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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence
To  Tne Files 

From Mr. Coe

Mae  July 31, 1941

Subject: 

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 199 of Mr. Hamlin's scrap book and placed in the Board's
files:

VOLUME 199

Page 19 - Memo to Mr. Hamlin from Mr. McClelland re Eligibility of
Paper for Rediscount at F.R. Banks.

Page 39 - Memo to Mr. Hamlin from Mr. Goldenweiser discussing the
causes for recent stock market collapse.

Page 44 - Memo to Mr. Hamlin from Mr. Van Fossen re Total deposits
and total resources of banks in the proposed territory for a
Wichita branch.

Page 57 - Memo to Mr. Hamlin from Mr. Goldenweiser re Credit effect
of direct action.

Page 61 - Memo to Mr. Hamlin from Mr. Vest re Cases construing the
"Commodities' Clause" of the Hepburn Act.

Page 65 - Memo to Mr. Hamlin from Mr. Wyatt re Cancellation of agree-
ment entered into with First National Corporation of Boston
under Section 25.

Page 91 - Report to the Federal Reserve Board - January 7, 1930.
(Report of committee of directors of F.R. Bank of Richmond on
building.)

Page 119 - Record showing the extraordinary changes in credit and
prices which occurred during Stock Market panic - prepared for
directors of F.R. Bank of Richmond.

Page 121 - Memo to Board from Yr. Goldenweiser re member bank credit.
Page 123 - Memo to Board from Mr. Goldenweiser re effect of a policy

of open market operations having for its objective the keeping of
discounts down to g500,000,000.

Page 129 - Memo to Mr. Hamlin from Mr. McClelland attaching Business
Indexes.

Page 151 - (X-6484) Open Market Procedure.
Page 156 - Borrowings and Reserve Balances of all Member Banks, of

All Weekly Reporting Member Banks, and of Weekly Reporting Member
Banks in New York City. (Typed tables - not marked for publication)
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Form No. 131 k •

Dace_Deemsber 12, 1929Office Correspontence
FEDERAL RESERVE

BOARD

To Mr. auain Subject:_

om _T. 110(1101.1And.

At the meeting of the Board on December 4, 1928, following consider-
ation by the November 1928 Conferences of Governors and Agents of the Question as
to whether special effort should not be made (1) to impress upon member banks the
desirability of maintaining an adequate portfolio of paper eligible for rediscount
at Federal reserve banks and (2) to more fully acquaint them with the kind of paper
eligible for rediscount, it was voted to instruct ur. Smead and Dr. Goldenweiser
to prepare and submit to the Board an article along the lines suggested, without
stressing the importance of maintaining a portfolio of eligible paper.

This article has now been submitted and a copy is attached hereto.
Governor Young has also referred the article to the Governors, and Agents, Confer-
ences now in session for their comments and suggestions.

VOLUME 199
PAGE 19
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0•
ELIGIBILITY OF PAPER FOR REDISCOUNT AT FEDERAL RESFRVE BANKS

Eligible paper is a term applied to credit instruments that are eligible

for discount at the Federal reserve banks under the terms of the Federal Re-

serve Act and the rulings of the Federal Reserve Bord. The general Princi-

ples of eligibility are clearly defined by the Act and the rulings, but their

application in particular cases is not always a simple matter.

The Federal Reserve Board's rulings and regulations relating to eligi-

bility have been pUblished currently in the Federal Reserve Bulletin and

have been brought together for ready reference, together with rulings and

regulations on other subjects, in the so-called Digest of Rulings

summary presented herewith undertakes to indicate in language as free as pos-

sitle from technical terms, the characteristics which paper must possess in

order to be eligible for rediscount. In the interests of simplicity the text

If this summary in some cases does not follow the precise language of the

underlying documents, but it should be definitely understood that such depart-

ures in language do not in any way qualify the

officially promulgated.

Tests of eligibility. 

rulings and regulations as

- In view of the pur7ose for which the Federal reserve

system was established, namely, the creation of an agency from which member

banks can obtain credit for seasonal or emergency needs, the Federal Reserve

Act provides in a general way that so-called commercial paper be eligible for

discount with the reserve banks. This is a class of paper that a typical

meMber bank would acquire in considerable volume in the course of its ordinary

operations, and at the same time, one that is so liquid that it can be safely

(*) Digest of Rulings of the Federal Reserve Board (1914 1927 inclusive) with
appendices containing text of Federal Reserve Act, Regulations of Federal Re-
serve Board, National Bank Act, Instructions of Comptroller of the Currency,
and related matters, 192S; price $2.00.
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held by the banks of issue. Paper created in the process of financing the

flow of commodities in production and trade arises out of loans that are or-

dinarily liquidated by the borrower with funds received in the natural course

of events from the sale of goods underlying the transaction. In the majority

of cases the rules and regulations relating to eligibility are consequently

devoted to defining eligible paper by reference to the nature of the underlying

transactions. The first question to ask, therefore, in the process of testing

any :?iece of paper for eligibility, is: Did it arise from, or are the proceeds

to be used for, the proper sort of transaction? Other questions, which are

equally essential but comparatively easy to determine are as follows: Is the

maturity within the law and regulations? Does the paper meet the physical

formalities prescribed? Has the legal limit of the aggregate of paper redis-

countable for the particular obligor been reached?

In order to be eligible paper must arise out of a transaction related to

an agricultural, industrial, or commercial purpose; the paper must have been

drawn or the proceeds used for producing, purchasing, carrying, or marketing

goods. Paper is not eligible if the proceeds are used to finance fixed in-

vestments of any kind; or any investments of a purely speculative character;

or carrying or trading in stocks and bonds except obligations of the United

States; or to finance relending operations except relending by cooperative

marketing associations and factors.

Because of the longer maturities for which agricultural paper may be re-

discounted, it needs to be distinguished from other eligible paper. Agricul-

tural paper arises out of activities of growers in connection with production,

marketing, and carrying of agricultural products, including the breeding,
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raising, fattening, or marketing of livestock. In classng paper, the

purl)ose of original negotiation is determining throughout its life.

Some special points should be kept in mind with relntion to bankers! ac-

ceptances. In respect to this type of paper the law and regulations are some-

what more specc as to teIurpose of negotiation or nature of transaction

(see p. 7). Purposes speccally enumerated are shipment of goods, including

export and import, storage of readily marketable staples, and the creation of

dollar exchange.

Eligiby vs. acceptaby. - The Federal Reserve Act, the Regulations ef

the Federal Reserve Board, and the rulings of the board define the tests that

paper must meet in order to be eligible for rediscount. The Federal reserve

banks must Observe these tests when taking paper, but to them is left the mat-

ter of passing on the desirabty of paper from a credit standpoint. Paper

may meet the technical tests of eby and yet fail to meet the credit

requirements of any particular Federal reserve bank& Moreover, each Federal

reserve bank is charged by the Act in rediscounting for any particular meffiI-

• ank to have "due regard for the claims and demands of other meMber banks."

Member bank collateral notes. - MeMber banks, in addition to raising funds

from Federal reserve banks by rediscounting, may borrow for 15 days on their

ovin notes secured by Obligations of the Ilnited States or by paper eligible for

rediscount. Indeed, more use has been made in recent years of this method of

borrowing than of rediscounting.

Summary tabulation. - The following paces give a tabular array of the dhief

IIints that need to be taken into consideration in testing any Particular

piece of paper as to its eligibility for rediscount. There are also included

by way of illustration digests of rulings in connection with the eligibility

of paper arising out of specific transactions.
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What n.mture of transactions_cive rise to notes, arafts, n.nd. bills of exchnnge
elir7ible for rediscount  at a Federal reserve b-hk? 

ElirAble paper arises ifdrawn for or proceeds usod for:
Producing, purchasing, carrying, narketing gcods in agriculture, indus-

try, or commerce (1)

Ineble paper arises if drawn for or nroceeds usea for:
Fixed investments or capital purposes of nny hind (2)
Relending (3) except for ngricultural purposes by a cooperative associa-

tion (4) or by a factor exclusively to producers of agricultural
products in their raw state (5)

Investments of a purely speculative character (6)
Carrying or trading in stocks and bonds except obligations of the United

States (7)

Specific transactions cjvinP4 rise to eliGible and ineli,:;ible paper according to 
published rulin(;s of the Federal Reserve Board:

ELIGIBLE PAPER INELIGIBLE PAPER

Given by owner to contractor in actu,-
al payment of material md services
(8)

Given by motor transport corporation
to the seller of trueks (9)

Given by farmer for tractor—agricul-
tural paper on the ground that a
tractor is used for a current agri-
cultural purpose (10)

Given by farmer--proceeds to be used
for draining farm lands when drain-
age is incidental to cultivation (11)

Given by water works company—the
proceeds of which to be used for pay-
roll, purchases of coal, etc., if
statement of borrower shows excess of
quick assets over current liabilities
(13)

Drawn by factor the proceeds used for
making advances exclusively to pro-
ducers of staple agricultural pro-
ducts in their raw state (maturities
up to 90 days) (15)

Investment Paper

Made by owner—proceeds. of which to be
used by owner to pny for work of de-
velopinE; or building (8)

Made by motor transport corporation--
proceeds to be used for purchase of
trucks (9)

Given by farmer for Purchase of silo
(12)

Given by public service corporation,
if cannot be liquidated within a short
time out of current earnings (14)

Relending or Finance Paper

Drawn by a finance company to finance
another (16)

For footnotes see p. 9
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ELIGIBLE PAPER

Given by agricultural cooperative
maYketing associations (7ith mntux-
ities up to 9 months), When the
proceeds -,xe to be advnnced by the
association to any of its members
for an agricultural purpose (17)

Made by a manufacturer of pig iron
secured by pic- iron alreody manu-
factured, held waiting delivery
under contract of sale. The sale
has been made and the carrying of
the material is not for speculative
purposes (19)

•

INELIGIBLE PAPER

Given by Federal land bank- or joint
stock land. bank, secured by farm
loan bonds--proceeds used for relend-
ing (1g)

Paper drawn for investments of
a purely speculative character

Note, proceeds of which are used for
holding grain for a higher price (20)

AGRICULTURAL OR COMMERCIAL PAPER

Agricultural livestock and

Given by a farmer for purchase of
agricultural implements (replacable
in a comparatively short time) (21)

Drawn by a dealer.on faxmer in pay-
ment for agricultural implements
(21)

Given by farmer to an irrigation
company for water used for crops
(24)

Given by a farmer to raise funds
for fattening cattle (25)

Made by farrer in payment for mules
(27)

Made by agricultural cooperative
marketing associations for the pur-
pose cf obtaining funds with which
to make payments to members, or to
finance marheting of agricultural
products (2g)

Commercial and elic;ible

Given by a dealer for agricultural
imlements to resell to a farmer (22)

Note given to a farmer in payment for
agricultural products grown by him
(23)

Given by an irriEation company, in
its business of furnishing water to
farmers (24)

Given bya Padking company--the pro-
ceeds used to purchase livestock (26)

Made by mule and cattle dealer (27)

CoverinE such food :9roducts as butter,
cheese, egcfs, poultry, frozen fish in
cold storage under negotiable ware-
house receipts (29)

For footnotes see p. 9
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What maturity may rediscountable paper have?

90 days in general, including factorls paper created to make advances to
certain agricultural producers (30)

9 months in case of agricultural paper including livestock paper (31)

Indefinite maturities are ineligible except for sight bills which grow
out of the domestic shipment or exportation of nonperidhable, readily
marketable agricultural or other staples anel secured by shipping docu-
ments. Such bills may not be held for the account of a Federal re-
serve bank for more than 90 days (32)

How much paper of one borrower may be rediscounted by a member bank with a
reserve bank? 

An amount not in excess of 10 per cent of the capital Rnd surplus of the
member bank (33)

No limit on bills of exchange drawn in good faith against actually exist-
ing values (33)

In case of a state meMber bnnk, no paper of borrower may be rqdiscounted
if that borrower is receiving more accommodation from state bank than
he could receive from a lik.e national bank (34)

What technical formalities must the paper meet? 

Must be promissory note, draft, or bill cf exchange, including bankers'
and trade acceptances (35)

Negotiable (36)

Indorsed by a member bank (37)

The name of one of the parties to underlying transaction must appear upon
it as --

4 the pledge of goods or collateral of any nature, pro-
vided the paper is otherwise eligible (39)

What physical evidance of eligibility must be supplied by discounting member
bank? 

Application for discount must certify:

MeMber bank's belief in eligibility (40)

Paper, not acquired from nonmeMber bank, unless meMber has permission
to rediscount for nonmember banks (40)

For footnotes see p. 9
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If offering bank is a state bank, that borrower is not obligated for more
than he could be to a similar national bank (41)

If paper is a promissory note, whether a financial statement of borrower
is on file. Must be on file if the note was discounted for a nonmember
bank or a nonclepositor, and in all other cases unless:

Secured by warehouse receipt, prior lien on livestock, or obligations
of the United States; or

The aggregate Obligations of borrower offered for discount is less
than 10 per cent of capital of bank and is less than $5,000 (42)

Drafts, bill of exchange, or acceptance should be drawn so as to evidence
the character of the underlying transaction. A stamp or certificate may
accomplish this (43)

BANKERS! ACCEPTANCES

(Certain respects in which the law and the regulations governing eligibility
are more specific with reference to bankerst acceptances than with reference
to other types of paper are detailed below.)

