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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_august 1, 1941
To The Files Subjects

From___ wmr= Coe

ynf£i

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 209 of Mr. Hamlin’s scrap book and placed in the Board's

files:

VOLUME 209

J- — Excerpt from letter to Board from Mr. McGarrah, answering

Board’s letter of February 2, re member bank borrowings.
figes,4i 536, 7 & g - Memo re relation of rates among the various

F.R. Banks. (Notes on action at Board meetings.)

N Security Loans of Reporting Megaber Banks - June 1929

(Typed table)
Page - Pata re reduction of rates - notes of Mr. Hamlin.

twe; 12 & 13 - Memo to Mr. Hamlin from Mr. Smead re increase iIn
brokers” loans for account of “others” between February and

June 1929.
Page 12 - Memo to Mr. Hamlin from Mr. Smead re brokers® loans, call

loan renewal rates, etc.

Page 20 - Memo to Mr. Hamlin from Mr. Smead re brokers®™ loans, call
loan renewal rates, etc. *

Pafle 22 ~ Changes iIn Loan Account of All Weekly Reporting Member
Banks During Selected Periods.

-afie.2vV., Canges. in Loan Account of Weekly Reporting Member Banks
e|'n New \?‘o& %lt'y . y reporting
Page”™ - Memo to Mr. Hamlin from Mr. Smead re continuous borraN/i\ngs

February - June 1929, etc.
E@Msount Mat® Controversy between Board and F.R.Bk of N.Y.

M of Fundé from u.s. Eggltn from Mr- Smead re "Europe Bxpects

PageJS_- Hemo to Mr. Hamlin from Mr. Van Fossen re monthly averages
of iInterest rates iIn Hew York City, etc. S

N £SchasesUin®192SMr -

28Se 22 - Memo to Mr. Hamlin from Mr. Goldenweiser re figures for
member banks for July and November 1928.

faffi» « t “SS Se°c™MtNrsTrOm “r- Smead N “hartS °n Federal Re— e
~ "echangesem0 tO ~ Hamlin from Ur' Goldermeiser re Recent Economic
f£aSe 3l ~ Earnings & Expenses of F.R. Banks.

Hamlinfrom Mr- Goldenweiser re acceptanc
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Page 44 - Ratio of Average Member Banks Borrowings from Federal Reserve
Banks to Their Average Reserve Balances, 1919-1929*

Page 46 - Member Banks Borrowing Continuously from the Federal Reserve
Banks for one year.

Page 72 - Excerpts from the minutes of the meeting of the F.R. Board,
held on October 17, 1928 and November 13, 1928.

Page 79 - Memoranda and data re Open Market Operations.

Page 87 - Data on Open Market Conference Committee.

Pages 88-93 - Memo to Mr. Hamlin from Mr. Goldenweiser re extracts
for weekly reports, F.R.Bk. of N.Y.

Page 97 - F.R.Bk. of N.Y. - Reports of Open Market Investment Com-
mittee, etc.

Page 120 - Number and Resources of Member Banks of the F.R. System.

Page 121 - Memo to Board from Div. of Bank Operations re condition of
all banks in U.S. on September 24, 1930.

Page 125 - Memo to Board from Mr. Wyatt re Payment of Interest to With-
drawing Member Banks.

Page 139 - Memo re Brokers Loans.
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McGTarrah to the Board Eebruary 27,1929, answering Boards letter

of February 2:

States that the officers report specially In cases where It becomes
apparent that a member bank is borrowing too much or for a too protracted
period In relation to other comparable banks, or where the bank is
resorting to a continued use of our facilities because of a deliberate
investment or loan policy on the part of the bank which itself results
in a call Yo us for what might really be considered capital funds.

In such cases, especially where i1t seems the purpose of the borrowing 1is
merely to make a profit between our rate and the yield to the borrowing
bank, whether the iInvestments be iIn Govermment bonds, corporation bonds,
real estate mortgages, brokers loans, or any other foim of Investment or
loan, - 1t i1s understood the officers will take the matter up with the bank
and bring about a correction of 1ts position, leaving to the management

of the bank 1tself the determination of the particular means by which i1t

will adjust 1ts account with us,
195 - 67.

VOLUME 209
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MOTION OF RATES

Warburg favored 6# for commercial paper, with 6 for member
hank collateral notes*

May 16, 1929. 16 57 (228).

Wetmore wanted 6% to restore the old relation of rates.

C.S.H. said 5%P> would do this; that a 6# rate would he followed by
an increase in open market commercial paper rates and customers* rates,
and cause a new disproportionate relation of rates which would require
correction, and that this would go on ad in finitua.

May 21,1929. 16 68, 69 (228).

Wetmore said Federal reserve rates should he as high as or higher
than open market commercial paper or customers rates.

May 21,1929. 16 69 (228).

C.S.H. replied that Federal reserve rates, with a very few short
exceptions, had always heen lower than open maiket commercial rates or
customers' rates, and could not he kept at a parity, much less higher.

May 21,1929. 16 68, 69 (228).

Governor Harrison and Ur. McGarrah came before the Board. They now
say the trouble is with the relation of rates (dropping a ll talk as to the
necessity for"correcting the situation” - that is, breaking the stock
market.) They said they wanted 6% to correct the relation of rates.

C.S.H. asKed if 5 would not restore the old spread of Noofo1s.
lhey both said No, that whatever the relation may have been in the past

spread) they now favored a Federal reserve rate eql«l to or higher
than open market paper rates and customers* rates.

C.S.H. asked if the latter rates would not at once be increased.making
a new spread of about £#. 6

They said the increase would be only slight, and perhaps not at all.

May 22, 1929. 16 74, 75. (228).
VOLUME 209

PAGE U

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



C.S.H. said that if New York had asked for 5j$ instead of 6", it
would have appealed to him more strongly, as it would have reduced the
spread to the old spread of of 1$#

C.S.H* said that Governor Harrison and Mr* McGarrah did not really
want to restore the old spread, hut to create a new one, with the Federal
reserve rate higher, or at least as high, as the commercial paper and
custorers* rates; that such a relation could not he maintained; that
under a 5%yd rate the hanks need not increase market rates, hut that
folloy/ing a 6% rate these latter rates would he increased and again become
out of line even iIn accordance with their theory, necessitating further
increase of Federal reserve rates*

May 23, 1929. 16 - 78 (229).

In Mr* Burgess* hook on Governor Strong, page 246, there will he
found an interesting statement hy Governor Strong showing why Federal
reserve rates were above commercial paper rates* He points out that
comercial paper rates should he compared only with overdrafts of the
British hanks, and that these overdrafts are always higher than the Bank
of England official acceptance rate* He casts out an intimation that
perhaps some time In the far future our Federal reserve commercial paper
rate will he likened to a Lombard loan, hut he points out sguarely that
that iIs not the case today, and that the Federal reserve rates will
always he above commercial paper rates#

Mr# Burgess in his hook entitled ""The Reserve Banks and the Money
Maiket” on page 188 also shows why Federal reserve rates are higher
than comercial paper rates; that the tenn discount rate as used In the
English market is entirely different from the term as used In our markets*
He points out that commercial paper rediscounted with the Federal reserve
hanks have a hank endorsement which entitles 1t to a lower Federal reserve
rate than the hank charges its customer; that iIf the Federal reserve
rate was, for example, 4%, it would he a proper rate as compared with
a 5% rate charged hy a hank to its customer*

Governor Strong also pointed this out to the Board on February 20,
/ 7 - 47 (98).

Governor Harrison admitted that an iIncrease In the Federal reserve
rate would generally he followed hy an increase iIn customers* rates, hut
that the usury laws of the state of New York would prevent the customers-®
rate exceeding 60 In any event#

February 15, 1929. 15 - 150 (30).

Later Governor Harrison said that a 6# rate would not eppreciahly
increase customers* rates in the New York district, hut Govermor Young

VOLUME 209
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replied that 1t would certainly increase them iIn other parts of the
country.
August 2, 1929. 16 - 146 (42).

Ur. Potter of New York stated squarely that an increase in the
Federal reserve rate would result iIn increased customers* rates, hut
probably not by the full amount of iIncrease. He also stated that the
usury laws of New Yoric are easily evaded by requiring compensatory
balances.

April 19, 1929. 16 - 28 (41).

Ur. Wetmore claimed that Federal reserve rates should be higher
than custorers* rates, and Mr. Warburg apparently agreed with him.

May 17, 1929.16 - 69 (41).

C.S.H. pointed out that New York had dropped its other arguments
and now sought to iIncrease simply on the ground of restoring the proper
relation of rates making Federal reserve rates higher than customers*
rates.

May 23, 1929. 16 - 78 (42).

The United States Chamber of Commerce Committee criticized the
claim of Mr* Anderson and Mr. Hepburn that the Federal reserve rate
should be higher than market rates, defining market rates as line of
credit loans where the customer has access to different cities.

Page 58 Committee Report.

VOLUME 209
PAGE 6

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



J*F*FANATM A +fa* &

/U

O"SUNt~A**SU&IL v fi /b>-CEU-s(

Jr& U~ 3
r NT- 1ot (2]

#~ChFXaalU ~t"c. X<a'TQ

*> cMJeE*u -
X, 2-F

/X - g1y XS
& -$-A-cV -"i-n. d-tX**t-t<  _"I*O P

T Srfo<*JL (*& LlaUJ/+

—CrY;  LCIYCA-A

y A 2-9
[sT -/ x™(C /72
NN NCLL* fa*o~bUL*d yt**-“sfEc*. ACANC N,
I<K L u cx , uUnrJ-c
&-A.
j& '«
2->
/ NT-/2-F ~ /
u>n N~ F t"L uu”™”r -eryU ju'n
XU-**_
[«p— [<#"? |

=

-Lc*—  &lLa*a~d—- Cu”L™Mi/ VC

VOLUME 209
PAGE 7

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



uJku [ <X

e "L L>%-u*U) *EZjl <A
22 * 2.7
y XT— 2. Cr* f*-}

/ lajffcd 2 A A FEFYN i @RC.

~1S  Kis*<dGL+*dt &-E£4 >4 >AL cE%

/£ --r> /N
a-ef£ t*~ <LASUM 6 ~ . S-U ™

AN N pl<A-L*c.

Ck"Cix. XN

trO AJy b&uulLijh .
CsLA>< 1*-t> /~, 1S~ aALeAj O -—lI+s

C> U "L unl E~<JLANu JL ~
tl f » Ju -
>c-6 £, I-£,

AT-/st-1s? (/ls-]
ifcU 2~ , " w

/1S -t DC4E£ Zvy™

0*NEstc*i> 0~ L >-tf-<~J~eMNjgx"

et~ AUX 'Y L& /< +.

<* Mt u. / *--/y/ ./ yrs*}
[N *ullaocA t 4>4+%4 H- u~4-JuLy LI1SJ /a JIN,
o A- Loush PLc_
GA tAtS ArA4AV< l\< \] L A /£_*_*<<I * _/ LI r)
AT "VE*F N

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



HG—~> /~h S™Uyi.

8> » /L>*M . L Z]
>CE>-

XT—/ M. ATZM] <X

N e K ptrU IFuiudh<. - =*X-1-

*>
0 a- ft <rr Bs

)a’0 S m-2"
Ar - /-rof£//W

‘fa“csut.
6-£ a- 1*1*o0- fafw-d N
) N*1INuk.  e-£ 4

HAj S *af
Xr-/x-v-E//

t> i/
/CL&I*. 2.0. 2.©
/E -/ [/ N"2-7
A MuulJ® ufi cL i*ucl .

, [ £f2~p
z*i*4. uL th. F U "< —.

y**+ *,

[I"e"A  AAT~
Critr ACqgr—*t “~t*"EAA-t+U / /~X-T~— / friL.y
clsUsL / *jf, 2-</

/0 - (2>
Digitized for FRASER

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



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



UuMs,

)yrt~rU-uUL, £ ‘‘mN'a .
<SN"COt 2.4- . 2<F
/ S~ -3 1 & f
2. 2.,
X r- Jo [ c [ x"oj

N /y
N o t~exJL™M\

~Tuw >t ACen/U.

I*E- X, o -fr

/ jt~/<a ? £ at-//atV
Tu» /C/\ y
terCHA. ISTE] 6r-~cLiid

JU**LCiZz LX~LyFtN iy YyF/LO*A**nx L+A

Cyt*
2 VAN
[iN— /Gy "S/7J&[ *fv)
iw
triss /
yt Plfc C4f
ANT -

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



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

y~ruu<J~rcc”N C*-&J-, c/

Uué&f- _
/A 5 U *3, -2_N
/| X - I<f<T ~/7 023
%**/ AsCl X-unr*x~tJl,). ~ Nt &_
0 N
« - Ci> /t> t~ ~~£-<~4ysC<h
/
~N>- P,y
N /1l~-c”~cy
o LEEVAN NN\ N ***i' _/\)(I\d*/\ N
~3.
/& -/\s- (-""y]
f*~CCU -run -Asc-th

ir-(U-+tjIU ty ~C ~d > CA&

*~ g -*AL+t

&-t+-&AUNu<I .
N IV *<~«>N ULe~~LjL ia non

U *A1 ZAA </,i m«T»C "7

uL~tsL / J, ~L-f

/<*— 1-U-U-UTF ~ /3

ANy ~c*F*n X-t-cN < AN/ o> Q7N g
tXALIN. Y

| * _ =g - [**.]



n i LU-j/

/ychrr*n y / fry © "ENyC<ju.
cXn~cen i N

/I<£- N">/<fe 2]

Jz*_, X&tEE
X*Cex XS [ZM

C<j-B~™ u.

?*/" chr-"JsJ-en S"p ]
sjN a i 4-01,
IN>«ATN UL
N>C.0-"Cs1X*- LN— c/fi |-Cc-M-C ,,

isfi Aj 2 u™ h
LNe /*/
*~9
N

s < y

«r A > XaL™u L ™ x™ encj-
6*/\
£**uy

{ b'A-J

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



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



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

AnMUuULgEZn Zc

SALNC. =C**m U-4 u

£rx . IE y- ICCt
2. 2./ 2>
/b-y* Ctk/
AN~< - -- &1.-"C
NNsCU™=* lyt~renrXzZj -
tn Wa*-~AL~jud 6> % c<r—it*i E*-<
/Lt~4Up
/6 - 7*- 2?2 N (&&-J
8C<Jd [/ / CANJ_ Xo~ A~”™L~AMLIMN -"T—<mo*C <~
\NJL-CI1X ua*+ csfo \"taXl&+ -r
A/ unC> tE-£i*A”, X L IMA. v7L \*t*&Lt
u ™M, "H+~yu. oi/ n2n
AuNi u in
2-2-- N
/t>-"T'A-2S~. (KIr)
/L1IU & ju U~*-*Lp tT A e Ca
NS> cr-int
12726247, i-*2--4u . [i - 2.
/6-yirfSt/
NtATT- / csti
i LA W j>u) AL d
0OCJX c¢c”™LJIJ- L ™~ 1a*a-Anm
IJx~-U. A 2/
/E- fv,.fS-(}3]



<«

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

(SO
/ h
/ = Xi~cc Ok N*N AN o
2- ® ANF<HyL *eE 1*la-*4 ~ U N JsL-4/Mujtp
3 ' A£1Is\Q, I ~Nlgse oy
y* AN S AN
NA*ASa A* SN
/ &- /00 (/*3
J2GU WMASIA-t's*  ACMLAMX Much
-}--U**~rVKAuA. dHA”NUuuJdt -
L*-cAA
Il<~-u-~s s>°/o N N
« nJ _
tA+/~y . *-?
/&- /3-~"/Jrz (JIr/)

dL<u”™ fr>* =*=-7?

/E- anr at* ~wj

CFfere/s »**C+ 4 "7$,  LANdIAL/LAM VI

IrArUd\"jUU ,

XE-"E- N 2y
lr - /7J3J~J~t 1/ -t-J

Lr{j J

/ddtuA. X .

/ r~"F 2 C//*J



C/l
<ti.6

i"cy _ -z, *-/

/0J~

/Lko % . AS iro
/S*- tf f L/tk)

t AA */ ~A+/ S14*fa*sC A£i /h-C 'Csll=l CO&URAD
| SAREA <4m*C* -I<

z"T -f A - | en Qu.<.ti*<. < *

S-~1*.Q .u. n @444 i4,*41, m»

yu~jL /* a.p

[-NMcNMtd 4«
200 V. i-A N A A N
Shadalaal, ~YGCru*+*
247> ] 4<nrnn A n n
/b-4U 2-X,
» ) /<r-"~u-v (/<&)

{LiLaAaaa* crfi VCu&A

J-1a Ama*¥a J

I"LzuuU”™ > af+a

LSHa-*-A-A-AO  iA*4-C. ~E<S-
i2la A*stx» I*afu *
Pla ATst, ITatu (Lhal A M A
ylA™Yy 2-/* - F

/ £- *7° C~r>]
Digitized for FRASER

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



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



C<s~uA

Inr-~rW o 2-0

@Ju st Xr

VOLUME 209

- PAGE 8
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

tx* /1*

ft/U. /Uc™_.i £ J —
L AX-6tA > & 1+
vT JjJiL~+ n / & % c "™ (
cx~ " UHIL
<L a
/ c*~L"o -4A- NAF— -
CACL~AUJt AusiA-dLc™*.
&—---- i —_—
rcaaL. 3/ &Cn.
ti -G a .
cJt”L L. -ttNJL
Ca™ ¢c*™**- z>tr&" "E&*L &*+s -t-*
CsFirQ-L*.
g*4*4 L 7 oL*c-*t 'X -’\I’V £t>
+ X~M"0NMX L
ot-A-fC {>£> , tsi”runrLj o0zZ/ fT-~/S
N\ -
Yvs CyauA a~JUW/ajAnmj I~y : 2P
U - tfo- |/
/™ -/>o0
ML.t""X C1JjM- C~"2WC 2 Ui JL-Cr-i**~*
XNy 2.3.x/, /f £ ~ - £
XvtVv
TAUANUAMU N $~CH*+*A*+(
tvecd«”™ j*4-*tnjQ UuuX "\s-zsL*a
yZ*Jor—**%~ £t *A*AA Q-* N
X-2, 2-©
/J s -/ <+&,/747/7
"sA*dj*CL4r 4fAn U+ (Ax
XisS~~LtCu
X *e]

| 2 £*/y&E



SECLRITY LOANS OF REPCRTING MBVBER BANKS, CALL LOAN RENEWAL RATES, EIC., FEBRUARY - JUNE 1929

Brokers loans by re]x>rting Loans on securities of all weekly "Weekly average Standard Number of shares
member banks in New fork City r(_elportlng member banks call loan statistics index of stock sold on
Oan account  por Total 0 b&ers anod tdedalers‘ = renewal rate*  of common stock  New York Stock
Total and out-of- ota n New utsiae - Per cent market prices Exchange durin
1929 town banks  °tMeS York City  N.Y.City ot ( ) P the. Weakiorrmee
(Million? of Cellars)
Feb. 6 5,669 3.06S 2,621 7,553 1.771 816 6.971 6.60 202. 22.565.000
A3 5,568 2.957 2,612 7,515 1,705 828 U.932 7.13 198.1 13,538,000
(fc 20 5.677 2,809 2,668 761+1* 1.576 837 5,033 7.00 195.3 12,983,000
w 27 5,507 2,733 2.726 7,573 1,589 867 5,122 7.70 203.2 25,07*000
Mar. 6 5.6 2.82U 2,823 7,573 1.582 870 5,120 8.80 197.9 23,001,000
13 5.627 2.766 2,862 7,511 1,1*92 888 5.131 7.60 200.4 23.2Ur .00
20 5,793 2.359 2.936 7,61%2 1.596 902 5.166 S.Uo 206.6 26,096,000
27 5.669 2,751 2,898 7.592 1.525 865 5.202 12.75 199.2 2U, 822,000
Apr. 3 5,562 2.673 2,889 7.516 1.U28 S59 5,229 10.00 197.6 19,99U,000
10 5.627 2 565 2,882 7,380 1.315 336 B.228 8.00 196.S 17,502,000
17 5.625 2.539 2,886 7.353 1.291 831 5.231 7.90 201.1 16,658,000
2U 5.692 2.576 2.916 7,319 1.369 828 5.163 8.00 206.5 20,860,000
My 1 5.532 2.656 2,376 7,371 1.386 8l5 5,171 11. W 206, T* 22,976,000
8 5551 2.598 2,953 7,261 1,280 810 5151 12.1%0 207.9 20,330,000
15 5.565 2,985 2,979 1.221 1,285 796 5.10 9.20 205.2 19,639,000
A o 5.520 2,67S 7,01%2 7.166 1.179 798 5,167 6.60 , 196.6 21,362.000
w29 5.288 2.313 2.975 7,112 1,072 808 5,231 6.00 195.5 16,098,000
1' t
June 5 5,286 2.350 2.936 7,197 1,122 808 5.267 6.S0 20T.2 16,99U,000
12 5.28%* 2,373 2.911 7,209 xt 105 796 5.278 7.60 202.1 1U,136,000
19 5.620 2,>75 2.965 7,382 1,260 811 5311 7.00 209.0 17.0U5.000
26 5.562 2,57* 2.969 7,539 1.339 808 5,363 9.60 214.9 19,81*3,000
Change "between
Feb. 6 and June 12:
325 675 +290 -369 -636 -20 +307 +1.00 -3
tWeek ending Saturday.
DIVISION OF BANK CPERATIONS
MAY 20, 1930
VOLUME 209
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FEDERAL. RESERVE

Date_ May 20, 1930

Mr. Hamlin Subject: In crease inbrokers * loans for
account of “others" tHetween
Mr. Snead February and June 1$29. » a6

*ro

In response to your request of May 19 for information regarding the
increase that took place in brokers* loans made by New York banks for
the account of "others”“between February and June 1929* we have prepared
*»nd are attaching hereto a table showing the following information by
weeks for the five month period in question:

1. Brokers* loans by reporting member banks in New York City —
total, for account of banks, and for account of "others.”

2. Loans on securities of all weekly reporting member banks —
classified.

3. Weekly average call loan renewal rate.

U. Standard Statistics Company index of the prices of 90 common
stocks.

5, Number of shares of stock sold on the New York Stock Exchange.

It. will be noted from the table that during the period between
February 6 and June 12 there was an increase of $290,000,000 in brokers*
loans made by reporting member banks in New York City for the account
of “others,”™ while brokers* loans for own account .and for out-of-town
banks declined $675,000,000, making a net reduction in total brokers'
loans of $385,000,000. In the same period loans to brokers and dealers
by all weekly reporting member banks declined $657,000,000, but this was
offset in part by the fact that, loans on securities made by the member
banks to non-broker customers increased $307,000,000.

It, would appear, therefore, that although the banks were able to
bring about a substantial reduction in their owm brokers* loans, the
continued demand for credit for speculative purposes was largely met,
first, by the additional funds ($290,000,000) supplied by corporations,
foreign banking agencies, etc., and second, through direct borrowings
($307,000,000) on the pert of the individual speculators from their
own banks.

No statistics have been compiled to show the exact sources of the
funds supplied to the market by “othere,” but a substantial part un-
doubtedly* came from investment trusts which had sold their own securities
to the public and were loaning the proceeds in the call loan market at
high rates pending the time when securities could be purchased at lower
levels. The high call loan rates which prevailed during this time proved

09
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a very strong attraction, not only to investment trusts but to many

large corporations with substantial surplus funds received largely

from the sale of newly issued securities. The fact that investment

trusts and other corporations found it exceedingly easy to float security
issuee, owing to the intense speculative activity, played an important part
in supplying them with funds which they in turn could loan out to

brokers at the high rates then prevailing.

The average weekly call loan;renewal rate ranged between 8 and 1?
per cent during a considerable part this period and at no time went
below 6 per cent. There is not much doubt but that this high call loan
rate was the principal factor that brought such a I»rge volume
($2,900,000,000 on June 12) of non-bank funds into the market. It is
also quite apparent that with the policy followed by the banks during
the period of about a year and a half ending June 1929 (during which
period the banksl brokers' loans actually showed a considerable re-
duction), security prices would not have reached anywhere near the
level they did if the brokers had not been able to borrow any appreciable
amount from non-bank sources.
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SECURITY LOANS OF REPORTING- MEMBER BATES, CALL LOAN RENEWAL RATES, ETC., BEGINNING JANUARY 1929

Brokers loans By reporting Loans on securities of all weekly Weekly average Standard Number of shares

member banks in New York City re-porting member banks call loan statistics index of stock sold on

Own account To brokers and dealers To renewal rate* of common stock New York Stock

Total and out-of- For Total In New Outsi de others (Per cent) market prices Exchange during
town banks  others York City N. Y. City the week*
(Millions of dollars)

5,30 3,164 2.166 7.SI1S Not 10.50 1 197. 23,769,000
5,313 2,5/ 2,3 /.40 available 6.60 194.9 22,686,000
£ 395 2.943 2,452  7.461 1,726 5,75 7.20 195.0 23,567,000
543 2,833 250 1.34 1,650 5,714 6. 200.3 27,436,000
5,550 2,93 2.615 7,46 1,724 a3 4,919 6.60 202.1 25,539,000
5,669 3,048 2,6a i 1,771 816 4,971 6.60 202. 22,565,000
5,5&58 2,957 2,612 ;% 1,76 4,982 7.13 198.1 18,538,000
5777 2.809 2,668 7.W* 1.574 837 5,083 7. 195.5 12,983,000
5507 2,73 2,724 7,573 1,590 862 5,122 7.7 203.2 25,074,000
5.647 2,824 2,83 7573 1,582 870 5,120 8.80 197.9 23,001,000
5,607 &%4 706 2862 7HIL 1492 88 5131 7.10 X0.4 23,247,000
5738 ° 2, 2,934 7.642 1.594 902 55146 s.4o 206.6 26,096,000
5.649 2,751 2,898 1,02 1.525 865 5,202 12.75 199.2 24,822,000
5.2 2,673 2,889 7.516 1,42 f352) 5,29 10. 197.4 19,994,000
5.427 2.545 2,82 7,30 1.315 336 5,228 8. 195.8 17,502,000
5,45 2,539 2,886 7,383 1,291 a1 5.231 7.90 201.1 16,658,000
5.40 2.5/6 2,916 7,319 1,3% 5,143 : 4.5 20,860,000
5.5 2,656 2,876 7.371 1,34 815 5,171 u.4o 26.4 22,976,000
5,51 2,58 2,953 7,24 1,280 g10 5,151 1240 27.9 20,330,000
5.56 2,585 5,838 7,221 1,285 796 5,140 9.20 205.2 19.639.000
5,50 2,478 ’ 7.144 1,179 7B 5,167 - 6.60 196.6 a, 32,00
5,288 2,313 295 7,112 1,072 88 5,231 6. 195.5 16,098,000
June 5 5,234 2,350 2.934 7197 1,122 SOS 5,267 6.8 203.2 16,987,000
12 5.234 2,373 2,911 71.20 1,135 76 5,278 7.60 202.1 14,136,000
5-451(8.% 2,475 2.945 7.332 1,260 811 5.311 7. ool 17.045,000
S, 2,574 2,99 75 1,30 808 5,343 9.U0 au.9 19,848,000

Week ending Saturday.
DIVISION OF BANK OPERATIONS

may 23, 1930.
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SECURITY LOANS OF REPORTING MEMBER BANKS, CALL LOAN RENEWAL RATES, ETC., BEGINNING JANUARY 1929

Brokers loans by reporting Loans on securities of all weekly Weekly average  Standard Number of shares
member banks in New York City reporting member banks call loan statistics index of stock sold on
Date Own account To brokers and dealers renewal rate* of common stock New York Stock
Total and out-of- For Total In New Outside To (per cent) market prices Exchange during
1929 town banks others York City N.Y.City others the week*
(Millions of dollars)
July 3 5.769 2,834 2.934 7,761 i,6n 795 5,355 11. 223.8 18,705,000
10 5,755 2,825 2,930 7,704 1,573 80S 5,322 8.60 223.9 23,152,000
17 5.813 2,812 3.002 7,644 i,541 783 5,319 9.80 228.1 23,030,000
24 5,908 2,874 3,034 7.683 1,600 773 5,309 7.60 227.4 19.637,-00
W 31 5.960 2,902 3.058 7,727 1,622 785 5.380 9.80 229.3 18,051,000
Aug. 7 6,020 2.877 3.143 7,715 1,537 812 5,366 9.60 231.3 17,109,000
Ik 5,952 2,775 3,178 7,572 1,407 801 5.365 J.kO 235.2 22,3~3,000
21 6,085 2,713 3,372 7,510 1,344 795 o 5,371 7. 21+2.6 23.688.000
28 6,a7 2,749 3,46s 7,515 1.374 778 5.364 8.20 2U6.1 20.325.000
Sent. 6,354 2,888 3,467 7.632 1.475 786 5.371 9. 251.7 22 412,000
11 6.47U 2,858 3,616 7,578 1,416 783 5,378 8.20 250.4 26,000,000
18 6,569 2,901+ 3,626 7,686 1,482 797 5,407 8.40 251.6 23,775.000
25 6,76l 2,900 3,s60 7,720 1,429 834 5,457 8.40 2U5 . 21.955.000
Oct. 2 6,504 2,897 3,907 7,828 1,455 863 5,509 8.20 239.2 23.927.000
9 6,713 2,772 3,941 7,687 1,335 813 5.539 6.20 240 .4 19 ,i Uo ,000
16 6,801 2,926 3,875 7,875 1.526 SOl 5.548 6 .HO 232.2 20.811.000
. 23 6,631+ 2,810 3.823 7,920 1,480 810 5.630 6. 211.2 37.508.000
. 30 5.53S 3,075 2,1461+ 9,179 2.306 913 5.959 5.80 182.6 ~3,500,000
Nov. 6 4,882 2,483 2,397 8,746 1.776 842 6,129 6. 163.7 22 516.000
13 4,172 1,968 2,204 8,369 1.345 836 6,188 5.90 IUo*2 27.1191.000
20 3,587 1.557 2,031 7,991 1,025 767 6.199 5. 168.9 1*+362,000
27 3.450 1,468 1,982 7,889 986 715 6,189 1+.50 166.1 8,087,000
Dec. ¥ 3,392 1.471 1,921 7,889 969 707 6,213 4.50 175.1 22 .851+,000
11 3,425 1.516 1,907 7,818 1,016 681 6,la 4,50 177.7 23.109.000
18 3.386 1,522 1,804 7,898 1,086 681+ 6,128 [+.50 170.1 18.008.000
A+ 3,328 1.561 1.767 7.931 1,091 700 6,140 5.50 161.9 13 .053.000
, 31 3.424 1,876 1,548 8,304 1,4i6 739 6,l4g 6.00 170.3 13 159 000
DIVISION OF BANK OPERATIONS sWeek ending Saturday.
MAY 23, 1930.
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FEDERAL RESERVE

Office Correspoiftence = Date. May 23. 1930

To_ Hr. Hamlin Subject:Brokers* loans, call loan renewal

From Mr. Smead A rates, etc.

