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Office Correspondence Date_duly 3L, 1941
To The Files Subject:

From Mr. Coe

mee.

After correspondence with Mrs. Hamlin (see letters of May
25 and June 4, 1941) the items attached hereto and listed below,
because of their possible confidential character, were taken from
Volume 196 of Mr. Hamlin's scrap book and placed in the Board's
files:

VOLUME 196

Page 22
Memo to Mr. Hamlin from Mr. Smead re Ratio of total deposits to

combined capital and surplus.
Page 23
Memo to Board from Mr. McClelland attaching preliminary memo on
credit conditions considered by Open Market Inv. Committee.

Page 24
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Page 33
Letter to Mr. Hamlin from Gov. Young re Preliminary Memorandum for
the Open Market Investment Committee, September 24, 1929.
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banks.
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Memo to Gov. Young from Mr. Goldenweiser re Effects of security
purchases.
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Reserve Bank Credit - Factors in Changes. (Memo of Mr. Golden-
weiser to Mr. Hamlin.)
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Memo to Board from Mr. Wyatt re Ownership of Bank Stocks by
Holding Companies.
Page 99
Earnings & Expenses of F.R. Banks, September 1929.
Page 135
Memo to Mr. Goldenweiser from Mr. Gardner - "The Present Gold
Situation®.
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I have examined the condition reports of the large banks in New York City
and find that on June 29, 1929 their deposits in the majority of cases run about
five or six times their combined capital and surplus. I am listing below 11 of
the larger member banks in New York City showing their capital and surplus, total
deposits, and the ratio of deposits to capital and surplus:
- Capital

Trust Companies and Total

Surplus Deposits

(In thousands of dollars)

Bankers Trust Company 75,000 471,923
Central Hanover Bank and Trust Co. 81,000 463,587
Equitable Trust Company 50,000 332, 409
Guaranty Trust Company 160,000 897,622
Irving Trust Company 115,000 534, 308
Manufacturers Trust Company 55, 000 376,671

National Banks

Bank of America, N. A, 71,275 2lg, 2L5
Chase National Bank 122,000 812,992
Chatham Phenix National Bank 22,500 236,600
First National Bank 100, 000 340,917
National City Bank 220,000 1,137,901

When it comes to the smaller banks in New York City I find that several of
them have deposits equal to slightly more than 10 times their capital and surplus
but none of them as much as 12 times, For example, the deposits of the Amalgamated
Bank ($11,700,000) are 11,7 times the bank's combined capital and surplus, of the
Fidelity Union Trust Company ($128,500,000) 10.7 times, and of the Fifth Avenue
Bank ($26,100,000) 10.4 times.

We made a brief examination of the reports for some of the other banks and I
am giving below a table showing figures for five banks in the Minneapolis and San
Francisco districts each of which have deposits equal to more than 20 times their
capital and surplus,

Capital
and Total

Surplus Deposits Ratio
(In thousands of dollars)

Metals Bank & Trust Co. Butte, Mont. 1,000 21, 8n2 21.9 to 1
Daly Bank and Trust Co, Anaconda,Mont. 200 5,228 26.1
Anglo-Calif. Trust Co. San Francisco,Cal. 3,500 70, 262 20.1
First Security Bank Pocatello, Ida. 150 3,027 20.2
First Security Bank Bingham Canyon,Utah 29 848 29,2

VOLUME 196
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The Cormittee. has reviewed a preliminsry memorandum and current credit comdi-
tions, mmmtommmmmtnmmmmnnm
ually risen and money, especially for new undertakings, has beecome more difficult
to obtain, While businesa contimues at a high level, there are some indications of
a possible impending recesaion.

Rates in many foreign centers have risen even more markedly and the loss of
reserves of central banks threaten further increases in rates and probable curtail-
ment of Nurcpe's eapacity to buy this country's products.

In accordance with the System policy adopted on August 8th seasonal requirements
MMMM#MM”‘WEMW.M&M&;&M-
chases have been sufficient to reduce rediscounts to some extent.

TFor the purpose of avelding any inerease and, if possible, facilitating some
\mmnmmmammmummmnnm
~ som, if this can be done without stimulating ummecessary or abnormal expansion of

' member bank oredi$, the Comittee favors a further increase of the open market hold-
[ ings of the Federal reserve banks. It favors an increase of these holdings by the
continued purchase of bills if they can be obtained in sufficient amounts %o ac-
complish this purpose. If bills cannot be obtained in sufficient amounts without
\nmmuaﬁmhmyummmnmmmmnam
y ermment certificates of the short maturities,

The Committee therefore recomends that it be authorized to purchase not to
exceed $25,000,000 a week of such certificates, for ascount of such banks as care
umu&mwmtnamummmn
mmmm.m:mmmmmmmmumm
current review of the consequences of such purchases, in order that there may be
wmuammnww—ﬁnmwmmu&uu
the Board or to the Comaittee. In any event, the Comittee feels that there should
be another such meeting not later than November 1.
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(4th Draft - 8 . 23, 1929)

Preliminary Memorandum for the Open Market Investment Committee
September 24, 1929,

At & meeting of the Governors of all Federal reserve barks at Washington,
D. Cs, on August 7 and 8, the following resolution was adopted:
"It ig the judgment of the Governors that the demand for
imereased credit incident to the autwm requirements of erop
moving and business should be met, so far as possible, by an
increase of the bill portfolio of such banks as care to partieci~
pate in bill purchases.
"rhe Governors are also of the opinion that this procedure
can best and most safely be undertaken, and with least risk of
ebuse in the use of Federal Reserve oredit, under the protection
of an effective discount rate in the New York district.
*They are further led to this conclusion by the expressed
belief thet an incresse in the discount rates of the Federal
Reserve Bank of New York would necessitate increases in few, if
any, of the other Federal reserve banks during the period of
seagonal business demand; and the desire of the dirsctors and
of ficers of all other Reserve banks to avoid inoreases, if
possible, It is, therefore, recommended that the Reserve Board
act favorably on sny application that may be made by the Federal
Reserve Bank of New York for an increase in its existing rate.”
This resolution was spproved by the Federal Reserve Board and on August
8 the Federal Reserve Bank of New York raised its discount rate from five to six
per cent and reduced its buying rate for blllstru:Sl/Ltos L/Gpcr-uut.
In the six weeks which have elapged since the adoption of the program,
seasonal demsnds for Federal reserve credit have been entirely met by increases
in holdings of bankers meceptances by the Federal reserve banks. In fact, from
the statement of August 7 to that of September 18, the total amount of Federal
reserve credit outstanding has iroreased $57,000,000, the amount of bankers
acceptances held has increased $162,000,000, discounts of member banks have de-
creased $130,000,000, and holdings of government securities have increased
$20,000,000, due to an inorease in holdings of securities under sales contract.
The statement for September 18 shows total bills discounted of $934,000,000,
equivalent to 68.5% of total bills and securities, compared with $1,064,000,000

on August 7, equel to 81% of total bills rnd securities.
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The sccompenying disgram shows that the increase in the totel of Federal
réserve oredit since the last week of July, when the seasonal expansion normally
begins, has been slmost in sccordance with the normally to be expected incrense
on the bagis of previous experience.

A second diagram shows the changes in System holdings of bankers acceptences
for the past three years, and shows that during August System holdings increased
more rapidly then last year, but since then have about kept pace with the figures
for the past two yesrss During ourrent week, however, there appears to have been
2 noticeable decline in the rate of increase in bill holdingse.

It is still eerly to pass judgment fully on the effects of the policies
adopted. The immediate psychological effect of the rate change passed quickly.
Since then there has been some evidence that the economie consequences of these
policies mey be of considerably greater importance.

Effects on Money Rates. The following table compares open market money

rates on September 23 with corresponding rates in the first week of August and
indicates that except for a slightly firmer tendency in commersial paper and in
time money there has been no appreciable change in interest retes,

lmgz Rates at New York

First Week v
1929 Sept. 20, 192

Stock Exchange call loans St . sEa
Stock Exchange 90 day loans 83/4a~9 9
Prime commercisl paper i 6 1;4
Bills ~ 90 dey unindorsed _ 51/8 51/8
Customers’' rates on commercial loans #6,00 8407
Treasury certificates and notes

Maturing December 15 4,79 4,54

Maturing March 15 4,58 4,51
Fed.Res.Bk, of New York rediscount rate ] 8
Fed.Res.Bke of New York .

buying rete for 90 day bills 5 1/4 51/8

*Average rate of leading banks st middle of August; July rate 5.80
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An analysis of the rates actually charged by commercial banks to
their commercial customers in the second district indicates practically no change
in the rates charged by banks outside of New York City which are generally uniform
at 6 per cent. In the cities 6% is the commonest rate. A slight movemsnt upward
is shown in the fact that fewer loans are made at 5 1/2 and 5 3/4 per cent, and
possibly a few more are made at rates above 6 per cent, Thus the average of rates
is fractionally higher on that account, contimuing an upwerd tendency which has
been reflected in an inerease month by month from 5.50 per cent in February %o
6.07 in September, as indicated by reports of ten New York City banks..

Effect on Member Bank Position. Since the rate inerease there has been
little mtwmmtomluummu-mnt-ornpmmmm,
in spite of an increase of $230,000,000 in commercial loans. This increase has
been about offset by a decline of $140,000,000 in collateral loans and §110,000,000
in investments. Brokers loans have contimued to expand and are now $549,000,000
higher than they were early in August when the discount rate was inereased. But
this increase has been largely in loans for account of others and in fact of a
decline in the total loans on collateral by reporting member banks.

In & number of ways the statistics appear %o reveal an attitude on the
part of member banks generally. The following points are interesting.

l. Bank loans on collateral have declined during a period whem
brokers loans were rising steadily.

2. Funds made available to member banks by Federal reserve
acceptance purchases in excess of seasonal needs were
used entirely to reduce indebtedness at the Reserve
banks. There was no inerease in bank credit.