Nature of transactionsgiving rise to eligible acceptances:

Shipment of goods in foreign trade, including shipments between two foreign
countries

Shipment of goods within the United States--shipping documents must be at-
tached at time of acceptance

Storage in the United States or in any foreign country of readily marketable
staples, must be secured at time of acceptance by warehouse receipt and
acceptor must be secured through life of acceptance

Creation of dollar exchange (44)

Maturity of eligible acceptances:

90 days in general (45)
6 months, if dram for agricultural purposes and if secured at time of

acceptance by warehouse receipts covering readily marketable staples (45)
3 months, if arising from the creation of dollar exchange ()46)

Aggregate of acceptances of one customer rediscountable for a particular member
bank:

10 per cent of capital and surplus of accepting bank, unless acceptance is
secured throughout life by docum3nts growing out of same transaction (47)

For footnotes see p. 9
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DEFINITIONS

Note--unconditional promise, in writing, signed by the maker, to pay in
the United States, at a fixed or determinable future time, a sum certain in
dollars to order or to bearer (40

Draft or bill of exchange--unconditional order, in writing, addressed by
ote person to another, signed by the person giving it, requiring the person to
whom it is addressed to pay in the United States, at a fixed or determinable
future time, a sum certain in dollars to the order of a specified /Person (49)

Trade acceptance--a draft or bill of exchange, drawn by the seller on the
purchaser of goods sold, and accepted by such purchaser (49)

Bankerts acceptance,-,-a draft or bill of exchange, whether payable in the
United States or abroad and whether payable in dollars or some other money, of
which the acceptor is a bank or trust company, or a firm, person, company, or
corporation engaged generally in the business of granting bankerst acceptance
credits (50)

Agricultural pa-per—note, draft, or bill of exchange issued or drawn, or
the proceeds of which have been or are to be used for agricultural mirPoses,
including the production of agricultural products, the marketing of agricul-
tural products by the growers thereof, or the carrying of agricultural products
by the growers thereof pending orderly marketing, and the breeding, raising,
fattening, or marketing of livestock (51)

Goods--include goods, wares, merchandise, or agricultural products, in-
cluding livestock (52)

Readily marketable staple--an article of commerce, agriculture, or indus-
try of such uses as to make it the subject of constant dealings in ready mar-
kets with such frequent quotations of price as to make (d) the price easily
and definitely ascertainable and (b) the staple itself easy to realize upon by
sale at any time (53)

Rulings have held these to be readily marketable staples: cotton yarns,
flour, cotton, potatoes, cattle, sugar in bond, wool, coal, cotton seed. These
have been held not to be such marketable staples: automobiles, automobile
tires, whiskey or sacramental wine in bond (54)

For footnotes see p. 9
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NOTES -

The foregoing article is based on the Federal Reserve Act and on the rul—
ings and regulations of the Federal Reserve Board as published from time to
time in the Federal Reserve Bulletin and summarized in the so—called Digest of
Rulings (described on p. 1). The numbered citations refer, except as indi—
cated below, to pages of the Digest, with Parenthetical reference to the Act
(by sections), to the regulations (by letter and section), and to the rulings
(by number, all numbers cited being those of rulings given in the Digest under
the general heading XIII—C).

(1) P. 226 (Act, Sec. 13); p. 129 (Reg. A, Sec. I (b)); p.
II (a)).

130 (Reg. A, Sec.

(2) P. 227 (Act, Sec. 13); p. 130 (Reg. A, Sec. II (c)).
(3) P. 130 (Reg. A, Sec. II (b)).
(4) P. 232 (Act, Sec. 13a); p. 133 (Reg. A, Sec. VI (b)).
(5) P. 226 (Act, Sec. 13); p. 129 (Reg. A, Sec. I (b)); p.

VIII).
134 (Re. A, Sec.

(6) P. 130 (Reg. A, Sec. II (d)).
(7) P. 227 (Act, Sec. 13)--see also Act of June 17, 1929; p. 129 (Reg. A,

Sec. I (c)).
(8) P. 40 (Ruling No. 331).
(9) P. 44 (Ruling No. 501).
(10) P. 32 (Ruling No. 211).
(11) P. 33 (Ruling No. 214).
(12) P. 44 (RulinE No. 500).
(13) P. 37 (Ruling No. 314).
(14) P. 37 (Ruling No. 318).
(15) P. 226 (Act, Sec. 13); p. 129 (Reg. A, Sec. I (b)); p. 134 (Reg. A4

SEC. VIII).
(16) P. 38 (Ruling No. 324).
(17) P. 232 (Act, Sec. 13a); p. 133 (Reg. A, Sec. VI (b)).
(18) P. 39 (Ruling No. 330).
(19) P. 35 (Ruling No. 302).
(20) P. 36 (Ruling No. 312).
(21) P. 31 (Ruling No. 20)4).
(22) P. 33 (Ruling No. 215).
(23) P. 27 (Ruling No. 100).
(24) P. 4o (Ruling No. 333).
(25) P. 32 (Ruling No. 208).
(26) P. 32 (Ruling No. 209).
(27) P. 31 (Ruling No. 203).
(28) P. 232 (Act, Sec. 13a); p. 133 (Reg. A, Sec. VI (b)).

p39) P. 38 (Ruling No. 321).0) P. 227 (Act, Sec. 13); p. 129 (Reg. A, Sec. I (a)).
(31) P. 231 (Act, Sec. 13a); D. 129 (Reg. A, Sec, I (a)).
(32) P. 227 (Act, Sec. 13); p. 129 (Reg. A, Sec. I (a)): p. 134 (Reg. A,

Sec. VII); see also amendment of May 29, 1921-Js.
P. 227 (Act, Sec. 13); P. 129 (Reg. A, Sec. I (d)).

(3L.) P. 217 (Act, Sec. 9); p. 130 (Reg. A, Sec. I).
(35) P. 226 (Act, Sec. 13); p. 228 (Act, Sec. 13).
(36) P. 130 (Reg. A, Sec. II (a)).
(37) P. 226 (Act, Sec. 13); p. 231 (Act, Sec. 13a); p. 129 (Reg. A, Sec.

(e)).
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(3g)
(39)
(4o)
()41)
(42)
(43)
()44)
(45)
(46)
(47)
()4s)
(49)
(5o)
(51)
(52)
(53)
(5)-1-)

P. 130 (Reg.
P. 130 (Rec.
P. 131 (Reg.
P. 217 (Act,
P. 131 (Reg.
P. 132 (Reg.
P. 135 (Reg.
P. 22g (Act,
P. 230 (Act,
P. 136 (Reg.
P. 131 (Reg.
P. 132 (Reg.
P. 135 (Reg.
P. 132 (Reg.
P. 130 (Reg.
P. 136 (Re.

•

10.

A, Sec. II (a)).
A, Sec. IT (e)).
A, Sec. III).
Sec. 9); 131 (Reg. A,
A, Sec. IV (b)).
A, Sec. V (10)); D. 137 (Reg.
A, Sec. XI).
Sec. 13); p. 137 (Reg.
Sec. 13); D. 137 (Reg.
A, Sec. XI).
A, Sec. IV (a)).
A, Sec. V (a)).
A, Sec. X).
A, Sec. VI (a)).
A, Sec. II (a), footno
A, Sec. XI, footnote)

P. 7 (Ruling XIII—E, No. 460).

Division of Research and Statistics
Federal Reserve Board

Sec. III).

A, Sec. XIII).

A, Sec. XII).
A, Sec. XI).

te)

1
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1 orm No. 131

Office Correspontence
To

From

Mr. Hamlin

Mr. Goldenwe

FE'OERAL RESERVE
BOARD

Subject:  

Date December 16,  12_29

In accordance with your request of December 2 for a statement showing

the causes which have been advanced for the recent stock market collapse,

and which of them in my judgment are sound, I am transmitting a memorandum

prepared by Mr. Blattner of this division, in which he gives a discussion

of the causes that he has been able to find in print. In general, they may

be summarized under the following headings:

1. Security prices were too high compared with earnings and dividends.
2. There was a recession in business.
3. Withdrawal of funds by foreigners caused in part by the Hatry

failure.
4. Brokers' loans were too large.

5. Owners sold securities to buy new investment trust stocks.
r. Undigested securities due to excessive issues.
7. Denial by the Massachusetts Utility Commission of a split-up petition.
g. Liquidation of stale pools.
9. Hysteria and lack of experience of many speculators.
10. Tardiness of ticker.
11. Activities of bears, particularly in the final collapse of mid-

November.
12. Federal reserve policy:

(a) Easy money in 1927
(b) Indecision in 192g
(c) Refusal of Board to approve rate advance early in 1929
(d) Direct action of 1929
(e) Hard money policy of 192g-1929

I am inclined to think that there is some truth in practically all of

these reasons. The question is merely one of apportioning the responsibility.

You note that the blame on the Federal reserve system is both for easy money

and indecision, and hard money and too much decisiveness - you can take your

choice. Personally, I am inclined to consider the whole incident as an after-

math of war: first, gold movements causing easy moneylthen reestablishment of

the gold standard causing the Federal reserve system to cooperate; and in the

VOLUME 199
PAGE 39
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Mr. Hamlin, #2 December 16, 1929

domestic field, first, abnormally low security prices after the 1920

collapse, then a continuous rise with an ever-growing enthusiasm of

speculators.

Whatever the mistakes of the Federal reserve system at different

times may have been, its influence has in 6,enera1 been exerted in the

right direction, and it emerges from the debacle with much enhanced

prestige.

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



Form No. 131

Office Correspontence
To Mr. Go lde_nwe Jim r

FEDERAL RESERVE
BOARD

•
Date_December_ 4, 1929

Subject:  Causes for Stock Market Collapse 

From __Aix,.3_13—Attner Cited by Authorities

•10 2-8405

Following is the most inclusive statement we have seen and can be used
as a basis for referring to other causes:

National City Bank Letter, November, 1929: "the market broke on account
of internal conditions, and under the accumulating weight of the adverse fac-
tors which had been present since the Summer of 1928. As prices advanced,
the yields on the basis of dividends and earnings declined, while rising in-
terest rates increased the carrying charges. Not much thought was given to

0 costs so long as prices were rising, but the market became more selective,
and an increasing number of stocks were showing no ',Tains. By the middle of
1929 about one-half of the list was showing losses. Recovery from the March
slump was sow and many did not recover at all. Brokers' loans did not get
back to the high point of narch until the middle of July. The unusual state
of industrial activity in midsqmmer and the remarkable showing of corporation
earnings in the first half year gave a new confidence, which was disturbed by
a rise of :;1,000,000,000 in brokers loans from July 1st to the end of Septem-
ber. The increase in brokers' loans, however, from May to October was very
largely due to new financing, mainly through stock issues. An important
part of the offerin,,-s consisted of stocks of investment trusts and trading
companies, the latter a suggestive symptom of the time. In the first week
of August the Federal Reserve Bank of New York raised its discount rate to 6

0 per cent, which gave the market another shock, but the rate on acceptances
was lowered at the same time, and with continuing gold imports th - money situa-
tion worked easier, notwithstanding the flood of flotations.

'Throughout the Summer the credit strain in Europe was increasing, and
the Bank of England was between the demands of the United States and the con-
tinent. From the middle of June to the last of September it lost about
465,000,000 of gold. In the latter part of September the firm of Hatry &

0 Company, a large British brokerage and underwriting house, with many important
connections, failed in London. So wide were the ramifications of the failure
that the British market was severely shaken and there were heavy withdrawals
of funds from this market. Inasmuch as a large part of these funds had been
invested in securities, the movement was accompanied by a substantial selling
of stocks by British interests.

aOn September 28 the Bank of England, which earlier in the year had raised
the discount rate from 4 1/2 z,o 5 1/2, under pressure of the continued drain
of gold, made the second advance to 6 1/2 per cent, a development likewise
calculated to induce and increLse a movement of funds from this market to Lon-
don. By this time Argentina and Canada had imposed embargoes upon gold ex-
ports for the express purpose of stopping' shipments to this country. All
signs indicated that the drain of funds to tkis market had about reached the
limit, as other countries were bound to stop it, one way or another. Un-
doubtedly these conditions were influencing sentiment here.
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The advance of the Bank of England rate was promptly effective, for the
conditions were ripe for a movement of European funds from this market.
Heavy selling from Europe occurred and the immediate rise of the foreign ex-
changes showed that funds were being transferred. The sales of course in-
volved purchases here, and these were a factor in a further increase of
brokers' loans.

"The market had been showing increasing vulnerability by its susceptibility
to sudden scares and the frequency of reactions. Furthermore, at this time
reports dere out that business in certain important lines was receding, the
worst kind of news for the market. Confidence was unsettled, and as the feel-
ing of uncertainty spread throughout the country and abroad the flow of sell-
ing orders increased into a deluge, while buying fell off, except as induced
by falling prices.