In accordance with the request contained in your memorandum of May
20, there is transmitted herewith a table covering the period January 1,
1929 to date, in the same form as the one enclosed with our memorandum
of May 20 which covered only the 5 month period February - June, 1929*
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SECURITY LOANS OF REPORTING- MEMBER BANKS, CALL LOAN RENEWAL RATES, ETC., BEGINNING JANUARY 1929

Brokers loans 'by rejjorting Loans on securities of all weekly Weekly average Standard Number of shares

> member "banks in New Irork City reporting member hanks call loan statistics index of stock sold on
Date Own account To brokers and dealers renewal rate* of common stock New York Stock
Total and out-of  For Total In New Outside To (Per cent) market prices Exchange during
1930 town "banks others York City N.Y.City others the week*
(Millloris of dollars)
Jan. S" 3,352 1.710 1,61*2 7.906 1,183 679 6,044 *+.60 169.1 11,1*97.000
15 3,365 1,730 1,636 7 .851* 1,229 651 5,973 u.50 171.9 13,020,000
A 3,3Ul 1,683 1,653 7,733 1,199 636 5.599 4.50 171.8 1%, 168,000
W 29 3,375 1,698 1,61*8 7,681 1,202 632 5,347 *.1*0 177.5 18,927,000
"Feb. 5 3,1(02 1,855 1.51*7 7.692 1.322 607 5,763 I*. 10 | 85.1 20,111,000
*12 3,1*50 1,913 1,536 7.682 1,361 587 5,734 . 185.2 15.367,000
12 3,i(9i* 1.9i*9 1,5i*5 7.669 1.406 592 5,671 4.Uo 183.2 16,797.000
26 3.1*89 1.933 1,556 7.61*1 1,409 583 5,649 4.1*0 133.5 16,297,000
Mar. 5 3,583 2,037 1,51*5 7.737 1,502 578 5,658 g 135.5 19,780,000
12 3,730 2,225 1 ,91* 7,883 1,711 568 5,604 3.90 186.3 1 20.1*35,000
19 3.81%1 2.1*37 i,i*oi* 8,051* 1,931 571 5,551 3. 190.8 23,H#2™,000
26 3,820 2,51*2 1,27s 8,183 2,076 593 5,513 3.80 195.5 26,21*5,000
Apr. 2 3,968 2,652 1,316 S, 2P 2,163 607 . 4.1*0 199rI* 28,959.000
9 3,99f* 2.655 1,339 8,163 2,IU3 605 155 I~ 205™M 28,796,000
16 u.12U 2,732 1.392 8.238 2,a7 620 5.1*01 i*. 203.0 16,708,000
A 03 ** 217 2,781 1,1*36 8,326 2,250 638 5.1*39 i*. 202.9 26.92U.000
30 I*,271* 2,878 1,397 8,381 2.339 631 5.1*11 3.90 197.7 30,310,000
May 7 I*.071* 2,733 1,31*1 8.259 2,222 652 5.385 3.20 185.1 25.977,000
14 1*,007 2,688 1,320 8,21*6 2,212 657 5,377 3. 195.1
4

DIVISION OF BANK OPERATIONS

MAY 23,

Digitized for FRASER
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Office Correspondence =

Mr. Hamlin

Digitized for FRASER

Mr.~ASmead

FEDERAL RESERVE

m__May 28, .1930

Subject:_Brokers' loans, call loan

rates, etc.

renewal

In response to your memorandum of May 26, | am handing you herewi
a table for the year 1928, similar to the one covering 1929-1930 given
you on May , showing brokers' loans, loans on securities, call loan

renewal rates, etc.

You will note that loans on securities are shown in total only as
reporting member banks were not required to classify such loans nrior
to

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



SECURITY LOANS OF REPOr4(”~G MEMBER EANKS, CALL LOAN RENE]  RATES, ETC.,
| < BEGINNING JANUARY 1929

Brokers loans by reporting Average
member banks in New York City Loans call loan Index of Shares of
Date Own account For on renewal stock stock
1923 Total and out-of- others securities rate™ prices** sold***
town banks
(in millions of dollars) (Per cent)
Jan. 4 3,810 2,882 928 7,022 0.88 190.7 13,036,000
11 3,820 2,824 096 6,806 *+.20 137.S 19,979,000
IS 3.788 2,795 %3 6,792 *+.10 137.1 10,275,000
5 3,739 2747 I, 6.673 3.70 139.1 i*+,55%+,000
. .leb, X -.~ 3,816 2.769 1,052 7 9.5 139.2 12,530,000
7 3 8 3.83% 2725 1,110 %,6%% A% 1% .9 14,329,000
15 %%%g 2.683 1,136 6,566 . 138.2 10,129,000
21 , 2.589 1,140 6,510 9.25 135.9 9, 704,000

3.722 2,573 1.19 6,559 9.95 137.1 9,458,000

2
Mar. [ 3,696 2,480 1.215 6.510 9.25 139.6 15,378,000
14 3,79 2,536 1,210 6.6i9 9.50 1*+2.2 20,587,000
21

3.779 2,991+ 1.285 6.595 9.95 198.1 19,793.000

28 3.825 2.598 1,278 6,675 9.65 150.0 23.337.000
Apr. k 3.97%» > 765 1,215 6,953 5.p0 150.8 15,732,000
11 3.999 2,793 1,201 6,875 5.95 159.9 21,499,000
Is 4129 867 1.263 6,920 0 155.0 21,660,000
25 4144 é%ﬁ-** 1.331 6.999 9.95 153.5 17,736,000
ay 2 4,282 , 1,366 7,002 5.30 157.5 21,639,000
e 9 9,361 2 536 1.425 7.098 5.60 160, 7 20,172,000
16 y 4,502 2,965 1535 7.106 5.60 159.2 21,352,000
«n23 4,456 2.859 1,602 7,035 6.00 156.8 19, 739,000
o) 4,469 2.827 1,692 7.097 6.00 157.9 14. 211,000
June 6 “ 5 2,809 1.755 7,052 6.10 156.1 19,199,000
13 4,4§§ 2.697 1.731 6,997 5.s0 150.0 19, 701,000
20 9,270 %2% 1,737 6,911 6.00 1475 n ,4i 6,000
27 9.178 1,759 6,888 7.00 199.8 9.399.000
July 3 9 307 2,626 1,681 7,151 6.75 153.2 8,445,000
u 2,%+96 1,797 7.003 6. 90 150.5 117632,000
2 2.907 1. 6,859 5. SO 151.1 6,935,000
5 ' '94 2,361 1 *+ 6.815 5.50 152.5 8,730,000
Aug. 1 . 9,259 2,905 1.859 6.959 6.60 TS%% 10,795.000
s - 9,279 2,388 1,885 6,860 _ ) 903,
15 i 9.223 2,392 1,881 6,781 2.28 159.6 11;,223,888
22 4,201 2,322 1,880 8;% 6.80 159.0 i6.164.000 |,
29 . 9,235 2,328 1,907 , 7.90 163.9 20,006,000
Sept.5 4,249 1,861 6,860 7.50 . 19, 377,000
2 9.385 %4& 121 68l 70 e 2304000
19 9.9/0 1.911 6,879 7.30 168.2 23,305,000
26 9’525 2 529 2,001 6,811 6.90 169.9 23,012,000"-1
7.90 168.3 21,397,000 V.

oct. 3 9.570 2,612 %% 6,865 )
10 g,g& %,gg% , 6,807 6.50 170.0 18,323,000 v
. , i 2,0%+1 6,856 7.00 173.0 25 868,000
b1 o 772 269 2,078 6,882 6.50 179.6 24 472,000

Ay 3%.1_/()() 9,907 2,753 2,159 6,958 7.50 172.2 19,689,000
Nov. 7 4,979 2,790 2,188 7.031 6.38 Holiday 20,131 000
>8] | , , 6.20 181. 31,308,

21 ' 5.157 22,78%57 %,%% %%.679 6.50 isit, 33;2:,(?(0)8

28 5,290 3,003 2.287 7,2% 7.3 1921 23,386,000

Dec. 5 5.395 3.109 2.285 1,282 8.80 189.1 28,033,000
12 5.176 2,839 2,337 7,150 8.00 178.8 23,165,000

19 5111 2,780 2,331 7.129 7.20 182.5 16,473,000

26 5.091 2.769 2,322 7,230 10.00 186.1 17,592,000

sWeek ending Saturday.
**Standard Statistics Company index of market prices of 90 common stocks.
+eeNumber of shares sold on the N.Y.Stock Exchange during the week ending Friday.
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Date 8

*928 -
1929 -

1928 -
1929 -

1929 -

1929 -

nN29 -

Jan. >t
Jan. 2

Change

Feb. 8
Feb. 6

Change

Feb. 6
June 5

Change

June 5
Aug. 7
Change

Aug. 7
Oct. 9

Change

CHANGES IN LOAN ACCOUNT OP ALL WEEKLY REPORTING MEMBER BANKS DURING SELECTED PERIODS

Total
loans

15.67%
16,803

+ 1,129

15.21*7
16, 251*

+1,007

16.25U
16,337

+ 83
16,337
17.0U1*
+ 707

17 .01*
17.269
+ 225

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS

SEPTEMBER 26,

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

Federal Reserve Bank of St. Louis

1930

(In millions of dollars)

Total

7.022
7.818

* 796
6,631
7.558
+ 92U

7.558
7.197

- 361

7.197
7.715
+ 518

7.715
7,687

Loans on securities

To brokers
and dealers
in New York

Figures
(gH

(Figures
1.771

1.771
1,122

- 6U9

1,122
1.537
+ Ul5

1.537
1.335

- 202

Lu />

To brokerb All other
and dealers To loans
outside N.Y. others
not available) 8,652
H M 8,985
+ 333
not available) 8,61U
816 *4.971 8,696
+ 82
816 ** 971 8,696
808 5.267
— 8 ¢ 295 + Ul
808 5.267 9.1*40
812 5.366 9,329
+ U + 99 + 189
812 5.366 9.329
813 5.539 9.582
+1 + 173 + 253
i
VOLUME 209
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Dates

192S - Jan. U
- Jan. 2

Change

1923 - Feb. 8
1929 - Feb. 6

Change
1929 - ?2eb. 6
June 5
Change

1929 - June 5
Aug. 7

Change

~ 9 - Aug. 7
Oct. 9

Change

Total

5,UoU
5,333

+ U3U

4,985
5.321

+ 336
5.321
5»U09

+ 83

5.409
5.775

+ 366

5.775
5.756

A 19

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS

SEPTEMBER 26,
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1930

CHANGES IN LOAN ACCOUNT CP WEEKLY REPORTING MEVBER BANKS IN NEW YORK CITY

Total

2.915
3.259

+ 3UU

2.537
2.857

+ 320

2.857
2.678

-179

2.678
2.961

+ 2S3

2.961
2,836

- 125

* Includes

(In millions of dollars)

Loans on securities

To brokers

To brokers

and dealers and dealers
in New York outside N.Y.

1,511*
1.516

+ 5=
1,171*
1.078
- bbh*
1.078
797
- 2S1
797
1.0u5
+ 2U8

1.0u5
930

- 115

(Not
available)

(Not available)
38

Outside New York City.

To
others

1,u0uU
1.743

* 339
1.366
1,7%%
v 375

1.741
l.sU I

+ 100

1,sUl
1,873

v 32

1,873
1.863

- 10

All
other
loans

2,469
2.579

[} 90

2 tUUs
2.U6U

+ 16

2,Uu6U
2.731

4 267

2.731
2.813

+ 82

2.813
2,921

+ 108

Loans to brokers and dea]lLers

For For out-

Total own of-town For

account banks 1 "others"
3.810 1,511 1,371 928
5.330 1.516 1,648 2.166
+1,520 + 5 + 277 +1,238
3,835 1.171 1.554 1,110
5.669 1,116 1.931 2,621
+1.834 - 55 + 377 +1,511
5.669 1,116 1.931 2,621
5.284 837 1.513 2.934
- 385 - 279 - uis8 + 313
5.284 837 1.513 2,934
6,020 1.089 1.789 3.143
+ 736 + 252 + 276 + 209
6,020 1,089 1,789 3.143
6,713 973 1,799 3.941
+ 693 - 116 + 10 v 798

loans on securities to brokers and dealers
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Form No. 74

FEDERAL RESERVE

Office Correspondence = bate. september 30, 1930

Mr. Hamlin Subject: Continuous borrowings

Mr. Smead February - June 1929, etc,

In your memorandum of September 29, you asked among other things for
a statement showing the effect of direct pressure on frequent or con-
tinuous borrowers from February 2 to June 10, 1929. You say you would
like a statement showing exactly how much this borrowing was reduced.

1. You will recall that during the first part of 1929 the System let
its holdings of bankers* acceptances decline from an average of $3SU,000,000
in February to $99,000,000 in June or by about $285,000,000. Part of this
liquidation was made possible by a net increase of $168,000,000 in our
monetary gold stock. Part of the balance was offset by a decline in member
bank deposits and consequently in required reserves and part by increased
borrowings from reserve banks. This being so, one could hardly expect any
material reduction in indebtedness of frequent or continuous borrowers. As
a matter of fact, there were 1,528 banks borrowing continuously from the
Federal reserve bank during the second quarter of 1929 with average daily

/ borrowings of $UI6,000,000 whereas during the first quarter there were only
1,091 continuous borrowing banks with average daily borrowings of
$377,000,000. Based on available figures it would appear that this increase
of nearly 50 per cent in the number of continuous borrowers in the second
quarter, with an increase of something over 10 per cent in the average daily
borrowings, occurred principally in the country banks. You will recall that
early in 1929, the Board had us select a list of weekly reporting member
banks which were frequent or continuous borrowers from the Federal reserve
banks and were at the same time making substantial security loans. Weekly
borrowings of these 50 selected banks from February 6 to June 12 were as

follows:
(In millions of dollars)
Feb. 6 278,669 Apr. 3 338,181
13 325.657 10 403,1*53
20 273.037 17 416,981
27 328,108 2k 372.580
Mar. 6 351.0W6 May 1 331.727
13 319.216 8 333.860
20 293.957 15 282.763
27 357.713 22 258.869
29 244.503
June 5 224,998
12 219.178
You will note from these figures that the aggregate borrowings of these

50 banks tended to increase until about the middle of April from which point

VOLUME 209
PAGE 24
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there was a substantial decline, until on June 12 they were $219,000,000,
or about $60,000,000 less than on February 6 and nearly $200,000,000 less
than on April 17.

2. The daily average reserve ratio of the Federal Reserve Bank of New
York, by months in 1929, was as follows:

January 10.k July 68.9
February 73.6 August 73.3
March 79.0 September 7b.0
April 79.2 October 82.2
May 81.1 November 78.1
June 79.7 December 65.2

Year 75.9

3. (a) Between February 1, 1928 and January 30, 1929 to® O®ount Of

U. S, securities held by Federal reserve banks declined from $"33*661,000
to $201,771*000 or by $231*890,000; (b) Between February 1, 1928 and
January 30, 1929. net gold exports amounted to $330,609,000, imports
amounting to $179*091*000 and exports to $509,700,000; (c) on February 1,
1928 the amount of money in circulation was $U,670,000,000 and on Jan-
uary 30, 1929. $H,630,000,000, a reduction of $UO,000,000.
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THE DISCOUNT RATE CONTROVERSY
BETWEEN
THE IEDBftAL RESERVE BOARD
and
THE FEDERAL RESERVE BANK OF NEW YORK

-1- November, 1930.

The Federal Reserve Bank of New York, in its Annual Report for

the year 1929, stated: -

"For a number of weeks from February to May, 1929, the
Directors of the Federal Reserve Bank of New York voted an
increase in the discount rate from 5% to 6$. This increase
was not approved by the Board."
Annual Report, Page 6*
.2
The above statement makes clear the error of the prevailing view
that the discount rate controversy lasted from February 14, 1929, - the
date of the first application for increase in discount rates, - to
August 9, 1929, the date of the Board’s approval of the increase from 5%
to sfo.
The controversy began on February 14, 1929, but practically ended
on May 31, 1929.

On May 22, 1929, Governor Harrison and Chairman McGarrah told the

Board that while they still desired an increase to 3, they found that
the é;mber banks, under direct pressure, Tfeared to increase/their
borrowings, and that they wanted to encourage them to borrow to meet the
growing demand for commercial loans.

16 Diary 76 (69).

Furthermore, on May 31, 1929, Chairman McGarrah wrote to the Federal

Reserve Board that the control of credit without increasing discount rates

.org/
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~ 2 -
(direct pressure) had created uncertainty; that agreement upon a
program to remove uncertainty was far more important than the discount
rate; that in view of recent changes in the business and credit situation,
his directors believed that a rate change now without a mutually satis-
factory program, might only aggravate existing tendencies; that it may
soon be necessary to establish a less restricted discount policy in order
that the member banks may more freely borrow for the proper conduct of
their business; that the Federal reserve bank should be prepared to increase
its portfolio if and when any real need of doing so becomes apparent.

195 - 65.

On June 5, 1929, Mr. Mitchell came before the Board and urged a
more liberal discount policy and an easing of conditions by purchase of
bills and Government securities, leaving the discount rate at 5jo% to be
increased only i1f speculation should revive.

/ 16 Diary 99, 100 (198).

The Federal Reserve Board, as hereinafter pointed out, on June 12,
1929, expressed a willingness to suspend direct action in view of the need
of more Federal reserve credit, the 50 rate, however, to be continued for
the present, at least.

16 Diary 108, 109 (76).
-3-

It is the purpose of this article to examine into the facts connected

with this controversy, and the divergence of opinion between the Board and

the Federal Reserve Bank of ITew York as to the proper Federal reserve policy.

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



X-6737
—4- - 3 -

The annexed table shows the discount and acceptance "buying rates of

the Federal Reserve Bank of New York prior to and since the controversy:

Discount Rates Acceptance Buying Rates
60 to 90 days

1927 1927
AUgust 0 _  _______ AUgust O £EE
1928 1928
January 27 3-3/s#
February 3 February 3 34 % _.
March 30 3-5/8%
April 13 3-3/4#
May 18 _4M May 18 4%
July 13 -if July 13 44%
July 20 4]
1929 1929
January 4 41*
January 21

February 15 5-1/8%
March 21 5-3/8#
March 25 ﬁﬂﬁ

July 12
August 9 6# August 9

October 25
November 1 5# November 1 48 ..
November 15 44% November 15 41*....

November 22 4%

1930 1930
February 7 4%
February 11 3-7/8#
February 24 3T% -

March 5 3-5/s#
March s 34* r..
March 11 3-3/8*
March 14 34% March 14 3N*
March 19 3-1/8#%
March 20
May 1 2-7/8*
May 2 May 2 .
May s 2-5/8%
May 19
June 5
June 20 2\jo June 20 I
July 21 1-7/8 to 2%
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The following shows the important dates in connection with the

controversy:

1928.
September 28:
The Federal Advisory Council opposed any increase
in rates.

November 22 :
The Federal Advisory Council opposed any increase
in rates because of injury to business.

1929.
January 19:

Dr. Miller told Board the Federal Reserve System was
drifting and that rate increase was necessary to
effect a curbing of speculation; that the really
courageous way would be a public announcement that
credit in the future would be available at reasonable
rates for agriculture and business, but that the
Board would watch the rise in discounts and prevent
seepage into Nall Street.

15 Diary 129, 130 (152).

January 21:

Dr. Miller introduced a draft of a letter to all Federal
reserve banks suggesting direct pressure on the
member banks.

15 Diary 150 (152).

January 25:
Chairman Mc&arrah informed the Board that his directors

were considering issuing a public warning to corporations
which were loaning in Nall Street that they were injuring
the Federal Reserve System, and in this warning to in-

clude an intimation that the collateral behind these
loans might prove not to be liquid.
15 Diary 134 (152).

January 25:

Chairman Mc&arrah objected to the proposed letter to the
Federal reserve baf?xs on ground that it would be con-
strued as a blow at the stock market.

15 Diary 134 (155).

February 2:
Dr. Miller’s motion was passed, some changes having been
made in the letter.
15 Diary 143, 144 (154).
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1929 (Cont*d.).

February 2:

The executive officers of the Federal Reserve Bank of Hew
York favored an increase in discount rates hut there

was objection in the Board of Directors.
15 Diary 143 (44).

February 5:
The Board sent letters to all Federal reserve banks point-

ing out the seepage of Federal reserve credit into
speculative channels and asked how they kept informed

of the use made of the proceeds of rediscounts, the
methods employed to regulate the abuse and how effective

the methods had been.
187 - 107.

February 5:
Governor Harrison informs the Board that an increase in

discount rates ia necessary; that direct action as to

banks "out of line" had proved a failure.
15 Diary 149, 150, 151, 154 (46).

February 7:
Public warning of Federal Reserve Board released to press.

This will be referred to in some detail later.
187 - 113.

Governor Harrison informs 3oard that his directors are

considering an increase in discount rates.
15 Diary 1SO0 (47).

February 11;
The Hew York directors met but took no action as to

increasing discount rates.
15 Diary 166 (48).

February 14:
The Federal Reserve Bank of Hew York applied for approval

of an increase to 6% on condition that the Board im-
mediately act on the same.

This was the first application for an increase.

It was disapproved by the Board, as also were similar
applications made March 3,. March 21, March 28, April 4,
April 18, April 25, May 9, May 16, and May 23.
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1929. (Cont’d.)

February 15:

Hie Federal Advisory Council met and approved the Board’s
warning published February 7, but advised the Board to
go further and obtain the. cooperation of member banks
to prevent the diversion of Federal reserve credit to
"loans on securities" generally, - meaning customers

security loans.
15 Diary 173, 174 (51).

The Federal Advisory Council further advised the Board
not to approve any increase of discount rates until the
Board’s efforts along the lines of direct pressure had
been exhausted. The Council, when making its recoo-
mendations, did not know of the action of the Federal
Reserve Bank of ITew York In recommending an increase

in discount rates the day before.
15 Diary 175, 175 (52).

- March 21:
Governor Young suggests a conference as to discount
rates with the New York directors. Governor Harrison
- replied Yes but discount rates must Ffirst be increased.

April 4:
The Governors Conference, accepting the desire of Boston,
New York, and Chicago for an increase to &%, favored a
rate not less than 5% for the other Federal reserve
banks.
15 Diary 15 (58).

April 19:
The Federal Advisory Council reverses its recommendation
of February 15 and advises an increase at New York

to 6%.
May 1:
Report of Committee on recent economic changes.
Rather "bullish™ in its optimism. Nothing much
to worry about. The degree of progress in recent
years inspires us with high hope.
May 17:

The Federal Reserve Bank of Cleveland passes a
resolution favoring an increase in the New York
discount rate to ew0 to curb speculation.

IS Diary 54 (97) .
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1929. (Cont"d.)

May 21:
The Federal Advisory Council recommends an in-
Ccrease to Sfo,

16 Diary 15 (58).
16 Diary 25 (91).

May 22:

Governor Young points out that Federal Reserve
Bank of New York has not mentioned an increase
in Buying rates for acceptances in connection
with an increase of discount rates; that with
a 5o discount rate, acceptance rates remaining
at 5%, acceptances would flow into the Fed-
eral Reserve Bank.

May 29:
New York suggests a conference of all Federal
reserve Banks as national questions are in-
volved.

16 Diary 91 (92).

May 31:
Chairman McGarrah writes Board asking it to
take up a program for encouraging member Banks
to increase their Borrowings.

195 - 81.

June 3:

Director Mitchell of New York told the Board
that the market should Be eased By Buying Bills
or Government securities; that the discount
rate should remain at 5 and that a more lib-
eral discount policy should Be adopted.

16 Diary 100 (74).

June 12;
The Federal Reserve Board, after a conference
Between its Committee and the directors of the
Federal Reserve Bank of New York, sent a let-
ter to Chairman McGarrah indicating a willing-
ness to suspend direct pressure, except as to
a few flagrant cases of continuous Borrowing,
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1929. (Cont"d.)

June 12: (Cont"d).
the 5% rate, however, to continue for the present.
16 Diary 108, 109 (54).

July 16:
Director Mitchell told Dr. Miller that an easing

policy was absolutely necessary, although he said
that Governor Harrison still favored an increase

in the discount rate*
16 Diary 132 (199).

August 2:
Governor Harrison came before the Board and favored an
easing policy through purchases of bills, Government
securities, or both if necessary.

While he also asked for an increase in discount rates
to 6%, he stated that this would merely act as a
barrage which would make the acceptance buying
rate (then 5°%) lower than the discount rate,
thus increasing the flow of acceptances into the
Federal reserve bank and would, at the same time,
induce the member banks to use part, at least, of
the money received from the sale of acceptances
for reduction of their rediscounts.

16 Diary 149 (80).

August 7:

The Governors, i1n conference, favored an easing pol-
icy as recommended by Governor Harrison, but
through purchase of acceptances rather than Govern-
ment securities, and approved his suggestion of
an increase to 6$% at Hew York but on the under-
standing and their assurance that the 5% rate
would be maintained at the other Federal reserve

banks.
16 Diary 152, 153 (81).
August 8:
The Board approved the policy as outlined by the
Governors.
16 Diary 153 (8l).
August 8:

The Board approved a reduction of the buying rate on
acceptances from 5j to 5-1/8%.
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Having outlined, the important dates involved, we can now consider
the difference as to discount policy which arose "between the Federal
Reserve Board and the Federal Reserve Bank of ITew York.

The Board had anxiously observed the wave of security speculation
sweeping over the country, and during the year 1928 three increases of
discount rates and three increases of acceptance "buying rates had "been
approved, viz: - in discount rates, to 4% on February 3, to 4 on May
18, and 5% on July 13, while acceptance buying rates had been several
times increased, being 4 on July 2S, 1928.

In 1929 acceptance buying rates were increased from 4j$ on January
4, to 5'jo on March 25.

Between February 15, 1928 and February 13, 1929, the System had

sold 231 millions, net, of Government securities, and money iIn cir-

culation had been reduced 16 millions.

Between July 13, 1928, - the date of the establishment of the 5%
rate at ITew York, - and February 14, 1929, - the date of the first
application of Hew York for an increase to 6%, a period of seven months,
no change in the discount rate was suggested by the Federal Reserve
Bank of Hew York.

It will be interesting to consider the course of Federal reserve

credit during this period of seven months.
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As above pointed out, between January 1 and July 15, 192f, there had
been three increases in discount rates, and the System had sold about 400
millions of Government securities, under a Federal reserve policy of firm-
ing conditions, approved by the Federal Advisory Council, the Open Market
Committee, and by the Boards

On August IS, 192%, the Federal Reserve Bank of How York represented
to the Board that seasonal requirements might produce some credit strain
which might react on business and commerce, and the Board stated that in
such event it would permit easing of the market by bill purchases, and
that i1t would further, if absolutely necessary, permit the purchase of
Government securities up to the limit of 100 millions.

The Federal Reserve Bank of ITew York met the seasonal credit demand,
as authorized by the Federal Reserve Board, by the purchase of acceptances,
substantially no Government securities being bought. It was clearly under-
stood, however, that Federal reserve policy permitted these acceptance
purchases merely for the purpose of meeting credit strain, should such
strain arise.

As a fact, however, the Federal Reserve Bank of Hew York acting for
the other banks as well, between July and November, 1928, increased
their holdings of acceptances by 286 million dollars. That this amount
was Tar beyond any possible need of increased credit, is shown by the fact
that largely out of the proceeds of these sales the member banks not only
met all seasonal credit demands, but actually paid off about 193 millions

ol their rediscounts. As a result of these purchases, helped in small
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degree by gold imports rates on Dills and on commercial paper, as
well as customers rates, actually declined, contrary to the usual
seasonal trend. Member hanksreserve "balances increased 28 millions, and
loans on securities of reporting member banks increased 127 millions.

There would seem to be no possible doubt but that this liberal pur-
chase of bills in excess of credit needs was a factor in the revival of
speculation and in the growth of brokers loans. As a fact, the pur-
chase of acceptances had been on such a liberal scale that the Federal
reserve banks held for their own account, and for account of their
foreign correspondents, about two-thirds of the total volume of out-
standing acceptances. The above facts are brought out clearly in the
Annual Report of the Board for 1928.

Further, during this period from June to November, 1928, stock
prices increased from an average based on 1926 figures, of 150.5 to
192.1; stock sales increased from 11.6 millions to 23.3 millions; brokers
loans of the New York banks increased: (@) for own account 176 millions,
(b) for other banks 206 millions; (c) "for others™ increased 488 millions,
the total increase of all these loans being 870 millions.

There i1s annexed hereto a table showing the course of Federal re-

serve credit from July to November, 1928, giving both its composition

and the relative fTactors for increase and decrease:
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Federal Hosv.rve Credit.

July to November, 1923.

Composition Total Increase
Discounts - 193
Acceptances + 285
U. S. Securities o« 25
Other F.R. credit + 4
+ ol5 - 193 + 122
Factors
For increase For decrease
Money in circulation s 114 Treasury funds 5
Unemployed capital funds + 21 Monetary gold + 38
ITor~member bank deposi ts “t 2
Member bank reserves = 28
4 1S5 - -m 43
Increases
F. R. credit increase 122
Monetary gold 1 38
Treasury currency _5
1S5
Deductions
Member bank reserve balances 28
137
Money in circulation 114
23
Unemployed capital funds 21
2
Son-member bank deposits 2
0

The effect of these acceptance purchases was to nullify the effect of
the iIncrease of the discount rate to 5p made on July 13, 1928, and to change

Federal reserve policy from one of firming to one of easing the market.
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The above is confirmed by Deputy Governor Burgess of the Fed-
eral Reserve Bank: of lieu York* who stated in an address before the
American Acceptance Council, December 11, 1928:
”The Taid-ng by the Federal reserve banks of
bills offered involved putting into the money market
something like 100 millions of dollars more than sea-
sonal credit needs required, which was used by the
member banks to liquidate part of their indebtedness,
and this tended, in conjunction with gold imports, to
ease slightly the money situation.”
It is interesting to note that on December 15, 1928, Dr. Miller
introduced a resolution favoring higher acceptance buying rates.
This resolution, however, failed, but was voted for by Dr. Miller,

Platt, and C.S.H.
15 Diary 115 (149).

Such was the situation confronting the Federal Reserve 3oard
at the beginning of January, 1929* It found that its firming
policy, agreed upon by the Federal Advisory Council and the Open
Market Committee, had in fact been changed by the Federal Reserve
Bank of Hew York into an easing policy.

Federal reserve credit outstanding in January, 1929, was
some 226 millions greater than in January, 1928. Tnere was danger
that the customary liquidation after the first of the year might

not take place and that Federal reserve credit outstanding would
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increase iIn 1929 rather than decrease, just as It increased
between January and May, 1928.

In this connection it should he pointed out that for the
year ending June 30, 1929, 1,114 hanks were borrowing for 80%
or more of the time.

195 - 143.

The problem confronting the Board was how to bring about
a reasonable liquidation of Federal reserve credit without,
at the same time, injuring agriculture and business.

After most careful consideration, the Federal Reserve Board
determined to keep the present 5 rate unchanged but to try to
reduce outstanding Federal reserve credit by bringing direct pres-
sure, through the Federal reserve banks, upon the member banks to
bring about a reasonable liquidation of their speculative loans,
or at least not to increase them, and to this end reduce, or at
least not increase, their borrowings from the Federal reserve bank
to support their required reserves against deposits arising out of
these speculative loans. /

On February 2, 1929, the Board sent a letter to all Federal re-
serve banks calling attention to the seépage of Federal reserve credit
into the security markets and also released for February 7, 1929, a
public statement known as the Board’s "warning”, which will be con-

sidered in detail later.
-8-

Before considering the results obtained from the exercise of direct
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pressure, with a stable 5j discount rate, it will be advisable to consider
the grounds upon which the Federal Reserve Bank of New York based its
repeated requests for an increase of the discount rate, and the reasons
prompting the Board to disapprove the increase.

The Federal Reserve Bank of New York, as above shown, Tfirst asked
for an increase to 6 on February 14, 1929, and the Board disapproved
tne increase as also nine other applications for a similar increase, the
last refusal being on May 23, 1929.

In considering the first application, the Board was hampered by the
fact that the Federal Reserve Bank had given the Board no official
explanation of the reasons prompting it to ask the increase.