3. Decreases in rediscounts have not yet been reflected in any
easing in money rates, although, as illustrated by the
attached chart, we might expect that a contimued reduc-
tion in totel volume of discounts will ultimately tend
to deersase interest rates.

All these appear to show an unwillingness of the banks to contimue in
debt and a vigorous and general attempt to ligquidate this debt.
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Effect on Movement of Funds. Following the inerease of discount rate
at New York a considerable flow of funds from other districts was a possible
danger which might have forced other Reserve banks to protect their reserves.
In the week immediately following the rate change there was some movement to
New York, but this was of short duration and was followed by a loss of funds
following much the usual seasonal course.

This result is probably ascribable to the fact that the discount rate
was already so far below market rates that the increase had little effect on
market rates.

On the other hand funds made available by the purchase of acceptances
have largely gone to liguidate discounts at the New York Reserve Bank and
discounts at other Reserve banks have followed much the usual seasonal course.
mnuommammmnttuomammmamw'
tween the United States and Eurcope. Confidential reports to the New York bank
indicate a slight increase in foreign balances between the end of July and the
mamt,wtmwmummmuhmunmnm-
mt.mittmnwmmamwnmmorm
mpmmmnmmummmmmnmmmm
Mm.m,adm#m,m,Mhﬁcmotmmm
employed on time or call in this market, the first decrease that has occurred
in this account for some time, It is perhaps significant that it accompanied a
mummnm-mwmmmpmmrmmm
previous.

Mmmmmummwmautma
at about the same rate as before the policies of August 8 were adopted. Since
that time the Bank of England has lost an additional $22,000,000 (mMostly to
France and Germany) of gold and its reserves have been reduced from ®141,400,000
0 %136,900,000. While there have been no market changes in Europsan monsy
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rates, the indications are that the pressure upon Europe due to high money rates,
is beeoming constantly more intense and is tending to retard industrial and bdusi-
“mess development. August figures show an unseasonal decline in United sStates
exports, though a single month's figures are not sufficient to indicate a trend.
There is evidence of a banking up of wheat in shipping centers which is probadbly
attributable in part at least to a restraint on the part of foreign buyers.

The Domestic Business Situation. Business is still operating at a
high level, above any of the computed "nmormal™ lines based on previous years
experience and allowing for growths In recent weeks, however, there has been a
declining tendency in a mummber of basiec industries. Building aetivity has been
reduced still further; automobile production has been receding, and steel pro-
duction has reflested these tendencies. These recessions have not, however,
progressed far enough to warrant definite conclusions as to the trend,

Agrioultural Conditions, The size of the year's crops is expected to
be generally smaller than a year ago. With higher prices the total return %o
the farmer may be not short of a year ago, but eertain sections of the country
have suffered severely through the drought. The contimmed pressure on the credit
situation has also been reflected by increasing reports from some localities
&mttuwmhmnmmxmﬁn.
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD
September 20, 1929.

Honorable C. S. Hamlin,
Washimgton, D. C,

My dear Mr. Hamlin:

I have read hastily, but with much enjoyment,
your very delightful and appropriate review of Professor
Lawrence's book "Wall Street and Washington"., I shall not
venture to offer any suggestions, because I am the last
person in the world who would undertake to"paint a 1lily".
However, I am enclosing for your information a copy of the
opinion of the United States Circuit Court of Appeals in
the Raichle case with the thought that possibly you might
find some additional ammunition in that opinion. I don't
think you need any additioosal ammunition and do not know
where any reference to this case would be appropriate in
your review, except possibly in connection with the dis-
cussion of the question whether member banks are entitled
to rediscount with the Federal reserve bank without any re-
strictions whatever and in connection with the gquestion
whether the member barks are the masters of the Federal re-
serve banke. I have marked certain portions of the opizion
which may be of especial interest to you and call your par-
ticular attention to the statement on page 18 that,as to the
matters complained of in that case, the Federal reserve bank
is a Qovernmental agency under the direction of the Federal

Reserve RBoard.
Hastily, but with all best regards, I am

Cordialk

4 ter W
General

Enclosure

VOLUME 196
PAGE 2
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FEDERAL RESERVE BOARD

WASHINGTON

OFFICE OF GOVERNOR

September 27, 192

Dear (overnor Hamlin:

I am sending you herewith (1) Preliminary memorandum of the
Open Market Investment Committee; (2) Statement and recormmendation
of the Open larket Investment Committee and (B8) Letter which I have
dictated to Governor Harrison.

I would appreciate it very much if you would read the prelimi-
nary report bearing in mind that the conclusions arrived at by
some of the figures which are furnished are debatable. I do not
mean by that that the figures are erroneous, but I do mean that
similar figures taken a week earlier or & week later might show
quite a different picture. Please also bear in mind that my
letter to Governor Harrison has not yet been acted upon by the Board,
or despatched to Governor Harrison.

I intend to present the letter to the Board just as soon as I
can get an expression from various members. The Secretary of the
Treasury has approved the letter; also the Comptroller of the Currency
and kr, Platt. Mr, James is opposed to buying any Government
securities and Mr. Cunningham has not as yet committed himself. I
vas able to get Dr. Miller on the telephone but I was limited in
what I could say over the phone and, therefore, I have no expression
from hinm. I do not want to ask you to make an unnecessary trip to
Washington and I would therefore appreciate it very much if you
would call me as soon &s you can tomorrow morning and let me have
your views.

I have deliberately postooned action on the Committee's
recommendation because I did not want to take advantage of anyone's
absence, but I am afraid if it is delayed tooylong, it will subject
us to just criticism,

With kind personal regards to both ¥ nd Mrs. Hamlin, believe

Py

me to be // ////
Yours sinde -

] ff’;,a 7 "’-’
K00 )y |
! .:_._':f{_ d__/ {Ji{%

. 7
VOLUME 196 Hon. Charles S. Hanlin, - QM,E

PAGE 33
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. MR. HAMLIN _ Sa g
Federal Reserve Bo:. SUBJECT: 3Branches .men;ber and non-—

Mr. Smead member banks, June 30, 1929. 4{(

St. 6335

Following the usual practice the Federal reserve agents were requested
to furnish the Board with a complete statement of changes in branch banking dur-
ing the fiscal year ending June 30, 1929. Reports from the agents have been re-
ceived and tabulated and this Division now has on file a list of all banks oper-
ating branches as of June 30, 1929, together with the location of the branches.

Branch Banking Since June 30, 192%. During the 12 month period between June 30,
1928, when the last report on branches of member and nonmember banks was sub-
mitted to the Board, and June 30 of the present year the number of banks oper-
a2ting branches declined from 835 to 818 or by 17, vhile thc number of branches

in operation increased from 3,230 to 3,440 or by 210, Although as just stated

there was a docreasc during the year of 17 in the numver of banks operating
branches, there wore 55 banks operating branches on June 30, 1928, which had no
branches in operation a year earlier. This is accounted for by the fact that Bl
bonks which were operating branches in June 1928 went out of existence during

the year through mercer with other banks, 5 banks suspended operation on account
of financial difficulties, and 17 abolished their branches. Of the 3,230 branches
that were in operation on June 30, 1922, 96 were discontinued during the year,

€l were abolished or merged with other branches, and 15 went out of exigtence as
& result of suspension of the paront bank. Thore wore 306 branches in operation
on Junc 30, 1929 that worc not in existence on June 30, 1928, includinz 171 egtab-
lished de novo, and 135 that succeeded independent banks. Thede changes in
branch banking as well as the changes since the passage of the McFadden Act are
summarized ag follows:

June 30 June 30 Feb. 25
1929 1928 1927

Total number of banks operating branches 818 835 779
Total number of branches in operation 3,440 3,230 2,900

Junc 1928 February 1927
to to

June 1929 June 1929

Change in number of banks operating branches

Banks not previously operating branches + 56
Banks (operating branches) that went out of
existence through -
Mergers (net) - 51
Suspensions = 5
Banlts which discontinued all branches - 17

et change - 17

Changes in number of branches in operation

De novo braanches established

Banks converted into branches

Branches abolished or merged with other branches

Branches discontinued through suspension of parent
banlc

VOLUME 196
PAGE 45
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Large size Branch Bank Systems. At the end of June 1929 there were 17 banks
which had 30 or more branches in operation as compered with 14 a year earlier,
Owing to mergers, four banks which spweared in the list last year are not on

the present list, The United Security Banlt end Trust Company of San Francisco
with 53 branches and the Merchants National Trust and Savings Bank of Los
Angeles with 3& branches merged to form the Banlk of America of Califownia, &
nonmember which had 140 branches on June 30, The Los Angeles-First/Trust &
Savings Bank with 97 branches merged with the Security Trust and Savings Bank
of Los Angeles with 53 branches to form the Security First National Banlz which
reports 144 branches on June 30. The Bank of United States, New York, vhich
was operating 14 branches last year is now operating 56, having taken over the
Municipal Bank of Brooklyn with 19 branches, the Colonial Trust with 15 branches,
and the Cosmopolitan Bank with 3 branches, The Manufacturcers Trust Company,
National City Bank, Public National Bank and the Bank of America, N, A,, appear
in the list for the first time,

Below is a 1list of the banks that had 30 or more branches on
June 30, 1929:

Number of branches Location and name of parent bank

285 San Francisco Bank of Italy Nat, Tr.& Sav, Agen.
96 " American Trust Company
144 Los Angeles Security-First National Bank
140 " Bank of America of Calif,(nonmember)
54 " California Bank (nonmember)

ol Detroit Peoples-Wayne County Bank

31 H First National Bank

31 . Peninsular State Bank

66 New York *Corn Exchange Bank

61 B Bank of Manhattan Company
?6 Bank of United States

46 Manufacturers Trust Company
33 *Nationzl City Bank

33 Public National Bank

e Bank of America, N, A,

he Cleveland Cleveland Trust Company
33 Buffalo Marine Trust Company

*Corn Exchange Bank to be tsken over by National City Bank
about Decemier 1929,

Branch Banking Since the Passage of the McFadden Act, The first reasonably
complete figures we have regarding tranch banking are as of June 30, 1924,
We shall therefore briefly refer to the changes in branch banking from that
date up to the passage of the McFadden Act, February 25, 1927, and since that
time, bringing out two important points in connection with the development
of branch banking since the passage of that act, that is the location of the
branches and the method of their establishment,