It would be idle to sqy that anybody predicted the breakdown just as it
occurred, but it is well known that many experienced observers have considered
the situation dangerous for more than a year. Not because of a sweeping
judgment upon stock values, but because there is inherent danger in a greet
body of speculative property-holdings only partially paid for and subject to
the varying conuitions of the money market and :eneral business activity.
The very readiness and convenience with which trading in stocks is conducted
throuell the exchanges, while advantageous as a means of obtaining wide dis-
tribution, makes the prices subject not only to changing business conditions,
but to the changing psycholoey of the public toward such investments. The
purchasers who buy for investment, pay for the stocks and take them out of
the market are a stable element, but the traders who buy for a quick turnover
and seldom or never take stocks from the market are mercurial elements and
in such a period as the last five years the latter is the dominating element.
These individuals are scattered far and wide, have little contact with each
other or original sources of information, and of necessity are guided largely
by current information, news reports, rumors, etc. They act from day to day.
If stocks seem likely to go up they want more, if they seem likely to go down
the impulse is to ret ouc. They are influenced very much by the trend of
general opinion as reflected in current prices. Evidently such a situation
has in it all the conditions for a first class cataclysm. A pronounced
movement either up or down, but particularly down, quickly acquires tremendous
momentum.

A movement downward once started gains impetus from several sources.
The favorite safety-device known as the "stop-loss" order, which is auto-
matically effective a little below the market level and serves very well to
limit an individual's losses in a normal market, is appallingly effective in
helping a general slump to get under way. The trader who is operating on a
margin is sensitive to alarms, and, finally, the lender closes out the account
if the margin is exhausted -- all of these influences accelerating the down-
ward movement . Even the surong holder may sell his stocks in a downward
movement with the pur ose of getting in again at a lower level. On the
other ham, the market's support is from the buyers who come forward as the
declining prices appeal to their judgment. In a disorderly decline buyers
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are inclined to hold off to see how low prices will go.

It is evident from a study of the stock prices that the outstanding de-
clines were in the stocks which had been t;lie chief subjects of specul:,tion.
2he issues of old and prosperous companies in many instances suffered greater
losses than companies of relatively inferior repute and earnings, due to the
former hevinL been popular with speculative buyers whose holdings came on the
market faster than they could be absorbed. Price-making was not based upon
merit and calculation, but controlled almost wholly by the abnormal relations
between supply and demand.

"The action of sellers is spontaneous, every
under the spur of an urgency which buyers do not
Is making money while he waits. Loreover, in t
stricken market, when the tape is an hour behind
be buyer does not even know the ruling prices.
conducive to a slaughter of values.

one acting for himself and
feel. The would-be buyer
he confusion of a panic-
the transactions, the would-
All of the conditions are

lf

These are the characteristics of all stock market crises as they have been
known in the past, but many people had convinced themselves that the country
had become so rich and that information about stocks and their values was
so generally distributed, that no such crisis would every occur again. This
one, however, has run true to form, on account of the vastly -reater scale of
operations, due to the very fact that so many more people were interested in
the market than formerly, the volume of sales on the decline far exceeded
anythin, ever known before.

6it is interesting to check up on a number of other new theories which
were confiuently advanced during the bull movement. One of them was that
the investment trusts and trading companies which constitute a new factor in
the situation, would be an imfortant stabilizing factor in an emergency, but
whether because they were loaded up before the mass-selling began, or like
other thrifty buyers preferred to stand aside until the bottom was reached,
their influence was not apparent. Loreover their total resources are in-
significant in comparison with the aggregate sales of this movement."

According to our notion, the most fandamentel cause given in the above
paragraphs (indicated by (1) in the margin) is with respect to the relation
Of stock prices to earnings and dividends. Prices per share in the hi;hly
speculative issues had been built up to a point so many times earnings, and
dividends on these stocks at these prices showed so low a yield as to indi-
cate clearly a purely artificial level of prices as compared to values.
.uch artificial levels must be reckoned with. They can be repaired by stable
prices and increasing earnings over a considerable period of time. However,.
the adjustment to a sounder level is usually forced by driving down prices
by the wei, ht of the speculative machinery that built them up. Speculators
who have bought on the mercrin to sell again at a profit can only survive in a
rising market. Their routi and its consequences on a declining market are
well described in the paragraphs above opposite (7), (81, and (9), which also
describe the contribution of panic andltot psychology when the movement was
under way. The considerable lag of the tare was an important contributing
cause at this point. Hysteria wa, undoubtedly increased by the very wide
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dispersion of speculation among those who had neither the training nor the
financial strength to justify their perticipation.

The immediate causes that set and kept the market on the downward path
towerd a saner level of Prices are many and difficult to classify. It is
not clear at just what point the market began to teke account of the likeli-
hood that business would recede from the high levels of the first half of
1929. The above paragraphs mention this at (6). It was certainly an im-
portant element.

The continuedlise st;,11' brokers' loans (2), the Hatry failure and the
liquidation of holdings from foreign quarters (6), the higher discount rate
in August (4), -- all in our opinion assisted in unnerving the bull element
and touching off the avalanche.

The Cleveland Trust Company (Col. Ayres) points to recent investment
trust history as a major contribution to the debacp. "In the late summer
and early autumn, while stock prices were reachiOighest levels, invest-
ment trusts floated new stock issues amounting to well over a billion dollars.
Investors readily bought these new issues, and in very many instances sold
stock of other sorts to get the funds with which to do it. This finally
tended to soften prices in general and this selling was not offset by invest-
ment trust buying, for the managers of the trusts did not in the min use
their newly secured funds to purchase securities because they realized that
prevailing prices were too high." This angle of investment trust- in the
picture has its significance as well as the contribution they made over a
long period of months to the bidding up of stocks to a level that could not
long escape correction.

Undigested securities overhanging the market have been called a major
cause by l'red er. Kent of the Bankers' Trust and others. AA4q.ri)ana Noyes

points to the similiarity in this connection to the condition and liquidation
of 1907.

The denial by the Massachusetts Utility Commission of a petition to split
up the stock of a prominent utility had considerable bearish influence upon
utility stocks, whose prices had been bid up,excessively as any part of the

list. The influence of this decision persisted through the worst breaks.

Gossip lays blame for the collapse gi feuds in 'Jail street but we do not
credit these stories. It is also said that early in September some major

bulls turned bears, betraying their followings. In the final breaks that came

in mid-rovember which carried the market to the lowest point up to the present

:ime much was heard about heavy short selling and bear operations. No authen-

tic information is at hand on these mettere. However, the liluidation of

stale pools during!: the period of decline uneuestimbly accelerated the move-

ment.
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Many of the critics of the Federal Reserve System have tried to

make it a scapegoat for the debacle. Their reasonings are rather diverse

and conflicting. Some say that Federal Reserve policy was to blame be-

cause in making money cheap in 192? it invited a speculative orgy that
cguld have only one end, -- debacle. Others say that the System was to
blame for not taking strenuous enough action in the various stages of the

speculative excitement, especially during recent months. Others say that

the System was responsible because it deliberately set out to break the

market and all of its policies were in that direction, culminating in the

events of the past weeks. More specifically, some say that the high money

policy of the System was responsible for starting recession in business

which was reflected in the stock market break. We are not sympathetic with

these arguments for the most Part. The first named (in connection with the

cheap money policy of 192? giving encouragement to the speculative movement)

cannot be Wholly ignored, however.
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Office Correspondence
FEDERAL RESERVE

BOARD

SAPL444
Ze44,40 vele

Coate December 20, 1929

Mr. Hamlin Subject: Total deposits and total resources
of banks in the proposed territory for a

From Mr. Van Fossen Wichita branch.

2-8496

In accordance with your request we are giving below figures on total

deposits and total resources of all banks in the proposed territory for

a Wichita branch together with similar figures for all banks in the Kan-

sas City district:

Total deposits Total resources

Kansas City district $2,135,000,000 $2,437,000,000

Proposed Wichita territory
(36 counties) 304,000,000* 3514,000,000#[/L%')

*As given on page 11 of the petition and brief submitted

to the Federal Reserve Board.

#Estimated.

Separate figures for member banks and nonmember banks in the proposed

Wichita territory are not available and could only be compiled from figures

for individual banks located in the proposed territory. The only figures

for individual nonmember state banks available are those appearing in the

Rand McNally Bankers Directory. Inasmuch as it is understood that the

sponsors of the proposed Wichita branch expect to submit a banking area map

which will differ somewhat from the map, covering g6 counties, submitted with
their petition and which in the hearing before the Board was designated as

a trade area map, it possibly would not be worthwhile to undertake the work

of compiling separate figures for member and nonmember banks in the proposed

J.chita territory at the present time. We have, however, compiled such

figures from the Rand McNally Directory for banks in the 19 counties of the

Panhandle section of Texas, which are, of course, located in the eleventh

Federal reserve district. Total resources of banks in these 19 counties, as

so compiled, amounted to $43,000,000 of which slightly over $29,000,000 were

for member banks.

VOLUME 199
PAGE 44
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Office Correspontence 'c'ER:ERVE
To ' Halal'

From, Zir.  GaIdenwei

1)

i11 ‘eik#, ff 7 It: A41•
Date  December 5. 1929

Subject:_Credit  effect  of direct action

OTO 2-8495

It is difficult to isolate statistically the credit effects of

direct action during the current year. The following tables, however,

present several statistical comparisons, and the comments analyze the

tables without attempting to reach final conclusions.

Comparison of conditions in January 1929 with conditions in January 1929 

For the week ending January 5, 1929, reserve bank credit in use was

materially larger in volume than during the week ending January 7, 1928.

In the following table the factors which contributed to this increase

are analyzed:

(In millions of dollars)

Factors making for increase in Federal Reserve

Bank Credit:

1. Loss of monetary gold 251

2. Increase in unexpended capital of Federal

Reserve Banks 51

3. Increase in nomaember clearing balances 2

Total making for increase

Factors making for decrease in Federal Reserve

Bank Credit:

1. Decrease in member bank reserve balances 37

2. Decrease in money in circulation 19

3. Increase in Treasury currency outstanding 9

Total making for decrease

Net difference making for increase in reserve

bank credit:

304

65

239

Actual increase in reserve bank credit 239

VOLUME 199
PAGE 57
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This analysis shows clearing that so far as reserve bank credit was

concerned, the increase during 1928 was entirely accounted for by gold

withdrawals on the part of foreign countries. Indeed, had not member bank

reserve balances and the volume of money in circulation been reduced, the

increase in reserve bank credit during 1928 would have been larger.

Changes in discount rates during the year and in the composition of

reserve ban-c credit show that member banks had a definite incentive to re-

duce their reserve balances as much as possible. While total reserve bank

credit outstanding increased by 4239,000,000 daring the year, that portion

of this credit which member banks obtained from borrowing at the reserve

banks increased by :$503,000,000. The reason for this increase, as is shown

in the following table, was that sales of U. S. securities by the reserve

banks were in larger volume than increased holdings of acceptances. ?or

this larger volume of discounts, furthermore, member banks had to pay high-

er rates, discount rates having beed increased from to 5 per cent at the

eight eastern reserve banks and to 4 per cent at the four remaining banks.

Composition of Reserve Bank Credit
(In millions of dollars)

Week ending •
Change

: Jan. 7, 1928 : Jan. 5, 1929 :

Discounts for member banks 545 : 1,043 : + 503
Acceptances 387 : 491 + 104
U. S. securities 603 : 239 : - 364
All other reserve bank credit : 58 : 54 : - 4

Total reserve bank credit 1,593 1,832 + 239

The volume of credit used to finance the security market, however,

continued to increase in 1928, as indicated by the fact that brokers' loans
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placed by reporting member banks in Rew York City increased from 3,810-

000,000 on January 4, 1928, to $5,330,000,000 on January 2, 1929. This

was an increase of $1,520,000,000, of which $1,238,000,000 was supplied

by others than banks. At the same time, member banks in leading cities

increased their loans and investments as follows:

liember Banks in Leading Cities

(In millions of dollars)

Total loans and investments

Jan. 4, 1928 Jan. 2, 1929 .Chan-je

: 21,629 22,737 :+1,108

Security loans : 7,022 7,807 :+ 785

All other loans : 8,652 9,000 :+ 3,48

Investments : 5,955 5,931

The ability of member banks to expand their loans and investlents

to this extent and at the same time reduce their reserve balances was

due (1) to the growth of time deposits daring the year, while net demand

deposits uecreased, aad (2) to the increase of the member banks' capital.

Jomparison of week ending 2ebruarj 9, 1929, with week endinz February 11,

1928

A comparison of the year between the first wee.< in February 1928 and

1929 reveals much the same trends as the above comparison between the

first wee< in January of the two years. Factors in changes in reserve

bank credit for this period are as follows:
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(In millions of dollars)

Factors making for increase in Federal Reserve

Bank Credit:

1. Loss of monetary gold

2. Increase in unexpended capital of

reserve banks
3. Increase in nonmember clearin balances

246

46
4

Total making for increase 296

Factors making for decrease in Federal Reserve

Bank redit:

1. Decline in carrency in circulation 33

2. Decline in member bank reserve balances 12

3. Increase in Treasury currency oatstanding 6

Total making for decrease 51

Net difference making for increase in reserve

bank credit 245

Actual increase in reserve bank credit 245

In this comoarison, the same factors as in the last account entirely

for the increase in reserve ban,c credit and also the increase would have

been larger had not member banks contracted their reserve balances. The

distribution of this increase also shows that member banks were under

pressure to reduce thein credit because of a large increase in their in-

debtedness at the reserve banks.

Composition of Reserve Bank Credit

(In millions of dollars)

Jeek ending
Change

. Feb. 11, 1928 : Feb. 9, 1929 -

Discounts for member banks 465 856 : +391

iicceptances 370 412 + 42

U. S. securities 405 197 • -208

till other reserve bank credit 27 47 '+ 20

Total reserve bank credit ' 1,267 1,512 + 245
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During the year used in this comparison discount rates had been

raised from a range of ai - 4 per cent in February 1928 to - 5 per cent

in February 1929.