It should be remembered that, on October 5, 1928, the Board asked
the federal reserve banks when forwarding applications for changes in
rates, to give the reasons for such changes, but that on October 26, 1928,
Chairman McGarrah replied that the Bank would be glad to furnish the Board
with the main facts presented to the directors at the time of a change in
the rediscount rate, but beyond this it would be impracticable to go,
owing to the difficulties of attempting to express the reasons which
have actuated the different directors in voting to change the rate.

The application of February 14, 1929, was made over the telephone
Dy Governor Harrison, and the Board voted to table it pending an answer
of the Bank to the Board’s warning letter released February 7,

Finally the Board reconsidered its vote and advised Governor Harrison

that it would take the application under review and take no action on

that day.
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Governor Harrison then told Governor Young that he had not given

him the actual vote; that it was in fact conditional on action by die
Board on that day; and that his directors could not leave until the

Board rendered its decision.

Finally the Board unanimously voted to disapprove the application.
15 Diary 168 to 170 (50).

The disapproval was based as well on the condition imposed by the
Federal Eeserve Bank of immediate decision by the Board as upon the
merits of the application. -

The Board felt that it would not be possible to exercise its duty
of review and determination uuon a telephonic request, giving no official
reasons for the change and conditioned on immediate decision of the Board.

Governor Young, however, explained to Governor Harrison that the
application involved national as well as local considerations; that if
the New York rate was increased to 6%, every Federal reserve bank east
of the Mississippi Bivor and very possibly the other Federal reserve
banks also would have to make a similar iIncrease, and that a majority of
the Board felt that such action might seriously affect agriculture and
commerce, and further, that the Board could not decide this important
question off hand, on the day of the application, in the absence of any

official statement of reasons.
15 Diary 168 (248).

On February 27, 1929, Governor Young in response to a request of the
Board on February 14th filed with the Board a memorandum stating the
reasons given by the Board to the Federal Eeserve Bank of New York, for
disapproval of the application, which memorandum was given by him to

Director Mitchell of the Federal Eeserve Bank of New York.
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These reasons in substance were:

1. Sufficient time liss not elapsed to determine the effect
of the Board"s warning published Feb. 7, 1929.

2. The replies received from nearby Federal reserve banks
indicate that rate increases should not be begun now.

3. The danger of increased rates encouraging gold imports.

4. The Federal Reserve Bank of New York has furnished the
Board with statistics, but liss given It no reasons
for wishing the increase, and the Board desires
reasons.

5. Before consenting to an increase, the Board desires to
know to what limits the Federal reserve banks are
prepared to go in the event of the increase to 6$
not being effective.

6. The Board desires the advice of the Federal Advisory
Council now in session, before proceeding on a
rate increase program.

This memorandum was placed in the Minutes of February 14th, which
were not approved until February 27th.

The second application for increase was an informal one, G-overnor
Young advising the writer on Sunday, March 3rd, that G-overnor Harrison
had told him that his directors earnestly hoped for authority to increase
to efo the next day, as they fTeared a runaway market.

This application also failed tut the “runaway market” did not appear]

15 Diary 184, 185 (54)

The third application was filed on March 21, 1929. It imposed
the same condition of immediate action by the Board.

It was pointed out in the Board that the figures revealed a general
decline of Federal reserve credit, which, apart from the prevailing

speculation would point to the desirability of lower rather than

higher discount rates.
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The Board, disapproved the application with only one d%ssenting vote*
15 Diary 196, 197" (56).
The fourth application for increase was made on March 28, 1929., The

Board disapproved hy a vote of 7 to 1.
16 Diary 4 (57)-.

The Tifth application was made on April 4, 1929, and was disapproved
hy the Board.

On April 9, 1929, Governor Harrison in a letter to the Board, gave
for the first time an official statement of the reasons of his Bank for
desiring an increase.

The reasons given in substance were that speculative activity had
increased interest rates generally in the United States to the injury
of business and especially of building construction; that these high
rates had prevented the flotation of foreign securities in this country;
that they were reducing the purchasing power of Europe and threatening
our export trade, and that the high call loan rates were drawing gold
from Europe to be invested in the call loan market.

The sixth application was made on April 18,. 1920_.

It was pointed out in the Board that some of the reasons given for
the iIncrease, - necessity for the easing of interest rates,, difficulty
of placing foreign loans in the United States, the consequent falling
off In our export trade, etc., were the very reasons advanced in 1917
for lowering discount rates.

It was also pointed out that the Hew York Bank apparently felt that

higher discount rates would bring about lower call loan rates, but the

opinion was expressed that higher discount rates would constitute a firm
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foundation for higher rather than lower call loan rates.

The Board disapproved the application.
16 Diary 22, 23 (60).

The seventh application was made on April 25, 1929, and the Board
disapproved. . 15 Diary 38 (63).

The eighth application was made on May 9, 1929, the chief reason
given hy the Hew York Bank "being a desire to bring the Federal reserve
rates into proper relation with market rates.

It was pointed out that a efo rate was not needed to restore the
former relation of rates, - that a rate of 5g$% would accomplish this.

The Board disapproved.
IS Diary 51 (63)-

The ninth application was made on May 16, 1929.

It was pointed out in the Board that Federal reserve credit out-
standing was rapidly falling; that a rate of 5&f would he sufficient to
restore the old relation of rates.

Hie Board disapproved.
15 Diary 56 (64).

The tontn and last application for increased rates was made on
May 23, 1929.

Federal reserve credit outstanding had been reduced so materially
that there was some evidence that an additional amount, perhaps a hundred
million dollars, was needed for the purposes of agriculture and business.

While the Board disapproved the application, there was some discussion
of a possible compromise, - a lowering of acceptance rates coupled with

a 6jo discount rate to act as a kind of "ombard” rate.
16 Diary 78 (69).
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From this time on* the necessity of an increased rate was practically
dropped from consideration, and on hay 51, 1929, Chairman McGarrah, as
ahove pointed out, advised the Board that his directors desired to take

up a program of encouraging the banks to sorrow*
195 - 8&5.

The advance in the discount rate to 6% on August 9, wes,, as already

pointed out, a part of a program for easing the money market through

lower acceptance rates.
16 Diary 149 (80).

During the discussions above outlined, in which Governor Harrison
gave reasons fTor increasing discount rates, the conditions were rapidly
changing. Federal reserve credit outstanding, as shown by total bills
and securities of the Hew York Bank were steadily decreasing, while its
reserve ratio was as steadily iIncreasing, as shown in the following table:

Federal Reserve Bank of Hew York*

Total Bills and Securities Reserve Radio
1929. 1929.
January 2. 709.8 January 70.4%
February 6 325 February 78.6
March 6 349.9 March 79.
April 5 238 April 79.2
May 1 328.3 May 81.1
June 5 253.6 June 79.1

The Board was thus asked to increase discount rates under conditions
of falling Federal reserve credit and increasing reserve ratios which,
according to the canons of banking practice called for lower rather than

higher rates!
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It has been generally supposed hy the public that the issue between
the Federal Reserve Board and the Federal Reserve Bank of New York was
simply whether the discount rate should or should not be increased from
5o to 6$.

This supposition is absolutely erroneous.

No one was bold enough to predict with any confidence that a mere
increase to 6f would suffice.

The real issue was whether the 5% rate should be maintained coupled
with direct pressure on the member banks to liquidate reasonably, or at
least not to increase their speculative loans, or, on the other hand, as
claimed by the New York Bank, whether the Board should approve a policy
of repeated increase of rates, beginning only at 6 and continuing to
increase until the "situation should be corrected”, that is, until the
New York Stock market should be radically deflated.

An appreciation of this fact is necessary to a complete understand-
ing of the real issue between the Board and the Federal Reserve Bank of
New York.

That such was the real issue will be apparent from reading the
letter sent by Governor Harrison to the Federal Reserve Board dated
April 9, 1929, in which he used the following language in justifying the
desire of his directors for increased rates:

"The rate increase would have the further result of
giving definite public notice to the country that the Reserve X
System is ready to supplement and support all its other
efforts by an affirmative rate -policy.

"Public realization that the discount rate would be
employed incisively and repeatedly, if necessary, would
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greatly strengthen the effectiveness of the System’s policy,
and iIn itself hasten the time when the System might lend its
influence towards easier money conditions. y (italics mine)*
195 - 45.
Governor Harrison several times .told the Board that if the 6% rate
did not "correct the situation” recourse must he had to further increases.
February 5, 1929. 15 Diary 149
to 151 (45). May 22, 1929. 16
Diary 74, 75 (68).
Chairman McGarrah also told the Board that if 6% did not "correct
the situation™ he would favor an iIncrease to 7%, &fo or even higher.. _
April 24, 1929., 16 Diary 37 (62).
May 23, 1929, 16 Diary 74, 75
(68).

Mr. Warburg, in his book, "The Federal Reserve System," entertained

the same views, 1 - 513.
16 Diary 66 to 70 (257).

It is interesting iIn this connection to note the editorial in the
Manchester Guardian Commercial on March 4, 1929: —
"There appeared to be some slender hope that the
Federal Reserve authorities were meditating action drastic
enough to precipitate the crisis in Wall Street, which, in
the opinion of most monetary students, must come sooner or
later."
189 - 155 (5).
-10-
Such was the issue between the Federal Reserve Board and the
Federal Reserve Bank of New York.
The Jew York Bank wanted quick, radical deflation of the stock market,
through rapid increases in discount rates.

Chairman McGarrah admitted that if the policy of incisive, repeated

increases did not quickly "correct the situation™ the result would be
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fraught with serious danger to agriculture and commerce.

The Federal Reserve Board felt that the way to solve the problem was
to keep the discount rate stable at 5% as a protection to business, but
to cut off Federal reserve credit from seeping into Wall Street by direct
pressure upon the member banks to reduce, or at least not increase,
speculative loans, _

IT the Boaqd had yielded to the desire of the New York directors
and had entered upon a policy of repeated increases of discount rates, the
crash in the New York stock market which took place in October, 1929, might
have taken place in May or June, 1929, but the resultant injury to
business would have been, in all probability, disastrous in the extreme*

The majority of the Board felt, however, as above stated, that the
present fever of speculation could not be curbed through the discount
rate by any increase short of such extremes as would produce a cataclysm
in the market, which, as above stated, would injure business as much as
or even more than it would injure the stock market*

-11-

Tnat the discount rate is ineffective in curbing a speculative mania
when once undertray, is the opinion of many bankers and economists*

For example:

Mr. James Alexander, at a meeting of the Federal Advisory

Council on Septexiiber 28, 1928, stated that speculation could

not effectively be controlled by discount rates, and favored a

reduction of rates to 4j$*
15 Diary 33, 34, 35 (5).
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Professor Hawtry, of London, told the writer the same, add-
ing that in his opinion our discount rates were too high, and
were merely injuring business.

January 22, 1929, 15 Diary 131 (43)

Mr. Harry A. Wheeler, a prominent Chicago banker, telegraph-
ed the Board on April 2, 1929, opposing further increase in dis-
count rates, and stating that any increase would add to the
heavy burden imposed on the commercial loan group whose rates
have been increased in full proportion to rediscount iIncreases,
without exercising any permanent restraining influence upon
market operations.

190 - 31.

On March 23, 1929, the London Statist criticised Governor
Young’s address before the Commercial Club, Cincinnati, on
March 16, 1929, stating that it revealed a complete bankruptcy
of ideas on the subject of credit control; that the obvious
remedy for the unhealthy credit situation in the United States
would be to lower money rates so as to cause a reflex in the
international movement of short-term funds and to encourage
lending abroad on the largest scale compatible with safety and
profi t.

On May 3, 1929, the United States Chamber of Commerce op-
posed an increase of discount rates solely for the purpose of

curbing speculation.
191 - 32.
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On May 11, 1929, the London Economist stated:

"The final lesson is perhaps the most imr-
portant. It is that when stock prices are rapid-
ly rising, high money rates are only an ineffec-
tive deterrent which penalizes the innocent
without troubling the guilty.

"The only remedy against rampant specula-
tion is to cut off funds altogether.”

193 - 79 (3) (221).

On May 14, 1929, the New York Journal of Commerce stated
that the Federal Reserve System has no right to try to curb
speculation through drastic increases of discount rates; that
all that has been required of it at any time has been that it
should keep its own funds, the reserves of the deposit banks,
out of the speculative market.

191 - 113.

On May 23, 1929, the Manchester Guardian Commercial ex-
X~ressed the belief that increased discount rates would not
curb speculation.

192 - 147 (2).

On May 25, 1929, the London Statist stated that the bank-
ing authorities in the United States apparently want a business
depression to curb speculation.

192 - 147.

The writer believes that the speculators would have

heaved a sigh of relief at an increase in the discount rate

to 6%, in the hope that then the direct pressure, so embarrass-
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ing to their movements, would he removed, and that they
would he enabled to obtain all the money they desired
under the 6% Federal reserve rate. To these speculators

a 6% rate, the writer believes, would have been ‘“easy
money” as compared with the 5% rate and its stringent dir-
ect pressure.

The Board acted on the above theory with the object
of cutting off, by direct pressure, the seepage of Federal
reserve funds into the securities market, as will be shown
later. That the speculative mania, in spite of the Boardls
efforts, was fed from “loans for othersl was a fact over
which the Federal Reserve Board had no effective control.

It must not be forgotten that the Federal Reserve
System in trying to curb speculation through discount
rates, can act only by increasing discount rates on com-
mercial paper; i1t can not discount paper secured by stock
collateral.

Suppose the authorities of a town were to announce
that they had determined to put an end to the loss of
life by reckless automobile driving by incisive and

rapid increases in the price of gasoline!
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Or suppose a Father were to chastise his only son because an in-
toxicated roan was carousing in the street)

The reply would certainly be made that nothing short of direct
action against the automobiles or against the intoxicated man in the
street would suffice to correct the evili

The majority of the Board took the position that agriculture and
business were entitled to lower rather than higher rates; that the rates
paid by them had been materially increased already by diversion of funds
into speculative channels, and that to inpose upon agricultural and
commercial paper further crushing blows in the shape of rapid increases
of discount rates would be a serious injury to them and a fruitless
method of attempting to curb speculative loans, and especially the
bank loans “for others”, - which had become the chief cause of the
trouble. .

-12-

The Board having reached the conclusion that the 5% rate should be
kept stable for the protection of business, and that seepage of Federal
reserve credit into speculative channels should be prevented by other
means, on February 7, 1929 issued a public statement which came to be
known as the ._Board’s "warning” and action taken under it as "direct
action".,

“This warning and the use of direct pressure was by no means a new
idea.. It was discussed in the Board in October 1922 when Chairman

Perrin of the Federal Reserve Bank of San Francisco explained how the
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Federal Reserve Banks of Cleveland and San Francisco during the war
period had successfully employed it, keeping the discount rate stable

at 6jp while the Federal Reserve Bank of New York had a 7% rate,
194 - 97.

It was used also by the Federal Reserve Bank of New York in October,
1925 but in a different manner, as will later be shown, fr£m that now

advocated by the Federal Reserve Board.
194 - 97 (2).

The Federal Reserve Bank of Philadelnhia used it also in 1925.
194 - 97 (2).

Dr. Miller pointed out the danger from the seepage of Federal re-
serve credit into speculative channels in an address at Boston in Nov-

ember, 1925.
194 - 103.

On July 27, 1927, the Governors Conference recommended direct

action to prevent speculative excess following the rate reduction to 3"%.
14 Diary 15, 17 (59).

The danger was frequently pointed out by the Board in its Annual

Reports from 1925 to 1928, and in the Federal Reserve Bulletins.
194 - 103.

The necessity for its present use was emphasized by the fact that,
early in 1928, certain New York member banks had borrowed from the Fed-
eral Reserve Bank, on their collateral notes, many millions of dollars

which they loaned on the stock exchange with great profit to themselves.
194 - 97 (3).

On November 22, 1928, the Federal Advisory Council recommended it

to prevent seepage of Federal reserve credit into the call loan market.
185 - 21
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On February 14, 1929, the Federal Advisory Council advised its ex-

tension to loans of member banks to their customers.
188 - 60, 67, 70, 78.

It is true that on April 5, 1929, and again on May 21, 1929, the
Federal Advisory Council reversed its recommendation of February 14,
1929, and advised an increase of discount rates to 6% as asked for by
ITew York, on the ground that direct pressure had not succeeded in curb-
ing speculative loans.

16 Diary 15 (58).
IS Diary 25 (91).

As a fact, however, on May 31, 1929, just ten days after this last
recommendation of the Federal Advisory Council, Chairman McGarrah ad-
vised the Federal Reserve Board that the Tew York directors wished to
consider a program for easing money conditions and encouraging banks to
borrow! 195 - 85.

If the Federal Advisory Council had delayed its recommendation for
a 6% rate for ten days, it in all human probability would never have
made it!

-13- *

The Board, in its public warning of February 7, 1929, pointed out
that during the year 1928 the System had encountered interference be-
cause of the absorption of Federal reserve credit in speculative security
loans; that the volume of speculative credit was still growing and that
this effect, coupled with gold exports, had brought about an advance of
from 1. to 1 in the cost of commercial credit; that it became the duty

of the Board to inquire into these conditions and to take suitable

Federal Reserve Bank of St. Louis
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measures to correct them, which in the immediate situation meant to
restrain the use, either directly or indirectly, of Federal reserve
credit facilities in aid of the growth of speculative credit.
The reference in this warning to the Board*s letter of February
2, 1929, to the Federal reserve banks, led many to believe, including
the Federal Reserve Bank of New York (16 Diary 93 (72)), - that the
Board*s warning meant that as a matter of law, under the Federal Re™
serve Act, no member bank at any time could lawfully rediscount eligible
paper in order to replenish its reserves to sustain deposits arising out
of speculative loans.
The writer believes no such ruling of law was intended but merely a
rule of sound banking practice under the rabid speculation then rampant.

This would seem to be clear from the following quotation from the warning:
"...which, in the immediate situation, means to

restrain the use, directly or indirectly, of Federal

reserve credit facilities in aid of the growth of

speculative credit." (ltalics mine)

-14-

We can now consider the effect of direct pressure, which lasted, as
above pointed out, from February 7, 1929, to about June 9, 1929.

To understand its effect it will be advisable to consider the periods
just before it went into effect, and the later periods enciing with the
stock market collapse of October, 1929.

These periods may be divided as follows;

1. January, 1928 to January, 1929.

2. February, 1923 to February, 1929.
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3. February 9, 1929, to June 8, 1929. (This is the period of
direct pressure.)

4. June 8, 1929 to .August 9, 1929.

5. August, 1929 to October, 1329.
This includes the increase in discount
rates to 6%, approved August 3, 1929.

FEDERAL RESERVE S"iSTEM

The Federal Reserve Tfigures are weekly averages.
The Member bank Ffigures are for weekly statement dates.

1. January, 1928 - January, 1929.

Oold
F.R. dis- :Accep-:U.S. se-::Mem. bk.:Sec. :Comm.:lInvest-:Im~ :Ex- : Curr, in
credit: counts :tances:curities:reserves:loans:loans:ments :ports:ports: circulation
- . - . ° . * - .
4239 : 503 : 4104  -364 : =37 1 4796;J-333 ; -24 : : 251 @ -19
2. February. 1928 - February. 1929.

s « : 1 £ g 9
4245 1 4391 : 442  -208 Do-12 : 4924: 482 : -45 : 246 @ -33

- ° ° ° . H H

\ 3. Direct Action.February 9. 1929 - June 8. 1929
H ¢ : « H : ? 3 :
-193  ; 4140 : -300 - 44 - 68 : -361:4444 : -262 : 173 : © 429
{ ¢ : H H H : : 5
4. June 8. 1929. - August 10. 1929.
- . . - . - 9 g
4 62 A8l ;- 24 4 5 ;4 31 : 4518:4189 : -242 : 42 . : 465
- 3 ] ) < 5 ] 8
5. August. 1929. - October. 1929.
: : 5 § § 5 : :
4 41 : -186 : 4234 - 20 410 @ - 28:4253 : -134 . 31 : 453

(From figures furnished by Dr. G-oldenweiser)

199 - 57.

«
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Let us now comment on these periods and examine the course of
Federal reserve credit for the Federal Reserve System.

Period 1. January 1928 to January 1529.

Federal reserve credit outstanding increased 239 millions
caused largely hy gold exports of 250 millions net.
Luring this period security loans increased 796 millions
of dollars, in spite of the gold exports and the decline
of 19 millions in money in circulation*

Period 2. February, 1928 to February, 1929*

Federal reserve credit increased 245 millions largely through
gold exports, while security loans increased 924 millions.

Period 3. February 9, 1929 to June 8, 1929.

This was the period of direct action, also of a series of in-
creases in buying rates on acceptances at the Federal Re-
serve Bank of ZTew York, and of increases in discount rates
by four Western Federal reserve banks to bring them into
line with the 5% rate at the other banks. Luring this period
there was a falling-off of $300,000,000 in the acceptance
holdings of Federal reserve banks and of $44,000,000 in hold-
ings of United States securities, while discounts of member
banks increased $144,000,000, so that total reserve bank credit
outstanding declined by $193,000,000. This decrease in reserve
bank credit, despite an increase of $29,000,000 in the amount
of money in circulation, accompanied an importation of
$173,000,000 of gold and a decline of $68,000,000 in member
bank reserve balances. Luring this period there was a re-
duction of $361,000,000 in security loans and of $262,000,000
in investments of reporting member banks accompanied by an
increase of $444,000,000 in all other, largely commercial,
loans.

Luring this period, however, loans "for others"” increased 313
millions.

It may be contended that these decreases in reserve bank credit were
brought about more largely by the decrease in acceptance holdings of 300

millions which more than offset the increase in gold imports of 173 millions
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It should, he remembered, however, that the shutting off of the
flow of acceptances by increased purchasing rates had been in effect
before direct pressure was put in effect by the Federal Reserve Board.

On January 4, 1929, the Federal Reserve Bank of New York increased
its buying rates on acceptances from 4]-$ to 4 without even asking
authority from the Federal Reserve Board, and on January 21st it in-
creased these rates to 5¢-

This action in shutting off the flow of acceptances threw a great-
ly increased strain for rediscounts on the Federal reserve banks.

The jederal Reserve Board, by direct pressure, headed off this
increased demand for rediscounts and kept it down to 140 millions,
notwithstanding a 344 million decline in the System's holdings of ac-
ceptances and Government securities.

Had it not been for the direct pressure, it is fair to assume that
under the rampant speculative mania, the member banks would have redis-
counted very much more than this increase of 140 millions, and that the
gold imports of 173 millions would have also served in material degree
to support further expansion.

It should be remembered also that while member bank reserves de-
creased 58 millions, commercial loans increased 444 millions against an
increase of only 82 millions in the preceding period.

Period 4. June 8, 1929 to August 9, 1929.

Early in June the application of direct action was suspended,
largely because it was felt that the heavy credit and
currency requirements around the end of the fiscal year

should be met by the banks m thout hesitation and without
a feeling that they wore going contrary to Federal reserve
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policy. That the System had decided upon a policy
of relative ease "became generally known, and this
led to a revival of speculative activity. Between
June 5 and August 7 there was a growth of 8518 ,000,000
in security loans of reporting member banks, and of
8736,000,000 in brokers® loans. Security prices
advanced about 14 per cent. The growth in Federal
reserve bank credit, however, during the period

was limited to $62,000,000, owing in part to the
fact that there was an inflow of $42,000,000 of
gold from abroad. A part of this increase in re-
serve funds was incident to the issuance of the
new-size currency, money iIn circulation increasing
by $65,000,000 during the period. Member bank re-
serve balances also showed a growth of $31,000,000.

Period 5. August 10, 1929, to October 12, 1929.

On August 9 the discount rate at the Federal Reserve Bank

of New York was increased from 5 to 6 per cent and
at the same time the buying rate on acceptances was
reduced from 5-1/4 to 5-1/8 per cent. This resulted
in a reversal of earlier conditions by making it
cheaper for the banks to obtain reserve bank credit
by the sale of acceptances rather than by the dis-
count of eligible paper. By the second week in
October borrowings of the Federal reserve banks had
declined $186,000,000, while acceptance holdings

oi the Federal reserve banks had increased $234,000,000,
the net change in Federal reserve bank credit out-
standing being an increase of $41,000,000. The
decline in member bank indebtedness resulted in a
distinct easing of conditions in the money market.
Security loans of member banks declined somewhat
during this period, but there was a very rapid in-
crease iIn speculative activity and in brokers”

loans, supplied mostly by non-banking lenders.
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A similar comparison for the Federal Reserve Bank of New York
follows:
(In millions of dollars)

Federal reserve figures are weekly averages. Member hank figures are
for weekly statement dates.

F. R. Bills U. S. Member Reporting member banks in New

bank dis- Accep- socuri- bank rc~ Ilork City

credit counted  tances ties serve bal- Security Commercial J Invest-
ances loans loans ] ments

Period |, January 7, 1928 to January 5, 1929.
4 226 4 243 4 64 - 80 - 23 4 344 4 90 4 37

Period 2. February 11. 1928 to February 9, 1929.

i 39 i 78 e 10 - 51 4 2 4 320 4 16 4 21
Period 3. Direct Action, February 9, 1929 to June 8, 1929.

- 78 4 1 - 89 4 2 - 7 - 179 % 257 - 78
Period 4. June 8, 1929 to August 10, 1929

4 198 4 168 4 19 4 12 -9 4 283 4 8 - 90

Period 5. August 10, 1929 to October 12, 1929.

161 216 4 60 - 19 4 15 - 125 4 108 - 29

An inspection of the above tables satisfies the writer that the
direct pressure imposed during the 3rd period was successful in prevent-
ing the seepage of Federal reserve credit into speculative channels.

This is"borne out by the fact that on May 22, 1929, Chairman Mo-
Garrah and Governor Harrison told the Board that direct pressure had

made the banks afraid to borrow at all and that they wanted to encourage
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the hanks to borrow to meet the necessary demand soon to come for com*

mercial needs.
16 Diary 75, 76, 77 (179).

The Manchester Guardian, on May 25, 1929, stated that direct action
had reduced Federal reserve credit used for speculation, hut not the
amount of credit absorbed in speculative loans, the latter evidently

referring to loans I1for others”.
192 - 147 (2).

It would appear also that even iIn the two succeeding periods ending
in the collapse of October, 1929, the cause of the rampant speculative
activity was largely attributable to the flow of funds into the call
loan market from corporations using tho banks to place their loans.

The following table "dll bring this out graphically:

Brokersi Loans

Reporting Member Banks, New York City.

Own Account and Out of Town Banks ”For Others" Total
i

February 5 3048 2621 5669
June 5 2350 2934 5284
August 14 2775 3178 5952
October 9 2772 3941 6713

Comparing February 5 with October 9, we find that the loans by New
York banks for their own account and that of out of town banks declined
270 millions, while the New York banks loans “for others” increased 1320
millions,
-15-
While during the period of direct pressure there was a very satis-

factory decrease in total speculative (including brokers) loans, yet
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the security loans to customers as distinct from brokers did not decrease,
but on the contrary increased, as the following table will show:

All Weekly Reporting Member Banks.

Loans on Securities.

To Brokers and Dealers To Customers
In New York City Outside of New York City
1929
February 6 1771 816 4971
June 5 1122 808 5257
-649 - 8 nN296
_16_

Out of this iIncrease in customers loans, there arose another dif-
ference between the Federal Reserve Board and the Federal Reserve Bank

of New York, - wholly apart from the difference as to discount rates.
16 Diary p. 1.

On May 1, 1929, the Federal Reserve Board wrote Chairman McGarrah
enclosing a list of certain banks in New York City which had been frequent
or continuous borrowers and which were still carrying a considerable
volume of security loans, and asked him to inquire of these banks why

they had not adjusted their uosition.
195 - 67 (5)-

On May 10, Mr. McGarrah replied stating that the Board was laying
down a new test of abgse of Federal reserve credit by this letter; that
the Federal reserve bank can not determine whether member banks security
loans to customers are speculative or not; that the Federal reserve bank
has no lawful right to refuse to discount eligible paper on the ground

that the proceeds are to be used to sustain such security loans; that
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such refusal would be a rationing of credit and bring about a condition the

Federal reserve bank could not afford to risk, and in conclusion he re-

iterated his belief that such loans could be treated only through the

use of the discount rate.
195 - 63.

Governor Harrison had previously, on February 6, 1929, taken the

same position.
15 Diary 158 (115).

, This position of the Federal Reserve Bank of Hew York was not in
accord with the recommendation of the Federal Advisory Council on Feb-
ruary 15, 1929, as shown above.

Nor does it accord with the position taken by Mr. George M. Reynolds,
a prominent banker of Chicago, who*, in a letter to Governor McDougal

dated March 2, 1929, said:

"I shall insist upon our people doing more than trying to
sit on the lid to prevent further expansion, because 1 am now
of the opinion that nothing short of a vigorous effort forcing
liquidation of many large lines of credit will accomplish our
purpose. ...

1 The people seem to have lost their heads over stock
gambling, and the time liass come when those who are in responible
positions will have to take the bull by the horns and force them
to do something which they will not like. With sales of over
six million shares of stock yesterday, it is clearly shown that
the public has not profited by the advice of the Federal Reserve
Board, and 1 think we have now reached the point where it is a
matter for each individual bank to get into the game vigorously
and do whatever is necessary to at least force a reduction in
tne amount of money that is borrowed against stock exchange
collateral.n

As opposed to the aDove views of the Federal Advisory Council and
Mr. Reynolds, the Federal Reserve Bank of New York from the first took

the position not only that direct pressure should be strictly confined
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to banks which wore borrowing more than the mass of banks of their geiv-
eral class, but also that customers loans could not be considered by
Federal reserve banks in passing upon applications for rediscounts.
On February 5, 1929, Governor Harrison squarely made such a state-

ment.
15 Diary 154 (114). -

On February 21, 1929, Chairman McGarrah repeated the statement.
195 - 67.

On May 29, 1929, both Governor Harrison and Chairman McGarrah took

the position that direct pressure should not be used to curb customers

16 Diary 76 (563).

speculative loans.

On June 5, 1929, Governor Harrison repeated the statement, correct-

ing Mr. Mitchell, one of his directors, who went further in his view of

the power of the Federal reserve bank.
16 Diary 101, 102 (155).

It is unnecessary to state that the Board never advised the direct
refusal of rediscounts to any bank, although it clearly is within the
power of the Federal reserve bank to do so, as our General Counsel, Mr.
Wyatt, and Hon. Newton Baker, our Special Counsel, have advised the
Board. What the Board intended was to have the Federal reserve bank
examine into the security loans being made by a member bank which is a
frequent or continuous borrower from the Federal reserve bank, and if it
considered such loans out of line with i1ts commercial loans or excessive
generally under present conditions, to warn the bank that it must protect

the interests of its depositors and of the public by exercising a more
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reasonable use of Federal reserve creait obtained by rediscounting.

The majority of the Board believed that a mere suggestion along
these lines would, iIn the vast majority of cases, be sufficient with-
out the necessity of the Federal reserve bank using its reserved power
of refusing rediscounts altogether.

The position of the Federal Reserve Bank of New York in the matter
is in accord with the feeling of many bankers that a good customer, keep-
ing a good balance, is entitled to all the money he may desire if he is
willing to pay the discount rate fixed by the bank, and that the use of
the discount rate is the only method of curbing the good customers de-

sire for money.

In ordinary tiroes the above rule of practice might pass without
criticism, but iIn extraordinary times of speculative mania it must be
pointed out that the rule is not consistenf with sound Federal reserve
banking principles.

The reply is constantly made that if a bank refused a loan under
such circumstances the customer will withdraw his account and get the
money he desires from some goiipeting bank not so solicitous for the
interest of its depositors or of the public.