5t.6335
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The following table showe Dy classes of banks the number of banks
operating branches and the number of branches in operation on June 30, 1929
with changes during the past year, since February 25, 1927, the date of the
passage of the McFadden Act, and since June 30, 1924,

Increase
June 30 June 1928 Feb. 1927 June 1924
1929 to to to
Number of banks operating branches June 1929 June 1929 Feb, 1927

To tal BEE *17 39 65

National barks 164 * g 19 37
State bank members 190 1 *2
State bank nonmembers 398 3L -
Mutual savings banks 62 4 12 22
Privete banks L *3 Y ok

Number of branches

Total 3,440 540 607

National banks 993 52 603 1l2
State bank members 1,298 78 *262 423
State bank nonmembers 1,046 73 183 w5
Mutual savings banks 96 10 20 ok
Private banks 7 3 | e

*Decrease,
**Not tabulated separately - included with statz bank nonmembers,

here has been a growth of
39 since the passage of the HcFadden Act as compared with an increase of 65
for the 32 months preceding its enactment, The smaller increase during the
recent period was due largely to mergers betwecen banks operating branches, the
merger movement actually resul ting in a decrease in the number operating
branches during the pasgt year, Fifty-one banks with branches have merged with
other banks since June 30, 1928 and 90 banks since Feb, 25, 1927,

It is noteworthy that the number of branches in operation increased
by 607 from June 1924 to February 1927 and by 540 from February 1927 to June
1929, indicating that the rate of growth of branch banking in the United States
has not increased since the passage of the McFadden Act, However, there has
been an increasc of 603 in the number of branches of National banks since tho
passage of that.Act as compared with an increase of dut 142 from June 1924 to
February 1927, This is principally accounted for by -the fact that a few of
the larger state bank members operating a considerable number of branches con-
verted into or merged with national banks, the outstanding cases being the
Bank of Italy which had 278 branches at the time of its conversion into a
national bank and the Pacific Southwest Trust & Saviflzs Bank of Ios Angeles,
wnich at the time of its merger with the First Nationzl Bank of Los Angeles
had avout 100 branches,

St. 6335
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Location of branches, The convorsion of state member benks into national

banks also accounts for the large increase since theo passage of the McFadden
Act in the numbder of outside branches operated by national banks, The number
of such branches increased by 315, while the number operated by state bank
members cdeclined by 355, a net decrease of 50 in the number of outside branches
operated by member banks, There was during this 28 month period an increase

of 183 in the number of branches operated by state bank nonmembers of which

155 were outside the head office city, Changes in the mutual savings and
private bants were relatively small,

Number of

branches Change sgince
June June Feb, 25
1929 1928 1927

National - total 293 +§2 +603
In head office city 50 +47 +288
Outside head office city 343 + 5 +315

Stote members - total 1,298 +78 -262
In head office city 1,155 +96 +103
Outside head office city 143 -18 -365

Nonmembers -~ total 1,046 +73 +183
In head office city 477 -2 + 28
Outside head office city 569 +75 +155

llutual Savings - total +10 + 20
In head office city + 9 + 18
Outside head office city + 1 + 2

Private - total -
In head office city -
Outside head office city -

Totel - all banks 3,440 +210 +540
In head office city 2,362 +148 +133
Outside head office city 1,078 + 62 +107

Mcthod of establishing dbranches, At the cnd of June 1929 there were 3,440
branches in operation, for 153 of which the method of cstablishment has not
been reported, Of the remaining 3,287, 2,329 or about 70 per cent were
cstablished de novo and 958 or 30 per cent represent independent banks taken
over and converted into branches, Since the passage of the iMcFadden Act

there has been an increase of 333 de novo branches of which 263 are maintained
by member benks, and an increase of 223 converted branches of which 90 arc
maintained by member banks, These changes arc summerized in the following
statement,

(St. 6335)




Nwacer of

branches Change since
June June
1329 1928

National 99% + R2
De novo (as branches) 61 + 26

Independent banks purchased 354 + 28
Not reported 25

State members 1,298
De novo (as branches) 962
Independent banks purchased 295
Not reported

Nonmember state banks 1,046
De novo (as branches) 676
Independent banks purchased 307
Not reported 63

Mutual savings banks
De novo (as branches) 74
Incependent banks purchased
Not reported

Private banlks
De novo (as branches)
Independent Dbanlks purchased
Not reported

Total - all banks
De novo (as branches) 2,329
Independent bankzs purchased 958
Not reported 153

Attached hereto are the following tables:

1, A summary for the United States as a whole

2., Number of banks in each state which were operating branches
and the number of branches in operation as of Junc 30, 1929,
June 30, 1928, February 25, 1927 and June 30, 1924

3. Number of banks, bv classes and by states, operating branches
on June 30, 1929, and the number of branches in operation

Establishment of "outside" branches in States in vhich braaches are
restricted by law is permitted within i”u COLAty in waich the head office
ig located in Louwisiana and Tennessee, tne same county and adjoin-
inz counties in Maine, within u01L1 ~101.S turrluGLJ in Ohio, and within
15 miles of the parent bank in Massachusetis in the case of mutual sav-
in.g banks. Other "outside" branches in this grovp as re¢ll 2s branches
in operation in States in which branch bonlking is prohibited were eitaer
established prior to the restrictive or prohibitory legislation or =2re
branches of private banks not under State supervision.

I"'SIOP OF ELNK OFFRATIONS
CTOEER 1,
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TABLE 1. - SUMSARY OF BRANCH BANXING “IN THE UNITED STATES
St. 6321

June 30 [ June 30 | Feb. 25 ( June 30
1929 1928 | 1927 1924

NUMBER OF BANKS

BEERT o R I 25,115 25,950  *26,973 28,996
Opérating branches . . 818 835 119 714

By classes of banks: '
National banks . . . 164 169 - 145 108
State bank members . : 190 186 189 191
State bank nonmembers . . . 398 H15 387 387
Mutual savings banks 62 58 50 28
Private banks . . 4 . y T 8 (a)

By location of branches:
Only in head office eity 526 476 391
Only outside " " 2bhe 262 261 283
Both in and outside head
OFELCE LIy o & 4 6 ol & era &t ug 47 42 4o

By population (in 1920) of cities

in vhich parent banks are located;
100,000 or more . . 50 353
50,000 to 100,000 . - 8 8l
25,000 to 50,000 . 70 66
Less than 25,000 . 305 316

By size of branch systems:
L Dranch o . e w i uL3 LL6
e branchas: « % & w.s . 153 150
3-5 branches « . . & 130
6~10 branches « . . . . 37 35 35
Over 10 branches . .- 3 55 55 47

NUMBER OF BRANCHES

TOBED s w0 o op s e @ s 3,40 - 3,230 2,900
In head office city . . . . . 2,362 2,214 1,929
Outside head office city 1,078 1,016 971

By classes of banks . . . _
National banks « . . 993 gl 390
State bank members . . 1,238 1,220 1,560
State bank nonmembers L 1,046 973 863
Mutual savings banks . 96 86 76
Private banks . s « .« . - T 10 i

Method of establishment: =
De Novo (as branches) . . . . 2,329 2,21k 1,996
Independent banks purchased -

and converted into branches . 958 853 135
Nol veported. o & © 3 o e w5 B 153 163 169

*march 1527. C
(a)Vot separately tabulated; included with "state bank nonmembers.”




'TABLE 2 - NUMBER OF BAXS OPZRATING BRANCHES AND NUMEER OF BRANCHES
IN OPERQ@Y, JUE 1924 - JUNE 1929, BY ES

st, 6321
Number of banks operatinz branches Number of branches

June June Fed, June June | June Faeb, June
30 30. | 25 30 30 30 25 30
1929 | 1928 | 1927 | 192k 1929 | 1923 | 1927 | 1924

UNITED STATES
Total 818 835 779 714 | 3,230 2,900 2,293

National 164 169 145 108 , 3 g1 390 2lug
State member 190 186 189 191 | 1,220 1,560 1,137
tate nonmember 308 L1s 387 387 97% 863% 908
Mutual savings 62 58 50 28 : 8 76 *
Private L 7 8 * 10 11

State wide Branch bankinz permitted

. 228 226 31 . 1xe6s 1 215 0,180
Arizona 8 8 6 T 23 23
California 63 72 39 861 826 762
Delaware 5 5 5 12 13 14
Dist of Col, 12 10 11 23 22 20
Maryland 32 35 27 125 120 11
0
11

North Carolina 43 4o 77 79 T
Bhode Island 11 g 35 29
South Carolina 15 9 50 25

Virginia 38 39 3} 31 P 6D 60

No branches in operation: West Virginia, Wyoming,

Branches restricted as to location

Total ( 505 426 2,087 1,923
Kentucky . 5 L % 25
Louisiana 43 4 34 108 111
Maine 22 24 23 61 i
Massachusetts g1 79 61 154 141
Michigan 6 64 68 63 433 4op
Migsissippi 11 L 11 25 %5
New Jersey 50 14 14 103 g2
New York 112 105 77 682 607
Ohio 59 53 Hl | 259 250
Pennsylvania gl g2 67 i 169 145
Tenncssee 27 22 gl ! 67 61

Branch tankinge nrohibited by law**

FEe
hir

|

Total
Al abama
Arkansas
Florida
Georgia
Indiana
Minnesota
Nebrasgka
Oregon
Washington
Wisconsin

=

R L. BB
19
3

|
|

(-]
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[ .
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~N FHEMNNEE mu'.im
n