4 comparison of credit in the market for these two dates again shows

a large expansion of brokers' loans from ',3,835,000,000 on February 8, 
1929

to s-5,669,000,000 on February 6, 1929. Of this increase of ..;1,834,000,000,

loans for nonbanking lenders accounted for =1,511,000,000. Member banlcs in

leading cities expanded their credit daring the year as follows:

Member 3anks in Leadinj Cities

(In millions of dollars)

Feb. 8, 1928 • Feb. 6, 1929 • Change

:

Total loans and investments : 21,333 22,295 + 962

Security loans : 6,634 7,558 + 924

All other loans : 8,614 : 8,696 : + 82

Investments : 6,086 : 6,041 - 45

Comparison of week ending February 9, 1929 with week ending June 8, 1929 

This comparison covers the period of direct action when reserve bank

credit outstandinz declined by 4.193,000,000. As the following. table shows

412,000,00U of this was due to the combined operation of various objec-

tive factors such as Eold imports and currency demands, while 168,000,000

represented a further decline in the reserve balances of member banks.
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Factors making for decrease in reserve

bank credit:

1. Gain in monetary gold

2. Decline in member bank reserve balances

3. Increase in Treasury currency

173
68
2

Total making for decrease 243

Factors making for increase in reserve

bank credit:

I. Increase in currency in circalation 29

2. Increase in unexpended capital of

Federal reserve bank 19

3. Increase in nonmember clearing balances 2

Total making for increase 50

Net difference making for decrease in Federal

reserve bank credit 193

Actual decrease in reserve bank credit 193

In addition to direct action there were seasonal influences tending

to uecrease member bank reserve balances luring this Jeriod, and there

were also discount rate advances in the western banks and sharp increases

in the buying rates on acceptances at the Federal Reserve Bank of New York.

These increases were reflected in a reduction in acceptance holdings of the

system that was more than sufficient to offset the effect of gold imports,

with the result that member bank borrowing increased during the period.

It was a period, therefore, in which rate action was reinforced by direct

action. Changes in the composition of reserve bank credit are shown in

the following table:
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Discounts for member banks

deek ending
Change

: Feb. 9, 1929 : June 8, 1J29 :

:
1,000 + 144

Acceptances 412

J. S. securities 197 •

All other reserve bamc credit 47 : 54 : + 7

Total reserve bank credit 1,512 1,319 - 193

A 714 decline in total loans and investments of member banks in

leading cities accompanied tills decline in member bank reserve balances.

Member banks continuea to sell investments, to the extent of 262,000,000,

and in addition reduced their loans on securities by -14;361,000,000. All

other loans, on the other hand, increased by :$444,000,000. There is softe

evidence that part of tnis increase represented interbank loans rather

than commercial loans.

Nbmber Banks in Leading Cities

(In millions of dollars)

' Feb. 6, 1929 : Jane 5, 1929 : Change
• •

:

Total loans and investments 22,295 : 22,115 - 180

Secarity loans 7,558 7,197

All other loans : 8,696 9,140 + 444

Investments : 6,041 5,779 : - 262

:

Conditions in August following the saspension of direct action in 
June

Between the week ending June 8, and the week ending August 10, 19
29,

direct action was saspended and baying rates on acceptances were redaced

from to 5i. per cent. Factors in the increase of reserve bank credit

outstanding from ;i1,319,000,000 to „;1,381,000,000 are shown in the f
ollow-

ing table:
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Factors making for increase in reserve

baLu credit:

1. increase in money in circulation 65

2. Increase in member bank reserve balances 31

3. increase in unexpended capital of reserve

bank 6

4. Decrease in Treasury currency 4

Total making for increase

Factors making for decrease in reserve

bank credit:

1. Gain of monetary gold

2. Decrease in nonmember clearing balances

Total makinp: for decrease

Net difference making for increase in reserve

bank credit

A',.ctaal increase in reserve bank credit

42
2

106

44

62

62

Thus 431,000,000 of the increase represented a growth in the reserve

balances of member banks. The following table showing changes in the

composition of reserve bank credit during the period indicates that prac-

tically the entire growth was in discounts for member banks.

Composition of Reserve Bank Credit

(In millions of dollars)

Week ending •
• Change

: June 3, 1929 : Aug. 10, 1929 :

Discounts for member banks 1,000 1,031 : + 31

Acceptances 112 88 : - 24

U. S. securities 153 : 158 : + 5

All other reserve bank credit : 54 54 --

Total reserve bank credit 1,319 1,381 • + 62

During the same period, as the following table shows, member bank

credit increased, the increase being reflected both in security loans and

in all other loans.
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Member Banks in Leading Cities

(In millions of dollars)

June 5, 1929 .nug. 7, 1929 Change

Total loans and investments : 22,115 : 22,581 : t 466

Security loans : 7,197 : 7,715 : + 518

All other loans : 9,140 : 9,329 : + 189

Investments : 5,779 5,537 : - Z42

Conditions from first wee: in August to first week in October (period 

preceding market collapse.) 

jn August 8, the reserve system announced a new policy. The discount

rate in New York was raised from 5 to 6 per cent and at the same time the

buying rate on acceptances was reduced from 51i-to 5 1/8 per cent. As the

following table shows, this move was followed by an expansion of reserve

bank credit of .;)41,000,000, of which 140,000,000 was to meet increased re-

serve requirements of member banks, that is, was caused by a growth in

member bank credit.

(In millions of dollars

Factors making for increase in reserve

bank credit:

1. Increase in money in circulation 53

2. Increase in unexpended capital 1-2F//

3. Increase in member bank reserve balances 10

4. Increase in nonmember clearing balances

Total making for increase

Factors making for decrease in reserve

bank credit:

1. Gain of monetary gold

2. Increase in Treasury currency

Total making for decrease

Net difference making for increase in

reserve bank credit

31
4

76

35

41

Actual increase in reserve bank credit 
41
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increase in reserve bank credit was entirely in the form of in-

creased holdings of acceptances. Under the stimulus of lower bill rates

and a large volume of new acceptances, acceptance holdings of the reserve

banks increased much more rapidly than the seasonal increase in the de-

mand for reserve bank credit, and member banks, as shown in the following

table, reduced their borrowings at the banks by a large amount.

Composition of Reserve Bank Credit

(In millions of dollars)

: Week ending •
 'Change
:  Aug. 10, 1929 : Oct. 12, 1929 : 

Discounts for member banks 1,081 895 - 186
: 

Acceptances 88 322 + 234
: 

U. S. securities 158 138 - 20

All other reserve bank credit  54 67
• 

+ 13
:  • 

Total reserve bank credit : 1,381 : 1,422 : + 41

The decrease in discounts, furthermore, took place largely at the

New York Federal Reserve Bank where the rate had been raised to 6 per

cent. 3n .augast 7c1 when the rate was raised, New York City member banks

were borrowing 429b,030,033, while by October 9 they had reduced their

borrowing to 446,000,000, or by an amount slightly in excess of the in-

crease in reserve bank purchases of acceptances. Borrowings outside New

York City, on the other hand, increased slightly during the same period.

It might be said, therefore, that as far as banking figures indicate the

immediate effect of the policy adopted on August a was felt in New York I

City, and that outside New York City there was little change in the sit-

uation. In New York the increase in the discount rate furnished an in-

centive toward the redaction of borrowing at tne saLle time that increa
sed
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purchases of acceptances furniShed the member badks with funds with

which to Day off their indebteiness.

Changes in member bank credit durins the period are shorn in the

following table:

Member Barks in Leading Cities
(In mil Lions of dollars)

Total loans 
o 
and investments

Security lans
All other loans
Investments

: Aug. 7, 1929 : Oct. 9, 1929: Change

. III1. 
: 5
. ,9 .. .
• 5,5(O7 •. .

22,675 • +92
• .287,687

9,582 : 4 253
5,403 : - 134
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purchases of acceptances furnished the member banks with funds 
with

which to pay off their indebtedness.

Changes in member bank credit during the period are shown in the

following table:

Idbmber Banks in Leading Cities

(In millions of dollars)

Aug. 7, 1929 •
•

Jct. 9, 1929 • Change

Total loans and investments : 22,581 : 22,673 : + 92

Security loans : 7,715 : 7,687 : - 28

iill other loans : 9,329 : 9,582. : + 253

Investments : 5,537 : 5,403 : - 134

: : :

.77
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Office Correspontence
To  

From

Yr. Hamlin

Mr. Vest- Assistant Counsel.

FEDERAL RESERVE
BOARD
•

Date Dec. 17,1929

Subject:  Cases construipg the "Commodi-
ties' Clause" of the Hepburn
Act.

es, 2-8495

You have requested a statement as to the history of the inter-
pretation by the Supreme Court of the United :States of that provision
of the Hepburn Act known as the "Commodities' Clause" which in substance
prohibits a railroad from transporting commodities owned by it or in which
it is interested, with certain stated exceptions.

The text of the so-called "Commodities' Clause",United States Code,
Title 49, Section 1, paragraph 8, is as follows:

"Transportation of commodity manufactured or pro-
duced by railroad forbidden. It shall be unlawful for any rail-
road company to transport from any State, Territory, or the Dis-
trict of Columbia, to any other State, Territory, or the Dis-
trict of Columbia, or to any foreign country, any article or
commodity, other than timber and the manufactured products
thereof, manufactured, mined, or produced by it, or ,inder its
authority, or which it may own in whole or in part, or in which
it may have any interest, direct or indirect, except such ar-
ticles or commodities as may be necessary and intended for its
use in the conduct of its business as 9 common carrier."

There have been several United States Supreme Court cases interpret-
ing this provision of law. The first, and probably the most important of
these, is the case of United States v. Delaware and Hudson Company (1908)
213 U.S. 366. (The decision in this case covered a number of other similar
cases including United States v. Lehigh Valley Railroad Company.) In this
case the Supreme Court considered the proper construction to be given
the statute and also whether it was constitutional. After a long and
carefully considered opinion the court construed the statute as follows
and as thus construed, held it constitutional:

"We then construe the statute as prohibiting a railroad
company engaged in interstate commerce from transporting in such
commerce articles or commodities under the following circum-
stances am conditions: (a) When the article or commodity
has been manufactured, mired or produced by a carrier or
under its authority, and at the time of transportation the
carrier has not in good faith before the act of transportation
dissociated itself from such article or commodity; (b) When the
carrier owns the article or commodity to be transported in whole
or in part; (c) When the carrier at the time of transportation has
an interest, direct or indirect, in a legal or equitable sense

in the article or commodity, not including, therefore, articles

or commodities mellufactured, mined, produced or owned, etc., by a

bona fide corporation in which the railroad company is a stock-

holder."
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Ydth reference to the last point mentioned in the above quotation,
the Government contended that the statute forbade a railroad company
to transport commodities manufactured, mined or produced by a bona
fide corporation in which the transporting carrier holds a stock
interest, however small. The court said if the words "in which it is
interested directly or indirectly" found in the statute are te be
taken as embracing only a legal or equitable interest in the commodi-
ties to which they refer, they cannot be held to include commodities
manufactured or owned by a distinct corporation meroly because of a stock
ownership of the carrier. As shown above, the court held that the words
referred to did embrace only a legal or equitable interest in the com-
modities, and the court further said: "If it be that the mind of Con-
gress was fixed on the transportation by the carrier of any commodity
produced by a corporation in which the carrier held stock, then we
think the failure to provide for such a contingency in express language
gives rise to the implication it was not the purpose to include it."
And also, "It cannot in reason be assumed that there is a duty to ex-
tend the meaning of a statute beyond its legal sense upon the theory
that a provision which was expressly excluded was intended to be in -
eluded".

In a brief dissenting opinion Mr. Justice Harlan said in part:

"In my judgment the Act, reasonably and properly
construed, according to its language, includes within its
prohibitions a railroad company transporting coal, if, at
the time, it is the owner, legally or equitably, of stock -
certainly, if it owns a majority of all the stock - in the
company which mined, manufactured or produced, and then owns,
the coal which is being transported by such railroad company.
Any other view of the act will enable the transporting rail-
road company, by one device or another, to defeat altogether
the purpose which Congress had in view, which Was to divorce,
in a real, substantial sense, production and transportation,
and thereby to prevent the transporting company from doing
injustice to other owners of coal."

The next case was that of United States v. Lehigh Valley Railroad 

Company, 220 U.S. 257, decided in 1910. The case against the Lehigh

Valley Railroad Compc,ny was one of those covered by the opinion of the

court in United States v. Delaware and Hudson Company, discussed above.
Under the ruling of the Supreme Court in that case subsequent proceed -

ings were held in the lower court, where a petition by the Government for

leave to file an amended bill was denied. The amended bill would have

charged that the railroad company was using its stock ownership in a

coal mining company to commingle the operating of the affairs of the

two companies and to make it impossible to distinguish between them.

The matter was appealed to the Supreme Court and the decision of the

lower court as to filing the amended bill was reversed for certain

technical reasons. In this connection, however, the Supreme Court said:
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u* * * it must be held that while the right of a railroad
company as a stockholder to use its stock ownership for the
purpose of a bona fide separate administration of the af-
fairs of a corporation in which it has a stock interest may
not be denied, the use of such stock ownership in substance
for the purpose of destroying the entity of a producing, etc.,
corporatiortlf commingling its affairs in administration with
the affairs of the railroad company, so as to make the two
corporations virtually one, brings the railroad ccmpany SO
voluntarily acting as to such producing, etc., a corporation
within the prohibitions of the commodities clause."