This may be true in individual cases but could be guarded against
by agreement among the principal banks of the city, or of the country,
to join in curbing wild speculation, and then the customer would find
that all the competing banks are following the same rule and that he

can gain nothing by withdrawing his account.
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Such a conference was repeatedly urged upon the officers of the
Federal Reserve Bank of ITew York by the writer*

The suggestion was later approved by Mr. Potter, of the Guaranty
Trust Company of ITew York, but so far as the writer knows, was never
carried out. Feb. 14, 1929. 15 Diary 172 (97).

-17-

An interesting light was thrown on the responsibility of bankers
in times of speculative manias, by Governor Young, in an address de-
livered at Old Point Comfort, Va., on May 7, 1930, in which the Governor
said:

"We bankers have a responsibility beyond our own balance
sheets for the general course of events.”

"We must look beyond the safety of the collateral offered
us for a loan to the safety of the aggregate volume of collateral
that we know is being offered for loans at all the banks. f

"When we see an unhealthy development getting under way we
must not only protect our own Immediate institution, but must
take a broader view with reference to the interests of the entire
community."

"In other countries, where banking development has been
longer, and banking concentration has proceeded farther, certain
methods of control have been developed.™

"A customer in England is not granted unlimited credit on
the basis of security offered as collateral; he is granted a
line of credit in accordance with his credit standing and the
requirements of his business, and he can not easily exceed
that line no matter how much collateral he may be able to offer."

"l am not prepared to recommend to you this or any other
specific course of action, but I do feel justified in calling
your attention to our joint responsibilities and to suggest that
what we need is cooperative action in the development of sound
banking traditions, which alone will give assurance to the country
of a lasting stability of its financial organization.1l
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"To such cooperation 1 pledge my wholehearted support.”

-18-

The writer believes that the action of the Federal Eeserve Board in
recuesting the Federal reserve hanks during this period of mad speculation
to take up with member banks applying for rediscounts the matter of their
customers speculative security loans, is not only in accordance with law,
but also is in accord with the principles of sound banking, and that if
this inquiry had been more generally made, conditions might not have been
as bad in the Fall of 1929 as they in fact were.

Although Chairman McGarrah and Governor Harrison characterized such
a procedure as ’credit rationing” likely to result in appalling con-
sequences, the writer believes that sufficient evidence has already
been disclosed of the appalling consequences of lack of such Inquiry as
would warrant the conclusion that such inquiry, whether characterized
as credit rationing or by some other name, would have been for the great-

est good of the greatest number of our people.

-19-

Before closing this article it may be well to consider the attitude
of bankers, economists, and the press, towards the Board’s warning and
the operations conducted under it from time to time as It progressed.

The fTollowing are among those who expressed approval:.

American Bankers Association
April 29, 1929. 193 - 57 (3).

Anderson, B. M. Feb. 13, 1929. 188 - 48.
Mar. 22, 1929. 190 - 69.
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The following are among those who expressed approval (Contsk)

Ayres, Leonard Feb. 16, 1929. 188 - 68.
Becker and Co. Feb. 13, 1929. 188 - 51 (@,
Bendell, E. C. Feb. 13, 1929. 188 - 51 (2,
Boston Transcript
Financial column Feb. 7, 1929. 187 - 125.
April 5, 1929. 190 - 50.
May 16, 191 - 144.
May 23, 192 - 34.
June 28, 193 - 65, 70

On May 23, it stated that direct pressure had proved
as effective as discount rate increases,

Brookmeyer Economic Service
July 9, 1929, 193 - 120,

Dulles, John Foster April 30, 1929, 191 - 20.

Equitable Trust Co. Mr. Austin
Dec. 13, 1929. 199 - 25.

Lawrence, David
Direct pressure has succeeded and Federal Reserve Board
will now suspend it.
June 3, 1929. 192 - 92.

Explains warning.
June 5, 1929. 192 - 102.

Lisman Digest
Points out that low discount rates do not necessarily mean
easily available money.
July, 1930. 205 - 55.

London Economist
The events of the past year have seen the beginnings of a
new technique, which, i1f maintained and developed, may

succeed In rationing the speculator without injuring
the trader.

May 11, 1929. 193 - 77.

Hew Republic Feb. 20, 1929. 188 - 112.
April 9, 1929. 190 - 63.
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The following are among those who expressed approval (Conted»)
New York Post Feh. 8, 1929. 188 - 5.

New York Heraid-Tribune Peb. 8, 1929. 187 - 134*

188 - 5 (@.
New York Telegram Nov. 25, 1929. 198 - 88.
New York Times Peb. 8, 1929. 187 - 152.

Peb. 11, 1929. 188 10 Financial column.
Mar. 20, 1929. 189 - 88.
Mar. 28, 1929. 189 - 142.
Apr. 6, 1929. 190 - 48.
May 20, 1929. 192 - 12 Financial collumn.
Sept. 13, 1929.
The 6% rate has failed to direct funds
from the stock market. The Board may
have to resume direct pressure.
195 - 118.

See also infra - Criticisms

New York World Fob. 7, 1929. 187 - 118, 129, 130.
Feb. 8, 1929. 188 - 5 (5).
Feb. 9, 1929. 188 - 1.
Apr, 13, 1929:
Publishes interviews mostly approving.
190 - 80~

©

May 23, 1929:
The Board hesitates to penalize business
but seeks to check diversion of credit
into speculative channels.
192 - 36.
May 26, 1929:
People who once attacked the Board for
its tight money policy, now attack it
for its disapproval of increased dis-
count rates.
192 - 70.
July 31, 1929. 194 - 14.

Aug. 12, 1929. 194 - 98.
Nov. 19, 1929. 198 - 56.
See also - Criticisms
Newark News Nov. 24, 1929. 198 - 46.

Philadelphia Evening Bulletin
A great victory for the Federal Reserve Board.
June 7, 1929. 192 - 122.
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The following are among those who expressed approval (Cont®d.)

Rogers, Will
Suggests that the people may discover that the Federal
Reserve Board may be working in the interest of the
millions.
May 24, 1929. 192 - 34.

Rukeyser (New York American)
Feb. 11, 1929. 188 - 37 (2).
Oct. 7, 1929;
Board has mitigated violence of
trade cycle.
Vv 196 - 100.
July 31, 1930:
Praises Gov. Young’s address at Old
Point Comfort, Va., pointing cut to
member banks their duty and respon-
sibility for controlling speculative
loans.
206 - 30.

Sprague, F. K.
Approves but dilatory.
Feb. 13, 1929. 188 - 51 (2).
Stern Feb. 18, 1929. 188 - 87.

Temple, A. H. Mar. 27, 1929. 190 - 69.
Apr. 24, 1929. 190 - 27.

Trust Companies Feb. 1929. 189 - &..

United States Chamber of Commerce
May 4, 1929. 191 - 39, 91.

Vanderpoel May 16, 1929. 191 - 150.
Walmseley April 7, 1929. 190 - 52.
Washington Post Feb. 9, 1929. 188 - 4.
April 6, 1929. 190 - 47.
Washington Star Feb. 16, 1929. 188 - 76.
Whaley-Eaton Service Mar. 26, 1929. 189 - 130.

Successful in most districts but not in all.
June 29, 1929. 193 - 10 (3).

Wheeler, H. A. April 2, 1929. 190 - 31

Federal Reserve Bank of St. Louis
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There follow some critical comments or articles which appeared from
time to time:-

Ayres, Leonard
Board defeated in its struggle to control the credit
situation.
July 16, 1929. 193 - 145.

Boston Herald
Board failed.
Aug. 10, 1929. 194 - 65.

Boston ITews Bureau
Adve rse comment.
April 6, 1929. 190 - 56.

Commons, Prof.
Federal Reserve Board may have gpne after the stock
market too hard.
Feb. 14, 1929. 188 - 57.

Durant, <. C.
Attacks Federal Reserve Board.
Feb. 28, 1929. 189
Apr. 2, 1929. 190 - 30.
Aug. 10, 1929. 194 - 68.

I
&

Harvard Economic Service
Predicts the warning will fail unless coupled with
higher discount rates, which, however, it admits will
injure business.
Feb. 19, 1929. 188 - 105.

Lawrence, David
Uncertainty of Board’s nolicy criticised by many.
June 11, 1929. 192 - 141.

London Times
Adverse comment. May 25, 1929. 192 - 147.
Savors of politics.

Manchester Guardian Commercial
Adverse comment. Mar. 28, 1929. 193 - 57.

ITew York Herald-Tribune
The 6% rate substituted for vacillation, threats, and
cajollery.
Aug. 9, 1929. 194 - 90
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Critical articles which appeared from time to time (Cont’d.)

New York Heraid-Tribune (Cont’d.)
Defense by Federal Reserve Board in its Annual Report
for 1929 agreed to by few.
April 24, 1930. 202 - 130.

Cov. Young not responsible for direct pressure*
Aug. 28, 1930. 206 - 88.

New York Journal of Commerce
Adverse criticism Feb. 8, 1929. 187 - 140.
Feb. 9, 1929. 188 - 3, 5
Apr. 6, 1929. 190 — 44.

See - Willis, H. P

Board guided by political fears.
May 24, 1929. 192 - 45.
May 25, 1929. 192 - 147

By approving 6fo rate the Board has changed its policy*
Aug. 5, 1929. 194 - 30. *
The Board’s defense of direct action puts it in a
ridiculous position.
April 28, 1929. 202 - 140

The Board*s credit control in 1929 was a mockery.
Aug. 29, 1930. 206 - 90.

New York Post
The pre-panic action of the Board was ineffective
because of the Board’s personnel.
Sept. 5, 1930. 206 - 114.

New York Sun
Charges politics. Feb. 14, 1929. 188 - 87.

Criticises Aug. 29, 1929. 195 - 19

Board tried to shut off credit altogether. The
Federal Reserve Bank of New York saved the country
from panic.

April 24, 1930. 202 - 130.

The Board has learned from experience the importance
of following sound banking principle and the need of
respecting the decisions of the regional banks.

Sept. 2, 1930. 206 - 104.
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Critical articles which appeared from time to time (Cont"d.)
See - Schneider, F.

Hew York Times
Criticises Board for not following advice of Federal
Advisory Council to approve iIncrease to 63%.
May 23, 1929. 192 - 31.

Criticises Board®"s reluctance to penalize ™"business,
which, it says, has already "been penalized.
June 6, 1929. 192 - 110.

Financial column says that Board®"s approval of the 6%
rate represents a change of policy.
Aug. 12, 1929. 192 - 110.

A matter of dispute how far Board fell short of the needs
of the occasion. Purpose and action to safeguard the
credit structure was correct.

Board did not act with sufficient promptness or
decisiveness.

Allowed internal division to “betray itself.

Relied on persuasion or reasoning when past experience
indicated that the time had passed for anything "but
peremptory action or, at least, definite warning which
could not 'e misunderstood.

Lack of effective leadership.
Sept. 6, 1930. 206 - 110.

New York World.
Right hut tardy. Feh. 8, 1929. 188-5.

Delayed firming policy too long.
Board has lost control of money market.
April 3, 1929. 190 - 32.

Right, hut not determined enough.
April 15, 1929. 190 - 72.

Prestige of Board injured hy its vacillating course.
Aug. 12, 1929. 194 - 98.

Richmond Press
Criticizes. 187 - 151.
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Critical articles which appeared from time to time (Cont’d.)

Rukeyser (Hew York American)
Has proved fruitless.
Feb. 11, 1929. 188 - 37 (2).

Schneider, F. Jr. (Hew York Sun)
In July, 1929, Mr. Schneider, after praising the easy
money policy of the System in 1927, criticized severely
the Firming policy of 1928 and 1929, stating that the
extent of the security speculation had been exaggerated,
and that the System should not be unduly distracted by
emotional reactions raised by the stock market and brokers
loans controversies.
v "* 194 - 73.
t %
On December 31, 1929, Mr. Schneider took the position that
the Federal Reserve Bank of Hew York was right, and the
Federal Reserve Board wrong in the discount controversy.
He evidently assumed that the issue was between a 5 or a 6%
discount rate, for in the article above mentioned he
specifically condemned any attempt to break the stock
market by rapid increases in discount rates, not knowing
evidently that that was the then policy of the Federal
Reserve Bank of Hew York. .
199 - 70.

Seligman, Prof.
Holds Board partly responsible for the crash of October,
1929, because of refusal to approve increase of discount
rates.
Hov. 26, 1929. 198 - 96.

Shiveley, E. A.
Criticizes. Feb. 8, 1929- 188 - 51 (2).

Simmons, E. W. XI,
Criticizes
Address. Chicago Stock Exchange.
May 14, 1929. 191 - 112.

Sprague, F. K.
Dilatory. Feb. 13, 1929. 188 - 51 (2).

Rates should have been iIncreased long ago.
Mar. 12, 1929. 189 - 79.

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



X-6737

Critical articles which appeared from time to time (Cont’d.)

Sprague, Prof. 0. M. W.
Warning had "but little effect.
May, 1929. 193 - 31

Stern
Eoard has failed. Feb. 28, 1929. 189
liar. 1, 1929. 189

Stokes, E. C.
Attacks. liar. 23, 1929. 189
June 18, 1929. 193

Sullivan, Mark
Washington "believes Board has not succeeded
Aug. 16, 1929. 194 -

Truth
Criticises. April 17, 1929. 193

Wall Street Journal
Criticises. May 8, 1929. 191
Aug. 29, 1930. 206

Williams, Langbourne

Attacks April, 1929. 190
May 10, 1920. 191
Willis, H. P.
Criticises
North American Review
April, 1929. 190
192

Withers, Hartley

6.
19.

104.
32.

102.

- 90.

- 28.

- 118

107
49.

Mr. Withers "believes that discount rates should have "been
increased and quotes from,Mr. Burgess*s "book to the effect

that the Federal Reserve System deals with
quantitatively and not qualitatively; that
fluence i1s upon the total amount of credit
not in its employment, and that it can not
loans on the Stock Exchange.

credit
its iIn-
in use, .
restrict

Let us examine the above quotation from Mr. Burgess’s "book. Is

it true that the Federal Reserve System’s power over disco

unts is

quantitative only and not qualitative? Is it further true that the
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quantitative power can be exercised only through changes in discount
rates?

In one sense, certainly, the Federal Reserve System is the most
qualitative system in tho world, for the reason that until at least the
amendment of 1917, the Federal reserve banks could discount only a
certain quality of paper, - that is, self-liquidating agricultural and
commercial paper.

So also the amendment of 1917 was a qualitative amendment for it
permitted advances to member banks on their notes collateraled by
Government bonds.

Mr. Burgess, in his book, however, must mean that once the paper
offered has passed the qualitative test, the Federal Reserve System can
only control the amount, and that only through changes in the discount
rate, no matter to what uses the bank may apuly the proceeds of the re-
discount.

IT this position is correct, it must follow that in a time of ram-
pant speculation, whether in commodities, real estate, or securities,
the Federal reserve bank can exercise no control in the public interest
except through changes in the discount rate, and that a bank offering
eligible paper has an absolute right to discount it, regardless of the
amount or of the use which it expects to make of the proceeds, provid-
ing it is willing to pay the official discount rate.

To take such a position, however, is to ignore the Federal Reserve

Act, which states that a Federal reserve bank may discount, and not
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that it shall discount.

It is clear that a Federal reserve hank in its discretion may
decline to discount altogether.

Such a position, moreover, would he at variance with the practice
of the Federal Reserve Bank of New York which has always claimed and
exercised the right of inquiry into the loan practices of hanks borrow-
ing more than other hanks of their class, and of warning them that a
continuation of such practice may result in a refusal to rediscount
their paper. (See letter of Chairman McGarrah to the Board dated
February 21, 1929. 195 - 67.)

While the Federal reserve hank, to he sure, exercises here a
quantitative power, it is certainly based on qualitative considerations.
The hank is directed to reduce the amount of its borrowings, and in
order to do this, it may determine the particular means by which this
reduction is brought about, whether by reduction of investments, or
security or other loans.

Can it be, however, that when all banks of a given class are en-
gaged in feeding the speculative movement to the injury of agriculture
and business, the Federal reserve bank has no power to examine into
their loan practices and direct a reduction of their borrowings?

If the answer is in the negative, it will place the Federal reserve
banks in a position of inpotence never intended by the framers of the
Federal Reserve Act.

Let us suppose that a town were to erect a reservoir to hold water

for irrigation purposes, with a right granted by the legislature to
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sell the water at its discretion and to fix the price. Let us further
suppose that the owners of farms talcing this water were diverting it
for wasteful purposes other than irrigation. -

Let us further suppose that the town has notified these owners
that this practice must he stopped, and that the reply was made that
in the case of one owner diverting more water for such wasteful pur-
poses than the general class of owners, the town would have power as
regards that one owner, hut in a case where all the owners are im
properly diverting the water, the town would he powerless. Certainly
scant attention would he given to such a claim, and similarly scant
consideration should he given to a similar claim of impotence in the

Federal reserve hanks.

It would not he necessary for the Federal reserve hanks to pick
out any particular speculative loan and order it to he liquidated.
The Federal reserve hank could simply warn the hank that the amount
of its borrowing was excessive because of its loan practices, leaving
to the hank the task of adjusting its position.

Although this power of the Federal reserve hank primarily is
a quantitative power, yet the decision may he based largely on qualitative
considerations, and this would seem to he clearly within the power of
the Federal Reserve System.

-21-
The gist of the above criticisms seems to he that the Board per-

sisted in its policy of direct pressure not only from February 7, 1929,

«
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to June, 1929, "but farther until August 9, 1929, when it reversed it-
self and approved a 6 discount rate asked for by the Federal Reserve
Bank of Hew York; that this reversal of policy was reached only after
long delay and indecision; and finally that the failure to approve the
increased rates asked for by the Federal Reserve Bank of Hew York earl-
ier, places upon the Board some responsibility, at least, for the market
crash of October, 1929.

The answer to these criticisms has already been pointed out but
can be repeated:

1. The direct pressure policy was suspended early in June, 1929,
when the Board and the Federal Reserve Bank of Hew York agreed that be-
cause of changes in the business and credit situation the problem had
been changed into one providing for an increase of Federal reserve
credit, and increased borrowings by the banks.

This change of policy was not publicly announced either by the
Board or by the Federal Reserve Bank of Hew York for fear of its effect
on the stock market. It did, however, leak out and was mentioned by
Mr. David Lawrence in an article published on June 5, 1929. From what
source Mr. Lawrence derived this information, the writer has no knowledge.

2. The increase in discount rates to 6$ approved by the Board on
August 9, 1929, had nothing to do with the Board’'s policy of direct
pressure, which, as above stated, had been suspended early in June.

On the contrary, this increase, as explained by Governor Harrison,

and pointed out earlier in this article, was merely a "barrage”, to use
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G-overnor Harrisonls exact language, in connection with a program for
easing money conditions.

3. So far from "being timid and vacillating in its policy of direct
action, the Board on February 7, 1929, acted decisively and "boldly and
kept direct action in force until the object sought by it, - prevention
of diversion of Federal reserve credit into speculative channels, - had
been accomplished, Federal reserve credit outstanding having been reduced
under direct pressure, about 193 millions of dollars.

4. So successful was this policy that, as before pointed out,
Governor Harrison and Chairman McGarrah informed the Board on May 22,
1929, that under the influence of direct pressure the member banks
were afraid to increase their borrowings and that it had become neo-
essary to encourage them to borrow from the Federal reserve banks to

supply the growing demand for commorcial creditsJ
16 Diary 76 (69).

5. The further charge of responsibility for the crash in the
stock market in October, 1929, because of refusal to approve increases
in discount rates asked for by the Federal Reserve Bank between February
14 and May 23, 1929, seems to me, as hereinafter stated, tantamount to
a statement that the stock market crash which came in October could have

/ i

been averted by an incisive discount rate policy in .April or May, which,

/ i

however, would have produced the crash at that earlier period*

Looking back to the period between February 4 and May 23, 1929, the
Board had before it the demonstrated fact that its policy of direct action

nad kept Federal reserve credit away from the speculative market; that
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commercial loans were increasing, while security loans were decreasing.

It also had before it the report of the Committee on recent economic
changes which was generally interpreted as a "bullish" report. It stated
generally that there was nothing ranch to worry about, and that in attacking
the problems before the Committee the degree of progress in recent years
inspired it with high hope.

Can it be contended that under such conditions a public Board would
deliberately have attemoted to smash the stock market by cataclysmic
increases of rates on commercial paper?

I do not believe any public board in the United States, whether
composed of bankers or economists would, under these circumstances,
whatever its courage and wisdom, have made such an attempt.

Mr. Edie has pointed out in an address before the Academy of Political
Science January, 1930, that the ordinary law of supply and demand does not
apply in time of rampant speculation; that in such times higher prices
do not check demand but act as an alcoholic stimulant to further extremes
of demand.

The writer believes this is as true of money or credit as of conv-
modities, and that increase in discount rates during such periods
loses its force as a regulator of demand for money;, that the only way
to regulate demand in such cases would be such incisive and extreme
advances in discount rates that money or credit would practically cease

to be obtainable at any price.
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Mr. Edie admits that a gradual slow process of increasing
rates would have a stunting effect on business, but that a sharp
and swift advance in rates would check false inflation in security
markets without paralyzing business. This is tantamount to saying
that if the Federal Reserve System, in May or June, had suddenly
and incisively and repeatedly raised rates high enough to smash
the stock market, "business would not have been injured. T all
know the effect on business of the crash in October. |If the Federal
Reserve System had deliberately brought about this crash in May or
June, by startling increases in discount rates, there would seem to
be little ground, in the writer’s opinion, for belief that business
would have taken it any differently in May or June than it did in

fact in October.

22—

Mr. Warburg, in his book entitled "The Federal Reserve System"
gives a review of the discount rate controversy.
Yol. 1, pages 500 to 517.
He says that the Board’'s warning was bravely expressed in the
beginning, but that it had only a temporary effect, as the Board be-
came inarticulate; that the Board agreed to advance rates to 600 only
in August, at least half a year, if not a year, too late; that the
Board’'s attempt at loan contraction without adequate increase of dis-

count rate”™ proved an impracticable and wasteful experiment.
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Mr. Warburg states that loans “for other" are beyond
the direct control of the Federal Reserve System, but
states that he made a suggestion which would tend to bring
down these loans, namely: The New York Clearing House
Committee, acting under the auspices of the Federal Re-
serve System, could have sent for a stock exchange GCom
mittee, and have invited them to ask every stock ex-
change firm within a given time to reduce its borrow-
ings, - whatever they might be, - by a given small
percentage; that if this had been done, the top of the
market would have been reached then and there, and
liguidation gradually would have set in; that if the
Federal Reserve System and the Clearing House banks
had definitely agreed on such a plan, the stock ex-
changes would have been forced to fall into line, for
no matter how large a volume of funds stock exchange
firms were receiving from "others" they would have
realized that, in the final analysis, they were de-
pending upon the strength and good will of the New
York banks.
Mr. Warburg says he definitely urged this in the

first days of April, 1929, but that while everybody
seemed to agree on its desirability and practicability,

it proved impossible to carry it into effect; that the
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Reserve System feared to expose itself to the charge of dealing, even
indirectly, with the stock exchanges, and the clearing house hanks were
loath to undertake so unpopular a step, so long as Federal reserve dis-
count rates were not increased to 6%. Mr. Warburg further states that
with the Board unwilling at that time to permit the increase to which
four months later it agreed, it is not surprising that the proposal fell
through.

No such suggestion was ever made to the Federal Reserve Board, and
it must have been made, if at all, to the Federal Reserve Bank of New
York. Governor Harrison once referred to such a suggestion without re-

vealing its source and he stated that he personally was opposed to it.
March 22, 1929. 15 Diary 199 (57).

Mr. Warburg criticizes the Board for its disinclination to injure
business by increasing discount rates, and adds that with quick and de-
termined increases, incisive enough to bring about liquidation, the period
of high money rates would probably have been so brief that business might
hardly have been affected by it.

Mr. Warburg concludes by this interesting statement:

IThis does not mean, however, that a Federal Reserve bank

should not be free to act according to its own discretion if a

member bank were to use Federal reserve credit excessively or too

continuously, or in a manner harmful to the country’'s interest.”

Mr. Warburg falls into the prevailing error by assuming that this

controversy lasted from February 7th, the date of the issue of the warning,

to August 9th, the date of the approval of the 6j> discount rate. As above
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shown, from the early days of June to August 9, the problem before the
Board and the New York Bank was how to in'duce the member banks* to increase

their borrowings, and not by means of discount rates to reduce these

borrowings.

He further approves the position of the New York Bank that incisive,
repeated increases of discount rates should be used to "correct the sit-
uation”, that is, to liquidate radically the Hew York stock exchange
loans. This, as before stated, is tantamount to saying that the stock
market crash which came in October could have been averted by an incisive
discount rate policy in April or May which would have -produced the crash
at that earlier period, - as pointed out above by the Manchester Guardian.

The Federal Reserve Board, however, felt that under direct pressure
a gradual liquidation could have been secured without the necessity of
the Board’s going out of its way to smash the stock market. Such gradual
liguidation took place during the period of direct pressure, but was inter-
fered with by an increasing demand for commercial credit.

The writer believes that if the Federal Reserve 3oard had smashed the
stock market by incisive discount rate increases, it would certainly have
put an end to any increased demand for commercial credit, and that such
action would have been an impetus to the slow decline even then apparent
in commerce and business, terminating in the present business depression.

Mr. Warburg's statement that direct action was a wasteful experiment,
would seem to be answered by the course of Federal reserve credit during

the period when direct pressure was being applied. His suggestion of co-
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operation "between the Hew York Stock Exchange and the Federal Reserve
System was, as above stated, never presented to the Federal Reserve
Board. Assuming, however, that he presented it to the Federal Reserve
Bank of Hew York, and the reference, above quoted, to Governor Harrison’s
statement would seem to indicate that he may have, it is easy to see how
the officials would have regarded it as credit rationing, o which, as
above shown, they were absolutely opposed.

It should be remembered that Mr. Potter of the Guaranty Trust Com-
pany, and also the writer, suggested cooperation between the Federal re-
serve bank and the leading banks, with a view to exercising control over
the speculative customers* loans of these banks. It is believed that
such cooperation might have brought about the results Mr. Warburg hoped
for from a conference between the System and the Hew York Stock Exchange.
His final statement of approval of action by the Federal reserve bank in
the case of banks using Federal reserve credit excessively or too con-
tinuously, or in a manner harmful to the country*s interest, can only
be accepted as an approval of the Board’s position taken in its warning
against frequent or continuous borrowing.

Hon. Russell leffingwell, formerly Assistant Secretary of the
Treasury, iIn a recent review of Mr. Warburg*s book, criticises the
Federal Reserve Board for attempting by direct action to make money
dear for the speculator, and, at the same time, cheap for the business
man. He repeats the statement in Mr. Burgess*s book that the Federal

Reserve System can control the amount but not the distribution of
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Federal reserve credit. This statement 1 have already answered in
this article.

Mr. LefFingwell further holds the Board responsible for the
frenzied “hulll market in the first eight or nine months of 1929, and
also for the stock market crash in October, 1929.

Here he falls into the prevailing error that the Board’s controversy
ith the Hew York Bank lasted from February to August, while, as a matter
of fact, as above shorn, the Federal Reserve Board policy after June 1st
was a common policy subscribed to both by the Federal Reserve Board and
the Federal Reserve Bank of Hew York.

He states that direct action was a failure, but I feel that he has
not critically examined the facts, and has not discovered that during
the short period of from February 14 to June 1, in which direct action
was in force, commercial loans greatly increased, while security loans
greatly diminished, and Federal reserve credit was reduced about 193
millions of dollars. . )

He holds the Board responsible for the frenzied “bull”™ market dur-
ing this period.

Direct action unquestionably did have a profound effect on the call
loan market, but what would have been the effect on this market if the
Board in February had entered upon a cataclysmic increase in discount
rates which would have practically made it impossible to obtain money
or credit at any rate, and which would have smashed the stock market?

Mr. Leffingwell presumably would have favored smashing the stock market
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in February, 1924, as he is on record in this article a3 favoring the
New York Bank’s policy, '"tut the effect on the call loan market of such

an operation, as | have said, he fails to point out.
‘ -23-

In conclusion, it may he asked whether the majority of the Board,
in supporting a stable 5% rate with direct pressure, intended to lay
down this as a permanent folicy to the exclusion of increased discount
rates hereafter to curb speculative activity.

To such an inquiry, an unqualifiedly negative ans?/er must be given,
ne Board always has and always will feel free to use the discount rate
to protect agriculture and commerce from injury from any speculative ex-
cess, either in the stock market or in the commodity or real estate market.
For example, discount rates were increased to curb speculative activity in
the early months of 1923, in the fall of 1924, in the beginning of 1925,

in the autumn of 1925, in the summer and fall of 1926, in the fall of 1927,

and in 1928c 189 - 127
191 - S3. *

< v When, however, it appears, as in the concrete case, that a speculative
orgy has set in, It may be necessary to revive direct action and pressure
upon all speculative loans, with or without increases of discount rates,
whether to brokers or customers, or both.

Direct action or pressure, in short, iIs a means and not an end in

itself, to be used in connection with or independently of increased discount

rates, as the best judgment of the Federal Reserve System shall determine.
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FEDERAL RESERVE

0ffice Correspondence = e October IRt 1930

To v Mr. Hamlin Subject:.

Fron<~ Mr*"\J"oed

ut 28%

As stated in my memorandum to you yesterday | tried to get a copy of
the Hew Yoric Herald Tribune for January 20, 1930, the issue in which Hartley
Withers” article was commented upon, I did not succeed in getting a copy
of the paper bjit | had the article in question copied from the paper on file
in the Congressional Library. The full text of the article appearing in the
Tribune is attached hereto.
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Article Title: Schmitz Broadcast from Berlin

Journal Title: National Broadcasting Company, Inc.
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Note: Document was transcription of radio broadcast released by
National Broadcasting Company, Inc.’s Press Relations
Department
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0 ffice Correspondence

FEDERAL RESERVE

BOARD

Date_ October 29, 1930
To__ Mr. Hamlin Subject:.
From Mr. Van Fossen _

In accordance with your request of yesterday, we are giving below
monthly averages of interest rates in New York City, average common stock
prices and volume of transactions on the New York Stock Exchange in 1928
and 1929:

Prevailing* Average Index of Number of
rate on prime call loan stock prices shares sold on
commercial renewal based on New York Stock

loans rate 1926 as 100** Exchange

1928 1 s 17
January 4.24 » %-%,422
February "WO. */o > P 12 47,165,193
March 4-47 ]_:B 84,%7.%
April 5.08 146 80,568,805
m f *"A - 5 S*m ]& &-1-&4
June 4 - 5 6.21 ]ﬂg 63,741,130
July /a. 5 - 58 6.06 I 309,001,098
August » - = 6.87 |43 67.703.538
September 7.2 155 %,%,718
October 6.8 150 99.077,455
November 5§ - 6.67 171 115.433.835
December 8.60 171 92,837,330
1922.

January 7.0 185 ]-1-0,813-940
February 7.6 187 77.971.600
March 910 189 106.634.5/0
April 8.8 187 &,592,%
May 8.9% 188 91.306.570
June 1.10 191 69.5%7.5900
July 9.23 A7 93.378.620
August 4 E U 8.3 218 95.603.400
September 8.50 225 1(1),(156,120
October 6.43 202 141,665,410
November o / » €v™ 5.4 151 72.460.420
December <G V/k 4.83 14 83,583.780

Elates prevailing during I~$sy period ending with 15th of month,
**Based on closing prices of common stocks on Thursday.
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Reference iIs made to your memorandum of October thirty-first, in
which you wish to have some figures about acceptance purchases in 1928,
and also ask me whether 1 agree with Mr. Schneider’s statement that the
expansion of Federal reserve credit in 1928 exceeded seasonal require-
ments by about $100,000,000.

