the other Federal Reserve banks.

Governor Young said that harmony was essential; that apparently five

Federal Reserve banks favored an increased rate at New York with a. lower
bill rate, and that four of these five would try to keep their 5,40 rate;
that four banks seemed to favor maintaining the status quo except that
they fLvored lotering the bill rate.

Governor said that the c-reat increase in •jIr demands

in his distrtSt comes fram corporations Who allow their depocits on call
in New York to continuo and arrange for-their present needs by new borrowers.

Dr. Miller said that if we decide to ease by buying bills, the
question is whether we can get the ease better under a 5% or a 6% rate; that
discounts would qo down more quickly under a 6% rate, and the other

question is - will buying bills result in a net increas- of Federal Reserve

credit? That if we feel we muzt increase Federal Reserve credit, it would
probably be desirable to leave the tanks still in debt; that we should
examine present conditions; that busineFs is good and as is under no
anxiety; that high money hae not embarrassed businese excent in a few

individual cases; that a 6% rate in New York will practically not affect
buciness at all; that once he felt that Fedral Reserve credit must be

increased throuEh bill purchases, but he is not quite so sure aout this

now; that he has some apprehension that business may go too stronv; that

lower bill rates may encourage commodity speculation. Is skeptical whether
increased rates will curb speculation; that whatever our policy may
high call loan ratio only could curb. He said that Mr. ,Llexander saw some
signs of a stock market liquidation.
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He believed that the only significance of a rate is its effect
on business and speculation; that if the 6% rate in New York is followed
in other districts, it will probably dhill business more than speculation,
unless an affirmative rate incre,,se nolicy were adopted; that he was
disposed to go rather slowly in buildirEup a bill portfolio; that a 6%
rate in other districts miA,,ht hamper business. Favors the status quo
until stronger indications arise that we mmst move, and then we should
buy bills, and if speculation still increases we must then consider what
to do; says that if the other Federal Reserve banks will say that they
will try to hold a 5% rate even if New York goes to 6%, he would be
disposed to agree to the 6% rate in New York as a local matter.

Seay, Martin, and Bladk were apparently the only Governors who are
not for the plan to raise the New York rate and lower the bill rate.

Governor Young asks Dr. Miller if he will agree to New York going
up to 6% and a reduction in bill rates to not less than 5%, when seven
of the banks believed they could hold the present rate. Dr. Miller
said he was inclined to favor this, if workable.

Governor Young stated he believed the agricultural banks and San
Francisco can hold the 5% Tate, and that others can be helped by inter-
bank rediscounting.

Dr. MIller says a general 6% rate would be bad for business. Dr.
Miller says he thinks a 6% rate at New York will be justified, but that
if it Should become a dominating influence upon the other Federal Reserve
banks it would be bad.

C.S.H. said that he believed the conference had brought out the fact
that there is reasonable hope that the agricultural banks, at least, can
hold to the 5% rate, with the aid possibly of inter-bank rediscounts,
and that very likely some of the other banks can do the same; that he is
inclined to think it safe to allow New York to eo up,with lower bill rutes.;
that he feels concerned about 'Ale situation in New York; that the growth
ofAvokers loans until now has been largely fed by loans from others which
later haw- apparently a'hout reache,i their pegk, and that this will involve
&eat increase in the demand on the New York banks for speculative credit;

that if the Board and the other Federal Reserve banks will agree on a policy

to help the arrricultural banks retain their 5% rate, he would be indlined
to approve a k7„ rcte for New York, but that the 6% rate should not involve
an abandonment of direct pressure; that he hoped the s-oeculators would not
assume that by increasing the discount rate it meant that a borrovercould

have all the money he wanted provided he was I.to pay the price.
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The Board and Governors Resume Their Conference 

Al.P:ust 8. 1929.

The Governors reported to the Board a resolution which was voted

for by a vote of 9 to 1, Governor Black of Atlanta being the only

negative vote, and later he said he was tied up by the vote of his

directors. Governors Harding and Fancher had left town, but it was

stated that they anproved the principles of the resolution. This

resolution is as follows:

"It is the judgment of the Governors that the demand

for increased credit incident to the autumn requirements of

crop moving and business should be met, so far as possible,

by an increase of the bill portfolio of such banks as care to

pb.rticigate in bill purchases.

"The Governors are also of the opinion that this procedure

can best and most safely be undertaken, and with least risk in

tne use of Federal Reserve credit, under the protection of an

effective discount rate in the New York district.

°They are further led to this conclusion by the expressed

belief that an increase in the discount rate of the Federal

Reserve bank of New York would necessitate increases in few,

if aay, of the other Fedral Reserve banks during the neriod

of seasonal business demand; And the desire of the directors

and officers of all other reserve banks to avoid increases, if

possible. It is, therefore, recommended that the Reserve Board

act favorably on any application that may be made by the Federal

Reserve Bank of New York for an incrase in its existing rate.n

C.S.H. noted that no bill rate was mentioned in the resolution.

Governor Young asked how many would q)prove an increase to 6% at

New York, coupled with a reduced bill rate of 5-1/8%or 5%. Only two,

Maay of Chicago, and Governor Seay raised any objection to this

suggestion. Governor Harrison then said he desired to know the attitude

of the Board; that he could communicate it to his directors. Governor

Young stated what he believed to be the Board's attitude, and called on

state his attitude.

C.S.H. said that he Should object to an increased discount r
ate

unless it were coupled with a lower bill rate policy down to at 
least

5%, if necessary to obtain the needed Federal Reserve credit, and 
he

asked Governor Harrison nersonally he did not believe that the increase

tS &;4 should be accompanied by a lower bill rate policy. 
C.S.H. said that
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he appreciated that putting the discount rate to 6% would mean that
the bill rate was made relatively lower, but that he wished to go
further than this, - down,for example, to at least 5%.

Governor Harrison said that C.S.H. had stated his personal
position correctly, that he believed the increased discount rate should
be accompanied by a lower bill rate policy, although he did not
specifically mention 5%.

Governor Norris then asked C.S.H. if a rate of 5-1/8% would bring
in all the bills needed, whether he would still wish to go lower.

C.S.H. said No, it was simply a question of a. rate which would
bring in the desired number of bills.

Governor Calkins then said that the views of C.S.H. were substantially
exactly like those of the Governor's.

The Board adjourned till afternoon, when a report was received
from New York that they had voted to increase the discount rate to 6%,
and to lower the bill rate to 5-1/8%.

Dr. Miller said that before voting an this he desired to move that
the Governors' resolution be adopted as the policy of the Board for the
next few months. This was passed:

Aye: Secretary Mellon, Governor Young, C.S.H., LIiller, Pole
No: James
Not voting: Cunningham

dmotion was then made to approve the New York increase to 6%.
All voted lye, including Dr. Mier, except Cunningham and James who
voted No.

Dr. Uiller then offered a statement to be given to the press as to
the Governors' Conference. All voted Aye. The Governor was also
unanimously authorized to give out a statement as to the New York rate
if he considered it necessary. Prior to the above, Cunningham introduced
his own resolution prohibiting Federal ResPrve banks from rediscounting
for member banks carrying call loans and speculative loans, without the
consent of the Fedaral Reserve Board. There was some discussion on this,
but on vote it was defeated, James and Cunningherh voting Aye, Secretary

Mellon, Governor Young, C.S.H. and Pole voting No. Miller asked to be

recorded as not voting.
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