=\ H MW FHKFHFMDWU

No branches in operation: Colorado, Connecticut, Idsho, Illinois, Iowa, Missouri,
Uontana, NeYada, New Mexico, Texas, Ut

No provision in State law regardinz branch banking

No branches in operation: Kansas, New Hampshire, Vermont, North Dskota,
South Dakota, Oklsghoma
"Wot separstely tabulated.
*¥Brenches reported were estadlished prior to prohibitory legislation,

ed for FRASER




~)..//
( 44
BANXS OPZ IJG DOLESTIC ERANCHES ON JUWE . 1929 - BY STATES\\) 1

St, 6321
{Number of banks operating | Number of branchss
branches Operated by Location
: State In Out-
plate Non- Na- [benk Non- |head |side
i members tional | mem- |member |office]H,0,
bers banlks| bers |banks city |eity

1 .
UNITSD STATES ' 818 | 164 190 LGo4 3,%40| 993 1,298 1,149 |2,362 1,078

Na-

Total | +5 onal

State wide branch banking vermitted

To tal 4 38 . @6 Af% | 1.56h| e jo 536 ¢ U#s  JRo -
Arizona : 5 22 - 12 10 - 22
California 35 gol| ugg 109 264 330 531
Delaware 5 12 - 2 10 3 9
Dist of Col, 6 23 - 12 23 -
Marylanad 28 125 22 95 68 57
North Carolina 33 77 10 61 11 66
5 26 7 16

2 4o 7

11 37 27

=

MmoahhoOhG

Rhode Islend |
South Carolins ; 12 |
Virginia boo38

p) 35
7 50
27 60

AN N Nt |
WAoo lppov

(]

No branches in operation: West Virginia, Wyoming

Branches restricted os to location

To tal %2 | 114 155 293 | 2,087| U425 1,089 1,839 _2ug
Kentucky 9 R 2 3 26 10 ol 2

13
Louisiana L2 1 7 34 108 8 Lo He 56

Maine ol - 1 23 61 - 3 5 6 55
Massachusetts g6 16 16 Kl 154 i 32 135 19
Michigan 61 10 30 21 433 69 306 430
Mississippi 11 L - 10 25 1 - 1
New Jersey 53 17 19 17 1031 . 33 39 3 93
New York 106 31 Lo 35 682| 172 446 681
Ohio 58 8 24 26 259 13 177 228
Penngylvania g1 18 16 47 169 bp 33 Gt 161
Tennessee i 31 8 - 23 67 23 - 28

Branch banking prohibited by law*

Total
Alabama
Arkansas
Georgia
Indiana
Minnesota
Nebraska
Oregon
Washington
Wisconsin

—
=

NN FoOyowum -
E_J
no

2 1 88 .. 3
19

3

&

I

1 1
3 2

2
3

No branches in operation: Colorado, Connscticut, Florida, Idsho, Illinois,

Missouri, Montana, Nevada, New Mexico, Texas

HHEFHFMDMD -+
FnHPpoOND oI
RN | oo

:

No provision in State Law regarding branch banking

No branches in operation: Xansas, New Hampshire, Vermont, North Dakota,
: South Dakota, Oklahoma

- -

*Branches reported were established prior to prohibitory legislation,
NOTE: Of the 2,362 branches located in head-office citias, 650 were onerated by
national banks, 1,155 by state bank members, and 557 by nonmember banks,
Of the 1,078 branches located outside head-office cities, 343 were operated
by national banks, 143 by state bank membors, and 592 by nonmember banks,




September 16, 1929
To: Governor Young
From: Mr. Goldenweiser
SUBJECT: Effects of security purchases.
I transmit herewith a memorandum prepared by Mr. Riefler, in which he

presents an analysis of the effects of large-scale security purchases by the

reserve banks on the credit situation. It must be borne in mind that at no

time was the situation entirely dominated by the system's open-market opera-
tions. There were always other factors either reinforcing or counteracting

the effects of the purchases of securities. In the three periods described,
security purchases have in each case been accompanied or followed by a de-
crease in money rates, a rise of security prices, and an expansion of bank
credit. These developments, however, were much more accentuated in 1924 than

in either 1922 or 1927. I believe that the principal reason for that is that
member bank indebtedness was much larger in 1922 and in 1927 than in 1924, when
discounts for the system were down to $200,000,000 and when New York City banks
were entirely out of debt. It is when money placed in the market by the reserve
banks through purchases is not used to pay up indebtedness but is incorporated
in member bank reserve balances that purchases have the greatest affect. iAt the
present time, with discounts around $1,000,000,000, security purchases, in
order to have an important immediate influence on money rates, would have to be
on an extremely large scale. On the othor hand, as an indication of a reversal
of Fedoral rescrve policy of restraint the purchases might and probably would
give a strong stimulus to speculation. It might also be noted that large-scale
Open~market operations on carlicr occasions were always undertaken at a time
when business was slackening or going through a pronounced recession, while at

the present time business continues to be in record volume.
VOLUME 196
PAGE 47




(4th Draft - § . 23, 1929)

Preliminary Memorandum for the Open Market Investment Committee
September 24, 1929.

At & meeting of the Governors of all Federel reserve banks at Washington,
D. C., on August 7 and 8, the following resolution was adopted:
"It is the judgment of the Governors that the demand for

imcreased 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 benks as care to pertici-

pate in bill purchases.

“rhe Governors &re also of the opinion that this procedure

can best and most safely be undertaken, and with least risk of

ebuse in the use of Federal Reserve credit, under the protection

of an effective discount rete in the New York districte

*fhey are further led to this conclusion by the expressed

belief that an increase in the discount rates of the Federal

Reserve Bank of New York would necessitate increases in few, if

any, of the other Federal reserve banks during the period of

seasonal business demend; and the desire of the directors and

of ficers of all other Reserve banks to avoid increases, if

possible, It is, therefore, recommended that the Reserve Board

act favorably on any application that mey be made by the Federal

Reserve Bank of New York for an increese in its existing rate.”

This resolution was approved by the Federal Reserve Board and on August

. B the Federsl Reserve Bank of New York raised its discount rate from five to six
per cent end reduced its buying rete for bills from 5 1/4 to 5 1/8 per cent.

In the six weeks which have elapsed since the adoption of the program,
seasonal demends for Federal reserve credit heve been entirely met by increases
in holdings of bankers acceptances by the Federal reserve banks. In fact, from
the statement of August 7 to that of September 18, the total amount of Federal
reserve credit outstanding hes irncreased $57,000,000, the amount of bankers
aoceptanceé held has increessed $162,000,000, discounts of member banks have de-
creased $130,000,000, end holdings of government securities have increased
420,000,000, due to an incresse in holdings of securities under sales contracts
The stetement for September 18 shows total bills discounted of $934,000,000,
equivalent to 68¢5% of total bills and gsecurities, compared with §1,064,000,000

on August 7, equal to 81% of total bills and securities.
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The sccompenying diagram shows thet the increase in the total of Federal

reserve credit since the last week of July, when the seasonal expansion normelly

begins, has been almost in accordance with the normally to be expected increase

on the basis of previous experience.

A second diagram shows the changes in System holdings of bankers acceptances

for the past three years, and shows thet during August System holdings increased

more rapidly than last year, but since then have sbout kept pace with the figures

for the past two years. During current week, however, there appears to heve been

a noticeable decline in the rate of increese in bill holdingse

It is still eerly to pass judgment fully on the effects of the policies

sdopteds The immediate psychological effect of the rate change passed quickly.

Since then there has been some evidence that the economic consequences of these

policies may be of considerably greater importance.

Effects on Money Retes. The following table compares open market money

rates on September 23 with corresponding rates in the first week of August and

indicates that except for a slightly firmer tendency in commercial paper &nd in

time money there has been no appreciable change in interest raotes,

Money Rates at New York

First Week
August 1929 Sept. 20, 1929
Stook Exchenge call loans =12 8
Stock Exchange 90 day loens 8 3/4 -9 9
Prime commercial paper 6 6 1/4
Bills - 90 day unindorsed 51/8 51/8
Customers' rates on commercial loans *6 400 6407
Treasury certificates and notes
lhturing December 15 4,79 4,54
Maturing March 15 4,56 4,51
Fed.Res.Bk. of New York rediscount rate 5 6
Fed.Res«Bke of New York
buying rate for 90 day bills 5 1/4 51/8

*Average rate of leading banks at middle of August; July rate 5,80
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An analysis of the rates actually charged by commercial banks to
their commercial customers in the second district indicates practically no change
’n the rates charged by barks outside of New York City which are generally uniform
at 6 per cents In the cities &% is the cormonest rates A slight movement upward
is shown in the fact that fewer loans are made at 5 1/2 and 5 3/4 per cent, and
possibly a few more are made at rates above & per cent, Thus the average of rates
is fractionally higher on that account, continuing an upward tendency which has
been reflected in an inerease month by month from 5.50 per cent in February to
6,07 in September, as indicated by reports of ten New York City bankse..

Effect on Monhor Bank Position. Since the rate increase there has been

little net change in the total loans and investments of reporting member banks,
in spite of an increase of $230,000,000 in commercial loans. This inerease has
been sbout offset by a decline of $140,000,000 in collateral loans and $110,000,000
in investments. Brokers loans have contimued to expand and are now $549,000,000
higher than they were early in August when the discount rate was increased. But
this inorease has been largely in loans for account of others and in fact of a
decline in the total loans on collateral by reporting member banks.

In a number of ways the statistics appear to reveal an attitude on the

part of member banks generally. The following points are interesting.

1., Bank loans on collateral have declined during a period when
brokers loans were rising steadily.

2. Punds made available to member barnks by Federal reserve
acceptance purchases in excess of seasonal needs were
used entirely to reduce indebtedness at the Reserve
banks. There was no increase in bank credit.