I am attaching two tables: one showing changes in the Federal re-
serve situation from July to November 1928 and the other making the
same comparison from July to December. | am inclined to think that the
July to November comparison is fairer, because December always presents
peculiar problems of its own. On the basis of the November comparison,
it is clear that Mr. Schneider’s statement that Federal reserve credit
expanded $100,000,000 in excess of seasonal requirements is incorrect,
as the expansion of reserve bank credit of $122,000,000 was only slightly
larger than the demand for money in circulation, which was $11U,000,000.
Mr. Schneider’s statement, therefore, is certainly inaccurate in form. |1
am inclined to think, however, that in substance he is right. Bill pur-
chases between July and NOvember 1928 increased by $286,000,000, and this
was sufficient, not only to meet all the seasonal demands, but also to re-
duce member bank discounts by about $193*000,000. There were other
factors, of course, but a consideration of these two factors alone shows
that liberal purchases of bills by the reserve baiks in the autumn of 1928

in excess of the demands for reserve bank credit resulted In a reduction
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Mr. Hamlin, #2 November 5* 1930

of member bank indebtedness and, therefore, in an easing of credit condi-
tions. As a consequence, rates on bills and on commercial paper, as well
as rates to customers, declined contrary to the usual seasonal trend. |
think there is no doubt that this was a factor in the revival of specula-
tion pnfl in the growth of brokers loans. It represented a break in the

system*s firm money policy adopted in the beginning of 1928.

Federal Reserve Bank of St. Louis



FEDERAL RESERVE DEVELOP.M T S: JULY TO NOVEMBER 1928

(In millions of dollars)

. INiy November Chansre
Bills discounted 1,0P0 ] 193
Bills "bought 185 + 286
United States securities 213 238 + ZR
Other reserve hank credit u3 A7 +
Total reserve hank credit 1,531 1.653 + 122

Monetary gold stock M 13 M 51 + 32
Treasury currency 1,722 1,727 + 5

ksSo

Money in circulation + 11U
Member hank reserve balances 2,32k 2.352 + 28
Nonmember deposits 30 32 + 2
Unexpended capital funds 326 3A7 + 21
of
tuMi 2.V P V/?
N
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FEDERAL RESERVE DEVELOPM T S

Bills discounted

Bills bought

United States securities
Other reserve bank credit

Total reserve bank credit

Monetary gold stock
Treasury currency

Money in circulation

Member bank reserve balances
Nonmember deposits
Unexpended capital funds

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

(In millions of dollars)

July

1,090
185
213

1,531

M 13
1,782

2 321+

30
326

1 December

1,013
183
263

65

1,821+

H, 12
1,790

5,008

2,367
29

352

: JULY TO DECEMBER 1928

Change

+ + + 4+ + 1

1+ 4+

77
298

50
22

293

29
8

262

3
1

26



In accordance with your request, 1 am giving you the follow-

ing figures for reporting member banks for July and November 1928:

(in millions of dol! .ars)

<yt November

Loans on securities 6,955 7,082.
All other loans 8,937 9,01U
Investments 6.11H 5,888

Total loans and investments 22,006 4" 21,083

Brokers loans of reporting mem-
ber banks . 4,232 5,102

The Tigures are monthly averages of weekly reports.
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FonnTNo. 131 #

FEDERAL RESERVE

Office Correspondence Date. November 6» 1930

To

Mr. Hamlin Subject: Charts on Federal reserve credit

In accordance with your request of October 29, we are handing you
herewith five charts covering the period 1922 - 1930 as follons:

1. Reserve bank credit.

la. Reserve bank credit, gold stock, money in circulation, and mem-
ber bank reserve balances.

2. Brokers” loans made by New York City reporting member banks for
their omn account, for correspondents and for others.

3. Security loans made by reporting member banks in New York City
for their owmn account, to brokers and dealers and to others.

H. Security loans made by all weekly reporting member banks for
their omn account, to brokers and dealers and to others.

On chart 1-a we show a curve "‘reserve bank credit plus gold stod<**
which iIn effect shows the trend of reserve bank credit after eliminating
the effect of changes in monetary gold stock. You will note that the
Fluctuations in this curve correspond very closely with the fluctuations
in curve 2, money in circulation. One significant phase of these curves,
hovever, is the widening of the margin between the two, which is due
largely to the gradual iIncrease in member bank reserve balances Cs In-
dicated in curve four of the chart. This latter curve reflects the In-
crease in deposits of member banks . The periods since 1922 in which this
curve has shown marked increases are 192" and 1927. Since the middle of
February of this year the curve has also shown a decided upward trend.
All three of these periods, 192U, 1927 and 1930. have been periods of
marked ease iIn credit conditions and periods when the security holdings
of the Federal reserve banks have reached approximately $600,000,000.
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I - RESERVE BANK CREDIT

Millions o fDollars (Monthly averages) fI/1/lans o fDo/Drs
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rrr = NEW YORK CITY REPORTING RANKS — SECURITY LOANS FOR OMN ACCOUNT

(Monthly averages)
Millions of Jf/lars
Millions ofdollars

5000
5000
1. Total security loins for own account
daily reporting1™===* 2 2-1925 brokers loans for omn
wothefs~fnbn-bro~"ST customers)
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RESERVE BANK CREDIT, GOLD STOCK, MONEY IN CIRCULATION AND
MEMBER BANK RESERVE BALANCES

/Milions o fDo/Isrs (Monthly averages) W/osofidlas
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FEDERAL RESERVE

Office Correspondence == bate  November g. 1930-

Mr._Hamlin. ___ Subject:.
(N .
Mr. floldenweiaer. Rseent Economic Changes

2— 8495

The Report of the Committee on Recent Economic Changes was
released to the press on May 15, 1929 under date of May 1. It
appears to have been put into final form during March and April
1929.

| have had prepared for you a brief summary of the Committee’s
report. | think that there is clear evidence that the Committee
wes somewhat under the sway of the new era philosophy. There are
a few statements that indicate that the Committee was cautious not
to he too optimis*tic, but these statements in the general context
of the report gave the impression of being afterthoughts. In so
far as | can find, the Committee makes no reference to security

prices.
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Novembers, QIO

IIMVRY CGF THE REPCORT G- THE CAVMITTEE ON RECENT BEOONCMIC CHANGES, 1929

1. Our national life during this period (1922-1929) has been characterized
by intense economic activity, a marked increase in the physical volume of
production and in the volume of economic services, and a rising standard of

living.

2, While the forces underlying these developments—such as the growth of hu-
man wants and desires; business enterprise; competition; teamwork between
business leaders, economic experts, and the Government—are not new, "the

breadth and scale and ’tempo’ of recent developments give them new importance."

0. Certain points deserve special mention: W have new evidence of the ex-

pansibility of human wants, the possibility of large increase in productivity
per man-hour (largely through more use of power and automatic machinery), the
value of "high wages and low costs as a policy of enlightened industrial prac-
tice," the fact that people cannot utilize leisure without consuming goods and

services,

4. "Wk cannot maintain our economic advantage, or hope fully to realize on
our ¢£>conomic future, unless we consciously accept the principle of equilibrium

and apply it skilfully in every economic relation."

5, As for our future, though it bristles with problems that are a challenge
to leadership and hard work, there appears to be really nothing much to worry
about. Some groups, some industries, some areas, are now less prosperous
than others; "technological” unemployment deserves attention; speculation in
stocks on borrowed money has diverted savings from business to speculation,
and brought about an increase in the cost of money for business purposes and
indications of credit stringency. But in attacking the problems before us

"the degree of progress in recent years inspires us with high hopes."
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DENTI AL

Not for publication

Boston

New York
Philadelphia
Cleveland

Richmond
Atlanta
Chicago
St. Louis

Minneapolis
Kansas City
D"Qas
S”*pFrancisco
TOTAL
November 1930
October 1930
November 1929
Jan.-rNov. 1930

1929 4?

Dis-
counted
bills

$28,"3
85,968
57.466

79.930

61,641
76,124

53, tel
45,814

10,942
40,754

25,035
25,863

594,381
563,699

Month

EARNINGS AND EXPENSES OF FEDERAL* RESStyE

Earnings from

Pur-
chased
bills

$22,865
79,976
4,625
31,122

15.708
16,995
32,177
n,4i3

7,86i
13,363
10,056
H2,935

289,146 1

u. S
secu-
rities

$95,990
370,533
116,214

128,555

35.218
22,583
193,608
8,190

63,335
59,897

69,965
,878

293,966

305,625 1,373.396

3,943,494 1.271,127 1,019.436
, 747,522 5,673,12215.865.250 1,926,415 33,a2,309 23,979,165

,477,12710,813,tel 6,764,511

FEDERAL RESERVE BOARD
DIVISION OF BANK CPERATIONS
DECHVBER 10, 1930.
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of

Other
sources

$6,600
23,967

3,970
14,508

4,173
6,089
32,624

3,394

3,058
25,890

1.391
4,561

130,225
130,960

233,450

2,315,914 64,370,953 24,350,444

Total

$153,898
560,444

182,275
254,115

116,7te
121.791
311,810
111,811

85,196
139.904

106,447
163,287

2,307,718
2,373,680
6,467,507

(a) Deficix®

3S L

November 1930
Cur«  Xpenses Current
ExMiusiver
of cost dr Total Amount
F.R.Currency
$156,776  *$17-,i40 (a)$17,242
521,682 ' 560,648 (a)204
148,727 164,547 17.728
203,750 220,159 33,956
118,337 127,460 (a) 10,720
98,686 105,008 16,783
257,946 259,666 52,144
112,541 126.495 (a) 14,684
75,529 80,112 5,084
139,250 145,337  (a)5,433
103,818 109,746 (3)3,299
186,878 197,528 (a)34,241
2,123,920 2,267,846 39.872
2,164,962 2,295,364 78,316
2,206,458 2,372,858 4,094,64q
25,962,056 7,250,253

27,260,606 37,110,347

ICS, NOVEMBER 1930,

net

Ratio to
paid-in
capital

Per cent

2.0

St. 6825

January - November 1950
Available fo:
Current Dividends reserves,
net accrued surplus and
earnings franchise
tax*
$252,993 $646,569 (a>$396,201
3,168,931 3,682,601 449,911*
894,443 918,640 (a)24,356
839,781 873,800 (a)9S,526
64,299 324,517 (a)2S9,401
562,9te 296,561 259,259
913,153 l,ii0,6s4 (a)231,4a
354,530 290,409 55,309
204,174 169,137 41,352
(a)l20,039 237,851 (a)360,947
244,192 240,736 (a) 17,100
(a)!29,149 625,402 (a)927,598-

7,250,253 9,416,907(aX,539,819
37,110,347 8,735,673 27,697,323

{ After adjustment for current

profit and loss entries, pur-
chases of furniture and equip-
ment, etc.



RATIO G- AVHRACE MEVERR BANKS BCRROAINGS FRCM HEDERAL RESERVE BANKS
TO THEIR AVERACE RESERVE BALANCES  1919-1929

Member Bills Ratio of dis-
Year banks discounted counted bills to
reserve for member member bank
balances banks reserve balances
(per cent)
1919 $1,718,535000 $1,905,697,000 110.9
1920 1.53U.523.000 2.523.073.000 137.5
1921 1,671,209,000 1.797.226.000 107.5
1922 1.781.124.000 571,220,000 32.1
1923 1.872.507.000 735.605.000 39.3
192U 2.023.073.000 372.121.000 13.4
1925 2,167,0Ul,000 430.609.000 22.2
1926 2.208.899.000 568.166.000 257
1927 2,290,237,000 442.287.000 19.3
1928 2.355.028.000 239.942.000 35.7
1929 2.357.516.000 950.520.000 40.3

DIVISION GF BANK GPERATIONS
DECHVER 12, 1930
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MEVEER BANKS BORROAMING GONTINUOUELY BROM THE FEDERAL RESERVE BANKS
FOR O\E YEAR

Average borrowings

Continuous "borrowers during last quarter

Percent Percent of bor

Number ,  of all Amount rowings of all

member banks member banks

Year ending:

March 31, 1929 261 3.0 $72,261,000 8.7
Sept. 30, 1929 317 3.7 11,600,000 11.1
March 31, 1930 377 *+5 53,687,000
Sept. 30, 1930 201 3.5 26,220,000 12.5

MEVEER BANKS BORROAING GONTINUOLELY AROM TRE FEDERAL. RESERVE BANKS ;
IN EXCESS &F THEIR CAPITAL AND SURPLLS DURING MINTH OF SEPTEMBER

Per cent Per cent of bor
Year Number of all Amount rowings of all
member banks member banks
1923 53 55 $203, 633,000 23.0
1924 L+ 3.7 51,2"0,000 18.6
192R 202 2.1 ng,287,000 7.6
1926 198 2.1 1+6,292,000 6.8
1927 * 97 1.1 20,616,000 * 7
1923 121 I+ 66.975.000 6.3
1929 (March) n3 5 16,858,000 1.6
DIVISION CF BANK CPERATIONS
CECEVER 12, 1930 *
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Excerpt from the minutes of the meeting of the Federal Reserve Board, held
on October 17, 1928:

"Discussion then ensued regarding the letter dated October 10th from

the Deputy Governor of the Federal Reserve 3ank of Hew York, ordered
circulated at the meeting on October 12th, with reference to the increased
bill holdings of the System and the effect which a further increase in the
System’s purchases of bills is likely to have upon money rates.

Following an informal discussion, the Vice Governor
was requested to address a letter to the Deputy Governor
of the Federal Reserve Bank of Haw York, Advising that
members of the Board are not quite clear as to the mean-
ing of the last paragraph of his letter and wish that it
could be clarified, stating that one or two members of
the Board have so interpreted it as to reach the conclusion
that it involves an abandonment of the policy which the
System has been following of keeping certain pressure on
the money market.

The Vice Governor was also requested to inquire as

to the position of the directors of the Federal Reserve
Bank of Hew York in the matter.”

Excerpt from the minutes of the meeting of the Federal Reserve Board, held
on Hovember 13, 1928:

"The Governor then submitted a letter dated October 26th from the

Deputy Governor of the Federal Reserve Bank of Hew York, which he had
previously brought to the attention of the individual members of the
Board, replying to the Board’s inquiry of October 25th as to the proper
interpretation of the last paragraph of the Deputy Governor’s letter

of October 10th, explaining in detail the Autumn demand for bank credit
and the manner in which that demand was being met.

Hoted."
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Federal Reserve Bank of Hew York
1927 and 1928.

1927:
Nov. 2. Open Market Conference favors maintaining stable rates at
present level. Favors offsetting gold imports.
14-77, 78, 79 (183).

19283
Jan. 9. The Board desired to hold Open Market Conference in New York.

McGarrah advised against it, saying the situation wes full of

dynamite.
14 - 107 (184)

Jan. 10. The Board authorizes Mr. Case to sell from 50 to 75 millions of
Government securities, as requested by him.

14 - 110 (184).

Jan. 12. The Open market Conference states that the object of the
policy outlined in November, 1927, has been accomplished; that
the System should now work for firmer conditions and siiould sell
Government securities to check rapidly increasing credit demands.

176 - 4.

Feb. 3. New York increases to 4$. Acceptance buying r’tes increased
from 3-3/8 to 3j#.

Mar. 26. Governor Strong asked authority to work for firmer money
conditions because of unnecessary credit expansion, and to sell
Government securities, but not with any desire to increase discount
rates.

The Board voted to approve the sale of Government securities,
but indicated that it did not thereby authorize an increase in

discount rates.
14 - 139, 140 (185).

Apr. 29> Open Market Conference states that credit expansion is
continuing at an undue rate. Reaffirms its recommendation of
Jan. 12th.

180 - 25.
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1928:

May 1. Dr, Miller tells the Governors that sales of Government

May 2.

securities should cease; that credit should be regulated by-
discount rates*

Dr. Miller advised Mr. Case to call a conference of the
Presidents of the large New York banks in order that speculative
loans might be reduced*.

14 - 159, 160 (186).

The Board approved the Open Maxket Committee report.
14 - 160 (186).

Governor Seay claimed that System” open market policy has
spread inflation. C.S'H. asks him if this applied to the year
1926, and he replied Yes. C.S.H. then read his telegram sent
in 1926 to the Open Market Committee protesting against the
sale of Government securities.

14 - 160 (186).

May 18. The Federal Reserve Bank of New York increases discount rates

to Acceptance rates increased from 3  to 4S$.

May 26. The Open Market Committee favored continuing sales of Government

July

July
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securities, and the Board approved this recomnendation.

14 - 165, 166 (187).

13. The Federal Reserve Bank of New York increases discount rates
to 5%, and increases bill rates from 4;. to 4.

18» Mr. Case said that at a recent meeting of the New York directors,
Dr. Miller opposed calling the New York bank presidents together
and admonishing them as to speculative loans.

Dr. Miller explained to the Board that the conditions then had
changed.

All the Board members agreed that they did not approve such
a warning at the present time.
14 - 193 (188).

Dr. Miller opposed any further purchase of Government securities.
He favored dropping open market operations (as had been done since
January 1928) and to regulate credit through discount rates.

14 - 194 (188)



19285
July 20. Bill rates increased at New York from 4 1o 4g5$.

Aug, 16. The Board, iIn .view of possible credit strain, authorized the
Committee to ease through purchase of bills, if possible, but
authorized purchase of Govermments up t 100 millions if absolutely
unavoidable*

15-7, 8 (186),

Aug, 20; Govermor Seay writes the Open Market Committee protesting
against purchase of Govermment securities. States that member
banks should be forced to take the Initiative by reducing their
speculative loans#

15 - 13, 14 (188).

Sept, 4, Governor Young and Mr. James in New York.

They consult with Governor Harrison, Owen Young, Woolley
and Reyturn, Governmor Young reported to the Board that Governor
Harrison wishes to ease by further purchase of Government securities
as authorized by the Board, if absolutely necessary; that the
New York directors, however, forbade his purchasing any Governments
or sterling exchange without the consent of Messrs, Owen Young,
Woolley and Reybura.

15 - 22, 23 (188),

Sept* 7, Governor Young says Governor Noman told him that he should
lsleas$ ﬁ:‘otecting British exchange and should allow gold to go to
ew York,

The Board agreed not to offset these imports if they occur,
as they believe the banks would use them to take down discounts,

Mr, James disagreed, claiming that as long as the call money
raﬁeslvvere higher than the discount rates, banks would invest iIn
ca oans*

Sept* 26, Govermor Case to Govermor Young,

States that speculation has increased on a large scale; that
business has all the funds it needs; that bill holdings will
increase greatly.

Recommends holding the bill rates at 4|$, as they are now,
without any Increase In rates in the autumn when rates are usually
increased by £ of 1%.
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Sept* 26° (Con™d.)

He also favored buying "bills freely, stating that the rates
now were lower than usual for this time of the year.

He admits that lowering hill rates will encourage speculation.
He states that a 4 rate will attract hills t© meet the autumn
requirements for Federal reserve credit.

Sent. 28. Federal Mvisory Council opposes any increase in discount
rates.

Oct. 10. Govermor Case to Govermor Young.

Policy of supplying autumn credit needs through hill purchases
has been successful. -

The low hill rates have increased our holdings, and have
supplied the entire amount of Federal reserve credit needed.

Points out that the hill holdings may increase faster than the
demand for Federal reserve credit, and that discounts may he
reduced anamoney rates may he easier.

Oct. 17. At the Board meeting, the Vice Governor was directed to write
Governor Case that some of the Board members were not clear as to
the last paragraph of his letter of October 10, and wished to have
it clarified; that some members interpreted It as an abandonment
of the policy which the System had followed of keeping certain
pressure on the money market.

It further directed the Vice Governor to Inquire as to the
position of the New York directors as to this matter.

Oct. 24. Govermor Case to Governor Young.-

The hill holdings have increased, and the member hank
rediscounts decreased without a corresponding increase in Federal
reserve credit.

The call money market is temporarily easier.

Federal reserve credit is now 100 millions over the August
average, and the peak of seasonal requirements until the Holidays
appears to have been passed.

Bill holdings are 200 millions higher than the average for
August.
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Oct* 24 (Coiled®)

_The average for October will show larger increase than iIn any
previous year.

As a result, member bank borrowings have decdreased to the
lowest average since May, both for New York and for the Syster™

The cr dit demand for speculative loans shows no sign of abating®

The member banks are using the additional funds to take
down rediscounts.

Little increase iIn Federal reserve credit which we have been
inclined to accept as the criterion of our policy.

_ Prospect for comfortable conditions in the call money market
until December.

After the Tirst of next year, the member bank indebtedness
will be considerabli/ below 1 billion dollars, and money conditions
will be easier still* .

The figures as to member bank credit will need close watching,
in view of the situation*

Oct* 25* Governor Young to Governor Case.
Acknowledges Govermor Case*s letter of October 10*

Board not certain as to the last paragraph of your letter* As
I understand i1t, you desired to point out that bill holdings were
increasing so rapidly that discounts were beginning to decline, and
that If this situation continued, i1ts principal effect would be
a lowering of the call money rate; in other words, the pressure on
speculative credit might be relieved to such an extent that an
undesirable situation would develop.

This would amount to a reversal of the policy which the System
has been following since January, and would be a result which |
assume you and your associates would not care to have brought
about at the present time, because of the unusual activity iIn
speculative credit.

Oct* 26* Govermor Case to Governor Young*

Your interpretation of my letter of October 10th states
exactly what 1 had in mind.
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Oct* 26. (Cont*d.)

It seamed, probable, then, that the increase in our bill
holdings would not be accompanied by a corresponding increase
in the demand for reserve bank credit, with the result that
member bank indebtedness would be reduced.

As the call money maiket is always first to reflect any
such change, it seemed likely that call money rates would ease
somewhat, and that, as you have iIndicated, this would have a
tendency to relieve the pressure on speculative credit*

2lre easier tendency in call money did develop, but there
has been an apparent reversal during the last day or two. There
seems to be no explanation In member bank indebtedness for the

8p money of yesterilay and today*

The best explanation we have been able to hit upon Is that
there has been an active demand for new loans, and, as there
appears to have been no corresponding increase in the supply
from other sources, the New York city banks have had to provide
most of the additional funds, and have been willing to do so
only at a fairly stiff price.

Under present conditions, however, i1t hardly seems to us
that an 8% rate can be maintained more than temporarily*

Nov* 13* At the Board meeting, the Governor submitted the letter from
Governor Case dated October 26, which he had previously brought
to the attention of the Board members, replyiig to the Board*s
inquiry of October 25th as to the proper iInterpretation of the
last paragraph of the Deputy Govermor*s letter of October 10th
explaining iIn detail the autumn demand for bank credit, and the
manner In which that demand was being met*

The Board ordered this ™noted.*1

Nov. 13. Governor Harrison sends Governor Young a memorandum of minutes
of the Open Market Committee meeting at the Hotel Catflton,
V/ashington. The secretary presented the formal report of the
secretary to the Committee dated November 12th, and a copy of the
preliminary memorandum dated November 14th.

The preliminary memorandun gives a very good review of the
System policy from 1927 to date.

The Committee decided 1t would be advisable t© renew iIts
recommendation of August 13, 1928, that it should be authorized
1o purchase Government securities to avoid an acute credit
stringency.
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Nov. 13 (Cont*d.)

At the afternoon session, the Committee voted to adopt
a report to be submitted to the Conference of Govermors before
Tinal presentation t the Federal Reserve Board. The gist of
this report was that the Committee has reviewed the preliminary
memorandum and has considered the development of conditions since
its report of August 13; that it considers the policy substantially
effective iIn providing credit for seasonal agricultural and
commercial purposes at Relatively low rates, and without any
abnormal iIncrease In the total volume of member bank loans and
investments for this period of the year. -

The Committee is of the opinion, however, that 1t should
still be the policy of the System, If possible, to prevent any
undully rapid or unnecessary further increase in the total volume
of bank credit, although iIn fact the total loans and investments
of all reporting member banks are now slightly below the high
point of May; that we are now approaching the usual seasonal
demand for currency for Holiday purposes. This will result in
increased borrowings except to the extent that further gold
imports offset the demand for Federal reserve credit.

Already there is some evidence of easier money rates,
contributed to partly by the inflow of gold and partly by the
large increase in the bill portfolio of the Federal resene
banks, each of which has caused a reduction of member bank
rediscounts in the New York district.

TOiile these conditions appear to have an easier tendency,
the uncertainty of the gold movement, the epproaching demand
for currency, and the usual demand for Federal reserve credit
during December, suggests to the Conmittee that the System
should still be prepared in the event of an emergency to prevent
any undue stringency of credit during this period.

The Committee renews the recomnenaat ion of August 13th
that 1t should be the policy of the System to purchase Govermment
securities If and when It should become necessary to avoid an
acute stringency.-

Nov. 15. Meeting of the Open Market Committee with the Conference
of Governors.

The secretary read to the Conference the report of the
Open Market Committee as approved at its meeting this moming.

It was duly wvotel to approve and adopt the report as the
recomnendation of the Conference to the Federal Reserve Board.
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Nov* 15 (Cont*d.)

While no formal action was taken, It was the general
sentiment that buying rates for bills should be iIncreased,
especially iIn view of the expansion of the bill portfolio
since September, In relation to the net increase in the total
volume of Federal reserve credit outstanding™

Nov. 16* Meeting of the Open Market Investment Conmittee, the
Govermors™* Conference and the Federal Reserve Board.

The Secretary presented to each member of the Board a
copy of the report of the Open Market Committee as approved
by the Conference of Governors, as also copies of the
preliminary memorandum dated November 14th and the preliminary
report of the secretary of the Committee dated November 12th*

In the discussion, It was pointed out that In substance
the report involved a continuance of the present policy of the
System, except that in the event of a possible emergency, the
System should be prepared to purchase Govermment securities in
order to avoid an acute credit stridency; that this proposal
involved no more than a renewal of the recommendation of
August 13th approved by the Federal Reserve Board; that while
there had been no occasion to exercise the emergency authority
granted iIn August, and while at the moment there appeared to be
a temporary period of ease in money rates, nevertheless, In
view of the approaching demands for currency for Holiday
purposes which normally result in an equivalent expansion of
Federal reserve credit, and the uncertainty of the present
credit situation, the Comnittee should have the same emergency
authority that was granted to 1t in August when we were
approaching the usual seasonal demand for credit moving purposes*

Nov* 22* The Federal Advisory Council opposes any iIncrease iIn
discount rates, on the ground that it would have an adverse
effect on business.

Nov* 23* Mr* McGarrah to Governor Young.

States that Dr. Miller was present at the Board meeting
yesterday, and asked to have a copy of the weekly resolution
passed by our directors, authorizing the officers to participate
in the purchase of securities for the account of the System.

Quotes a resolution of his Board of directors authorizing
the officers to participate in the purchase of Government

securities up t 25 millions for the open marlsBt iInvestment
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Nr>v* 23 (Conttd?*)

account, 1T deemed necessaiy by the officers prior to the next
meeting of the directors* It was further provided, however,
that before exercising this authority, the officers must consult
with at least two of the directors*

Mr* McGarrah also states that Governor Case presented the
report of the Open Maiket Conmittee dated November 15th to the
New York directors, which board voted to approve.the report
recormending the System policy, with the understanding that the
report contemplated the purchase of Govermment securities only
in the event of an emergency*

After action taken upon the report,the directors passed a
resolution similar t the one quoted above#

Nov* 87# Governor Young to Mr* McGarrah.

"Board i1s i1n haimony with-the conclusion ofthe Open Market
Committee report dated November 15th, that for the present at
least, the policy should be one of marking time* The Board
further observes that the Committee suggeststhat the System
should be prepared in the evertof an emergency to prevent any
undue stringency of credit, to purchase Government securities
If and when necessary to avoid such credit stringency. The
Board does not care to give approval to the purchase of
Govermment securities for three reasons:

1. It would not be iIn haimony with expressions and
actions already taken by certain reserve banks*

2* It is not prepared to say definitely that an
emergency should be handled by the purchase of Govermment
seculities, or whether other avenues should be resorted to#

3. It believes 1T any real emergency develop s it might
be advisable to have another meeting of the Committee.

During the interim, however, adjustments of temporary credit
situations which would not be iIn the nature of serious emergencies
might be advisable, and the Board will hold itself in readiness
to act promptly upon written or telephone requests from the
Committee In an amount not t exceed 25 million dollars.

Jhep 26 Dr. Miller stated that one of the outstanding events in
Federal reserve history for 1928 was the discontinuance of open
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10

26 (Cont*d,)

market operations, thus forcing the hanks to settle credit demands
hy rediscounting.
15 - 114 (191) .

4. Governor Young calls special meeting to take action on New
York*s increase of acceptance purchasing rates, just Reported, i
prior authority from the Board.

Board finally agreed that New York was not hound to secure
prior approval as the Board had approved a minimum rate and had
always approved the actual rate as a matter of course, after it
had taken effect.

Dr. Miller suggested a regulation that acceptance rates
hereafter must he approved hy the Board, just as discount rates.

Governor Harrison wired that his directors kept In the present
rates until the crop moving was practically finished; that open
market rates were high, and increasing; that if his hank did not
increase rates 1t would he flooded with acceptances,and the
proceeds would feed the stock market.

7, The Board discussed with the Open Market Committee the credit
situation, and the Committee asked for no approval of any policy.
Governor Harrison, however, said the Committee should he given

discretion, as otherwise there was no reason for having such a
Committee.



OPEN MARKET CONFERENCE COMMITTEE

November 2, 1927
Policy recommended:

1* Maintain stable rates at present level*
24 Prevent further gold imports.

The program suggested:
(@ Offsetting gold movements by Government security operations.
(® Any considerable seasonal advance In rates at end of year
to be offset by temporary purchases of Government
securities.
(© During retum flow of currency In January, 1928, sales of
Govermment securities should be made to prevent
seasonal issue from being added to member bank reserves.
(a) In event of renewal of gold Imoorts: -
1. Purchase gold abroad.
2. Purchase foreign exchange limited t 100 millions.
| Invest such gold or exchange i1n bills or loan
it at interest as in the case of the Bank of
England account*
4. Considerations to guide the Comittee:
(@ Amount of borrowings by Federal reserve banks.
() General level of iInterest rates.

(©) Movement of foreign exchange rates as
indication of possible gold imports*

C.S.H. moved approval of Committee recommendations.

Miller proposed a substitute or qualification of (d) to the effect
that any use made of gold or exchange under (d) should be conditioned on
special authorization of Board in each case, and further that any purchases
or sales under (b) and (©) shall be made only after consultation with the

VOLUVE 209
PAGE 87
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Govermor of the Federal Reserve Board, Dr. Miller*s first suggestion
was voted dom* - Dr. Miller, Platt and Cunningham voting for it, and
Secretary Mellon, Governor Young, James and C.S.H. voting against it.
Dr. Miller then withdrew the second part of his substitution. C.S.H.*s
motion of approval was then passed without a dissenting vote.

14 Diary, 77, 78, 79 (183).

January 9. 1928%

The Board decided to go to Hew York and hold open market conference.
McGarrah advised against it, as it might precipitate trouble as the
situation was full of dynamite. The Board decided not to go, iIn view of
President Coolidge*s statement and McGarrah*s advice.

14 Diary, 107 (184).

January 10. 1928;
Board voted to authorize Comittee t sell from 50 t 74 millions
of Govermment securities as requested by Govermor Case for the Conmittee.

14 Diary 109 (184).

January 11. 1928:

Governor Young points out that an increase in discount rates does not
directly change the amount of credit, but merely its price, while a sale
of Govermment securities Immediately changes the amount of credit.