In Delaware, Lackawanna and Western Railroad Company v. United States, 
231 U.S. 363, decided in 1913, the Supreme Court held that the transpor-
tation of hay by the railroad company to Scranton for use at a coal
mine owned by the railroad, most of the coal of Which was intended to
be sold for domestic purposes, was not necessary for the conduct of
the railroad's business as a carrier and fell within the prohibition
of the commodities clause.

The next case is that of United States v. Delaware, Lackawanna and 
Western Railroad Company, 238 U.S., 516, decided in 1914. The railroad
company in order to meet the situation brought about by the enactment
of the commodities clause organized a coal company having stockholders
and officers in common with the railroad company. The two corporations
then made a contract by which, after the coal mined by the railroad
company was brought to the surface, title was lost by sale to the
coal company but the railroad instantly regained possession as carrier.
The railroad agreed to sell and the coal company agreed to buy all
of the coal pined by the railroad, the amount to be at the absolute
option of the railroad company. The price was fixed at 651 of the New York
price. The coal company was not to buy from any other seller. The
Court held that these and other provisions of the contract Showed that
the parties thereto were not dealing at arm's length, that the coal com-
pany was neither an independent buyer nor a free agent, and accordingly
that the agreement violated the Sherman Anti-trust Act and the cormedities
clause of the Hepburn Act. The opinion of the Court recognized thatmere
stock ownership by a railread in a corporation for which it was trans-
porting coal would not come within the statute, but held that the rail-
road could not sell the coal to a mere agent at the time of beginning
the transportation, nor could it call such agent a buyer while hamper-
ing and restricting such alleged buyer "as to make him a puppet subject
to the control of the railroad company."

This question was further considered in the case of United 
States v. Readinf Company, 253 U.S. 26 (1919) where the railroad com-
pany owned more than 11/12ths of the capital stock of the coal company
and used it as a coal mining department of the railroad organization.
The Court held that the coal being transported by the railroad company
was produced "under its authority" and so prohibited by the statute. The

Court took occasion to state the result of the decisions on this questionas follows:
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* It results that it may confidently be stated

that the law upon this subject now is, that while the

ownership by a railroad company of shares of capital

stock of a mining company does not necessarily create an identity

of corporate interest between the two such as to render it

unlawful under the commodities clause for the railroad com-

pany to traasport in interstate commerce the products of such

mining company, yet where such otnership of stock is resorted

to, not for the purpose of participating in the affairs of

the corporation in which it is held in a manner normal and

usual with stockholders, but for the purpose of making it a

mere agent, or instrumentality or department of another company,

the courts will look through the forms to the realities of

the relation between the companies as if the corporate agency

did not exist and will deal with them as the justice of the

case may require."

In the case of United States  v. Lehigh Valley Railroad Company,

254 U.S. 255 (1920) the Court had before it another contract which wee in

its essential aspects substantially the same as that involved in the

cese of United States v. Delaware, Lackawanna and 1:estern Railroad Com-

pany, 238 U.S. 516. The Court applied the same reasoning as it did in

the former case and held that the operatiofs of the company under this
contract were unlawful. This case is more concerned with violations of

other anti-trust laws than with the commodities clause of the Hepburn

Act.

In rendering the decisions which have been discussed abcve,

the Supreme Court was actuated by the facts exi::Aing in each particular

case and based its decisions in a large measure on the spirit of the

statute and the policy of Congress in enacting it. Due to the fact

that these decisions rest so largely on the polic:: of this particular

statute, I do not think that they afford especially valuable assist-

ance in determining the general question whether and under what circum-

stances the courts will disregard the corporate entity of a corporation

and will consider it as an aggregation of persons.

GBY -sad

Respectfully,

e
orge B.Vest

Assistant Counsel.
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Office Correspontence
To_

From

Mr. Hamlin

•

Mr. Wyatt-General Counsel.

FEDERAL RESERVE
BOARD

44

Date  Dec. 27,1929

Subject:  Cancellation of agreement en-
tered into with First National Cor-
poration of Boston under sec. 25. 

opo 2-8495

Ili my memorandum of November 8th on the above subject, I referred
to the fact that the Axecutive Lepartment of the Government has acouies-
ced in the practice of national banks having affiliated corporations to
transact business which the national banks themselves cannot lawfully
transEct.

That Congress also has acquiesced in this practice and has
impliedly sanctioned it, is evidenced by the exception to the Clayton
Act exempting from tne provisions thereof a person serving as officer,
director or employee of two banks, banking associations or trust com-
panies where the entire capital stock of one is owned by stockholders
in the other. As evidenced by the attached excerpt from a memorandum
prepared by Yr. 4ingfie1d under date of February 17, 1928, with refer-
ence to the Clayton Act application of lr. :Frank O. Letmore, the
legislative history of this provision shows that it was deliberately in-
tended to take care of the situation where a national bank has affili-
ated with it a trust company organized for the purpose of transacting
a trust ausiness,which could not be transacted by a national bank
prior to the enactment of the Federal Reserve Act, and which cannot
now be transacted by a national bank without the permission of the

-Tederal Reserve Board.

By making a special exception with respect to persons
serving as director, officer or employee of a national bank andaaf -

filiated trust company, Congress impliedly aQproved of the practice of

nationul banks organizing trust companies to do business which they

could not do unuer their own charters before the Federal Reserve Act

and which they cannot do now without the permission of the Federal

fieserve Board. If it is lawful for national banks to organize trust

companies for the purpose of doing a trust business without the Board's

permission, it would seem equally lawful for them to organize affili-

ated corporations for the purpose of engaging in foreign banking with-

out the Board's permission. If it is lawful for them to organize

affiliated corporations for these purposes it would also seem lawful

for them to organize affiliated corporations for the purpose of transact-

ing a security business.

In my opinion this is an added reason, and an exceedingly

strong one why the Courts probably would hold that such arrangements

are not unlawful.

Excerpt attached.

Respectful Y9

alter 4att

General Counsel.
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' An exception to the Clayton Act provides that :

" A director or other officer or employee of such
bank, banking association, or trust company may be a
director or other officer or employee of not more than
one other bank or trust company organized under the
laws of the United States or any State where the entire
capital stock of one is owned by stockholders in the
other."

The primary purpose of incorporating this exception into the Clayton

Act, was to permit a director to serve a national bank and a trust company in

those cases where the trust company was organized as an auxilliary of the na-

tional bank to exercise trust powers which Dowers up until the enactment of 

the Federal Reserve Act, a national bank was not permitted to exercise. This

is shown plainly by reference in the debates on the floor of Congress to this

exception.

When the Clayton Act was under consideration by Congress the question

was asked as to what situation the above quoted exception was intended to cover

and the meaning of this excention was described as follows:

"Mr. CLINE. Do I understand from that section that a man
could not be a director in a trust company and in a national
bank and State bank ?
"Mr. BYRNES of South Carolina. The provision specifically

exempts a banking comoration the entire stock of which is
owned by the stoCkholders of another bank. my construction
cf it is that under the provision of this section a trust
company operated in connection with a national bank, where
the entire stock of the trust company is owned by stockholders
of the national bank, would not be affected by this law."
(Volume 51 of the Congressional Record, page 9181)

Later on an amendment to the exception above quoted was offered

which would have made the exception apnlicable where 75;4 of the stock of one

bank or trust company was owned by the stockholders of the other. In connec-

tion with this proposed amendment the following statement was made:

"Mr. CLINE. Mr. Chairman, it is well known to every man
in the House who has had any connection with the banking busi-
ness, and especially with national banks,that in £9k.
five or six years there has been organized, in conjunction
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"with national banks, trust companies. The stock of
the trust company has almost universally been owned
by the bank of which the trust company was an auxil-
iary • but where a former stockholder happened to die
and the stock has been distributed, it is sometimes
W.-possible for the banking company to own the entire
stock. I have one or two instances in mind where it
would work a hardship to the bank that sought to control
all the stock of the trust company which was organized
for the purpose of carrying long-time loans or building
loans for the benefit of the bank's customers.

"It would be impossible after the distribution of
the stock of a deceased stockholder in some instances to
get all of the stock. Of course, I understand it is the
purpose of the Law to make the bank and the auxiliary
institution one banking institution, but I do not under-
stand why they can not be protected just as easily with
a control of three-fourths of the stock or more as with
a control of the entire stock. It still would constitute
one banking institution. Talm the instance I have in mind.
It is impossible for the bank to secure $200 of outstand-
ing stock, and that under the bill would compel the bank
that has the trust company in connection with it to close
out the trust company business, to close out the long-
time or building loans that it is accommodating its cus-
tomers with, and I am at a loss to see what advantage it
would be to compel the bank to have the entire stock when
three-fourths of the stock is as effectual to prevent evil
effects arising from interlocking directorates as all of
it would be. It seems to me that the full pur-)ose is ac-
complished by compelling the bank to have three-fourths
of the stock and not to require the banks that fall Under
these conditions to close out their trust-company busi-
ness. " (Volume 51 of the Congressional Record,Dage 9600.)

It seems clear from these debates that the Congressmen under-

stood that the exception Above quoted was to apply principally to those cases

where a trust company had been formed to supplement the powers exercised by

a national bank, that is, where the trust comnany was to exercise trust Dowers,

which pow:rs the national bank did not have the right to exercise.
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REPORT TO THE rEITER4L RLSERVE BOARD
January 7th, 1930.

***********************************

At the May 9th, 1929 meeting of the Board of Directors of the Richmond

Re6erve- Bank, there was a general discussion of the ratter of the sale of our

AruleX property across the alley and west of our Bank building. In that discussion

it was brought out that a sale or lease was rendered more difficult by reason of

tne fact that we could not yield possession of the building for a year or

perhaPs eighteen mo:aths after a purchaser was found because it would take that

IenGth of time to enlarge our present building to accommodate us. This led to

a. discussion of the Foster lot Just what sort of a building should be built

upon it, and as a result a cournittee consisting of Messrs. Delano, Rieman and

Graham was appointed to study the matter, and in connection therewith to consult

Mr. Robert E. Lee Taylor who has served us very satisfactorily as Architect of

our Baltimore Branch Bank.Building.

The Committee has held several meetings during the summer, and has

since than reported back to the Richmond Board which, at its December meeting,

instrUcted us to submit to the Federal Reserve Board for its consideration

the entire problem as it presents itself to the Richmond Board, and to ask for

authority to proceed upon such one of the three proposed projects as meets your

aP13roval.

The basis of our Cortmittee4 s Report rests upon the following statement

of facts which are accepted without any contradiction, so far as we have heard:

(1) Tho main bank building of the Richmond Rank, built during war times

(1918.419), is 87$.114 feet, outside dimensions, with a wide setback above the

wessanine floor on both the long sides of the building' On account of these
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setbacks, although six stories in height, the available floor space is really

mall, and before it was more than half finished it was seen that it would be

inadequate for the then rapidly growing need.s. A second building, or annex,

of cheaper construction and more modest plan, was therelore built across the

alley to the rear. The dimensions o this annex are 36 x 120 feet, outside

dimensions. This building also has six floors, and althoug,h coverins much

less ground, has more available floor s-oace an. desk room than the larger

and costlier building.

(2) At the time this annex was built, an effort was made to buy Foster

Property adjacent to the main building on the north, but the owner would not

sell at what was then considered to be a reasonable ;rice, and a regrettable

decision was made to buy the annex property in the rear. Within the last two

years the Foster property has been bought, so that an area of 73 X 120 feet

Is now available to the north and adjacent, and this newly acquired land makes

it possible to add to our present buildings giving up the annex across the

alley, and have a single unit with streets on two sides, and alleys on the

other two sides, entirely isolated, zvaranteed Dix all time as to light,

and. certainly more easily policed and. protected.

(3) The substantial reasons favoring the sale or lease of the annax

property, and. adding to the Present building by an extermion on the Foster

property, are the following:

A. That the present main building, while good architecturally, is

faulty in several important particulars, which can be remedied in extending

the building on the adjacent property. The defects of the present building

may be enumerated as follows:

(a) The floor space io cut up into units which are really too srall
for effective use.
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(b) The money departments are below the ground level, and therefore

a considerable part of the clerical force (some 50 in all)

works below the ground by artificial light, which is really

inexcusable in a city where property values are not high.

(c) It ia very desirable to -;provide for a better security in handling

specie, currency and secthties arriving and dapartiw, - now
necessarily handled in a public alley.

id) The lobby entrance for employees in the rear of the building,
and the elevator facilities for reaching the upper floors, are
very inadequate nams and will certainly be increasingly inadequate
as the business of the bank develops.

(0) It is a matter of great importance that the handling of currency
from and to the Bank, arriving or departing by mail or express,
should be better protected than it is at:present. This can be
effectively accomplished by any one of the proposed plans.

It may occur to you that this statement of facts indicates a

grave lack of foresight on the part of those responsible for this buildings

but even if that were a fair conclusion, considering all the surrounding

circumststncess it would not apply to either the present Richmond Board,

(only one of wham then served as a Director) or to the Federal Reserve

Board, only two of Whom are now in office.

In any event, we are not meeting here to assess Praise or blame

on the dead, nor upon men Who have retired from office. We do know that

when the War came the Richmond Reserve Bank was most inadequately housed

in several (6 at the time we Llov) non.fireproof, dangerous and inadequate

buildings. That, in the face of the demands upon the system, was certainly

a serious if not truly hazardous sttuation; - but however that may have been,

our function today, as we understand it, is to meet the situation as we find

it, and do the best we can to serve present and future needs.