3, Decreases in rediscounts have not yet been reflected in any
easing in money rates, although, e@s illustrated by the

attached chart, we might expect that a continued reduc-
tion in totel volume of discounts will ultimately tend

to decrease interest rates.
All these eppear to show an unwillingness of the banks %o continue in
debt and a vigorous and general attempt to liguidate this debt.
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Effect on Movement of Fundss Following the inerease of discount rate

at New York a considerable flow of funds from other districts was a possible
danger which might have forced other Reserve banks to protect their reserves.
In the week immediately following the rate change there was some movement to
New York, but this was of short duretion and was followed by & loss of funds
following much the usual seasonal course.

This result is probably ascribable to the fact that th.e discount rate
was already so far below market rates that the incresse had little effect on
market rates,

On the other hand funds made available by the purchase of acceptances
have largely gone to liguidate discounts at the New York Reserve Bank and
discounts at other Reserve banks have followed much the usual seasonal course.
The rate change has epperently had little effect on the movement of funds be-~
tween the United States and Europe. gonfidential reports to the New Y_ork bank
indicate a slight increase in foreign balances between the end of July and the
end of August, but this increase cannot be attributed to higher rates in this
market, for it took altogether the form of an jnerease in holdings of bankers
acceptances and Treasury certificates the yields on which have not increased.
There was, moreover, a decrease of §24,000,000 in the amount of foreign funds
mloyed on time or call in this market, the first decrease that has occurred
in this account for some time. It is perhaps significant that it accompanied a
level of call money rates slightly lower than had prevailed for scme months
previous.

The Eurcpean Situations The flow of gold from Europe has continued
at sbout the same rate as before the policies of August 8 were adopted. Since
that t:ﬁm the Bark of England has lost an additional $22,000,000 (mostly %o
France and Germany) of gold and its reserves have been reduced from H141,400,000

to 136,900,000, While there have been no market changes in European money
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rates, the indications are that the pressure upon Europe due to high money rates,
is becaming constantly more intense and is tending to retard industrisl and busi-
ness development. August figures show an unseasonal decline in United States
exports, though a single month's figures are not sufficient to indicate a trend.
There is evidence of @ banking up of wheat in shipping centers which is probably
. attributable in part at least to a restraint on the part of foreign buyers.

The Domestic Business Situation. Business is still operating at a

high level, above any of the computed "normal™ lines based on previous years
experience and allowing for growth. In recent weeks, however, there has been a
deelining tendency in a number of basic industriess Building activity has been
reduced still further; automobile production has been receding, and steel pro-
duction has reflected these tendencies. These recessions have not, however,
progressed far enough to warrant definite conclusions as to the trend.

Agricultural Conditions, The size of the year's crops is expected %o

be generally smaller than a year ago. With higher prices the total return to
the farmer may be not short of a year ago, but certain sections of the country

have suffered severely through the droughte The continued pressure on the credit

situation has also been reflected by increasing reports from some localities

of difficulties of agriculture in securing an adequate supply of credit.
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' The Committee has reviewed a preliminary memorandum and curremt credit condi-
tions, During the past eighteen months interest rates in this country have grad-
ually risen and money, especially for new undertakings, has become more difficult
to obtain. While business eontinues at a high level, there are some indications of
a posaible impending recession.

Rates in many foreign centers have risen even more markedly and the '._Loaa of
reserves of central banks threaten further increases in rates and probable curtail-
ment of Europe's capacity to buy this country's products.

In accordance with the System policy adopted on August 8th seasonal requirements
for Federal Reserve credit have been met by bill purchases, and in fact such pur-
chases have been sufficient to reduce rediscounts to some extent.

For the purpose of avoiding any increase and, if possible, facilitating some
further reduction in the total volume of member bank discounts during the fall sea-
son, if this can be done without stimilating unnecessary or abnormal expansion of
member bank eredit, the Comittee favors a further increase of the open market hold-
ings of the Federal reserve banks. It favors an inecrease of these holdings by the
continued purchase of bills if they can be obtained in sufficient amounts to ac=-
complish this purposes If bills cannot be obtained in sufficient amounts without
interfering with the present desirable distribution, it favors the purchase of Gov-
ermment certificates of the short maturities,

The Committee therefore recommends that it be authorized to purchase not to
exceed §25,000,000 a week Of such certificates, for account of such banks as care
to participate, with the understanding that such purchases be made only under the
conditions above stated, and with the further understanding that there be careful
current review of the consequences of such purchases, in order that there may be
another meeting with the Board at any time that that may seem advisable either to

the Board or to the Committees In any event, the Committee feels that there should

be another such meeting not later than November l.
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September 25, 1929.

Dear Governor Harrisom:

Federal Aeserve Bosrd has reviewed the roport and
mo::a-uu of the Open usrket Investment Commitlee as of
September 24, 1929,

The Board approves of your program to contiaue the purchasing
of bills, and if necessary supplement the program by purciasing
short-time Government securities for the purjoses mentioned in your
recomendation, to-witi= "For tue purpose of avolding sny imcresse
end, if possible, facilitsting some further reduction in the total
volume of mesber bark discounts during the fall season, if this can
be done without stimulating unnscessary or abmorual exponsion of
member bank credit. The Boerd, %o tais end, grants the sathoriza-
tion requested to purchase short-time Government securities at not

" to exceed twenty-five million = week.

such purchases, the Board is approving mainly
ra::::ﬁuﬁ:-mm.mmmumwu
a reversal of former policies.

Poard welcomes and adopis tae suggestion cont:iined im the
mdmmuummumﬂm
of tae comsequences of such purchases, and you w#i edvised prompt-
uwm:omuatgquunmmmmmau
&Mttmdummm.

1% is algo sgreesble $o the Board that the Couwmittee meet with
nmh. :t“dah. later to be determined, but not later than
Sovember 1st. -

Yery truly yours,

R, A, Young,
Governor.,

¥r. George L. Harrisom, Ml—.
Open Marke$ Investument Conittee,
Federdl Reserve Bank,

New toﬁ.l,!l. Y.

== SR TS SEEE SN - v .

Federal Reserve Bank of St. Louis



Form No. 131.

Qffice Correspondence =~ == - ek
To_ ___ Mr. Hemlin Subject: =
Fro 1 e

* ' I transmit herewith a table giving the items you requested

for certain periods mentioned in my memorandum to Governor Young.
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RESERVE BANK CREDIT - FACTORS IN CHANGES

(Monthly averages. 1In millions of dollars)

Jan. June Nov. Nov. May Dec. = Jan. June
1922 1922 Chenge | 1923 1924 Chenge | 1927 1927 Change | 1922 1928  Chenze

Reserve bank credit:
Discounts 962 437 =525 | 799 - 571 473 529 + 56 962 1,0&3
Acceptances 98 136 + 38 265 + 3 233 378 «+ 12»5 98 2
U. S. securities 238 591 + 353 83 + 505 2zﬁ 606 + 315 238 232
Other Federal Reserve Credit 28 28 0 57 - b 56 4+ 12 28 37

Total 1,326 1,192 - 1Eh 1,204 - 6 1,041 1,569 + 528 | 1,326 1,532
Treasury currency 1,551 1,600 + 03 1,757 + 1 1,768 1,796 + 28 | 1,551 1,791
Gold stock 3,672 3,776 104 |4,182 + 335 | 4,651 4,416 - 235 | 3,672 4,119

Money in circulation 4,527 4,429 98 (4,953 + 17 | 4,860 5,0u8 188 | 4,527 4,736
Member bank reserve balances 1,707 1,820 1,875 + 289 | 2,262 2,399 137 | 1,707 2.355
Nonmember clearing balances 29 34 5 31 - 1 39 27 12 29 28
Unexpended capital funds 286 285 1| 284 - 25 299 306 T 286 322
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Soptembor 1Y, 1929

To: Mr. Goldenweiscr

From: Mr. Ricflor SUBJECT: Security purchases.

Therc havc been thrce periods since 1920 in the history of the reserve
system vhen it has embaried upon a program of security purchases amounting
to $100,000,000 or nore, aomely, from Jomuary to June, 1922, from November,
1923 to November, 1924, and from May to Docember, 1927. The increase in
sccurity holdings in these three periods were $353,000,000, $505,000, 000,

nd $315,000, 000, respectively. All three periods werc accompanied by de-
velopments which subsequently induced the reserve system to dispose of a
large part or all of the securitics which had proviously been purchased.
In all three periods, also, other influcncos wore at work which either
accentuated or offsct the effect in vart of these purchases. In the fol-

lowing analysis of these periods the net effect of changes in these other

factors (gzold stock, Treasury currency, changes in reserve bank acceptances,

float, etc., money in circulation, nonmember clearing balances and unex-
pended capital) is measured.

Jemuary - Junc, 1922

From January to June, 1922 the reserve banis purchased United States
securities to the amount of $353,000,000. At the same time since gold im-
ports were arriving in volune and currency was returning from circulstion,
the effect’of other factors was to accentuate these purchases by $285,000,000.
Total accessions to themariet consequently amounted to $638,000,000. of
this amount $525,000,000 was absorbed by liquidation of discounts at the
reserve banks and $113,000,000 wont into increased reserve balances of mem-
ber banks. The ligquidation of discounts roduced nerber bank indebtedness

from $962,000,000 in January to $437,000,000 in June.




Changes in money rates, etz., which accompanied this movement are
shown on the following table. In the case of exports and imports, the table
shows the change between the average monthly exports or imports during the
period and tie corresponding period of the preceding year. 1In the case of
common stock prices, the table shows, in parenthesis, the percentage increase

during the period as well as the number of points changed.

TABIE I.