14 Diary 110 (184).

C.S.H. moved to approve sale by Committee,from time to time, of

further Govermment securities with accompanying power to buy temporarily

should events not now foreseen require such action.
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Platt moved to substitute a resolution more clearly "tased on
Committee report.

Cunningham moved to substitute C.S.K.*s motion of approval.

Unanimously passed.

14 Diary 110 (184).
March 26. 1928:

Governor Strong submitted a report asking authority to work for
firmer money conditions but not with any desire to bring about higher
discount rates.

Ehe report was somewhat ambiguous but plainly meant that the stock
market situation must be taken iIn hand.

Govermor Strong said his directors unanimously favored further sales
of Govermment securities.

The Board voted to authorize further s&les of Government securities,
but indicated in the wvrording of the vote its feeling that i1t did not
authorize any iIncrease iIn discount.rates.

C.S.H. explained his vote by saying that sales of Government
securities meant iIncreased discounts, and that this change would enable
the Federal resrve banks to handle the situation more effectively and avoid
the necessity of penalizing agriculture and commerce by raising discount
rates.

Cunningham voted for the motion, but said he concurred with C.S.H.*s
explanation.

The vote was:

Aye: Gov. Young, Platt, James, Cunningham, C.S.H.
No: Miller

Federal Reserve Bank of St. Louis



Dr* Hiller later put on record an explanation of his wvote,
stating that he favored doing nothing as further sales of Government
securities would necessitate raising of discount rates*

Dr. Miller criticised the whole policy of open market operations
in Govermment securities, saying he had always opposed it*

14 Diary 159, 140 (185)*

May 1, 1928;

Dr* Mdliler told the Gove r n ors that open market operations in
Govermment securities should he put an end to, and that discount rates
alone should he used to regulate credit; that this had always been his
attitude; that he was disposed not to vote at all on the Committee”
report favoring further sales of Govermment securities, hut he might vote
to give them all the rope they Watted (meaning with which to hang them-
selves) .

Dr. Miller demanded of Governor Case that he call the Presidents of
the large New York hanks together, and warn them that the speculative
loans must he reduced, hut he said that when they were brought together
they would say - who is responsible for our condition? The Federal Reserve
System!

May 2. 1928:

Board votes to approve report of Open Market Committee hut defines
what it understands to he the general policy of the Conmittee as referred
t iIn the Comittee report*

14 Diaiy 160 (186)
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Governor Seay vigorously attacked the open market policy of the
Committee and Board for the past years, saying that it had caused inflation.

C.S.H. asked him if his criticism included the year 1926, and he said
that It did.

C.S.H. then read Governor Seay”s telegramn to the Open liarkBt Conmittee
dated August 27, 1926, in which he vigorously opposed continuing sales of
Governmment securities, saying that what the country needed was greater
ease and not stringency.

C.S.H. told Governor Seay that he had a note iIn his records that iIn
his opinion Governor Seay was ritit, hut this apparently gave little comfort
to Governor Seay.

14 Diary 160 (186) .
May 25. 19282

The Committee favored continuing sales of Govermment securities; the
special 1nvestment account is now only 100 millions.

The Comnittee also asked authority to huy up to 100 millions in case
of any sudden emergency.-

Governor Case said Mr. Morgan had made a firm offer for 25 millions
which the Conmittee wanted t sell.

Governor Harding alone objected to this, saying It was poor policy
t huy and sell in small amounts too frequently.

All members of the Board objected to giving power to buy further
Govermment securities, preferring to wait until the necessity should arise.

Adjourmed until aftermoon.
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In the aftermoon, the Committee presented a new report striking
out the request for authority to make purchases of Govermment securities.

The report, after discussion, was sli“itly amplified according to
suggestions of Dr. Miller and Janes.

Later the Board unanimously voted to give the authority asked for
o continue sales.

14 Diaiy 165, 166 (187).

May 26. 1928:

C.S.H. testifying before the H.R. Banking and Currency Committee
on the Strong stabilization hill, put in a table covering the years from
October 1924 to October 1927, and later to April 1, 1928, showing that
open market purchases of Govermment securities (and also of acceptances)
increased only in Wb of those years, while In the same years total of
Federal reserve credit decreased: that during three years of this period,
while total Federal reserve credit increased, purchases of Govermment
securities decreased.

14 Diary 170 (187).

July 18. 1928:

Govermor Case tells the Board that at a recent meeting of the
New York directors, at which Dr. Miller was present, he opposed cailing
the New Yoik bank presidents together and admonishing them as to speculative
loans.

Dr. Miller explained that conditions had then changed.

C.S.H. asked 1T the members now approved such a waming. All said

No, including Dr. Miller.
14 Diary 193 (188).
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7*

Dr. Miller said that if the Board authorized any further purchase
of Government securities it would he hauled over the coals by Congress,
and ought to he.

14 Diary 194 (188).

Dr. Miller said the Board had a wonderful opportunity, iIn view of
the gold exports, to regulate credit through discount rates and to drop
(as we have been doing since January 1927) open market operations*

14 Diary 194 (188).

August 14. 1928:

C.S.H slightly ill at Mattapoisett, and therefore did not come on
for meeting.

Platt tells C.S.H. over telephone that there iIs a difference in the
Board; that Dr. Miller and James oppose giving any authority to the Committee
in its discretion to buy more Govermment securities; that the Board will
meet tomorrow to discuss it further*

C.S.H. telegraphs Platt to effect that he personally feels that
pressure should not he relaxed for some time at least; that he would,
however, favor discretionary authority to the Conmittee to buy acceptances
as usual, and, In case of sudden emergency, or of conditions under which
continuous pressure would injure crop moving and penalize business more
than 1t would help iIn controlling existing tendencies, - to purchase
securities up t a fixed anount, but, If reasonably possible, Committee
should consult with Governor Young before buying securities; but that

iIT not possible, Comittee should have discretionary authority™

15 Diary 3,4,5 (185)
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Dr. Miller presented draft of letter t Federal reserve "taks
that Board will approve a rate for seasonal crop moving paper of from
i "elov regular commercial paper rates, defining the term as paper
arising out of the movement and marketing of the current crops, - such rate
to continue only until the end of the normal crop moving season.

James submitted a proposition for a preferential rate only on hankers
acceptances and trade hills, regardless of their origin.

Both the above were submitted to the Open Market Comnittee.

In the afternoon the Open Market Committee reported that preferential
rates woulld probably not accomplish what was desired; that the question
whether the season*s crops can be moved reasonably and expeditiously
involves a broad question of the whole credit structure and will have
to be dealt with through open market operations rather than through
preferential rates on conmodity paper.

(re Committee stressed the fact that its recommendation for the
purchase of Goveriment securities was intended only to cover an emergency
situation, and that such securities would be purchased only as a last
resort if a dangerous tight money situation should arise despite efforts
to prevent such a situation through the purchase of acceptances, exchange
operations, and otherwise; that to reduce bill rates would mean the
dumping of a vast volume of acceptances on the Federal reserve banks,
which, although easing the credit situation, would undo the work of many *

years in developing a bill market.

15 Diary 8, 9 (187)
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C.S.H. "believes this is the TFirst tine that purchase of acceptances
has been favored for the purpose of relieving the credit situation,
©r* Miller and James were unalterably opposed to purchasing of Govermment
securities)e

15 Diary 9, 10 (187).
Aurust 16, 1928:

Board voted (Or, Miller and Janes voting No) to send letter to
Acting Governor Harrison, and it was accordingly sent as follows:

*Board has reviewed carefully the report of the Conmittee and Its
recommendation of August 13th and has also considered the verbal discussion
which took place during the meeting and it is In agreement with the Committee
that the seasoned requirements of credit 7;ill probably develop a strain
upon the future credit situation which may react unfavorably "upon commerce
and industry, and that if such a situation should develop the System should
take some action to relieve the strain. The Board would not care to agree
to the purchase of Govermment securities, except as a last resort.

"Board understands from the discussion held that you favor easing
through the bill market, if possible, and through the Govermment security
market only if unavoidable.

"With this understanding, the Board approves the purchase of Govermment
securities by the Comittee, but limits the amount to 100 millions.

"IT a situation should develop which would require reconsideration,
the Board would be glad to meet the Comnittee at any time for that purpose.”

15 Diary 7, 8 (186).
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August 20. 1928:

Governor Young called for a separate vote on the various paragraphs
of the Board*s letter of August 16, 1928. He said the Board members all
agreed that;

1. That seasonal requirements might develop a strain on the

credit situation, and that If such strain arose some
action should he taken to relieve it.

2* That they would not agree to purchase of Government securities
except as a last resort.

o. That Dr. Miller and James were against giving any authority to
purchase Govermment securities.

4. That he, Governor Young, could not now accept Dr. Miller*s
suggestion of a conmodity rate on seasonal crop moving paper;
that such a rate should apply to business as well as
agriculture; that he was not sure, however, hut that we might
use this idea in the future; that purchase of acceptances
in increasing amounts would probably acconplish all Dr. Miller
had In mind; that Governor Harding had said the Federal
reserve banks could easily iIncrease purchases of acceptances.

15 Diary 12, 13 (183).
C.o.H referred to the telegram he had sent to Governor Platt.
Governor Young said the Federal Reserve Bank of Hew York would
certainly consult with him before buying any more Government securities, <o
that It was unnecessary t impose this as a condition; that if an emergency
should arise requiring instant action, the Committee was given discretion

as suggested by C.S.H.
15 Dirary 13 (188).

Governor Seay wrote the Open Maiket Committee expressing the hope
that no Govermment securities be bought, and the manber banks forced to
take the iInitiative by reducing their speculative loans; he said he
construes the liirase llast resortl tn purchasing Governmment securities to

mean condition In which credit for business purposes can not be obtained
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except at rates materially higher than those which now prevail.
15 Diary 13, 14 (188).

September 4. 1928:

Governor Young and James went to New York last week and met Owen
Young, Woolley, Reybum and Harrison at Woolley”™ office.

Governor Young said that Harrison wanted to ease the market by
purchase of Goveriment securities, but the others would not consent;
that they riddled Harrison®s argurment; that the directors later forbade
any purchases of Government securities or British exchange without the
consent of Owen D. Young, Woolley and Reybum.

15 Diary 22, 23 (188).

Governor Young said he felt they would never choose Harrison as
Governor should Govermor Strong resign.

15 Diary 23 (188).

Governor Young said that if the New York directors ever complained
that the Board did not trust the executive officers, he would reply that
our Board trusted them as fully as did their omn directors who forbade
their exercising the discretion the Board gave them,as part of the Open

Market Committee, to buy up to 100 millions of Govermment securities in

an emergency-
15 Diary 23 (188).

September 7. 1928:
Governor Young said Governor Noman told him he should cease

protecting British exchange, and should allow gold t go to the United

States.
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The Board all agreed to let this gold come without offsetting.

Governor Young said the hanks would use it to take down their
rediscounts. Mr. James claimed that so long as call loan rates were
higher than discount rates, the hanks would loan the gold on call.
Governor 1oung denied this, and said that the hanks would not he influenced
hy profits, but that some New York hanks had sold bonds at a loss, thus
reducing the amounts they would have had to rediscount.

James said the New York tank was being well managed hy its directors
and he was satisfied the credit demand of 2 or 3 hundred millions for crop
moving purposes would he met.

15 Diary 24 (189).

September 17. 19283

Governor Harding told C.S.H. in Boston that no nore(Jovemraent
securities should he bought to ease up the credit situation, hut that
acceptance rates should he lowered and acceptances should he bought; that
the proceeds of acceptances filter Into the market more slowly than
proceeds of the purchase of Government securities.

15 Diary 27 (189).

September 28. 1928:

Mr. Alexander said at a meeting of the Federal Advisory Council,
onat 1T corporations should suddenly withdraw say 500 millions from the
call loan market, there would have to he a liquidation as the hanks would
not take over these loans.

Governor Young said this might bring on a panic.
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Mr* Alexander later qualified this statement and said the hanks
would help as far as they could, hut that the Federal Reserve System

must do its part*
15 Diary 35 (189).

The Federal Advisory Council suggested making all hanks members of
the Open Market Committee, hut with an executive comittee having full
powers. Governor Young favored this. Dr. Miller objected to giving
the executive comittee any power to act.

15 Diary 35, 36 (189).

October 6. 1928:

C.S.H. last week sent copies of his memorandum on the effect of
open market purchases during the period of the 3g$ rate, - from August 4,
1927 to February 3, 1928, — to all Board members, the Federal Advisory
Council, and others.

15 Diary 44 (189).
November 16, 1928:

Board considers changes in Open Market Committee at conference of
Govermors and Chairmen.

Governor Harding stated that the Board had no power to prescribe
such a plan for an Open Market Policy Conference.

Dr. Miller answered Govermor Harding and said that he did not wish
the Board to operate any more than did Govermor Harding; that there was
doubt as to the Board*s po?fer to prescribe such a plan and for this
reason the Board sought to effect a mutual agreement In the matter; that

the open market power was the very heart of the System policy, and that,
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although primarily operated 'by the New Yoik Federal Resa*ve Bank, It
vitally affected all the Federal reserve hanks, and should he considered
hy the Board and all of the Federal reserve hanks.

15 Diary 74, 75, 76, 77 (191).

December 26, 1928s
Dr. Miller stated that one of the outstanding events in Federal
reserve history for 1928 W& the discontinuance of open market operations,
thus forcing the hanks to settle credit demands hy rediscounting.
15 Diary 114 (191).

January 4. 1929:

Governor Young called a special meeting of the Board to take action
on New York*s iIncrease In acceptance purchasing rates, just reported.

Governor Young was Very indignant because the Board was not
consulted, and wished to have the rate suspended. Platt said this would
he a slap iIn the face of the New York directors. Govermor Young sad
this was what he wanted.

Dr. Miller suggested asking the New York Bank not t announce the
rate until the Board could consider it, and this was agreed to, Governor
Young assenting very reluctantly.

The Board finally agreed that New York was not hound to secure
prior approval as the Board had approved a minimum rate, and had always
approved the actual rate as a matter of course, after it had taken effect.

Dr. Miller suggested a regulation that acceptance rates hereafter
must he approved hy the Board before becoming effective, and that such

a regulation he dram and discussed at a meeting of the Open Market Committee

Federal Reserve Bank of St. Louis
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on Monday and that Mr. Warburg 'te asked t come down and advise the Board
as to It

Governor Harrison wired that his directors kept in present rates until
the crop moving and export was practically finished; that open market rates
were high and increasing, and that If his "bak did not increase rates it
would he flooded with acceptances and the proceeds would feed the stock
maiket.

Ehe Board voted to prepare a draft of regulation.

G.S.H. said Governor Young had not been treated courteously by the
New York Bank, as he had told Harrison the Board would consider acceptance
rates at the Open Market Committee meeting on Monday.

Governor Young stated that Harrison had told him that his directors
mi™it have to act before Monday.

IHe Board found that the New York Bank had notified the other Federal
reserve banks yesterday of the change iIn rates, so they were now iIn effect
end could not well be suspended.

The Board all agreed to this, although Mr. James said In his opinion
the rate should not have been increased.

15 Diary 122 (192).

Governor loung said he did not feel that he had been treated
discourteously, but he must, perhaps unconsciously, have felt so, for he
gave notice that in a week he would introduce a resolution that no Federal
reserve sank should invest more than a Tixed percentage of Its assets iIn

Govermment securities. In discussing the proposed regulation, Governor Young
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wished to call the attention of the Federal reserve hanks to a
regulation passed iIn 1926 as to notice of rate changes*

Mr. Platt showed, however, that this applied only to discount rates.

Dr. Miller said we ought to enact a regulation specifically as to
acceptance buying rates, to which C.S.H. agreed, if any action was to
he taken.

C.S.H. said such a regulation should he dram so as to he applicable
only in the future, so as not to imply that New York was being punished
for past unauthorized action, for In his opinion, New York was within
its legal rights in what i1t did, barring, of course, any question of
due courtesy.

15 Diary 123 (193).
January 5. 1929:

Mr. Warburg came before the Board, and said he thought the fixing
of a minimum and maximum buying rate was sufficient; that he approved
New York*s action iIn increasing rates, as it would provide a better
distribution, although the great part of the benefit would go to foreign
central banks which vvouldrinvest in than because of remissioh of income
tax, but that i1t would also broaden the domestic market.

He agreed with Governor Young that the proceeds of acceptances
filter Into the stock market more slowly than proceeds of the purchase
of Govermment securities.

Warburg favored the continuance of steady pressure through discount
rates which ought to be increased, and also through higher rates for
acceptances. He said that, wholly apart from the question of inflation,

the New York Bank had a right to increase acceptance rates to ward off a
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flood of acceptances.
15 Diary 124, 125 (193).
January 7. 1929:

Hie Board discussed with the Open Maiket Committee the credit
situation, hut the Conmittee asked for no approval of any policy.
Governor Harrison, however, said the Committee should he given discretion,
as otherwise there was no reason for having such a Conmittee.

15 Diary 125 (193).

September 30. 1929;

The Board met to consider report of Open Market Investment Committee.
Governor Young presented draft of letter authorizing Comittee, as
recommended by 1t, to buy not over 25 millions per month of short temn
Govermment securities, this not to involve any change of policy of Board
in favor of easing through the purchase of bills.

Mr. Cunninghaa offered a substitute to the effect that the Board
still favors easing through acceptances, and reconmends lowering of bill
rates to bring them Into hamony with those Federal reserve banks still
having a 5% discount rate, and favoring holding in abeyance of the question
of the purchase of Govermment securities.

All of the Board felt that more Federal reserve credit ms needed to
meet seasonal demands.

C.S.H. said that 1f Mr. Cunningham would change his motion to the
effect that If the easing through bills failed that he would then favor
purchase of short tem Government securities, he would vote for it.

Secretary Mellon and Govermor Young said this W& just what the

letter meant
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C.S.H. said he agreed with this, and should vote for the Governor
Young letter.

Cunningham*s motion was lost.

Dr. Miller not voting.

Governor Young*s letter was then approved, - Dr. Miller and
Cunningham voting Ho.

16 Diary 172, 173 (211).
October 29, 19291

The Stock Market went to pleces yesterday.

Governor Young said he had been in consultation with Governor Harrison
last night -ad this moming. Governor Harrison told him his directors
had voted to purchase and that he had purchased, or arranged to purchase,
something over 50 millions of GCovermment securities; that these purchases
were made known iIn the morning before the call loan rate was announced.

The question before the Board was whether or not to approve this
purchase. It was not clear whether any of these purchases had been
approved by the Open Market Committee, and C.S.H. assumes they had not
been, but that they had been bought by New York for its own account.

Governor Harrison told Governor Young his directors authorized him
t buy without any limitation.

All agreed that the Open Market Committee could have bought these
under 1ts authority t buy 25 millions permonth, If this authority were
cunulative, which the Board did not decide.

James said New York, by its action, had broken the Open Market agree-
ment, or, as he called 1t, the Gentlemen*s agreement.

Governor Young said that in the absence of a regulation, which the
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Board had never enacted, the New York Bank had the right to purchase
Govermment securities* Most of the Board agreed to this.

C.S.H. and Govermor Young pointed out that Governor Strong had
always claimed to have this right in an emergency, notwithstanding the
open market agreement.

Wyatt said it might he claimed that morally the New Yorkm Bank had
broken the agreement, hut the Board could not interfere unless under
sone regulation. On the assumption, not settled, that New York had this
riNit, the question arose whether the Board should or should not approve
the purchase.

Most of the Board felt that as the purchase had been made, the Board
was not called on to approve or disapprove, and that the only question
was as to enacting a regulation for the future.

Dr. Miller suggested a resolution covering the abowve.

Dr. Miller criticises the purchase severely. He said the banks
should have been forced to rediscount; that the action of New York in
announcing the purchase before the call loan rate was announced, making It
5%, indicated a desire to help the stock market rather than the general
credit situation.

All agreed there was plenty of Federal reserve credit outstanding,
and that the real question was whether the purchase was wise as a
psychological matter to prevent a temporary financial upset In the market.

James moved that New York had broken the open market agreement
of 1923, and that Wyatt draw up a regulation for the future*

Federal Reserve Bank of St. Louis



C*S*H# offered a substitute to the effect that the purchase having
been made, the Board was not called on either to approve or disapprove itj
that as some members were not satisfied with the way the New York bank
handled the situation, Viyatt should be called upon to prepare a draft of
regulation for the future# The matter went over#

16 Diary 187 t 191 (213)#

October 30. 1923s

The Bo&rd took up the question of a regulation covering nurchases of
Govermment securities#

Dr .Miller favored i1t but not at this time, as the crisis was not yet
over* He said we could easily recapture in the future money paid out iIn

the purchase of Government securitiest

16 Diary 195, 196 (213)
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QUOTATIONS FROM THE MONTHLY REVIEW OF CREDIT AND BUSINESS CONDITIONS
OF THE FEDERAL RESERVE BANK OF NEW YORK

August 1, 1928

At the close of July money rates were distinctly higher than at the be-
ginning of the month. Rates for commercial paper and hankers acceptances
and yields of Govermment securities were from a quarter to a half of one per
cent higher than iIn the latter part of June and at least one per cent higher
than at this time last year. Bank rates to commercial custovers, however,
showved only moderate advances.

While iIncreases during the course of the month (July> of one-half of
one per cent in discount rates of seven of the Federal Reserve Banks have
been an influence In the direction of higher rates, firmer money conditions
are a logical outcone of the banking situation.  Specifically, higher rates
have reflected an increasingly vigorous effort by the banks of the country
to correct an overloaned position.

Principally because of gold exports of over $500,000,000 since last
autumn, and in smaller degree because of Federal Reserve sales of securities
and increases in the volume of credit, the banks have found It necessary to
borrow increasingly large amounts from the Reserve Banks to maintain the mini-
mum reserves required by law. An inspection of the balance sheets of the
banks shows an increasing discrepancy between their deposits and their loans
and investments. Decreases in deposits in recent months have not been com-
pensated fully by decreases in loans and investments, and the banks have been
making up the difference by borrowing from the Federal Reserve Banks. By
the end of June this borrowing mounted to over one billion dollars and has
since remained near that figure. This is the largest amount of member bank
borrowing since 1921.

Conservative bankers are not content to continue long iIn a position where
they can balance their books only by borrowing money. While funds from the
Reserve Banks are available to meet seasonal and unusual needs, It iIs not re-
garded as sound banking for a bank to be continuously dependent upon the use
of such funds. In conformity with these principles and In anticipation of
autumn credit and currency requirements many member banks have In recent weeks
begun to take steps to repay the Reserve Banks.

September 1, 1928.

(Qpoted from September Bulletin of the Federal Reserve Board)

Total Reserve Bank credit outstanding In the third week of August aver-
aged $1 .”70,000,000, showing an increase of $370,000,000 over the correspond-
Ing period in 1927 This increase iIn Reserve Bank credit was brought about
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by”a loss of $U67,000,000 from the country®s stock of monetary gold, offset
in part by a decrease of $107*000,000 in the demand for currency. Changes
for the year iIn other factors in the Reserve Bank position have been of
relatively minor importance.

---  With total reserves amounting to $2,761,000,000 the Reserve Banks
.- have more than $1,000,000,000 in gold above their legal requirements.
This relatively large amount of surplus gold reflects the fact, however,
that the volume of eligible paper at the present time Is between $U00,QQ0t00Q
and $500.000,000 larger than the average amount for the preceding five years.
as the result of the unusually heavy iIndebtedness of member banks. IT mem-
ber bank borrowings declined to a more usual level, gold would have to be used
to replace the liquidated eligible paper as collateral with the Federal Re-
serve Agents, and this would reduce the amount of surplus gold to between

. $00,000,000 and $600,000,000, or a little more than was exported during the

past year.

(Regular monthly material)

The supply of new bills appearing in the market declined substantially
in August. Dealers™ sales continued to be principally to foreign account
buyers, but there was some iIncrease iIn domestic buying, and distribution was
wider than In several months.

October 1. 1928

--. Thus far in 1928 there has been little evidence of commodity price
inflation or accunulation of Inventories, and, although the reserves of the
Federal Reserve System have declined materially, they are still well above
minimum reouirements; so that the Reserve banks are still in a position to
supply reserve funds for necessary credit demands.

The present hi<’h rates on security loans reflect the extraordinary de-
mand for funds for this purpose and also the effort of banks generally to
correct an overloaned position by diminishing those loans which do not bring
them paper eligible for rediscount and a3 to which they do not feel the sane
obligation a3 in the case of loans to their comercial custorers.

... Seasonal iIncreases iIn credit and currency, as iIn previous years,
have caused a considerable increase In the demand for reserve funds, and this
demand as usual has been met by the Reserve Banks. The iIncrease iIn loans
and resulting deposits, iIncreases the reserve requirements of member banks,
and payments of additional currency into circulation constitute a heavy drain
on bank reserves during the last four months of each year. There is, con-
sequently, a substantial increase In the amount of Reserve Bank credit re-
quired to keep the reserve balances of member banks at the required level dur-
ing the autunn months.  The average amount of this seasonal iIncrease In Re-
serve Bank credit, and the manner in which it has been supplied during the
past six years is indicated in the following table:
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(Monthly averages of daily figures; in millions of dollars)
Increase over August Average
Total bills and

securities, Anount - -Amount supplied
1022-1927 after adjustment  supplied through ~ through discounts

for changes " bills and securities

to offset purchased

gold movements

September + 6 + 32 - +
October +155 + S3 / + 72
November +19/ +139 + 5S
December +312 +151 +131

These figures show that the amount of Reserve Bank credit required in
September during the past six years has averaged about S6 million dollars
larger than In August, and that further increases have occurred iIn each sub-
sequent month t the end of the year; so that in December the amount of Re-
serve Bank credit iIn use has averaged more than 300 million-larger than iIn
August, after allowance for changes to offset gold exports and Imports. In
two years this seasonal increase has exceeded 350 million. It will be noted
that a considerable part of the additional Reserve Bank credit is normally
supplied through qurchases of bills (bankers acceptances). These purchases
are not made on the iInitiative of the Reserve Banks, but the Reserve Banks
stand ready to take, at established buying rates, the bills offered by bill
dealers and banks.  The Reserve Banks in this way purchase the surplus of
bills which the market is unable to absorb.  This support, which Is some-
what similar to that given to the London bill market by the Bank of England,
makes possible the maintenance of a bill market iIn this country.

Every autumn the volume of acceptances outstanding is increased materially
through the creation of new bills largely to finance the storage of crops and
the export of cotton and other agricultural products. As this increase oc-
curs at the time of year when the demand on banks for currency and credit is
heaviest, It is essential to the existence of a bill market In this country
that the Reserve Banks should stand ready to purchase bills when they come

A into the market more rapidly than new buyers appear, or when banks find It
necessary to reduce their holdings of bills in order to obtain needed reserve
funds.  These bill purchases by the Reserve Banks are made at rates established
by them, which are adjusted to conform closely with the rates at which bills
are sold in the open market.

In this way the Reserve Banks each year assist in the financing of autumn
crop movements and trade. The amount of bills purchased by the Reserve Banks
depends principally upon the amount of bills created and the condition of the
market for them. This year the volume of bills held by the Reserve Banks
has iIncreased considerablysince the early part of August in accordance with
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the usual seasonal tendency. ... This increase has followed much the same
course as in the past two years, though, with an unusually large amount of
hills created and a firm money position, there has latterly been a tendency
for the Reserve Banks to get larger amounts of hills.

The mechanism of hill purchases hy the Reserve System provides a semi-
automatic way In which a considerable share of autumn requirements for re-
serve credit are met without iIncreasing hank indebtedness at the Reserve
Banks.

... Following the general reduction on August 31 of 1/S per cent on
all maturities of hills, the rate level remained unchanged throughout Septem-
ber, except for the 5 an& 6 months maturities, which became established
around the middle of the month at U 7/8 per cent, as against a previous range
of U 7/8-5 per cent.  Coincident with the advent of the crop moving season,
the supply of new bills coming into dealers™ hands increased considerably,
and was materially In excess of the rather moderate investment demand. As
a result of this condition offerings of bills to the Reserve Banks increased,
bringing Reserve Bank holdings slightly above last year at this time. Deal-
ers” portfolios of bills which had been comparatively small in August also
increased about 50 per cent during September.

November 1. 1928

--- The autumn increase In currency circulation has been at least as
large as the seasonal movement of other years, and in the third week of Octo-
ber the volume of currency iIn circulation in the United States was about 150
million dollars above the seasonal low point in the latter part of July.

This has constituted a dollar-for-doller drain on the reserves of member
banks.

Bank loans other than those secured by stocks and bonds, the seasonal
Tluctuations of which reflect mainly the variations in agricultural and com-
mercial requirements, have showmn less than the usual increase from July to
October, both in this district and In the country as a whole.  This may be
due at least partly to the fact that these loans increased, iInstead of show-
ing the usual decrease, during the sumer. There has been a moderate iIn-
crease during the past month, however, and the accompanying Increase in de-
posits has caused some increase in the required amount of member bank reserves.

Both this increase In reserve requirements and the additional currency
demand have been met by the reserve funds paid out by the Reserve Banks
through seasonal purchases of acceptances. The amount of acceptances offered
to the Reserve Banks has been unusually large this season— sufficiently large
so that member banks have been enabled to use part of the proceeds to reduce
their indebtedness at the Reserve Banks during the latter part of the month.
Accompanying this reduction in member bank indebtedness, there has been a
slight easing In the money market.
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... The supply of hills coming into the merket continued large
throughout the entire month of October, reflecting the usual seasonal iIncrease
in drawings to finance the movement of cotton and other agricultural commodi-
ties. Investment demand for bills was considerably smaller than the avail-
able supplies until after the middle of the month when more active foreign
buying appeared, and dealers™ portfolios at the end of the month were somewhat
larger than at the end of September. Reflecting the creation of large amounts
of new bills, dealers™ offerings to the Reserve Banks also were heavy, and the
System™s portfolio of bills shoved a constant increase throughout the month
and on October 2U amounted to about UOO million dollars, or 100 million more
than the holdings at this time last year. Ninety day unindorsed hills con-
tinued to be offered at U 172 per cent, unchanged since August 31f and there
was no change In rates for other maturities until late In the month when 5
and 6 months®™ hills were reduced 1/8 per cent due to a shortage in the supply
of these particular maturities.

December 1. 1928.

... Money rates were slishtly easier in November partly because of gold
imports during the first three weeks of the month, and partly because of a
somewhat smaller demand for additional Reserve Bank credit than is usual at
this time of year, and further increases iIn the acceptance holdings of the
Reserve Banks, due to the large volume of hills outstanding and the generally
high level of interest rates. As a consequence, member hanks were enabled
to repay a part of their borrowings from tte Reserve Banks, and were iIn a
position to lend a little more freely. An iIncreasing proportion of commer-
cial paper was sold in the open market at 5 I/ per cent, as compared with
a prevailing rate of 5 172 per cent in October; acceptance rates remained
steady. Yields on short-term Govermment securities declined about 172 per
cent, In some cases to under U per cent in the third week of November, hut
later advanced somewhat. Apparently reflecting a continued strong demand
for additional loans, rates on security loans showed no material change from
those of October and the tendency at the end of the month was toward higher
levels.

January 1, 1929

The call money market in December was unstable to an unusual degree, due
to wide fluctuations iIn the demand for loans, together with a limited supply
of funds. The advance iIn the call loan rate t 12 per cent early iIn the
month reflected a rapid increase iIn the demand for brokers®™ loans with no
ready source of additional funds. New York City banks were heavily iIn debt
at the Reserve Bank and were not iIn a position to make additional loans, and
1t was not nritil drastic advances iIn the rate had been made that a volume of
funis sufficient to meet the demand was attracted from other sources.
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The decline to 6 per cent which folloved within a few days was partly
the result of a rapid liquidation of about 200 million dollars of brokers*
loans, which relieved somewhat the tension in the money market.  Additional
factors In the easier money condition around the middle of the month were a
retumn Flpw of gold from Canada, a moderate inflow of funds from other dis-
tricts such as occurs frequently iIn the second week of the month, and the
temporary excess of Govermment redemptions of maturing securities and Inter-
est payments over income tax and other collections.