With this object in view, and in general accord with the policy
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of the Federal Government to promote building operations when many other

lines of endeavor are slackening, we submit on behalf of the Richmond 
Federal

Reserve Bank Board the following general reccremendations:

(1) We believe that this is the time when we should make a plan

showing the ccmplete development to be arrived at by extending the main

bank building along Ninth Street upon the Foster property. It is recognized

that it is not necessary at this time to complete the entire project, but

we should complete at least so much of it as will adequately cure the most

serious defects referred to above.

(2) The Directors of the ,Bank believe that it would be wise to carry

out this project in the near future because until we have actually built so

much of the extension as is needed for the present, it will be very difficult

to find a purchaser On tenant who will take over the annex property as it is.

(3) A further reason for carrying out this project now is that it

would be well to do it before we are in desperate need of the better

facilities, and when we have the means to do it. Having tompleted and paid

for our new Baltimore Branch building (a very satisfactory structure), and

sold the old building in Baltimore, we are now ready to tackle this problem,

and we believe it should be done now.

In connection with the various properties bought, it may be

interesting to the Board to know that the eriginal purchase of the lot an

the corner of Ninth and Franklin Streets was made i July, 1916, for

022,500,00, or approximately $11.60 per square foot.

The purchase of the Annex lot was made in4ayit. 191, for $80,000.00,

or an approximate cost of $18.00 per square foot.
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The purchase of the Foster property was made in May, 1927, for

$150,000.00, or an approximate cost of ,;,15.60 per square foot.

In order to present this entire project adequately, the Committee

has had a model made which shows three separate projects:

?Ian A utilizes the Basement and ground floor of the Foster

proPerty and the air rights above only an the rear of the lot. The coat

Of this plan is estimated at $460,000, - and the floor area about equals

that of the annex to be sold.

Plan B utilizes nearly the entire Foster property, but does

not provide a continuous facade on Ninth Street. This plan is estimated

to cost $630,000.

Plan C utilizes the entire Foster prdperty, altering the facade

on Ninth Street to provide a continuous colonnade. This plan is

architecturally very dignified and given large floor units and facility

for circulation, Which make for economical administration. This plan is

estimated to cost $806,000.

For your further information we attach hereto a Table giving

Floor Areas in each of the three plans, as compared with the Existing Plant

of which we submit photographs. We have brou,ght with us models ,

showing the different proposals to which we would direct your attention.

Respectfully submitted,

FREDERIC A. DELANO)
CHARLES E. RIEMAN ) COMMITTEE

E. C. GRAHAM
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4,1t".tNprx  TO RI:1'37),T AVAILABLE WORKING FLOOR  SPACE 
:Proposed Scheme "A":Propoeed Scheme "B" ;Proposed Completed
:with worth Wing sat:with broken colonmide:Plan"C"with unbroken
:back, par model :on front, per modal :colonnade across en-

At Present:without nosepiece with tire front,per model.
Maim Building,excluding base-
ment and cafeteria floor 18,000 sol.ft. 18,000 eclat.

'Basement floor Main Building,
uaed at present, but not to
be used in proposed plane

• Cafeteria floor Main Building
11,-3-3d at proent in Scheme "A",
but perhaps undasirablui in Com-
pleted Flan or Schema "C"

Annex Building to be sold

P,-oposed now North Wing, ex-
cludin6 unfinished basement

NJW Securities Court

TOTAL WOWING FLOOR SPACE

4,500

1,500 1,500 -

20,000 0

0 15,500

0 1 700

44,000 sq.ft. 36,700 'mat.

UnfinishJd Basement in now
North Ting not to be used as

411W)rking space (but very use-ful for filed and archives) 0 4,900 sq.ft.

ESTIMATE!) COST 4460,000

18,000 sq.ft. 18,000 sq. it.

1,500 1,500

24,000 27,800

1.7.00 1,700

45,200 eq. ft. 49,000 sq.ft.

4,900 sqat. 4,900 cq.ft.

$630,000 $606,000

It will be soon from the above that the tetal working floor sgase in the "Completed Plan "C" (Column 4),
sot using the basement of the present Main Building, and providing an essential securities court, is not
alidroAtly in excess of the present available floor. space (Column 1), in which we halm no protective securities
c*urt andwork about 50 employees baow ground in the baeament with artificial light and poor ventilation.
Th, Xew North WinL will have a basement very euitubla tor storage of files. anti archi-;as, and will La unfinished.

fchJme "B" (colu.Ln 3) gives almost as much space, but does not provida:conlinuous ueoroken floc-
ff.or mcst tt -.??1,r9nien4 ard economical toperatica4 on, the floors above the fiest fXocr, aw i 27o-id_d in %..)3

. `vf?r,Lp..r41..v4t.3 .77-z .n
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IEMORANTUM ACCOMPANYING

The
loans to

STATISTICAL RECORD OF TEE  ADJUSTMENT OF CREDIT RESULTING FROM THE STOCK MARKET PANIC IN OCTOBER AND NOVEMBER 0F129

climax of stock selling came in the weekly reporting period ending October 30,
brokers were called or reduced in the following manner and amounts:

Loans for Account of Out-of-town Banks were Reduced
Loans for Account of Others

Loans to Brokers by New York Banks Increased

and the effect was centered upon

  $ 707,000,000
  1,380,000,000
Total   $2,0 7,000,000

2,000,000

the New York banks. In that week

Net Reduction .. ,o1,09 ,000,000

Within the sane week demand deposits of New York City banks increased $1,553,000,000, evidently from funds derived, in great part, from the reduction ofloans made by out-of-town banks and others to brokers; and the loans of New York City banks to all borrowers on securities inc_eased ',1,200,000,000, 0992,-000,000 of this amount, as shown above, being loans made to brokers.

The loans and deposits of aLl other reporting member banks in the System (including Chicago)fluctuated in a minor degree in comparison with New York, theincrease in loans on securities of all other reporting member banks being only -,59,000,000, and the increase in demand deposits being only $243,000,000. Timedeposits fluctuated but little in either case.

Both demand deposits and loans on securities of the New York City banks were therafter rapidly reduced, until on December 18 their loans on securitieswere only $17,000,000 more than they were on October 2.3, the beginning of the weekly period hereinbefore alluded to, while their demand deposits were ;t417,000,-000 greater. At the same time (December 18) the loans on securities of all other reporting members (including Chicago) were $:41,000,000 less than on October23, and demand deposits were c55,000,000 less.

To provide adequate reserves for an increase of 1,553,000,000 in demand deposits, the New York City banks were of course compelled to borrow from theFederal Reserve Bank of New York, and so increased the aaount of their borrowing during that period from ',41,000,000 to 0.70,000,000. They would have beencompelled to borrow much more heavily had the New York Reserve Bank not Put funds into the market by the purchase of bills and securities, amounting to an in-crease of $99,000,000 within that weekly period. This does not cover the maximum amount put into the market by the New York Reserve Bank during thewhole ofthis disturbed period. From October 23 to November 20 the investments of the Federal Reserve Bank of New York alone inceeased $279,000,000, of Which000,000 was in government securities. During the weekly period, October 23-30, the total of funds put into the market by the Federal Reserve System was $312,-000,000, and the reserve deposits of member banks ran up $274,000,oto 2,652,000,000, much tl'e highest on record. It was clearly imperative that the NewYork City banks take over a large part of the loans called by out-of-town banks and others, and just as imperative that the Federal Reserve Bank of New Yorkprovide them with funds to maintain their reserves.

To measure the total amount of liquidation in loans on securities, the amount being loaned for the account of "others" must be added to the amount thebanks were lending for their own account. While the reports of all weekly reporting member banks, as published, do not show separately the amount of theirloans to brokers but include such loans in the item "Loans on securities," the report of the New York banks in the weekly report of brokers' loans does showseparately loans on securities made to. brokers for their own account and loans on securities to brokers made for out-of-town banks and, likewise, for others.Loans for "others" are therefore in addition to the loarizamade by the banks for their own account. The aggregate of loans to brokers made in this way was re-duced in the weekly period October 23-30 in the net amount of 1,095,000,000, as shown above, and between October 23 and December 18 the aggregate reductionwas $3,247,000,000. Taking these combined factors into account, the following statement will show the amount of the known reduction in the volume of loans onsecurities, in considering which it must be borne in mind that the weekly reporting member banks, about 600 in number, embrace only about 30% of the loans onsecurities made by all member banks
(In Millions) 

October 23 October_12. Hovember 20 December fF
Loans on Securities for Own Account - 7,920 r79,179 $ 7,991
Loans on on Securities for Others 3,23_

 
2,443 2,0_31  1,804

:•:;11,743 $11,622 -1.0,022 ,;',9,700  

Thus it will be seen that in the critical period, October 23-30, there was a very small reduction in aggregate loans on securities, the result being practical-ly only a shifting from one shoulder to the other; 'loans for "others" decreased n,380,000,000, and loans for own account increased $1,219,000,000, a net re-duction of only $121,000,000. But,by November 20 the aggregate reduction had reached the huge sum of $1,721,000,000, being a further reduction of “12,000,-000 in loans for "others" and a liquidation of 11,188,000,000 of the loans taken over, chiefly by the New York banks, for own account. By December 18 the ag-gregate reduction was $2,043,000,000, practically all in loans for "others"; that item as shown in the statement reveals a reduction of f2,019,000,000 whileloans for own account show a reduction of only $24,000"6 in comparison with figures given for October 23. Nevertheless, it is remarkable that this liquida-tion of loans for "others" was accomplished without adding to the burden of loans borne by the banks, except in the very temporary manner shown. At no timewas the burden on the interior banks even temporarily increased appreciably; the brunt was borne by the New York banks, and that burden was relieved in a re-markably short time by liquidation.

The report of the New York Stock 2xchenge from its member brokers shows a reduction in their borrowings from all sources between :leptember 30 and October31 of $2,441,000,000, and an aggregate reduction from September 30 to November 30 of :M,533,000,000; but that item is not comparable with the item brokers'loans and loans on securities as reported by the Federal Reserve Board, since they mean different things. The enormous shrinkage in the market value of stockslisted on the New York Stock Exchange between October 1 and December 1, as shown by the report of that body, has a startling significance when considered inconnection with the change in brokers' loans and aggregate loans on securities.

Reference has frequently been made to the adjustment of credits brought about by the decline in stocks as a transfer of the burden of loans to the interi-or banks. The burden of those banks was increased in weight but a mere trifle, since the aggregate of loans on securities of all reporting member banks, ex-cluding New York and Chicago, increased in amount only :9,000,000 from October 23 to December 18. Reports of loans on securities of weeicly reporting memberbanks embrace about 80% of such loans in all member banks, but like figures are not available for nonmember state banks. The analogy will probably hold goodwith them.

To What extent, if arty, the integrity of such loans, in 'general, has been affected by the crash in prices is pure conjecture. There are few, if any, sur-face indications that the situation in that respect can be considered at all serious.

No attention has here been paid to changes in the investment account of the reporting member banks during this disturbed period; such changes were rela-tively small and have no special significance.

The aggregate of loans on securities by reporting members was on December 18 V908,000,000 greater than on the same day in 1928, but of this increase only$490,000,000 was carried by interior banks. On the other hand, th6 investments of the interior banks were $541,000,000 less thai last year at the same time,aid borrowing by interior reporting member banks from Federal Reserve Banks on December 18 was only $356,000,000 against .486,000,000 on the same date lastyear. Thatever may be the case with particular banking institutions, there is nothing in these figures in general to indicate any pressing necessity for li-quidation of loans on securities by interior banks.