Januery, 1922-June, 1922

January Jun
1922 1922 Change
Per cent

Money rates:
Call loans, renewal
Time loans
Commercial paper
Customers (weighted averagze)

ot =8 =
g

O\ AN\
m‘--.?m
n

Bond prices (S.S. Co. 60 bonds)
Stock prices (S.S. Co. 410 stocks)

02
o \D
—~I\H

I

Total loans and investments of all
mermber banks 2/ $23,l482

International trade:
Change as compared with same months
in preceding year in:

Exports (monthly averagc) $119 3/
Imports (monthly average) 17

1/ Percentage change
2/ Measured to the nearest call in millions of dollars
2/ In millions
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As the table shows, money rates declined and bond prices rose in response to
these accessions of funds to the market. Stock pricés also advanced by 16 per
cent and member bank loans and investments increased by $700, 000, 000. The

response of foreign trade was less consistent, exports during this period

p'--t._.-:'a.
averaging $119,000,000 less per month than in the corresponding éontﬁ of 1921

and imports averaging $17,000,000 more. Both of these reflected business more
strongly than credit developments - exports having been exceptionally large in
the first half of 1921 and imports small,
192}

From November, 1923 to November, 1924 the reserve banks purchased $505,000,-
000 of United States securities, which together with $355,000,000 from various
other sources (chiefly gold) placed $860,000,000 at the disposal of the money
markets in alle Of this amount $571,000,000 was absorbed by a decrease in dis—
counts and $289,000,000 was added to the reserve balances of member banks. 1In
this case discounts for member banks decreased from $799, 000,000 in November,
1923 to $228,000,000 in November, 1924, (Accompanying changes in credit condi-

tions are shown in Table II.)
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TABLE II

November, 1923 - November, 1924

November November
1923 1924 Change

Money rates:
Call loans renewal 2.2 2.38
Time loans 3 1/4-31 131 5/8
Commercial paper a 1/&—35 15-1 3/4
Customers (weighted average) 1,78 .82

Bond prices (60 bonds S.S. Co.) 9l.8 + 3.4
Stock prices (410 stocks S.S. Co.) 7746 ;Aiil.o(+16%lﬂ

Total loans and investments of all '
member banks 2/ $28, 746 +$2,259

International trade:
(as compared with preceding year)
Exports (monthly average) 3/+ U1
Imports (monthly average) 3/~ 19

1/ Percentage change
2/ Measured to the nearest call in millions of dollars
3/ In millions

In this case, also, money rates fell rapidly, bond prices rose, stock
prices advanced and member bank credit underwent great expansion. The expan—
sion of exports was partly attributable to foreign loans but also reflected a

large American crop at a time when European crops were small, while the de-

crease in imports reflected business recession in this country.
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May, 1927 - December, 1927

In June, 1927 the Federal reserve system again embarked on a policy
of purchasing United States securities and by December had increased their
holdings by $315,000,000. In this case, however, gold exports were large

with the result that all counter factors together offset these purchases

2.4
to the extent of $22,000,000. Net accessions to the market from security

purchases, therefore, amounted to $§&,OO0,000. In addition the market in-
creased its borrowing by means of member bank discounts to the extent of
$4‘5~§, 000,000 from $473,000,000 to $529,000,000, and funds from these two
sources permitted member banks to expand their reserve balances by $137,000-
000. The accompanying credit developments are shown on Table III.

TABLE III

May, 1927 ~ December, 1927

May, December
1927 1927 Change

Money rates: |2
Call loans, renewal 4,269 4,38% + 3
Time loans ' /4 -3/8 to 1/8
Commercial paper ’ 0 to 1/4
Customers (weighted average) : - .11

Bond prices (60 bonds S.S. Co.) + «9
Stock prices (410 stocks S.S. Co.) : 1/+ 18.9 (+17%),

Total loans and investments of all member

banks 2/ ; 6 + $1,491

International trade:
(As compared with preceding year)
Exports (monthly average)
Imports (monthly average)

1/ Percentage change
2/ Measured to the nearest call in millions of dollars
3/ In millions
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In this case money rates and bond prices showed relatively
little change. Credit again expanded rapidly, however, and stock
prices again advanced by about 17 per cent. Changes in imports
and exports, as compared with the preceding year were both neg-

i

ligible.

Period from Janvary, 1922 to June, 1928 as a whole

Certain relevant comparisons for the period as a whole are
shown in Table IV. As the effect of an easing money policy on
such things as stock prices, bond prices, credit expansion and
foreign trade do not end automatically when the reserve banks cease
purchasing securities, this table summarizes also developments dur-
ing the six months following each of the above periods, namely, from
June to December 1922, from November 1924 to May 1925, and from De-
cember 1927 to June 1928. The period covered therefore is the 18
months between Jamuary 1922 and June 1928, Of these 78 months, 26
were included in the three periods of large scale purchases of se-
curities by the reserve banks, and 18 were included in the 6 months

following each of these periods.




.
TABLE IV

Net Changes
During 3 During 3
, periods following
January covering |periods of

1922 open-market | 6 months
operations each
(26 mo,) | (18 mo.)

Yember bank reserve bal. 1/| $ 1,707 s h3 56

¥ember bank credit: 1/
Total loans and invest. 23,482

Average monthly increase

Bond prices (S. S. Co.)

Stock prices: (S. S. Co.)
Monthly average increase

Foreign trade: 1/
Average monthly

Exports

Imports

1/ Millions of dollars

The summaries on this table are rather interesting, Of the total net increase
of $648,000,000 in member bank reserve balances during the 78 months, $539,000,000
occurred while the reserve banks were purchasing United States securities, and of
the total increase of 9.2 points in bond prices, 7.t points occurred at the same
time. The average monthly increase in total loans and investments of all member
banks was $148,000,000. During the three periods in which the reserve banks were
purchasing United States securities heavily, however, it was $171,000,000, during
the three periods of 5 months each following these purchases it was $160,000,000,
while during the remainder of the 78 months it was $125,000,000. Similarly, the
average monthly increase in stock prices for the period as a whole was 1,1 points,

but during periods of security purchases it was 1.5 points, during periods following
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such purchases 1;3 points, while during the remaining months it

was only .| points.

Exports appear to have averaged about the same volume in all
three periods, while imports were lighter when securities were be-
ing purchases and heaviér when they were not. This does not mean
that security purchased #&n the part of the reserve banks led to
decreased imports but merely that these purchases took place dur-
ing periods of sluggish business activity when American industry

had less need for foreign raw materials.,




October 8, 1929.
The Federal Reserve Board SUBJECTs Ownership of Bank Stocks

Mr. Wyatt, General Counsel by Holding Companies.

There is attached hereto for the Board's information
a copy of an Act recently enacted in the State of Wisconsin
regulating the ownership of stocks in banks and trust compan-
ies by holding companies. The provisions of this statute may
be summarized briefly as follows:

(1) No corporation organized under the laws of Wis-
consin is permitted to hold more than 10% of the stock of any
bank or trust company, unless 75% of the stockholders of both
corporations vote in favor thereof at a meeting especially
called for that purpose.

(2) No State bank or trust company may vote to
authorize a foreign corporation to purchase stock in such State
bank or trust company, unless such foreign corporation shall
have qualified to do business in Wisconsin.

(3) Whenever the ownership or control of a majority
of the stock of any State or National bank doing business in
Wisconsin is held by any foreign corporation which has not
qualified to do business in the State, such bank shall be dis-
qualified to act as a depositary for any public funds of the
State or any subdivision thereof, or as a depositary for re-
serve funds of State banks until such foreign corporation shall
have qualified to do business in the State.

(4) Any domestic corporation or any foreign corpora-
tion qualified to do business in Wisconsin which owns or controls
a majority of the stock of any bank or trust company, shall be
deemed to be engaged in the business of banking and shall be
subject to the supervision of the State Banking Department.

(5) Such corporations are required to file reports
of condition with the Commissioner of Banking and are subject to
examination by him,

(6) Whenever, in the opinion of the Commissioner of
Banking, the condition or management of such holding company en-
dangers the safety of such bank or trust company, the Commission-
er may order the holding company to remedy such condition within
ninety days; and, upon its failure to do so, the Commissioner
shall have power to direct the operation of such banks or trust
companies until his orders are complied with and may withhold all
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dividends from such holding companies in the meantime,

(7) Domestic corporations and foreign corporations
authorized to do business in the State which own or control the
stock of a State bank or trust company shall be held liable for
any ascessment made against the stockholders of such bank or
trust company to the par value of the stock so owned or control
led; and such holding corporations are required to deposit with
the State Treasurer securities equal to fifty per cent of the
par value of the stocks of State banks or trust companies owned
or controlled by such holding companies, except that the aggre-
gate amount of such securities shall not exceed the largest a-
mount required to be deposited by Wisconsin trust companies.

(8) If the stockholders' liability of any such holding
company is not fully paid, the stockholders of such holding
company are liable for an assessment sufficient to cover th
deficit.

(9) All of these provisions apply not only to corpora-
tions, but also to associations, investment trusts, or other
organized forms of trusts; but they are not to be construed to
prohibit any trust company or State or National bank exercising
trust powers from carrying out the provisions of any personal
trusts within certain prescribed limitations.

Respectfully,

Walter Tiyatt,
General Counsel.

Copy of Act
attached.

WW:vdb
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( DEPARTMENT OF STATE
Published
Avg. 30, 1929
TWisconsin)

(No. 460, S.)

CHAPTER 445 , LAVS OF 1929.

AN ACT

To amend subsection (9) of section 182.01 and to create subsection
(6) of section 14.44 and section 221.56 of the statutes, re-
lating to banks and holding companies.

The peovnle of the state of Wisconsin, represented in senate and
assembly, do enact .as follows:

SECTION 1. Subsection (9) of section 182.01 of the statutes
is amended to read: (182.01 (9) Any corporation organized under
chapter 180 of the statutes may subscribe for, take or hold stock
in any other corporation except as herein provided. The considera-
tion for such purchase may be paid in the stock or bonds, or both,
of the purchasing company; but no corporation organized under chap-
ter 180 of the statutes may subscribe for, take or hold more than
ten per cent of the capital stock of any state bank or trust com-
pany, unless seventy-five per cent of the stock of both corpora-
tions shall vote in favor thereof at a meeting esvecially called
for that purpose, but no state bank or trust company may vote %0
authorize a foreign corporation to purchase stock in such bank or
trust company unless such foreign corporation shall have filed
its articles of incorporation with the secretary of state and is
authorized to do business in Wisconsin as provided in section
226.02 of the statutes.