Subsequently there was a steady drain on the comercial banks, due iIn
part to Treasury collections of taxes and withdrawals from depositaries, and
in part t the usual heavy withdrawals of currency from the banks which mark
the culmination of the Christmas trade. The loss of reserves sustained by
the banks In these ways caused a rapid increase iIn their dependence upon
the Reserve Baife, and although the demand for loans remained smaller than iIn
the first week of the month, call loan rates again advanced substantially.

... The additional amount of currency dram into circulation during
recent weeks has been larger than usual, and the total amount in circulation
has risen closer to the level of a year previous than In more than a year.

The amount of Reserve Bank credit in use has shown an increase somewhat smaller
than in 1927, when a considerable amount was required to offset the rapid
outflow of gold, but at least equal to the usual seasonal increase, and has
reached the highest level since 1921.

During the next four weeks approximately 300 million dollars of currency
will in normal course flow back to the banks and be redeposited by them with
the Reserve Banks for credit. In view of the large volume of member bank:
borrowingJLt iIs expected that the funds derived from these re-deposits of
currency will be used, not for the expansion of loans, but for the repayment
of indebtedness at the Reserve Banks.

The recent tendency toward rapid expansion of member bank loans continued
in the first week of December, and on December 5 the total loans and iInvest-
ments of weekly reporting banks in this district were more than $00 million
dollars higher than at the middle of November. Nearly all of the increase
was In loans t security brokers.  The expansion was checked by a large iIn-
crease in the indebtedness of these banks at the Reserve Bank, and during the
liquidation of brokers* loans which occurred in the second week of the month,
New York City banks withdrew more than 200 million dollars of their omn funds
from the call money market. Little change occurred subsequently until near
the end of the month, when year-end withdrawals of funds by out-of-towmn banks
and others caused the usual heavy temporary demand on the New York banks for
credit.

---  The demand for American acceptance credits has remained large dur-
ing the past month.  The outstanding volume of bills exceeded $1,200,000,000
on November 30, and the supply continued in large volume throughout December,
Investment demand, coming largely from foreign banks, also increased substan-
tially, with the result that the bill holdings of the Reserve Banks were re-
duced temporarily from the high level of December 12 to $U53»000,000,
on December 19. «
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timber 19, 1930

Federal Reserve Bank of New York.
Reports of Open MarkBt Investment Comittee. etc#

(000 Onitted)

1928 'Ilz'gmta! ng\.memt Bankers Bills

ing rities Acceptances Discount

Assets

Week ending
Aug* 22 1,428,946 - 143 -10,585 443,912
AU~ 29 1,433,026 - - 2,207 4 1,327
Sept* 5 1,474,288 4 48 - 9,249 441,344
Sept* 12 1,503,770 415,524 413,397 -10,871
Sept* 19 1,560,329 4 23 -28,932 424,587
Sept* 26 1,507,797 4 733 414,960 -83,067
Oct* 3 1,571,0/8 4 52 437,514 415,152
Oct* 10 1,556,462 - 2,561 423,441 -32,516
Oct. 17 1,551,864 - 463 437,828 57,592
Qct* 24 1,548,182 - 3,789 426,264 -23,
Oct* 31 1,603,476 - 6,142 426,627 420,344
Nov. 7 1,632,447 - 3,397 423,002 425,119
Nov. 14 1,558,133 - 403 421,641 499,851
Nov. 21 1,514,555 4 7,998 418,545 457,593
September 26. 1928

Governor Case to Governor Youg.

Encloses copy of letter to Open Market Comittee giving up-to-date
information™

No occasion t buy for System account™
Renewal of speculation on wide scale*
Business has all the funds It needs*

Table showing average amount of Federal reserve credit required
in the last four months of the past six years*

Increase In PR* Credit Amourt Supplied Balance met
From August after Allow- through Bills by Discounts
ance for sold mpTements Purchased or Securities
(in millions of dollars)
AuglJStSeptenbe 4 8% 43% 45%
r
October 4 160 483 477
Noverber 4 206 4139 465
December 4 32 4181 ma N\
September 1928 \
o date 4 74 4 31 4 43
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Die above figures show this autum folloned closely the precedent
of previous yearst

IT 1t continues t do so, will only require about 35 millions of
discounts above the September average to meet October needs#

That increase need not disturb business#

December need due to Christmes currency temporary, and banks willing
1o borrow to meet it without Increasing pressure onmoney market#

The October pealk iIs the one likely to cause the maximum of strain,
and that should not be severett

We shall get usual increase iIn bills this year#

Prospects are for a considerable increase in the volure of bills
created»under present money conditions there will probably be few buyers
outside the reserve banks to absorb the Increase#

We are likely to get most of the additions to the amount now outstanding

This being the case, tseems reasonable to believe that the seasomal
requirements business will be met without any further substantial firming
of comercial money rates.

Necessary to keep in mind we may have to buy some short Govermments to
carry out the program indicated above, and we should be ready to do this
without hesitatiow

Encloses:
Proposal for Discriminatory Hates for Bills

Two possible methods!

1# Seduce buying rate for bills  from present point
so that 90-day bills would be purchased at 4
rather than 4£%#

2# Retain present 4” rate on 90-day bills without
increasing during the autum. An iIncrease of about
1 of lio usually oocours; the Resernve System to buy
bills freely. The rate iIs already loner, relative
to other rates, than usual for this time of year.

Either one of the above would encourage the creation of Mils ad
bring a larger volure Into the Reserve System than normal ly#

It 1s recomended by the officers that the second proposal be folloned,
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naely, a4 ‘'hwing rate for Oy "hills, the Reserve System to stand
ready to take "hills freely as has s done during the past few weeks*

Qhis proposal preferable to Iowerlng the buying rate for bills for
the following reasons!

I* Lowering the bill rate would attract wide-spread cament
and probably encourage the increase iIn credit for
speculative uses which has been resured. The psycho-
logical effect of such action might nearly as great
as reducing the discount rate or buying securities.

2 A 485 rate isllow enOtIJgh i(r}fr1e:!atior_1 to_crl:he;réates o
attract a large wolure inancing Into acceptance
market, and we understand from dealers and others that
with this rate the seasomal increase iIn bills is likely
to be unusually large. It is doubtful whether a loner
rate would bring out many additional bills <

3. It is probable that a 4 rate would draw into the reserve
banks a sufficient amount of bills 30 that the autum
requirements for Federal reserve credit will be met
almost entirely through that chamnel unless unexpected

derands arise
Septerber 20, 1928.
Table annexed shoNlng actual Increase In Federal reserve credit over
August average in gold stock, change in Federal resene credit if

there had been mrdﬁe in gold, amount of Federal reserve credit supplied
thraugh, bills and the amount to be supplied through, discounts
ad securities, fromAugust 1922 to Decerber, 1927*

October 8. 128"
Govermor Case to Govermor Young™

Not material*

October 10. 1928:
Govermor Case to Govermor Youg.

Our records indicate that the policy of su ge%/mg autum credit
requirements through bill purchases has 0 far entirely successful*

Sends revised ocopy of his tabulation showing daily

average changes
In reserve bank credit, and the anount supplied by bill purchases, discounts
and securities*

The average amounit of Reserve Bank credit needed in September was
practically identical with the average for the past six years, but even
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without a reduction In our buying rates, the amount of bills we acquired
wes 50% larger. OF the remaining increase In Reserve Bank credit, a
considerable part took the form of Increased holdings of Dhited States
seaurities, largely explained by the Treasury overdrafts around the
15th; S0 that the average amount of member bank borrowing at the Reserve
Banks for the month of Septerber was practically the Bare as iIn August™

This was probably an inportant factor in preventing a further rise
in comercial borroving rates during September, and the heavy buying of
bills undoubtedly was mainly responsible for keeping bill rates low

with other money rates, and made possible a much larger volure
of financing thraugh, the bill market than woulld have been the case other-
wise.

During the First week of October, the iIncrease over August In Reserve
Bank credit outstanding has been somewhat bellow the six-year average, and

the increase In bill holdings has reached such large proportions as t©
supply almost the entire amount™

The security holdi of the System are somewhat above the August
average, and digounts % slightly smaller*

It appears probable that we shall continue t© have a large volure of
bills offered to us during October and November and that our bill holdings
may Increase faster than the demand for Reserve Bank credit. If that iIs
the case, discounts for member banks will tend to decline below the
volvms of August, and money rates are likely to be easier than iIn recent

It would not be surprising if the principal effect of this situation
were to appear In the call money market.

October 24. 1928:
Govermor Case to Govermor Young™

eee=_The situation In the money market seems to be working out much
golim with our expectations, as indicated inmy letter of two weeks

Bill holdings have continued to Increase without a corresponding
increase In the total demand for Reserve Bank credit, member bank 1ndebted-
ness has been reduced, and the call nogjP market is temporarily easier*
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The average demand for Reserve Bank credit during the month of
October will show somewhat less than the usual increase campared with
August*  Currency requirements have been running about the sare as In
previous years, but comercial borrovings have not shomn so large an
Increase as usual, ibly due to the relatively hiMi level of such
borrowings during sumer*

At the present time the total amount of Reserve Bank credit out-
standing gfdr%rgingakm\hatf oveir $100,000,000 hi’\iclarﬁemanm}he August
ave , of seasomal irements unti i ,
e rage I pel requ days, appears

Bill holdings, however, are now more than $200,000,000 higher than
the average for August, and the average for the month of October will show
a larger Increase than In any previous year™

Conseguently member bank borrowings have declined to the lonest average
level since May, both in New York City and for the country as a whole.

A comparison of the increase iIn our bill holdings with the increase
in bills outstanding indicates that we have acquired all of the new bills
that have been created and more too. Additional bills we have purchased
have care largely from foreign holdings, and there is at least a possibility
that same of the proceeds have gone Into Iithe street™1l

While the demand for loans for speculative purposes shoas no sign of
abating, It Is encouraging to note that member banks In the main are using

\ the additional funds they are receiving, t repay Indebtedness rather than
* t Increase their loans*

1
1

\
I

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

The continued increase iIn brokers loans placed by New York City banks
has not iIn any degree represented an increase in the loans for thfeir omn
account. A part has been for the account of out—of—town banks, which, of
course, Is In part for the account of others, and nost of the remainder
has been for the account of customers of New York banks*

The total volure of member bank credit, yfoich we have been inclined
1o accept as the criterion for our policy, has showmn comparatively little
increase recently, especially after allonvance for the effect of purchases
of new Treasury issues of September and October™

Honvever, the p seems to be for canfortable conditions in the
call money market until Decenber, except for the usual month-end tightening,
it seems likely that after the first of ?I:(P/ear member bank 1ndebtedness

_ be considerably below a billion dollars money conditions will be
easier still*

la view of this situation, the figures on nmember bank credit will need
close watching*
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October 25« 19281
Govermor Young to Govermor Case™

Acknowledges letter of October 10th*

My colleagues not certain as to last raph of your letter*

As 1 understand the paragraph, you desi 1o point out that our bill
holdings were increasing so rapidly that discounts of member banks were

inning t decline that 1If this situation continued, Its principle

would be a lowering of the call money rate; iIn other words, the

pressure on speculative credit might be relieved to such an extent that
an undesirable situation would develop* This would amount to a reversal
of the policy which the System has been following since January and would
be a result \&idv 1 assune you and your assocj”es would not care to have
broMit about at_the present time because of the unusual activity In
speculative credit*

October 26, 1978:
Govermor Case to Govermor Young*

Your Interpretation of my letter of October 10th states exactly what
I had 1IN maind*

It seemed probable then that the Increase in our bill holdings would
not be accompanied by a corresponding Increase iIn the demand for Reserve
Bank credit, with the result tnat member bank indebtedness would be
reduced. As the call money market is always first to reflect any such
change, 1t sealed likely that call money rates would ease somewhat ad that,
as you have_indicated, this would have a tendency t© relieve the pressure
on speculative credit*

The easier tendency in call money did develop, but there has been an
apparent reversal during the last day or two* There seems to be no
explanation in member bank indebtedness for the 86money of yeste and
today. The best explanation we have been able to hit upon iIs that re
has been an active demand for new loans,and, as there appears to have been
no corresponding increase in the supply from other sources, the New York
City banks have had to provide most of the additional funds and have been
willing to do so only at a fairly stiff price® Under present conditions,
honever, _ it hardly seems t us an 8 rate can be maintained more then
temporarily*

November 20. 1928*
Govermor Case to Govermor Young™

Not important™
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November 23, 1938s
MeGarrah to Governor Young.

States that Or* Miller was at board meeting yesterday when recent
report of the n Market Investment Committee wes presented to the board
for i1ts goproval™ After discussion of the report * * * Dr* Miller suggested
It might be interesting to the federal Reserve Boaild to have a copy of the
weekly resolution passed by our directors authorizing the officers to
participate in the purchase of securities for the account of the System.

As you will remenber, the report of the Comittee In August recamended
that 1t should be the policy of the System to purchase Govermment securities
if 1t should become necessary In order to avoid undue credit stringency™
When this report was presented to our directors, they took one vote approving
the policy recomended by the comittee, and approved by the Federal Reserve
Board, and then, in order that the officers mi$it have authority 1o

icipate in the purchase of securities taken for account of the System

tween meetings the directors, the folloving resolution was adopted:

"VOTED 10 authorize the officers to participate in the
purchase iIn the market of Govermment securities up to $5,000,000 -~
for the Market Investment account if It were deemed
by the icers to do <o prior to the next meeting of the board
of directors in order to carry out the policy recomended at the
last meeting of the Open Market Investment Committee, with the
understanding, honever, that before exercising this authority
the officers would consult with at least two of the directors™”’

Our directors felt that as long as the System policy was to purchase
securities, In the event of a possible erergency, the officers should be
free to act instantly In the event of such an emergency, Sven between
meetings of our board and executive comittee.

Appreciating, honever, the importance of determining the energency
which should justify the purchase of securities, as recomended In the
report of the camittee, our directors felt that, before exercising the
authority given to the officers, at least two of the directors should be
consulted. The resolution quoted above iIs an exact copy of the one approved
at each meeting of our directors between the August and November meetings
of the Open Market Investment Committee.

This letter also states that Mr. Case presented the report of the
Open Market Investment Committee dated November 15th which wes read, which
report erbodied the recommendations of the Camittee adopted at 1ts meeting
in Washington last week. The New York board voted toa%we the report
recamending the System policy, with the understanding the report
contemplated the purchase of Govermment securities only In the event of an
emergency. After action was taken upon the report, the directors passed
a resolution similar to the one quoted above.
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Govermor Harrison sends Governor Young a memorandum of the
minutes of meeting of Open Market Investment Comittee at Hotel Carlton,
Washington, 8:30 p*n™* Tuesday, November 13, 1928:

The Secretary presented formal report of the secretary to the
Comittee dated Novenber 12, and a copy of the preliminary memorandum
dated Noverber 14th. After reading and discussing these docurents and
reviewing credit conditions gererally, the comittee decided informally
that 1t would be advisable to renew the recamendation cortained In the
last report of the Comittee on August 13, 1928, that i1t should be authorized
to purchase Govermment securities 1f and when that might become
in order t awid an acute credit stringency* It was understood by the
Comittee, honever, that it would defer preparation of a formal report
and recamendation until after another opportunity for a meeting at which
Governor McDougal could be present™

Before adjourmment, the comittee discussed the matter of a possible

adjustment of buying rates for bankers acceptances* While 1t wes realized
the comittee that 1t has no formal jurisdiction over the matter of

bill rates, which are subject to adjustment by individual reserve banks
as provided in the law, nevertheless each Govermor present expressed the
opinion that 1t mi™it be advisable for the Federal Reserve Bank of New York
o increase iIts ing rates for bills of all maturities by 1/8 of 1$
in the near futu

At the aftermoon session, the Camittee voted to adopt the following
report o be suomitted to the Conference of GCovermors before formal
presentation to the Federal Reserve Board for its action*

“The CoEmittee has reviewed the preliminary memorandum
submitted by the chairman in relation to credit and money market
conditions of the past year.

“It has given special consideration to the development of
conditions since the last report of the Comittee onAu?ust 13th
and to the effect of Federal Reserve policies on the volure of
credit ad the rates for money during the period of crop move-
ment whose peak has probably now passed.

“She Comittee feels that the policy of the System has been
substantially effective in providing credit for seasonal
agricultural and comercial purposes at relatively low rates ad
wrthout any abnomal increase iIn the total volure of member bank
loans and Investments for this period of the year™

“The Committee is of the opinion, honever, that it should
still be the policy of the System, If possible, to prevent any
- undully rapid or unnecessary further increase in the total volure
of bank credit, although In fact the total loans and INvestments
of all reporting member banks are now slightly below the hi™i
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point of May iIn spite of the usual Fall increase In the demand
for credit for crop movement purposes.

"But we are spproaching the usual seasonal demand for
currency for holiday purposes*® This will result in increased
"borromings from the Federal reserve hanks except t© the extent
that further gold inports offset the demand for Federal resene
accommodatio™ It is not possible O estimate the extent of

resent gold movement or its ultimate effect upon credit
ooml tions and money rates*

MAlready there Is saore evidence of easier money rates
contributed to partly by the inflow of gold and partly by the
large Increase In the bill portfolio of the Federal reserve banks,
each of which has caused a reduction of member bank discounts In the
New York district. Same of this increase in the bill portfolio
iIs due to the sale of bills by foreigi banks to support their
exchanges, which ha}.\cle felt the pressure of high rates iIn this

"But whille these conditions appear to have an easier
tendency at the moment, nevertheless the uncertainty of the gold
movement, meapproachlngderrardforwrrerw and the usual
demand for Federal resene credit during December suggest 1o
the Comittee that the System should still be prepared in the
event of an emergency to prevent any undue stringency of credit
during this period.

"With all these facts Inmind, the Comittee renens the
recamendation contained iIn 1ts report of August 13th that it
should be the poli ofme&éitemtopurdﬂase Govermment
securities if and It mignt become necessary to avoid an

acute stringency™

"Die Comittee would expect to take such steps as may be
needed to c™ry out this policy, If approved, with the under-
standing, honever, that it would be advisable to have another
meeting of the Comittee In the evenit that any substantial
change In conditions makes that necessary*1l

Meeting of the Open Maiket Investment Camittee with Conference
of Governors, Thursday, Novenber 15, 1928, at 4 pn*:

The Secretary read to the Conference the report of the Open Market
Investment Comittee, as approved at Its meeting today* It was duly
votedtoapproveandadmtthereportasmerecormerdatlmcfﬂe
Conference to the Federal Reserve Board*
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There was an informal discussion of the matter of biying rates
for "takers* acoeptances, and while no formal action was taken, It appeared
to he the gereral sentiment of the Conference that 1t miit he advantageous
soon 1o Increase the buying rates for hills, especially iIn view of the
expansion of the hill portfolio since September In relation t© the net
increase In the total wlure of Federal resenve credit outstanding.

On November 16, Friday, there was a meeting of the Open Market
I__\I)nv&strnent Comittee with the Govermors Conference the Federal
eserve Board,

The Secretary presented to each member of the Board a copy of the
report of the Open Market Investment Committee as approved by the
Conference of Govermors, together with copies of the preliminary memoran-
dim dated November 14th ail the formal report of the secretary of the
demmjttgdatedNovenberlzm, Die secretary read the report of the

1 ’

In the ensuing discussion It wes pointed out that In substance the
report involved a continuance of the present polity of the System, except
that In the event of a possible eme the System should be prepared
1o purchase Govermment securities in order t awid an acute credit
stringency. This proposal involved no more than a renenal of the
recamendation contained In the last rt of the Coimittee dated
August 13th, and approved by the Federal Reserve Board, It was the

inion of the Comittee that while there had been no occasion to exercise

emergency authority granted in August, and whille at the moment there

Vi o;:o 1?5 Sppronchirey mo%m " >4 hol'aa;eve Ir':hel%swh'ch
in view app i r currency for holi purposes, whi
normally result in an equr?valmt expansion of Federal resent credit, ad
the uncertainty of the present credit situation, the Comittee should
have the same emergency authority that wes granted to It In August when
we were approaching the usual seasonal demand for crop moving purposes™

Preliminary, Memorandim for the Open Market Investment Camittee.
November 14. 1928.

In the sinmer of 1927 the Federal Reserve System adopted a policy
favoring easier money conditions, given effect by the purchase of a
moderate amount of Govermment securities and a reduction in discount rates
fron4 0 3 The primary purposesof this policy were:

1, To awvoid a continued gold inport and a serious
stringency in world money markets which might have delayed
world financial recovery and reacted adversely upon world
trade and the trade of this country,

2, To cushion, as far as i1t could be done by easy
money, the business recession which was beginning In this
ocountry.
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Tiden this policy was adopted, it was recognized that there was
danger of stimulating excessive use of credit in speculation.

In general, the results desired from this policy came to pass,
foreign exchanges, close to the gold import point, were almost immediately
strengthened , thus avoiding monetary stringency in world markets, and
our foreign trade was maintained at high levels.

The gold and the dollar exchange which other countries acquired in
the summer and autumn of 1927 placed them in a position of such strength
that they have since that time been less dependent upon conditions in
this country.

Although the recession in ‘business activity continued until the
end of the year and there was some unemployment during the winter, the
recession was not serious and was followed by a quick recovery which was
probably aided by easy money*

The strengthening of the exchanges proceeded to such an extent that
in the autunn of 1927 gold began to move from New York on exchange
transactions. In addition, there was a large movement of gold to France
in connection with that country's preparations for the return to the
gold standard, which movement would probably have taken place regardless
of the exchange position. Altogether net gold exports totaled over
$500, 000,000,

During the early part of this gold outflow, securities were bought
to prevent tightening of the market. Additional securities were purchased
to offset sales in August and September of sterling which had been
acquired earlier In the year by a sale of gold.

As autuna advanced, it became evident that credit was expanding more
rapidly than the country's business required.

To meet this, and in view of the fact that the purposes of the easy
money policy had been largely accomplished, the purchase of securities was
discontinued in November,although the gold movement continued.

In January, the Reserve banks began selling securities, necessity for
which had been forecast in the Open Market Committee report to the Governors
Conference in October*

The effect of these sales, together with gold exports, was to lessen
the seasonal liquidation of member bank borrowings and largely to prevent
the usual softening of money rates in January*

The sales of securities were followed in February by a general
advance in discount rates, which with later advances are shown in the

accompanying schedule of discount rates of the different Federal reserve
banks.
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For a time speculative activity subsided, somewhat, and reporting
member bank loans and investments decreased moderately in January and
February.

A new outburst of speculation on a larger scale than ever before
occurred in March and April, which led to a renewed and more rapid increase
in bank credit. Within a period of ten weeks the loans and investments
df reporting member banks increased a billion dollars, an increase nearly
equal to a full year*s growth under ordinary circumstances*

The sale of securities from the System Special Investment Account
was resumed in the latter part of March and continued more rapidly in
April, although the market for Governments was so weak that it was
difficult to sell such securities* As securities were sold, open maxket
money rates advanced* But as a consequence funds were attracted from
other districts, and there was increased discounting at the reserve banks
in those districts* This flow of funds to New York largely offset fee
effect of security sales in New York, so that the indebtedness of New York
City banks showed for some time no material increase. Moreoever, as money
became tighter, the general distribution of bills was retarded and the
Federal reserve portfolio declined less than usual at this season*

In this situation, funds coming into the money market from sources
outside of New Yoik were supplemented by a substantial increase in the
loans of New York City banks for their own account*

It was not until the second advance in Reserve bank discount rates
was made effective in the latter part of April and in May that expansion
of credit was halted* JSxcept for a temporary rapid increase early in
July which was followed by a further rise in discount rates in all but
four western districts, the loans and investments of New York City banks
tended to decline from May to August, aid in other districts the expansion
was checked*

Although the activity of the security markets has again increased to
new high levels during the past two months, and prices have advanced higher
than ever before, a considerable part of the required credit has been
obtained from sources other than member banks, and the total loans
Iinve?tments of the weekly reporting banks have remained below the May
evels*

The increase in brokers loans for account of others represents,
however, a potential expansion of bank credit because the banks would be
obliged to take over loans called suddenly by these other leaders*

As the season of autunn currency and credit requirements approached,
it was recognised that the steady rise in money rates, which had followed
the gold outflow and Reserve bank sales of securities and rate advances,
constituted a danger to the business of the country if it proceeded much
further*

Gives comparison of rates prevailing in August with those of a year
previous* showing extent of increase.
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While the largest advances had occurred in rates on "street loans",
the advances in commercial rates had been substantial aid the tendency
ms toward still higher rates.

It was pointed out at the July meeting of the Committee that high
commercial money rates in past years had "been followed frequently hy a
recession iIn business activity after an interval of six months to a year,
attributable mainly to the curtailment of building activity to the
partial stoppage of new capital for business enterprises*

W prevent money conditions from becoming more stringent during the
season of autunn trade and crop moving, the purchase of Government
securities was considered but it was felt that such action would be
followed immediately by a new outburst of speculative demand for additional
credit which might absorb the credit extended for business uses*

It was finally decided that the policy of maintaining bill rates at
their current levels and purchasing freely bills offered by banks and
dealers would probably put into the market sufficient Federal reserve
funds to meet autunn credit needs, thus preventing a further rise in
commercial money rates*

Effects of 1928 Bill Purchases*

Due to an extraordinarily large volume of bills in the market and
the presence of few other buyers of bills because of the low level of
acceptance rates relative to other open market money rates, the volvme of
acceptances offered to the Reserve banks for purchase has been much larger
than in any previous year and has exceeded the seasonal increase in the
demand for Federal reserve credit, thus tending to cause a reduction of
about 100 million dollars in member bank indebtedness and some easing in
money rates at a time when the demand for credit for speculative use is
as strong as ever before*

Unless conditions change it seems probable that money rates will
continue at present levels, with call money between 6 and 77# for a few
weeks before the holiday currency requirements are encountered. Further,
it seems likely, if present tendencies continue and if the bill portfolio
continues large, that the total indebtedness of member banks after the
return of currency from circulation in January will be reduced temporarily
to 750 millions or less, and the indebtedness of New York City banks may
be reduced to an extent that would be an incentive to expansion of loans

by these banks*
Credit Policy*
Reserve banks may consider three methods to avoid too easy money?
1* Increase bill buying rates*

2* Sale of securities.
3. Dealing directly with member banks*

Federal Reserve Bank of St. Louis
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The question to which the open market should give consideration
is whether sales of Government securities should he made either
immediately or after the first of the year, if it seems wise to continue
the policy pursued in recent months#

As hearing upon the question of continuing the present poliqy
directed toward high money rates, especially for speculative use, the
outcome of the present situation would appear to depend mainly on three
factors and on the timing of these factors:

I« Culmination of expansion of credit for stock speculation*
2* Effect of present money rates cn the volume of business*
3. Effect of present money rates on world money rates and world trade.

1* It is impossible to set a date when stock speculation may culminate*
It is impossible to pass judgment now upon the extent to which the recent
movement is upon a sound economic basis and the extent to which it
represents boom psychology. The question can only be settled by time and
the test of high interest rates.

2. Although rates on commercial loans are 1" to higher than a year

ago, and high©** rates usually react upon business, there is as yet no evidence
that these rates or the condition of the money market have been found
prohibitive to the issuance of all necessary short-term credit for agricul-
tural and business purposes. Industrial activity showed a rapid recovery
early in theyear and has since maintained a higfr level, and commodity

prices have risen moderately.

The high money rates have caused a substantial decline in the flotation
of long-term bond issues, but domestic corporations have continued to obtain
large amounts of new capital, as conditions have been favorable to obtaining
larger amounts through stock issues than in any previous year.

Gives table as to new capital issues of domestic corporations.

3. Present money rates have plainly had a depressing effect on foreign
exchanges and have retarded the flotations of foreign securities in the
market. A relatively small return flow of gold to this country has occurred
during the past two months, and some of the European exchanges have

required support to prevent larger gold shipments. Nearly all countries are
in a much better position than a year ago to protect their exchanges, but
present money rates in this country, if long continued, would probably
force higher rate levels in other markets. The effect of somewhat higher
tl;altes on world trade and new foreign issues in this market are compared
elow:

(Table given).

There does not appear recently to have been any change in the situation

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



which would suggest the desirability of discontinuing the policy pursued
since the early part of 1928*

November 27, 1928!
Governor Young to McGarrah*

IEhe Board is in harmony with the conclusions of the Open Market Committee
report dated Novamber 15f 1928, that for the present at least the policy
should be one of mmarktng time*1

IEe Board further observes that the Committee suggests the System
should be prepared in the event of an emergency, to prevent any undue
stringency of credit, and that it should be the policy of the System to
purchase Government securities if and when it might become necessary to
avoid such credit stringency*

If the Board approves this recommendation it will give approval to
a policy of buying an indefinite amount of Government securities* It does
not care to give this approval for three reasons:

1* It would not be in hamony with expressions and
actions already taken by certain reserve banks*

2* 1t is not prepared at this time to say definitely
that an emergency should be handled by the purchase
of Government securities,or whether other avenues
should be resorted to*

3* It believes that if any real emergency develops in
the country, it might be advisable to have another
meeting of the committee*

During the interim, however, adjustments of temporary credit situations,
which would not be in the nature of serious emergencies, may be advisable
and the Board will hold itself in readiness to act promptly upon written

or telephone request from the committee in an amount not to exceed 25 million
dollars*

November 28. 1928:
Governor Case to Governor Young*

Not material*
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NUVBER AND RESOURCES OF EVBER BANKS OF THE FEDERAL RESERVE

BY CLASSES OF BANKS

=
'I;‘)rl'l
on
o
©
Total
All Member Banks
Number of banks 8.2U6
Total resources $U6,153,113,000
Average resources 5.597.000
National Banks
Nurber of banks 7,192
Total resources *28.332,934.000
Average resources 3,2U0,000
State Bank Members
Number of banks 1,054
Total resources *17,820,179,000
Average resources 16,907,000
DIVISION OF BANK OPERATIONS
JANUARY 2, 1931
/\3/\
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Central reserve
city-
banks

6s
$ll*, 71*7 ,265,000
216.572.000

32
$6, 7,702,000
202,33U,000

36
$8,272,563,000
229,793.000

SYSTEM ON SEPTEVBER 2**, 1930,

Other reserve
city
banks

1*21
$15,676,270,000
37,23b,000

299
$9,825,602,000
32,861,000

122
$5,250,668,000
**7,956,000

Country banks

7,757
$15,729,578,000

2,028,000

6,861
$12,032,630,000
1,754,000

896
$3,696,918,000
U,126,000



Mr. Hamlin

Hot for -publication Dece > 27, 1930

To Federal Reserve Board Subject: Condition of all banks
in United States on

From Division of Bank Operations September 24, 1930.

Total loans and investments of all banks in the United States
(including private banks under state supervision) as reported to the
Federal Reserve Board as of September 24, 1930, aggregated
$57,590,000,000, a decline of $513,000,000 since June 30 and of
$1,25-5,000,000 since October 4, 1929. Member banks reported a de-
cline of $133,000,000 during* the quarter and of $442,000,000 during
the year, while nonmember banks reported declines of $335,000,000 dur-
ing the quarter .ad $804,000,000 during the year.