The year-end figures are purposely omitted from the foregoing because special influences are at work then which do not prevail at other times, and theywould throw the picture somewhat out of focus. It is well, however, to compare the condition of Federal Reserve Banks at the end of the year with the condi-tion at the beginning, as follows:
FEDERAL RESERVE SYSTEM

Total Reserves
Bills Discounted  
Bills Bought  
Government Securities  
Total Bills and Securities  
Reserve Ratio

January 2, 1912 :December 11, 1929

$2,588,000,000
1,151,000,000
392,000,000
244,000,000

1,889,000,000
61.9

.,857,000,000
632,000,000
300,000,000
510,000,000

1,547,000,000
69.6

+ 269,000,000
- 519,000,000
- 92,000,000
+ 266,000,000
- 342,0oo,000
+ 7.7

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



STATISTICAL RECORD OF THE ADJUSTMENT OF CREDIT RESULTING FROM THE STOCK MARKET PANIC IN OCTOBM AND NOVEMBER OF 1•2•

WEEKLY REPORTING MEMBER BANKS (601)

0ct. f Oct. 9 Oct. 16 Oct. 23
1929 1929 1929 4 1O29

Loans & Investments
New York  
Chic ago  
Other Banks  

Total 
Loans

New York  
Chicago  
Other Banks  

Total 
Loans on Securities

New York  
Chicago
Other Banks 

Total 
All Other Loans 

Investments
New York,Government

Other  
Chicago, Government

Other  
Other Banks  

Total 

$ 7,563
2,105
1346i
22,529-

5,376
1,717
9
17,420

2,947
981

3,898
7,626
9,602

921
766
164
224

3,326
5,401

Net Demand De2osits.
New York   5,279
Chicago   1,280
Other Banks   6,736

Total  13,295

Time !Ile1its
New :2.7'3 1,256
Chicao   648
Other Banks   4,921

Total  6,825

Borrowinzp_acia_aderal
Reserve Banks
New York -  --
Chicago  
Other Banks  

Total 

22,673

5,756

1,6917,26
•,818

2,836
964

3,887
7,6 7
9,582

932
775
163
225

3,308
5,403

7,464 7,526
2,083 2,119
13,126j 13,149

22,794

5,817
1,735
9,845
17,397

2,964
1,008

7,07)
9,522

5,106
1,271
6,66_1
13,040

1,255
646

940
769
162
222

3 304
5,397

5,270
1,291
6,84
13,40

30
45

7,619
2,117
1 ,1
22, 9

5,899
1,733
5,868
17, 00

3,005
1,004
1,911
7,920
9,580

Jan Millions

1

Oct. 30 Nov.
1929 1_929 

$ 9,010
2,173

13,248
24,431

7,191
1,786

Z/2_57
1°,934

947
773
162
221

3,292
5,39-5

5,298
1,309
6,707

1,265
645

4 205

49
7272

492

13,314

1,257
683

4,•4

4,205
1,034

9,179
9,755

• Nov. 13 Nov. 20 Nov. 27 Dec. 4
1929 1929 l'2 192j

8,658 8,338
2,128 2,123

24,073 • 23,716

6,733 6,403
1,740 1,729
10,016 • Q8q
18-,48rg- •. 4--

,115'

3,751 3,427
1,009 1,002
  86 3,340__
,7476-- ,369

9,743 9,746

990 1,064
829 861
162 165
224 223

_11.!?..91 271
r496-5;584-

6,851
1,387
6,8 2
15,110

1,257
681

4_,_5230

6,538
1,335
6,842
14,765

1,077
857
165
229
2

$ 8,187
2,070

1 1 1 096
23 12 23,353

6,215 6,169
1,706 1,672

40 9,85
7 1 176

8,215
2,104

. 8,035
2,063

13,044

3,105 3,077
984 966

3302 3,846
7,991 7,589
9,371 9,809

01

6,369
1,305
6, 896
14,570

1,236 1,242
678 630

4,921 4,884
,o;3

12 .13
*Revised figures for Chicago for 1927 not available.

Loans on Securities to
Brokers & Dealers
For Own Account 
For Account Out-of-
town Banks 
For Account Others

Total 

Stock :]xchange Brokers'
Loans  

472

1,826

6.504

41
4

50.

•-170
1

558

13g

590
4 729 733

BROKERS' LOANS

973 ::1;1,095 $1,077

1,799 
41 

1,831 1,733
875 3,823

,713 ,633

August 31, .1,881

Bias Discounted   $ 931
Bills Bought   323
U.S.Government Securi-

ties   146
Total Bills & Securi-

ties   1,414
Reserve Deposits   2,399
Reserve Ratio   72.7

..11•••••••••••••••••••1111,....•

$ 857
333

141

1,346
2,339
74.4

$ 849
360

138

1,370
2,408
73.1

In Milli9ns).

.7,2,069

1,026
2,443

3

September 30, $8,549

40-
50
568.•. .

1,129
870
165
232

3,254
5,650

6,183
1,290
617.5?1-
14,227--

1,237
624

4,861
6,70

$1,520$1,156

963 812
• 2,204

4,8B2 4,172

October 31, .",6,108

FEDERAL RESERVE BANKS STATEMENT.

In Millions

33
9
5
97

1,163
855
165
233

3,239
5,655

5,970
1,267
6 0
13„,90

1,275
616

4,869

23,142

6,047
1,664
9,82
l7, 53B

3,073
970

3,846

9,649

1,127
862
164
234

57-04

5,783
1,287
6L644
13,714

33
43

603

053
704

2tal-

831

638
1,982
3,45o

1,246
620

4,856
6772f

34
52

494
550

Dec. liIi5ec.18

1929 1929

$ 7,909
2,032

1..19
22,922

5,967
1,638
9,770

T7,375

7,929
2,035

22,933

5,927
1,633
9,7'37
fr,-547

3,023 3,022
49 954

11_0 20

9,557 9,451

1,105
838
158
236

59 547

5,77
1,268
6,7
13,77

1,112
890
164
238

_3,183
5,587

5,715
1,258
6,703

Dec.19
1928

.; 7,108
2,081

13,044
22,233

5,296
1,633
9,319

2,671
887

-6,9758-9,260

3,

1,212 1,210
627 625

4,85' 4,867
6,6'; 6,702

66
1
4
493

792

630
1,921

3,392

S,)

November 30, 34,016

3o6

710
1,909
3,425

88
24
6

1

750 1,750
1,304 2 1

,111

796
379

$ 991
340

$ 991
330

971
300

900
284

$ 912
257

$ 872:-:,
257

769
322

136 293 293 313 327 326 355 387
1,337 1,649 1,638 1,606 1,530 1,514 1,503 1,4912,375 2,652 2,558 2,608 2,518 2,376 2,401 2,397 ,74.5 69.4 69.8 69.5 71.2 71.8 71.5 71.6

SALES ON NEW YORK STOCK EXCHANGE

Monday, October 28, 9,212,800 Shares
Tuesday, October 29, 16,410,030
Wednesday,October 30, 10,727,320 ft

TOTAL MARKET VALUE
ALL STOCKS LISTED ON NEW YORK STOCK EXCHANGE
-Stock EiChanc?e 'Mures Average Price

October 1, $87,073,630,423 83.06
November 1, 71,72,650,908 64.62
December 1, 63,589,338,823 56.92

356

$ 6,939

114,448
21,357

5,141

10,267
777773

2,642

6

,803

1,096 994
716 803
193
256

.1,_724 41...:W.J11
5,965 5,979

5,247
1,258
6,817
13,322

1,196
690

4,959
6, ic

139
5

456
700

5,578

8,231
13,509

1,042

5,390
6,47

140

22
432

*MO

332 ;4,030 31,302

1,337
1,004
3:6-a

737 I $ 947 I 3 576
309 I 453 I 306

533 291 I 588

:54gg 1,701 1,533
2,326 2,394

69.3 64.5 67.2

-.....111/.01111•111Mal.
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The period which ended in the Stock itiarket
panic of October and November was the most re-
markable in the annals of banking and economics
in this country. The accompanying record was
prepared for our directors, to show the extra-
ordinary changes in credit and prices which oc-
curred at that time.

January 14, 1930.

VOLUME 199
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GEO. J. SEAY,
GOVEHNOR.

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



•

S COPY

To Federal Reserve Board January 10, 1930.

From Dr. Goldenweiser

In accordance with a request from Mr. Hamlin that I nreoare a

memorandum about the figures that I used in my talk the other day, I

submit the following:

Member bank credit at the T)resent time is about at the same level

as it was before the collanse of the stock:market, the increase which

occurred during the first week having been liouidated since that time..

Brokers loans by others than banks are about $3,000,000,000 lower than

they were in October.

For the year 1929 as a whole there was an increase i loans and

investments of re9orting member banks of about $832,000,000; security loans

went 11:9 $770,000,000 and other loans, $4Z8,000,000, while invest:dents went

down $366,000,000. The growth in credit for the year was all at the banks

in New York City, while the banks outside showed a small decrease for the

year. At the banks - in Zew York City security loans showed an increase for

the year of $365,000,000; all other loans, of $317,000,000, and investments,

of $169,000,000, while at the banks outside New York City security loans

showed an increase of $405,000,000, all other loans of $111,000,000, while

investments decreased by $535,000,000.

Free gold 

The amount of free -1:old in the Federal Reserve System on December 31,

1929 was $694,000,000. This figure is arrived at by allowing 35 per cent

VOLUME 199
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against deposits and using the necessary amount of gold to bring the

collateral against Federal Reserve notes to the 100 per cent prescribed

by law. There has been a decrease of more than $400,000,000 in this amount

since the early part of October, owing to the fact that discounts have cone

down and their place has been taken by Government securities, which are not

eligible as collateral for Federal Reserve notes. As a consequence, a

larger amount of gold has become necessary for note coverage.

It was pointed out that gold exports, so ion: as they were met by

discounts, would not make any change in the aaount of free gold, because
\

eligible paper would come into the system in equal amounts with the Fold

withdrawn. If, how-Ner, the gold exports were to be met by security purchases,

that would make inroads into the free gold.

It 7as also pointed out that a return flow of currency from circulation

would not change the free gold situation so long as it liquidated discounts

or acceptances, because there would be a decrease in eligible collateral

equivalent to the decrease in notes. If, however, the return flow was met

by he sale of securities, there would he an increase in the free gold,

because the collateral would not diminish, while notes outstanding would.

It was brought out that the decrease in free cold brings the ouestion

of reserves as the limiting factor to Federal Reserve operations closer than

it has been for many years. A factor of safety, however, is in the $500,000,000

of notes outstanding that are held in the Federal Reserve banks. In case of

real need, means can be found to reduce this aaount considernJoly.

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



•

Federal Heserve Board

Dr. Goldenweiser

COPY 44k

January 11, 1930.

In resoonse to Dr. :Oiler's reouest that I give the Board a statement

as to the effect of a policy of open lualicet ooerations having for its

objective the keeping of discounts of member banks down to $500,000,000, I

submit the following:

Discounts for member banks on January 8 were $566,000,000 and they are

likely to be below $500,000,000 before the end of this month. The ouestion

raised, therefore, is whether they should be kept at or near that level

through the purchase of securities to offset gold exports, if any, or through

the sale of securities in case there is a further downward movement in discounts

caused by a return flow of currency, by a decline in member bank balances, or

from sohie other cause.

I am not sure that I clearly understand the Question. It would seem

that the system's objective is not the maintenance of a given level of

discounts, but the maintenance of conditions in the money market that appear

desirable in view of the prevailing credit and business situation. In the

lon run a policy of not allowing discounts to rise above $500,000,000 would

mean that increases in the demand for reserve bank credit arising from

possible gold ex)orts, from an increase in the demand for currency, or from

an increase in member bank reserve reouirements would all three be net entirely

.through the purchase of securities or acceptances by the Federal Reserve

banks. If the demand for reserve bank credit were to come from the increase

in reserve requirements of member banks, it is likely to indicate a rapid

growth of bank credit and may mean that the Federal Reserve System would wish
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to have the member banks sufficiently in debt to restrain the growtia.

In that case maintaining discounts at a given level would not be consis—

tent with the System's objective.

In the immediate future, however, the principal source of demand

for additional reserve ban: credit is likely to be caused by gold exports ,

and -Perhaps the Board's inquiry is primarily intended to throw light on

the auestion of the effect of replacing such exports by the purchase of

securities. Broadly speaking, the effect would be to counteract the

tightening effect of the exports and., therefore, encourage their continuance

and to accelerate the using up of the free gold available in this country.

Whether it would. mean also to encourage undue expansion of credit would.

depend on other elements in the situation. The effect of such a policy

abroad would be to ereoucage further takings of gold from the United. States

and to enable foreign central banks to adopt easier money policies.
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Office' Correspontence
To

From

I r. Hamlin

hlr. McClelland

FEDERAL RESERVE
BOARD

Subject:__

•
Date

14,‘ I:144

174- 1930-

1

OPO

N. -
The attached figures are those prepared for the infornation of the

President and the Cabinet by the Interdepartnental Statistical Come-
aittee, of which Doctor Goldenweiser and Yr. arnead are merbers.
understand that charts based on these figures are also available
and are being used by the President and the Cabinets
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BUS INESC

(1923-1925 .5 100, with excertions noted.)
January 15, 1930

Industrial
production 1/

Factory
employment 1/

Freight car
loadings: mer-
chandise and
miscellaneous

Annual
1922 85 90
1923 101 104
1924 92 961925 104 100
1926 108 101
1927 106 991928 110 97
1929 114 100

V

Building
contracts
awarded
(value)

gg 81
97 84
98 95
105 122
108 130
107 128
108 135
110 117

Monthly
1928

July 110 97 log 142August 112 99 log 126September 114 98 111 143October 114 99 111 145November 112 98 107 115December 113 99 log 105

1929
January 117 99 log 100February 117 100 105 88March 119 100 111 118April 122 102 114 156May 123 102 114 143June 126 102 112 133July 124 102 112 159August 123 102 113 119September 121 101 113 108October 117 100 111 109November 106 98 103 95December 101p 96 99 77
1930
January

Turning points 
Low 1922 73 84 82 4gHigh 1923 107 

111i 

99 109Low 1924 84 2 92 76High 1926 112 110 148Low 1927 99 _ loo 94High 1928 114 9 111 158High 1929 126 10-.. 114 199 1/ Adjusted to allow for usual seasonal variations. p - Preliminary.
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on-
Automobile Steel ingot agricultural Stock prices

output output prices (1926=100)

Sheet 2.