SECTION 2. A new subsection is added to section 14.44 and a
new section is added to the statutes to read: (14.44) (6) Whenever
the ownership, control or power to vote a majority interest in the
stock of any state or national bank doing business in Wisconsin
shall be held or in any manner exercised by any foreign corporation,
association or trust which shall not have filed its articles of in-
corporation and obtained authority to do business in this state as
provided in section 226.02, such bank shall not be qualified to act
as depository for any public funds of the state of Wisconsin or of
any subdivision thereof, nor as a depository for reserve funds of
state banks until the provisions of section 226.02 shall be com-
plied with by such foreign corporation, association or trust.

221.56 (1) Any domestic corporation, investment trust, or other




5 X-6383-a
form of trust vwhich shall own, hold or in any manner control a
majority of the stock in a state bank or trust company shall
be deemed to be engaged in the business of banking and shall
be subject to the supervision of the state banking depariment.
It shall file reports of its financial condition when called
for by the commissioner of banking, and the commissioner may
order an examination of its condition and solvency whenever
in his opinion such examination is required, and the cost of
such examination shall be paid by such corporation or associ-
ation. Whenever in the opinion of the commissioner of bank-
ing the condition of such corporation or association shall
be such as to endanger the safety of the deposits in any bank
or trust company which is owned or in any manner controlled
by such corporation, or the operation of such corporation,
association or trust shall be carried on in such manner as to
endanger the safety of such bank or trust company or its de-
positors, the commissioner may order such corporation or
trust to remedy such condition or policy within ninety days
and if such order be not complied with, the cormissioner shall
have power to fully direct the operation of such banks or
trust companies until such order be complied with, and may
withhold all dividends from such corporation or trust during
the period in which the commissioner may exercise such authority.

(2) The provisions of subsection (1) shall apply to any
foreign corporation, association, investment trust, or other
form of trust which shall be authorized to do business in Wis-
consin,

(3) Every domestic corporation and every foreign corpora-
tion authorized to do business in this state which shall purchase,
own or in any manner control the voting of any stock in a state
bank or trust company shall be liable to the creditors of such
bank or trust company for any assessment made against the stock-
holders of such bank or trust company to the par value of -the
stock so purchased, owned or controlled in the same manner as is
provided for individual stockholders of such banking corporation
under the provisions of section 221.42. Any such domestic or
foreign corporation shall deposit with the state treasurer se-
curities such as are required to be deposited by trust company
banks by section 223.03 equal in amount to fifty per cent of the
par value of the stocks of state banks or trust companies which
shall be held, owned or controlled by such domestic or foreign
corporation, but not exceeding in the agszregate the largest amount
required to be deposited by a Wisconsin trust company. In case
the double liability of any such corporation against which an as-
sessment may be made as provided herein shall not be fully paid
by such corporation, then the stockholders of such corporation
shall be liable for an assessment sufficient to cover the full
amount of the assessment against such corporation.

(4) All of the foregoing provisions of this section relating
to corporations shall apply equally to associations, investment
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trusts, or other forms of organized trusts, whether so spoecif-
ically stated or not, but nothing contained in this sectien
shall be construed to prohibit any trust company bank, or
state or national bank, authorized to administer or execute
trusts,‘to accept and carry out the provisions of any personal
SHOF any trust created by will where the owner of bank
iereate a trust for his own benefit during his life-
doorovide by will a trust in bank stock for the
@8 hoirs, and trusts so created shall not bq dee ed
@ the provisions of this section. £ 1 .

provision hereof unconstitutional shall not affect the remai
thereof.

SICTION 4. This act shall take effect upon passage, anj
publication. 3

Senate: Ayes 28; Noes 1.
Agaﬁmibly: Ayes 82; Noes O.

'
e N |
% 4

PRESIDENT OF

'S

¢

SPEAKER OF ‘THE ASSEMBLY.

the Senate.,

CHIEF CLERK.

Approved
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P o .o ol ' St. 5351
EARIINGS. AjD-¥XPEl SES QR FEDERWEMESERVE BANKS, SEPTEMBER 1929

Yonth £ ":_‘ etk Sca:;nou:TJmmt‘ __l“ 1926 l_ Jan, - September 1929
_ >3 { Current net ] [Available for
) ‘i earnings | Current |Dividends reserves
Ms— | #Pur- [ T S ' Exclusive (i [Ratio to net accrued |surplus and
counted chased securi- =5 i T of cost of | ™ Amount lpaia—in earnings | I franchise
bills J billgﬁ_} _ties 7S 01 I % F.R.cugggggll______”____““_____;Egggtai _ _L | taxk
Te. R ' Per cent |

Anston $295,347 « 989,946 - $17,25%  §5,3 $407,9%5 | $155,31.  $176,635| $231,309 25.2 467,896 $2,037,980

jew York 1,149,755  L06,685 182,313 5 1,800,434 519,558 555,120 1,245,314 23.6 3 226 2,569,621 0,163,241

Fhiladelphia 375,545  #B1,475 59211 - 489,482 155,679 166,630 322,852 23.8 536 690,531 2,021,228

Cleveland 332,109 485,293 86,787 5,453 Lgg,5he 206, 4kl 218,848 270,794 21.3 675,752 1,998,2M7
.a'

Barnings from -~ _ Current exgense

Richmond 24g, 795 “We5,538 u,555 : 285, 045 120,034 127,677 157,368 : 277,902 850,051
‘Elanta 288,323 53,151 10, , ; 361,711 113, 286 141,160 220,551 ! : 2lo, 982 1,081,997
Shicago 422,585 98,3207 88, ‘.’? 648,587 | 297,872 324,726 323,851 19 5 8&j0,9%0 3,067,805
St. Louis 298,014 eTT 1,05 301,923 105, 387 109,930 191,995 . L3 240,533 876,976

_inneanolis k1,242 17,283 30,036 1 203, 715 73,980 7?,872 125,843 60,199 137,921 %03,912
monsng City 161 . 255 29,309 6,258 22,61k 219, k47 142, 762" 146 6,570 72,877 f 0 192, 386 508,572

Talles 179 Lg 34,369 26 336 - 237,071 109,081 109,666 127,405 63,586 199,493 534,523
‘.;mcisco 101, 335 3 BT 5 459,607 188,950 190,301 269,306 8 [ 1,851,842 U4cg9,130 1,309,117

TOTAT,
Sept. 1929 4,200,206 963,969 553,715 186,719 5,904,609 : 2 3er.130r 3,559,473 |'
we. 1929 4,573,150 542,575 524,277 190,324 5.830.326 - 2,he7 b7k | 302,852 |
Sept. 1928 4,285 918 824,211 755,649 122,939 5,983, 7 2,182,231 | 3,806,486 3 1 . b
Jan.-Sept.1929 36,629,628 8,049,395 5,222,208 1,842,407 51,743,638 6 22.h70,0u3129 273, 5?5 9,273,575 1,063,087 21,453,649
1928 26,355,172 7,975,918 8,335,996 1,265,707 43,932,793 |19, 20,184,796 |23, 747, 9¢ 3 747,997 6,260,946 15,900,500
£ZOERAL RESERVE BOARD *After adjustment for current
DIVISICON OF BANK QPERATIONS profit and loss entries, purchaseg
OCTOBER 9, 1929, of furniture and equipment, etc.
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FEDERAL RESERVE

Office Correspondence = Date. September 16, 1929,

To Mr, Goldenweiser = Subject: The present gold situation,

From . Mr, Gerdner

The average monthly production of gold in the world is about $34,000,000.
0f this amount some $21,000,000 monthly has been going into monetary use in 1929,
The growth of monetary gold is of course more fluctuating than the production
of the mines; but except for the technical and temporary disappearance of gold
from the records while in transit f¥om one central bank to another, the advance
of total monetary gold holdings month by month has been persistent, ranging
between fifteen to thirty million dollars., The probable growth for the year is
$250,000,000. This will come almost wholly from mined gold as the large special
gources which have characterized previous years are nearly exhausted, The fig-
ure indicates the competitive power of central banks as against Indian and in-
dustrial demand, A world in which central banks in gold standard countries are
striving to build up their gold resources is not one favorable to the d;velopment
of large non-monetary tekings, This is important to remember because it is so
often assumed that the banks play a merely passive role receiving only what
remains after Indian and industrial demands have been met,

Of the new gold produced by the mines almost half or $14,000,000 on a
monthly average comes to London from Africa for distribution, Except for the
small portion sold to the trade this gold must either be shipped out again
or accumlate in the Bank of England, It is a normel thing therefore for
London to be a shipper of gold to foreign central banks to the extent of $10,-
000,000 or more monthly,

For the four monthe following the increase of its discount rate to
5 1/2 per cent on February 7 the Bank of England was able to prevent this
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Mr, Goldenweiser September 16, 1929,
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normal outflow and to divert the African gold to its own vaumlts. In addition

it drew one substantial shipment from the Netherlands Bank amounting to $14,-
00,000 and smaller shipments from Australia and Argentina, Altogether it
increased its holdinge during the four months to June 12 by $70,000,000, The
Bank was further aided in maintaining ite reserve position by the fact that

the volume of currency in circulation during the first half of the year was

well under the level of a year ago, Partly this was due to the return of some
$25,000,000 of notes from Ireland where & new Irish currency has been placed

in eirculation, But to a larger extent it appears to be traceable to the
industrial situation in England which was very bad toward the end of 1928, TFol-
lowing the improvement of this situation the level of currency in circulation
has drawn much closer to that of a year ago and it now appears probable that
not even the seasonal drop of money in circulation in the autumn will bring
mich relief this year. Gold required 1/, which on February 27 after the increase

of discount rate was $200,000,000 less than at the beginning of the year, was

on Septenmber 11 $80,000,000 higher than in February., Movements of this sort

are of a magnitude quite comparable with the international movements of gold,
large as the latter have been. It is therefore significant that the Bank can
hardly expect much relief in the immediate future by reason of a reduction in
the liabilities against which reserves are held.

Meanwhile since June 12 the Bank has been losing gold heavily, The

$799,000,000 held on that date have shrunk to holdings of $669,000,000 on

1/ In calculating required gold, I have taken the gold legally required against
notes in circulation (i, e. outside the Bank of England) and added to it an

amount equivalent to 40% of deposits, As no reserve is legally required against
deposits, the selection of 40% is somewhat arbitrary; it is close, however, to

the practical norm which has become almost a tradition in England, In the present
case it makes very little difference what ratio against deposits is chosen, as
three fourths of the fluctuation in gold required has occurred in the gold legally
required against notes in circulation,
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September 11; and the theoretical excess gold of $94,000,000 (allowing a 40 per
cent reserve against deposits) has become a theoretical gold deficiency of
$70,000,000 2/, This deficiency began toward the end of July at which time the
mystic figure of £150,000,000 for total holdings was also violated, Each suc-
ceeding weeldly report since that time has shown smaller gold holdings; and the
autumn season is imminent; yet Bank rate remains unchanged, That the Bank of
England is trying a wholly new experiment (perhaps in collaboration with a
Labor Government) is only too evident, The experiment being new there is no
basis for determining when it will end., The Bank has never before had to con-
sider how much gold it really needed to insure the exchange stability of the
British pound; and we can only guess what operating limits it has in mind now
that tradition has been broken, To be sure for seven weeks now the reserve
ratio has been below 30 per cent and it might be anticipated that the usual
antumn drain would be the signal to increase the rate, But instead the Bank
may let gold go and ask for permission to increase its fiduciary issue, thereby
preserving the ratio from shrinkage. Or a credit may be arranged, In any case
the bulk of the burden of sutumn financing will be borne by the New York market
supported by the Federal Reserve Banks, a fact tending to throw the heaviest
pressure on London forward into 1930, The Bank may hold on as it did last fall
waiting developments of the year to come, To pull through the rest of this year
would be something of a tour de force by traditional standards; but quite pos-
sible if a radically new approach is being tried,

The gold which England has lost in the last three months has gone
largely to France ($87,000,000) Germany ($76,000,000) and the United States

2/ 'The greater change in "excess" gold than in total gold is, of course, due
to the growth of liabilities,
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($23,000,000), During this period gold holdings of the Bank of France in-
creased by $96,000,000, But previous to June the Bank of France had been
steadily building up its gold, its holdings having increased $181,000,000
during the first five months of the year making a total of $277,000,000 for
the year to date. This enormous acquisition is not to be explained on the
grounds of increase of requirements, Requirements continue to increase in
France to be sure; but their growth has rendered necessary not more than
$50,000,000 of additional reserves. It would be easy to say that the Bank
of France is merely building up a hoard as in the pre-war days. Undoubtedly
the Bank is not averse to accumulating gold; but I suspect that the present

process differs somewhat from blind hoarding, The Bank has felt (not without

some justification) that its foreign exchange holdings were disproportionate,

These holdings have continued disproportionate in the face of a discount
policy which has maintained Paris as one of the two easiest short-term money
markets in the world. The Bank has therefore been anxious to expedite the
slow shrinkage of its foreign portfolio by converting it into gold., During
the first half of the year it was on the lookout for favorable opportunities
to purchase gold. Such opportunities presented themselves at the time of

our post=Christmas return of money from circulation and again at the period
of heavy German gold shipments to this country, Following the second wave of
gold purchases, however, foreign exchange of the Bank was left at an amount
which the Bank appears willing to regard as reasonable == at least for the

time being, The amount is roughly $1,000,000,000, For the last four months
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it has hardly varied, Apparently the heavy imporis from England during this
period represented wholly the initiative of private banks seeking the profits
to be made on the shipment, The Bank of France stood aside., It was responsi-
ble only in the sense that it was unwilling to vary its holdings of foreign
exchange in order to prevent the movement of gold.

It is, of course, amazing that in the face of the low rates prevailing
for money in Paris there should be a net inflow of funds on international bal-
ance 3/, This net inward flow has, to be sure, developed only at the height
of the tourist season, Furthermore the slowness of the previous ouitflow might
be at least partially explained by the fact that the French short-term open
money market is still undeveloped and not really available for finanecing the
world's international trade; that French bankers, irrespective of interest
dififerentials, set very cautious limits to the volume of funds they are willing
to hold abroad; and finally that the long-term security markets have not eased
comparably with the short-term markets and in any case are severely restricted
by various prohibitions and by heavy taxation, But the flow of funds to and
from France still remains an enigma concerning which prediction is almost im-
possible, With the passing of the tourist season, however, I should expect a
congiderable breathing spell before further French talkings of any magnitude
develop., I do not in any case look for an outflow of gold from France even
though the excess is now in the neighborhood of $350,000,000, The Bank may

refrain from touching its billion dollars of foreign exchange either for the

§/ The increased reparations payments must be set off against the greater
excess of merchandige imports in 1929,
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purpose of preventing or inducing a gold inflow; but it certalnly will not
hesitate to use it to prevent an ontflow of the gold it already has acquired,
Holding gold subjects the Bank to relatively little criticism, It is the
acquisition which excites hostility,

The gold taken by Germany has as in the case of France resulted from
a net inflow of funds combined with an unwillingness on the part of the cen-
tral bank to build up its holdings of foreign exchange, Schacht has operated
more in the foreign exchange market than appears on the surface, His holdings
of unreported devisen are known to have been large and to have gone through
large fluctuations in 1929, But by far the greatest changes have occurred in
the gold holdings of the Reichsbank in accordance with Schacht's theory that
under the gold standard adjustments should be made in gold,

Germany began the year with $650,000,000 sbout $175,000,000 of which
was in excess of legal requirements 4/. Following the reduction of the Reichs-
bank rate there was a gradual melting down of this holding., Then during the
Paris conference a sudden spread of alarm led to tremendous demands for foreign
funds, In five weeks time (March 31 - May 7) the Reichsbank lost more than
$200,000,000 of gold, the excess disappearing entirely., In the face of this
movement the Reichsbank raised its discount rate to 7 1/2 per cent (April 25)
and adopted the savere and effective measure of rationing its loans, Almost as
quickly as it had arisen the storm blew over, confidence returned, andi Germany,

left with a 7 1/2 per cent discount rate, began presently to draw gold., From

4/ 1In calculating required gold I have included Rentenbank notes with Reichs-
bank notes as liabilities against which gold must be held., The Reichsbank has
publicly accepted responsibility for these Rentenbank notes, which are in
process of retirement, Strictly, however, reserves are required by law only
against Reichsbank notes, on which basis the excess gold held at the beginning
of 1929 was $225,000,000,




Mr., Goldenwelser September 16, 1929,

June 23 to September 15 the Reichsbank acquired $100,000,000, At the same time
foreign exchange was appreciably replenished, but in general Schacht!s policy
has been to let gold move in response to discount policies, The only difficulty
in this case is that the ipril episode forced the Reichsbank onto a higher rate
level and threw such a scare into the bank that it has not since dared to re-
lax —- although the emergency measure of rationing loans has been discontimued,
At present the Reichsbank has a surplus of gold of more than $100,000,000. Yet
such are the uncertainties of the immediate future that it is unlikely that
any rate reduction will occur before the new year; and even then Schacht may be
deterred by memories of what happened after a similarly justified reduction in
Jamary 1929, It would not be surprising if Germany with reduced payments
under the Young Plan, a contimmally growing volume of exports, and a tight
money market contimued to attract gold even in the face of the difficulties of
borrowing at long-term abroad.

Meanwhile I am inclined to think that the time is rapidly approaching

when a prolific source of gold to other countries during 1929 j‘ﬂfﬁ# will

cease to flow. The Bank of the Nation in Argentina has just about exhausted
its surplus gold if one regards cash holdings of 20 per cent against deposits
as a minimumm, The Bank has come a long way since last September when its
holdings were near their peak, Since that date about $115,000,000 5/ of gold
has been lost and the Bank which had risen to a dominant reserve position is

now back with the crowd, If the drain continues I should anticipate some sort

5/ This figure was given as $125,000,000 in the original copy of this memo
owing to an error in published figures, since corrected.
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of measures of restriction to prevent it -- whether in the form of higher in-
terest rates, or rationing of loans, or something more drastic I do not Ikmow.
But once alarmed I should expect the Argentinians to take severe measures to
save their gold, It may well be that such measures will not prove necessary.
This discussion of the four foreign countries which have accounted for
most of the gold movements of 1929 (i. e. England, France, Germany, and Argen-
tina) makes it appear that, despite the heavy reduction of our foreign long-
term lending and the attraction of our short-term markets and of the stock
market itself, our further acguisitions of gold are not likedly to be dramatic.
France will give us none; the Argentine supply is becoming exhausted; Germany
is for the time being committed to exceptionally high rates backed by an im-
proving export trade; and England is in an anomalous position with nothing to
spare by traditional standards and yet perhaps most likely of all to send us
gold in the fall, I expect that our gradual and steady accumulation of gold
will contimue -- if only from new gold produced by the mines, We have in any
case experienced only one period of rapid acquisition in 1929, While Germany
was losing $200,000,000 of gold we acquired $100,000,000, Over the whole year
to date we have accumilated about $250,000,000 or at an average rate of rough-
1y $30,000,000 a month, This is considerably more than the monthly increase
of total monetary gold in the world; and in view of the situation in the other
important countries I do not look for it to contimue. But while our present
eredit policy lasts our share of the new monetary gold made available should

be large,
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