Commercial 1
paper rate -<Z.,
(Monthly
average)

Annual
1922 66 84
1923 102 105
1924 91 89
1925 107 107
1926. 109 113
1927 s6 ' 105
1928 110 120
1929 135p 131

Monthly
1928

July 121 114
August 131 116
September 137 124
October 113 129
November 79 123
December 74 121

1929
January 118 125
February 154 135
March 177 146
April 184 143
May 178 147
June 172 147
July 148 140
August 144 137
September 134 135
October 108 125
November 69 101
December 36p 87

1930
January

Turning points
Low 1922 28 55
High 1923 117 119
Low 1924 61 54
High 1926 134 124
Low 1927 40 90
High 1928 137 129
High 1929 184 147

p - Preliminary.

loo 68 4.4g
103 69 5.01
98 73 3.88
99 90 4.03
97 loo 4.35
90 118 4.11
89 150 4.86
88p 190 5.85

89 . 144
90 148
90 157
90 155
90 171
90 171

5.13

5.38
5.50

5.50
5.38
5.50

89 185 5.38
89 187 5.50
90 189 5.88
90 187 6.00
89 148 ro.00
89 191 6.00
85 -1 207 6.00
88 218 6.13
87 225 6.25
87 202 6.1;
86 151 ,•
85p 154 5.otT

94 59 4.08
110 76 5.38
96 68 3.13
99 105 4.63
88 106 4.00
90 171 5.50
90 225 6.25
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X-4586

RESOLUTIONS APPROVED BY FEDERAL RESERVE BOARD AT

TING ON MARCH 22, 1923.

'Whereas the Federal Reserve Board, under the powers given it
in Sections 13 and 14 of the Federal Reserve Act, has aathority to
limit and otherwise determine the securities and investments purchased
by Federal reserve banks;

Whereas the Federal Reserve Board has never prescribed any limita-
tion upon open market purchases by Federal reserve banks;

Whereas the amount, time, character, and manner of such purchases
may exercise an important influence upon the money market;

Whereas an open market investment policy for the twelve banks
composing the Federal reserve system is necessary in the interest of
the maintenance of a good relationship between the discount and pur-
chase operations of the Federal reserve banks and the general money
market;

Whereas heavy investments in United States securities, particu-
larly short-dated certificate issues, have occasioned embarrassment to
the Treasury in ascertaining the true condition of the money and invest-
ment markets from time to time,

THEREFORE, Be It Resolved, That the Federal Reserve Board, in the'l,
exercise of its powers under the Federal Reserve Act, lay down and ad,pt :
the following principles with respect to open market investment oPeratiolp,
of the Federal reserve banks, to-wit;

(1) That the time, manner, character, and volume of open market:
investments purchased by Federal reserve banks be governed-with primary
regard to the accommodation of commerce and business and to the effect ...
of such purchases or sales on the general credit situation.

(2) That in making the selection of open market purchases, care-
ful regard be always given to the bearine- of purchases of United Statei:
Government securities, especially the short-dated issues, upon the mar-
ket for such securities, and that open market purchases be primarily
commercial investments, except that Treasury certificates be dealt in,
as at present, under so-called "Repurchase" agreement.

Be It Further Resolved, That on and after April 1, 1923, the
present Committee of Governors on Centralized Execution of Purchases 
and Sales of Government Securities be discontinued, and be superseded
by a new committee known as the Open Market Investment Committee for 
the Federal Reserve System, said Committee to consist of five repre-
sentatives from the reserve banks and to be under the general super-
vision of the Federal Reserve Board; and that it be the duty of this
Committee to devise and recommend plans for the purchase, sale and
distribution of the open market purchases of the Federal reserve
banks in accordance with the above principles and such regulations
as may from time to time be laid down by the Federal Reserve Board."
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FEDERAL RESERVE BOARD

WASHINGTON

X-6484
ADDRESS OFFICIAL. CORRESPONDENCE TO

THE FEDERAL RESERVE BOARD

January 23, 1930.

SUBJECT: Open Market Procedure.

Dear Sir:

This letter invites the attention of your bank to
changes which the Federal Reserve Board, after prolonged con-
sideration of the matter, has concluded should be made in the
existing procedure governing open market operations.

It may be recalled that it was in April, 1923, that
the present procedure with regard to open market operations was
ado-Dted. In the preceding year -;..any of the reserve banks, in
order to maintain portfolios of earning assets, entered the mar-
ket on their own separate accounts to purchase United States
Governent securities, without much regard to the effects of
their operations on the market for Government securities or on
credit conditions. It was found necessary, in consequence, to
give to open market operations a status which recognized their
credit effects and economic consequences and also their effects
on the position of each Federal reserve bank.

co-py of the Board's resolution containing an outline
of the procedure ado-cted in 1923 is herewith enclosed. Under
this procedure the principle governing open market op3rations
was defined and its application and practice left to a Committee
consisting of five reserve banks acting under the general super-
vision of the Federal Reserve Board.

The principle was stated as follows:

"That the time, manner, character and volume of
open market investments purchased by Federal reserve
banks be governed with primary regard to the accommo-
dation of commerce and business, and to the effect of
such -,)urchases or sales on the general credit situa-
tion."

The five banks constituting the Open Market Investment Committee
were the following:

Federal Reserve Bank of Boston
Federal Reserve Bank of New York
Federal Reserve Bank 

II Philadelphia
Federal Reserve Bank of Cleveland
Federal Reserve Bank of Chiago.
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Although the necessity of giving to open market opera-
tions a System status was recognized in 1923, it was not then
foreseen how much use would be made of the open market operation
as an instrument of Federal reserve credit policy. As a matterof fact, fresuent resort has been taken to open market operationseither by purchase or sale of United States Government securities
as a mode of policy in the five years following the 1923 arrange-ments.

The experience of this period shows that the open market
operation, when involving other than trifling amounts, may be of
first-rate importance in altering credit conditions even when
viewed on a national scale.

It is not surprising, therefore, that suggestions Should
have been made that the System character of open market operations
Should be fully recognized by having all twelve Federal reserve
banks, instead of five as at present, represented in the Shaping
of open market nelicy. Views to this effect have been expressed
informally by reserve banks not included in the existing set-up,
and formally by the Federal Advisory Council in the following recom-
mendation adopted in September, 1928:

"The Federal Advisory Council without
any intention of criticising the present
arrangements but in order that all governors
of the Federal reserve banks may participate
in the discassions leading up to actions of
the poen Market Committee sugests to the
Federal Reserve Board to consider the advis-
ability of having the membership of the Open
Market Committee consist of all the governors
of the Federal reserve banks with an executive
committee composed of five members with full
power to act."

For the reasons briefly set forth above, the Board hasdrawn up a revision of the 1923 open market procedure, which em-bodies a fuller recognition of the joint interest and responsi-bility of the Federal reserve banks and the Federal Reserve Boardin the matter of open market policy. The elements of this pro-cedure are contained in a memorandum adopted by the Federal ReserveBoard reading as follows:

"(1) The Open Market InVestment Committee, as at present
constituted, to be discontinued and a new committee, to be known
as the 0:Den Market Policy Conference, to be set up in its place.

(2) Each Federal reserve bank to be represented on the
Open Market Policy Conference.
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(3) The Conference to meet with the Federal Reserve Board
at such times as may be arranged by or with the Board.

(4) The function of the Open Market Policy Conference to be
to consider, develop and recommend. plans with regard to the pur-
chase or sale of securities in the open market.

(5) The time, character and volume of such purchases and
sales to be governed with the view of accommodating commerce and
business and with regard to their bearing upon the credit situa-
tion.

(3) The conclusions and/or recommendations of the Open
Market Policy Conference to be submitted to each of the Federal
reserve banks and to the Federal Reserve Eoard for consideration
and/or action.

(7) camuittee to be known as the Goon Market Executive
Committee to be constituted for the purpose of executing such
purchases and sales of securities as have been approved by Fed-
eral reserve banks and the Federal Reserve Board."

Such further working arrangements as may be found neces-
sary to make the a'oove outlined plan operative will, in the opinion
of the Board, best be determined by the Conference itself when it
is organized.

The Board believes that the above procedure contains the
essentials of a worka:ole plan designed to give exnression to the
common interest of the Federal reserve baras in matters of open
market policy and to provide a reasonable and practicable method
for joint action. After your bank has had time to consider the
plan, the Board will welcome an expression of your views.

By order of the Federal Reserve Board.

Very truly yours,

E. M. McClelland,
Assistant Secretary.

r20 CUIR=11 0' 2. 2. BANKb.
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(3) BORROWINGS AND RES1RVE BALANCES OF ALL MEMBER BANKS, OF ALL WEEKLY REPORTING
MEMBER BANKS, AND OF WEEKLY REPORTING MEMBER BANKS IN NEW YORK CITY

(Figures for all member banks are monthly averages of daily figures; those for
weekly reporting banks are averages of weekly figures)

  (In thousands of dollars) 

Month

All member banks

/1r1uary
February
March
April

May
June
July
August
September
October
November
December
,1929 

January

eruary
ch.

April

May
June
July
August

September
October
November
December
s

Borrowings
from
Federal
reserve
tank 

Reserve
balances

All weekly reporting
Per cent of  member banks 
borrowings

to reserve
balances

Borrowings
from Fed-
eral re-
serve bank

Reserve
balances

465,275 2,426,360 19,2
470,680 2,368,092 19.9
513,233 2,365,030 21.7
660,927 2,396,460 27.6

835,502 2,387,642 35.0
1,018,735 2,354,547 43.3
1,089,579 2,323,506 46.9
1,060,811 2,273,919 46.7

1,064,302 2,314,257 46.o
975,204 2,332,177 41.8
897,309 2,352,294 38.1

1,013,003 2,366,808 42.8

859,223 2,386,746 36.0
889,207 2,357,297 37.7
968,565 2,336,507 41.5
oo4,440 2,307,945 43.5

956,274 2,296,409 41.6
978,009 2,314,338 42.3

1,095,623 2,333,545 47.0
1,043,467 2,322,411 44.9

969,000 2,334,541 41.5
884,501 2,385,644 37.1
952,640 2,521,324 37.8
803,350 2,395,025 33.5

'DIVISION OF BANK OPERATIONS,
DECEMBER 27, 1929.

314,208
337.900
361,937
487,946

643,657
796,223
853,800
806,093
822,443
736,270
681,018
799,132

663,321
659,194
740,379
724,649
661,224
670,064
800,933
717,039

705,854
634,398
654,531
489,823

Per cent of
borrowings
to reserve
balances 

Weekly reporting member
banks in New York City

Borrowings
from Fed-
eral re-
serve bank

Reserve
balances

Per cent of
borrowings
to reserve
balances 

1,799,458 17.5 93,888
1,753,215 19.2 77,783
1,726,338 21.0 74,672
1,732,935 27.4 145,120

1,770,996 36.3 222,008
1,740,061 45.8 271,147
1,722,670 49.6 273,501
1,672,180 48.2 222,695

1,699,326 48.4 265,994
1,706,996 43.1 202,111
1,713,960 39.7 156,722
1,747,518 45.7 220,862

1,776,861 37.3 190,169
1,746,491 37.7 131,168
1,7L5,47L 43.2 166,168
1,672,003 43.3 162,025

1,666,236 39.7 144,867
1,671,898 40.1 164,586
1,703,309 47.0 319,054
1,665,305 43.1 195,600

1,702,555 41.5 166,345
1,774,947 35.7 73,840
1,868,826 35.0 60,075
1,743,072 28.1 80,300

781,364 12.0
753,996 10.3
737,912 10.1
776,708 13.7

766,710 29.0
749,001 36.2
729,696 37.5
705,229 31.6

715,633 37.2
719,884 28.1
721,393 21.7
751,825 20

770,053 24.7
755,772 17.4
736,0714 22.6
714,539 22.7

713,817 20.3
720,004 22.9
740,052 43.1
701,890 27.9

735,616 22.6
791,1499 9.3
888,904 6.8
776,373 10.3
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Date

Jan. 1, 1922

1923

1924

1925

1926

1927

1928

1929

Jan. 1, 1929.

Feb. 1, 1929.

laar.0, 1929.

Apri14,1929.

May It% 1929.

June 411, 1.929.

Ju1y, 1929.

Aug. gf, 1929.

Sept. 0,1929.

Oct. ",1929.

Nov. jr, 1929.

Dec. 1929.

Relorting Member Banks. 

Security
Loans

Per
Cent

Comm. Per
Loans Cent

Invest-
ments

Per
Cent

Total.

3,683 25 7,523 51 3565 24 14771

4,215 26 7,404 45 4734 29 16353

4,269 26 7,798 47 4555 27 16622

4,901 26 8,205 44 5555 30 18661

5,864 30 8,317 42 5444 28 19625

6,086 30 8,664 44 5114 23 19865

7,022 32 8,652 40 5955 26 21629

7,818 34 8,985 40 5931 26 22735

All member
Averages, 1929. bank

• reserves
7,504 33.6 8,796 39.4 6,021 27.0 22,320 2,386.7

7,522 33.8 8,737. 39.2 6,004 27.0 22,263 2,357.2

7,580 33.7 8,911 39.7 5,981 26.6 22,472 2,336.5

7,392 33.0 9,073 40.5 5,924 26.5 22,368 2,307.8

7,218 32.6 9,059 41.0 5,836 26.4 22,113 2,296.4

7,332 33.0 9,149 41.1 5,751 25.9 22,231 2,314.3

7,716 34.3 9,234 41.1 5,529 24.6 22,479 2,333.6

7,579 33.7 9,389 41.8 5,496 24.5 22,465 2,322.4

7,654 33.8 9,543 42.1 5,449 24.1 22,646 2,334.5

8,098 35.0 9,608 41.6 5,418 23.4 23,12-'1 2,385.6

g,2)49 34.9 9,792 41.4 5,623 23.7 23,663 2,521.3

7,96g 34 6 . 9 , 476 41.2 5,567 24.2 23,012 2,395.0
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