Loans of all brinks declined $903,000,000 during the quarter and
$2,*436,000,000 during the year. Declines for the year were reported
in all districts and for the quarter in all districts except San Fran-
cisco. As contrasted with the decline in loans, there was an increase
of $385,000,000 in investments during the quarter and of $1,2*41,000,000
during the year ending September 24, increases being reported for all
districts during the quarter and for all districts except St. Louis,
Minneapolis, Kansas City and Dallas for the year.

The Ffigures indicate that the same general trends in both loans
and investments prevailed at nonmember banks as at member banks although
the decline in total loans and investments was nearly twice as large in
the aggregate and about three times as great relatively at nonmember
banks as at member banks. The Ffigures also show that the declines took
place largely in the country districts.

Deposits of all banks declined $2,170,000,000 during the quarter
and $2,396,000,000 during the year while borrowings declined $160,000,000
for the quarter and $950,000,000 for the year. The larger decline in
deposits and borrowings than in loans and investments is due principally
to the fact that exchanges for clearing house for which depositors had
been given credit but which had not been charged to the drawers accounts
were substantially lower on September 24 than on October 4, 1929 and
June 30, 1930.

The summary table attached hereto shows the loans and investments,
deposits and borrowings of all banks and of member and nonmember banks
by districts on September 24, 1930 in comparison with the immediately
preceding quarterly call and the October call of last year.

(St. 6843)
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NOT FOR PUBLICATION

LOANS®, —INVESTMENTS, DNPOS” AND BORROWINGS OF ALL BANKS iMfcHE UNITED STATES,
BY DISTRICTS, ON SEFil BeR 24 AND JUNE 30 , 1930 AND OCHbER 4, 1929.

(in millions of dollars. Figures for nonmember "banks are for the dates indicated
or nearest dates thereto for which available)

Federal All banks Member banks Nonmember banks
Reserve Change since - Change since- Change since -
District Sept.24 Jnne30 Oct. 4 Sept. 24 June30 Oct. 4 Sept.24 June30 Oct. 4

1930 1930 1929 1930 1930 1929 1930 1930 1929
LOANS AND INVESITINTS

Total *7.TOO 518 - 1.245 35.472 _ 183 — 442 2.118 —7Ji5 - so4
Boston 6,871 + O + 5 2,583 — 8 — 51 4,287 + 17 + 56
New York 19,250 —43s + 445 12,003 - 292 +329 7,138 -145 +116
Philadelphia 4,400 — 11 - % 2,737 + B8 - 18 1,672 - #A - T
Cleveland 4,803 + 53 71 3,530 + ;1 + 32 1,364 + 3 -102
Richmond 2.391 8 - 110 1206 + 1 - o3 1,186 — 9 - 17
Atlanta 1,505 — 2 - 213 1,063 — 7 — 9% 453 - 16 - 117
Chicago 7,627 - 28 - 439 4,967 + 3 —150 2,000 - 61 - 288
St. Louis 1,9/ - 38 - 185 1,289 - - g7 bSb - 3B - 9s
Minneapolis 1,447 - 8 - 133 82 + 2 — & 5 - 10 - 43
Kansas City 1,720 — 24 - 182 Il,l6o + 9 - & 5590 - 30 - 95
Dallas 1,096 — 9 - 150 s6s - 2 — 119 28 - 7 3L
San Francisco 4,377 + 2- 118 3,116 + 6 - 17 I*6l - 4 -101
LOANS
Total 0.71*5 903 - 2.4s6 24.738 416  -1,427 14,977 427 AQ0.
Boston 440s - 32 - 100 1,808 23 — 112 250 — 5 + 1
New York 13,500 - 509 - 33 8,505 —319 — 28 4,905 — 191 - 120
Philadelphia 2,753 — 54 - 176 1,814 - 15 — 75 99 — 3P -101
Cleveland 3,223 - 49 - 22S 2,300 - 36 - 119 924 - 13 - 108
Richmond 1,706 24 - 162 882 - 7 103 824 17 - ™
Atlanta 1,123 — 38 as 76S — 23 —1a 30 - 15 - 97
Chicago 5,66s — 96 - 527 3,642 — 40 — 258 2,026 — 55 - 269
St. Louis 1,40 - 45 - 156 g - 11 - 4 1 - 34 - 72
Minneapolis 363 n - 124 515 = 2 3 348 m 10 - 42
Kansas City 1.175 - 34 - 156 741 - 9o - & 434 - 95 - 75
Dallas 830 — 12 - 127 64 - 3 - @ 181 - 8 - 3
San Francisco 3,022 + 1 - 174 2,124 + 15 - 68 88 - 14 - 100
INVESTMENTS
Total 17,875 + 335 +1.241 10,734 + 292 +9% 7,141 + 92 + 256
Boston 2,463 + 41 + 106 775 + 19 + 61 1,638 + a + 45
New York 5,781 + 72+ 784 3,498 + 26 +54s 2283 + 46 + 237
Fniladolphia 1,656 + 43 + 80 922 + 38 + g7 733 + 4 + 23
Cleveland 1,670 + 102 + 156 1,230 + 86 + 150 440 + 16 + 5
Richmond 685 + 16 + 52 P4 + & + 15 361 + 8 + 37
Atlanta 377 + IS + 4 24 + 16 + x a3 1 - 20
Chicago 1,950 *+ So + 39 1,324 + 73 + 108 635 — §5 - 20
St. Louis 55 + 7 29 33 + 11 - 2 145 - 4 _ 27.
Minneapolis 5% + 3 8 3 + 3 - 2 2217 - 6
Kansas City 54 + 13 25 419 + IS - 5 125 — §5 - 20
Dallas 265 + 3 23 a9 + 2 - 20 47 + 1 - 3
San Francisco 1,355 + 2 + 57 992 9 + 51 B3 + 10 + 6
(st. Osu3l3)
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Federal A3.1 hanks Moirbor hanks Nonmcmher hanks

Reserve Change since - Change since- Change since -
District Sept. 21 June30 Oct. b Sopt, 2) June3olOct. D) Sept. St-June30 Oct. 4
1930 1930 11929 1930 1930 11929 1930 1930 1929
DEPOSITS*
Total -2.170 - 2.3¢S 31,339 -1,551 -1,165 20,91)5 319 - 1,231
Boston 6,310 - 12 + 32 2322 - 27 - 39 U.oii + 15+ 71
New York 17,033 -1 j7s - 1,056 10,235S -1,623 - 693 075 - 154 - 353
Philadelphia 3.750) - 22 + 3 2,20 - 20+ 25 iw _ 2 - PR
Cleveland MI3 - 26 - A5 3159 - 2- 5 1,253 - 4 - 150
Richmond 2,212 - 13 _ ~ 1,104 - 1- 38 1,103 17 = 11
Atlanta 1L,DOL - 4o - 169 962 - 32 - 42 WBo - 3- 127
Chicago 7,200 - So- 329 k,3k - a - 162 2607 — 65 - 227
St. Louis 1,813 - 6L - 162 1,051 - a - 4s 666 - 4o - 114
Minneapolis 1,D5B - 7 - 6 376 - - 3 600 7 B
Kansas City 1,229 - 12 - 129 1,192 + 5 - «10 633 - 17 - 119
Dallas 1,06 - 28B- A% 33 - 17- B 25 - 6- P
San FranCisco 1),223 - 37 - 109 299) - 72 - 32 1239 - 15- 77
REDISCOUNTS AND
BILLS PAYABLE
Total 963 - 160 - 950 316 . wm@Q, ML 24 4i 116
Boston 32 - 1k - 71 177 - 13 - 63 15 2 §
New York so - 101 - 205 0O - 97 - 186 10 - 4 _ 19
Phi ladelphia .5 - 239 - 113 77 IS - 75 29 _ 21 _ 33
Cleveland n - 2 - 63 3 - 17 - 81 2 - 5 + 12
Richmond 50 - - 52 26 _ 3- 29 A+ 3 13
Atlanta 6 - 1._ 57 A o+ 2 -57 3 2
Chicago 31 + 15 - 143 50 + 23 - 97 31 3 - 46
St. Louis 60 + 6 - 61 29+ 4-54 32 + 2 - 3
Minneapolis 13 - - ! 5 - - 35 3 + 1
Kansas City 0 - 3 - 23 9 - 3 - 36 11 4 + 3
Dallas 23 6 - 13 13 4+ 5-17 10 + 2 + 4
San Francisco 2 2 - 104 10 - 2 - 9B 11 9
) i
oExclusive of inter-bank deposits.
DIVISION OF BANK OPERATIONS
FEDERAL RESERVE BOARD
DECEMBER 22, 1930. (St. 6343a)
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Form No. 131

FEDERAL RESERVE

Office Correspondence Date December 24, 1920#

To__The Federal Reserve Board Subject;__Payment of Interest to with-
From Mr# Watt- General Counsel. drawing Member Banks#

2—8495

At Mr. Hamlin®s request, | have carefully reviewed and reconsidered
the opinion on the above subject rendered by Mr. Vest under date of. November
13, 1930, holding that a member bank withdrawing from the Federal Reserve
System is entitled to the payment of interest on its cash-paid subscription
to Federal reserve bank stock at the rate of one-half of one per cent per
month from the date of last dividend only when such interest has been earned
during the period since the date of the last dividend, and that, iIf the amount
earned during such period liss been insufficient for this purpose, the member
bank iIs then entitled to only that proportion of the prescribed percentage
which has been earned during such period.

OPINION.

After the most careful and thorough reconsideration, |1 am unable
honestly and conscientiously to reach any conclusion except that Mr. Vest's
opinion is correct and that the same iInterpretation which he places upon the
provisions of Section 9 relating to the amount to be paid to a State member
bank which surrenders i1ts Federal reserve bank stock or is required to do
s0 by the Federal Reserve Board must apply equally to the provisions of Sec-
tion 6 regarding the amount to be paid to the receivers of insolvent member
banks and to receivers appointed by the Comptroller of the Currency for na-
tional banks which cease to transact a banking business without going Into
voluntary liquidation and without a receiver having been appointed therefor
for other lawful cause.

On the other hand, 1 am of the opinion, that under the provisions

of Section 5, any member bank which goes into liquidation or reduces its

VOLUME 209
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capital stock is entitled to receive one-half of one per cent interest since
the date of the last dividend on the amount paid ior the stock surrendered,
regardless of whether or not current eamings are sufficient for tnat pur-
pose; except that the amount refunded shall In no case exceed the hook value
of the stock surrendered.

These conclusions result in certain inequalities; but these iIn-
equalities can he avoided iIn part by paying dividends regularly out of sur-
plus and, wherever possible, cancelling Federal reserve hank stock only
inmediately after the payment of a dividend. Both the blame and the remedy

for such inequalities as cannot he avoided iIn this manner rest with Congress.

DISCUSSION.

I have reviewed Mr. Vest"s opinion with a sincere desire to find,
if possible, some sound basis on which 1 could disagree with his conclusion®
because 1t appears to result in inequalities In some cases. To this e, |
have read every opinion previously written in this oliice on this general
subject; have caused a thorough research to be made oi the debates in Cong-
ress on every provision of the Federal Reserve Act on this suoject and
every amendment thereto; and have myself made a carefuj. study of the re-
sults of such research and of the legislative history of such provisions,

I have also given the entire problem most careful thought for several weeks.
All of this research and study have not only failed to reveal
any sound legal reason for disagreeing with Mr. Vest’s opinion out, on the
contrary, have convinced me beyond a scintilla of doubt that the conclusion
which he reached iIs inescapable.
When 1 first read and approved Mr. Vest’s opinion of November

12, the conclusion which he had reached seemed so clearly correct that |

did not consider it necessary to add thereto another argument In support
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of his conclusion which occurred to me and which seemed to me to he stronger
and more conclusive than any of the arguments contained in his concise opin-
ion. It is this additional and stronger argument which 1 find insuperable

and which is rendered more clearly so by a consideration of the legislative

history of the various provisions of the Federal Heserve Act on tr.is subject

THE LANGUASS CF THE LAS.

Section 9 of the Federal Reserve Act provides that :

“Whenever a member bank shall surrender its stock
holdings iIn a Federal reserve bank, or shall be ordered to
do so by the Federal Reserve Board, under authority of law,
all of its rights and —privileges as a member bank shall there-
upon cease and determine, and after due provision has been
made for any indebtedness due or to become due to the Federal
reserve bank i1t shall be entitled to a refund of its cash
paid subscription with interest at the rate of one-half of
one per centum per month from date of last dividend, jjl-Qarned,
the amount refunded In no event to exceed the book value—of
the stock at that time, and shall likewise ce entitled to
repayment of deposits and of any other balance due from the
Federal reserve bank*"1

The answer to this question does npt depend solely upon the
construction to be given to the words “if eamed” standing alone but upon
the meaning which Congress intended to convey by these word*, as indicated
by the context and by other provisions of the Act dealing with the same
subject or similar subjects*

Mr. Vest has pointed out that the words “if earmed” follow Im-
mediately after the words “from date of last dividend” and that it is
natural and normal to construe them as meaning “if earned since the date
of last dividend''= This is persuasive but not nearly as conclusive as

the effect of the words ““in no event to exceed the book value of the

stock at that time”, which immediately follow the wards “if eamed.”
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Before taking up this more Important point, however, 1 desire to men-
tion two lesser points which appear from a mere reading of the language of
the above provision:

(D The provision that "all of 1ts rights and privileges as a member
bank shall thereafter cease and determine’ clearly dsprize the bank of any
right to dividends, as such; 1t has already surrendered i1ts stock or has been
ordered to do so by the Federal Reserve Board; and, under the provisions of
Section 7, dividends are payable only to "'stockholders™, 1. e., member banks.

(@ The one-half of one per cent per month is expressly designated as

"interest''- not "dividends'.

THE INSUPERABLE OBSTACLE.

The words "‘the amount refunded In no event to exceed the book value
of the stock at that time” are much more Important, and either these words
or the equivalent occur iIn every provision of the Federal Reserve Act dealing
with the surmnder and cancellation of Federal reserve bank stock and the
anount to be refunded therefor. They were incorporated in the Act for the ob-
vious uurpose of preventing any stockholder of a Federal reserve bank from
receiving more than 1ts share of the assets of a Federal reserve bank over and
above the Federal reserve bank*s total outstanding liabilities to depositors
and other creditors. In practical application, they mean that, (I) if the
Federal reserve bank*s capital 1s impaired ( e.g. 10 at the time, a with-
drawing stockholder can receive for his stock only what i1t iIs worth (e.g.
90# on the dollar), regardless of what the earnings of the Federal reserve bank
have been since the date of the last dividend; (2) if the capital has been Im-
paired iIn past years and subsequent eamings have been insufficient to restore

it, the withdrawing stockholder receives only the par value of. the stock minus

the percentage of the net impaiment; and (3 iIf the Federal reserve bank has
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do net eamings on hand, in the form of surplus or otherwise, the with-
drawing stockholder can receive no more than the par value of his stock.

The hook value of the stock, of course, is determined by sub-
tracting from the total value of all the bank*s assets the amount of all
of 1ts lLiabilities to depositors, creditors, and all other persons except
shareholders and dividing the remainder by the number of shares of Its stock
outstanding. If the books are properly kept, and the assets properly valued,
it is equal t the sum of the following Ttems divided by™the number of shares:

1. Paid and unimpaired capital.

2. Unimpaired surplus.

3. Current net eamings or “undivided profits".

The words “the amount refuded In no event to exceed tne book vaxue
of the stock at that time", therefore, are entirely adequate to prevent the
payment of the one-half of one per cent per month from date of last dividend
iT the Federal reserve bank has no surplus and no current net earmings at
undivided profits. If, therefore, the words “if eamed" are construed to
refer not only to current net eamings but also to accumulated eamings for
past years represented by “surplus’, then these words are mere surplusage
and have no practical effect whatever.

Congress has seen fit to place two limitations upon the payment
of the one-half of one per cent interest since the date of the last dividend.

1. The amount refunded shall not exceed the book value
of the stock at the time; and

2. Such interest may be paid only "'iIf eame<J".
Unless the words "'if eamed, are construed to mean current net
eamings accumulated since the payment of the last dividend, the secod-

restriction is deprived of any practical significance.
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It is a well settled rule of statutory construction , which

"is of universal application, and has been repeatedly recognized and stated

by the court3,” that:
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"That construction of a statute iIs to be favored and
must be adopted If reasonably possible, which will give
meaning to every word, clause, and sentence of the statute and
operation and effect to every part and provision of it,"”
@Black ,Interpretation of Laws,2nd Ed*, pe *32, citing a lull
page of authorities printed in small type.)

"A construction which gives to a clause or part of a stat-

ute no function to perform, or makes It a mere unmeaning repeti-

tion of another clause, must be rejected as unsound, If any

other fair or even plausible construction can be found, for it

would impute folly or want of intelligence to the legislature.

For the same reason, no word, clause, or sentence should be con-

strued as unmeaning or mere surplusage, If a construction can

legitimately be found which will give force to and preserve all

the words of the statute.”” @lack, Interpretation of Laws, 2nd

Ed., p- 34, citing State v. Harden , 62 W. Va. 313, 58 S.E.

715; State v. Eontenot,, 112 La. 628, 36 So, 630.)

To construe the words "'if eamed” as referring to net eamings since
the date of the last dividend gives them a meaning different from the words,
"the amount refunded In no event to exceed the book value of the stock at
that time'"; because, <0 construed, they prevent the payment of 172 of \jo
interest since the date of the last dividend if such interest has not been
earned since that date, even though the book value of the stock is greatly
in excess of the amount paid for i1t. This construction, therefore, must
be adopted in preference to a construction which would deprive the words
"if eamed'" of any practical, effect. If 1t results iIn Inequities, that
is unfortunate; but the fault lies with Congress and we must look to

Congress for the remedy.
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LEGISLATIVE HISTORY,

The legislative history of the various provisions of the Federal Re-
serve Act goverming the cancellation of Federal reserve bank stock and the
anount to be refunded for It conclusively demonstrates that Congress attached
a special significance to the words Iif earnedI and intended them to have
a meaning different fron, and an effect iIn addition to, the meaning and effect
of the words '‘the amount refunded In no event to exceed the book value of the
stock at that time."

A concise analysis of the provisions of Sections 5, 6 and 9 bearing
upon this subject and of their legislative history is attached hereto as'Ex~
hibit A’, and a more detailed report of an exhaustive research into the legis-
lative history of these provisions by Mr. S.E. Seitz, law Clerk in this office,
iIs attached hereto as "Exhibit B'." A careful examination of these exhibits 1is
respectfully invited.

The original Federal Reserve Act contained three different provi-
sions dealing with the cancellation of Federal reserve bank stock, and these
three provisions covered the following four classes of cases; -

. 1. Voluntary liquidation of a member bank. (Sec. 5.)
2. Reduction of capital stock by a member bank. (Sec. 5.)
3. Insolvency of a member bank; (Sec. 6) and
4* Expulsion of a State member from the Federal Reserve System.(Sec.9)
All three of these provisions of the original Federal Reserve Act
contained the words 'not to exceed the book value thereof' or the equivalent,
but only one of them, the provision of Section 9 dealing with the expulsion of
State member banks, contained the words "if earmed."

As amended to date, the Federal Reserve Act contains four provisions
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dealing with the cancellation of Federal reserve bank stock, and these four
provisions cover the following six classes of cases;

(O -Voluntary liquidation by a member bank. (Sec. 5.)

(@ Reduction of capital stock by a member bank. (Sec. 5.)

) Insolvency of a member bank. (Sec. 6.)

@) Appointment of a receiver for a national bank which ceases to
transact a banking business.(Sec. 6.);

(®) Expulsion of a State member bank; (Sec. 9) and
(®) Voluntary withdrawal of State member banks from the Federal Re-
serve System. (Sec*9) .

All of these provisions, except the provision of Section 5 dealing with
the voluntary liquidation of a member bank and the reduction of capital stock
by a member bank, which has never been amended, now contain the words “if
earnedll. The words, “iIf earmed"lhave been iInserted or carefully retained
in the Act every time any provision of the Act pertaining to the surrender of
Federal reserve bank stock has been amended™

Such an amendment was enacted as late as the spring of this year,

after every Federal reserve bank had accumulated a surplus large enough to
enable 1t to pay dividends for many years, and at a time when it was already
apparent that the current earnings for the year probably would not be sufficient
to pay dividends.

I refer to the Act of April 23, 1930, which amended Section 6 so
as to authorize the Comptroller of the Currency to appoint a receiver for any
national bank which should cease to transact a banking business without going
into voluntary liquidation and without a recelver having been appointed

therefor for other lawful cause. The Board recommended such an amendment

and transmitted with 1ts recommendation a draft of a bill prepared by thisoffi.ee.
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The bill divided the section Into three paragraphs* The first para-
graph contained the exact text of the first sentences of Section 6 of the
Federal Reserve Act as originally enacted without any changes whatsoever and
dealt solely with the cancellation of Federal reserve bank stock held by a
member bank for which a receiver had been appointed on grounds of insolvency*
The second paragraph provided for the appointment of a receiver for a na-
tional bank which ceases to transact a banking business and for the cancella-
tion of 1ts Federal reserve bank stock and the reftind of the amount due thereon™
The third oaragraph correspondend to the second (and last) sentence of Section
6 as originally enacted but made appropriate changes in the provision regard-
ing the resulting reduction in the capital stock of the Federal reserve bank.
In both the first and second paragraphs the provision regarding the amount to
be paid for Federal reserve bank stock to be cancelled contained the words
“not to exceed the book value thereof’, but neither of them contained the
words ““if earnedil

The bill was introduced in both Houses of Congress and passed the
Senate iIn the form prepared by this office; but the Conmittee on Banking and
Currency of the House of Representatives tecommended that the House bill be
amended by inserting the words “if eamed” iIn both the first and second para-
graphs, explaining that ;

“These amendments are what may be considered as clarifying
amendments and make the wording of the bill more specific. “

The House passed the bill with these Committee amendments and sub-
sequently the Senate Conmittee on Banking and Currency favorably reported the
House bill and it was passed by the Senate, and signed by the President in
lieu of the Senate bill, which had previously been passed by the Senate

without these amendments.
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It might 'ke argued that the characterization of these amendments
as "‘clarifying arendments' by Mr. McFadden in the report submitted by him
on behalf of the Committee on Banking and Currency indicates that the Cdnmit-
tee thought that they merely repeated and made more specific the meaning of the
words "not to exceed the book value thereof”, which had been iIn Section 6,since
1t was originally enactedj but -

(1) The necessity of explaining the effect of technical

amendments or amendments the effect of which it is
desired to conceal has so often been avoided by the
device of calling them "clarifying amendments'" that
small significance will be attached to such a charac-
terization by informed persons;

(@ If they have any meaning at all, the words "'if eamed",
have a very different meaning from the words "not to
exceed the book value thereof™']j they cannot possibly
have the same meaning as applied to a federal reserve bank
with an impaired capital; and

(A To deprive them of any meaning whatever would violate
the universally accepted rule that, iIf possible, every
word In a statute must be given some meaning and effect.

It would be gbihg entirely too far to assume that the Banking and Cur-
rency Committee recommended this amendment to the Bill and that Congress adopted,
it merely to provide for a remote contingency which was already provided for
adequately by the words "not to exceed the book value thereof’. Unlless such
an improbability is assumed, the words "if earmed” must be construed to refer
to current earmings and not to eamings for previous years which have been

covered into the surplus.

THE RESULTING- HITEQUITIES.
I attach no importance to Mr, Vest*s argument that, If the words
"if earmed” were construed as referring to accumulated earnings for past years

carried In the surplus account, the Federal reserve bank would be required to
pay one-half of one per cent per month t a bank which withdrew after being
a member only during years when there were no net eamings, and that this

.org/
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would be inequitable. On the contrary, |1 think the equities are all on the
other side, and 1 would prefer to see Mr. Vest*s opinion overruled if 1
thought 1t could be done legally.

The greatest inequity results from the fact that Section 5 requires
every bank applying for Federal reserve bark stock after the organization
of the Federal reserve bank to pay therefor “its par value plus one-half
of one per centum a month from the period of the last dividend;** and a
bank which joins the System and remains a member only during a period of
lean eamings may have to pay more than par for its stock and, upon with-
drawingtmay not only lose all iIncome on its investment but may actually
receive for its stock less than it paid for it. This would be a real injus-
tice, especially if the Federal reserve bank had a large surplus accunulated
prior to the time such bank joined the System; but It would be no more of an
injustice than that suffered by a bank which buys Govermment bonds bearing
a low rate of interest and later finds It necessary to sell them at a time
when the market value is less than par.

Another apparent injustice results from the fact that, under a ruling
of Attormey General Dougherty, which is absolutely binding on the Board until
reversed or overruled by a later Attorney General , or by a court, it is held
that Federal reserve banks may pay dividends out of surplus when current net
eamings are not sufficient for that purpose, and a member bank withdrawing
between dividend periods can not be paid interest out of surplus although
banks remaining in the System will receive dividends out of surplus covering
the save period. X have serious doubts as to the soundness of that ruling of
the Attormey 3-eeral, howvever, and I believe that, under his ruling, this
inequity can be avoided by paying dividends every six months (out of sur-
plus If necessary) and cancelling no Federal reserve bank stock excent

inmediately after the payment of a dividend.
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I doubt the soundness of the Attorney General*s opinion and of the
opinion of my predecessor upon which it Is based because:
(@ They are based very largely on grounds of expediency;

(@ They give no consideration to the title of Section 7,
‘Division of Eamings', which implies current net earn-
ings and not past earnings previously carried to sur-
plus account;

(3) They ignore the fact that, iIn providing for the disposi-
tion of "eamings'’, Section 7 specifically refers to
those™or the year ending December thirty-first, nine-
teen hundred and eighteen;;

(@ They overlook or ignore the fact that Section 7 provides
that, ""Thereafter ten per centum of such net eamings
shall be paid into the surplus”, and, iIf the word "‘eamings’
refers to accunulated eamings for past years as well as
net eamings for the current year, it would be necessary
to carry to the surplus account an amount equal to 10 per
cent of the surplus already accumulated as well as 10 per
cent of the net earmings for the current years.which iIs
absurd; and

(G) They argue that the provision for the payment of cumulative
dividend requirements out of the surplus of a Federal re-
serve bank which is dissolved or goes into liquidation
indicate that Congress intended that dividends should be
paid out of surplus when current net earnings are insuffi-
cient ; whereas it could be argued with equal or greater
force that, if Congress had contemplated that dividends
should be paid out of surplus while a Federal reserve bank
continues In business, the provision for payment of divi-
dends out of the surplus of a Federal reserve bank which is
dissolved or goes into liquidation would have been entirely
unnecessary and utterly meaningless, especially in view
of the fact that the provision for payment of "‘an annual
dividend" and the provision that such dividend "'shall
be cunulative" are both mandatory, and such dividends must
be paid If there are any "eamings' above necessary expenses
out of which to pay them.

For these reasons, and also because they deal with entirely
different language, 1 have not considered that the reasoning of the Attorney
General*s opinion or that of the BOard*s General Counsel on the payment of

dividends out of surplus are entitled to much weight in considering the
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main question dealt with iIn this opinion and In Mr. Ve8t*s opinion of Novem-
ber IS.
THE WAY OUT OF THE DILEMVA.

Since the Attormey General has ruled that dividends may be paid
out of surplus when current earnings are insufficient; since an Executive
Order issued by President Wilson, which is still in effect, declares that
opinions of the Attormey General shall be binding on the Department request-
ing them; and, since the provisions of Section 7 with regard to the payment
of “annual dividendsl apparently are mandatory, it would seem that the iIn-
equities resulting from the inclusion of the words ““if earned” In Sections
6 and 9 could be avoided 1If (I) dividends were paid every year as long as
the surplus is sufficient and (2) Federal reserve bank stock held by member
banks which voluntarily withdraw from the Federal Reserve System, or are
expelled from the Federal Reserve System or are placed in the hands of re-
ceivers were only cancelled immediately following the payment of a dividend.

Banks voluntarily withdrawing can time the eliective dates of
their withdrawals, and receivers of member banks can time their applica-
tions for cancellation of Federal reserve bank stock, so as to accomplish
this. It might not always be possible for the Board to time the forfeiture
of membership of State banks which violate the law so0 as t accomplish the
same thing; but banks which violate the law are not entitled to very much
consideration.

Any doubts as to the legality of the payment of dividends
out of surplus could be eliminated and the principal difficulty dealt with

in this memorandum could also be eliminated by obtaining an amendment to
the law, at an appropriate time, which would add the following provision

at the end of Section 7 of the Federal Reserve Actj
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“The six per cent dividends herein provided for
and iInterest at the rate of one-half of one per cent
per month on stock cancelled pursuant to Sections 5,
6 and 9 of this Act, may he paid out of surplus when
the current net eamings are insufficient for that

purpose, and all ouch payments heretofore made are
hereby ratified; hut no such dividends or interest

shall he paid when such payment would impair the
capital of the Federal reserve hank. “

It ought to he easy to slip this through Congress as a ‘clari-
fying amendment®, especially if coupled with the much-agitated —for
amendment giving .menber hanks a greater participation in the eamings
of Federal reserve hanks.

A much better way to obtain its enactment would he t lay the
entire situation frankly before Congress and request the enactment of

the above amendment on grounds of faimess and decency.

CONCLUSION.

IT the above opinion contains any crudities of form or expres-
sion, | respectfully beg the Board’s indulgence. It was written
in long hand between the hours of six p.m. December 23 and four a.m.
December 24, and 1 shall not have time to revise it before it iIs type-
written in final form. The reasoning and the conclusions reached are not
the result of hasty work but of careful research and mature delibera-
tion extended (with many interruptions) over a period of several weeks.

Respectfully,

Walter Yfyatt

General Counsel

W OMC
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Form No. 131 #
FEDERAL RESERVE

Office Correspondence == Date. Dect# 19»1930
To Mr¥# Wyatt . Subject:.__Legislative history re

words "'if eamed” as used iIn
From _Mr# Seitz ... ..... -- Federal Reserve Act#

2—8495

I have read the Committee reports and debates in Congress on the original
Federal Reserve Act (H#R# 7837- 1st and 2nd Sessions, 63rd Congress) for any
discussions or remarks which might throw some light upon what Congress intended
the scope or meaning to be of the words "iIf eamed”, as they are now used iIn
the paragraph of Section 9 dealing with the payment of iInterest to withdrawing
member banks; but I was unable to find anything in this connection. Accordingly,
in the hope that these words might have been discussed when Congress was oconsid™
ering the amendments of June 21,1917 (K,R, 3673-Ist Session, 65th Congress) and
April 23,1930 (H.R#6604-2d Session, 71st Congress), | also read the debates and
comittee reports on these amendments, but here too I was unable to find any-
thing of any value#

In view of the above and in view of the fact that other provisions of the
Federal Reserve Act (Sections 5 and 6) are somewhat related to the paragraph of
Section 9 which was the subject of the above legislative search, iIn that they
prescribe the rate of refund to a member bank In case it reduces its capital
stock or voluntarily liquidates or becomes insolvent, 1 have set out below,with
such explanations as are possible, the different wordiig of these sections be-
ginning with the time the original Federal Reserve Act was enacted, each section

being covered separately:
SECTION 9,

The present paragraph of Section 9, which contains the words "'if eamed”,
reads as follows:

"Whenever a member bank shall surrender i1ts stock holdings iIn a Federal
reserve bank, or shall be ordered to do so by the Federal Reserve Board,
under authority of law, all of i1ts rights and privileges as a member
bank shall thereupon cease and determine, and after due provision has
been made for any iIniebtedness due or to become due to the Federal re-
serve bank 1t shall be entitled to a refund of its cash paid subscrip-
tion with interest at the rate of one-half of one per centum per month
from date of last dividend, if earned, the amount refunded In no

event to exceed the book value of the stock at that time, and shall
likewise be entitled to repayment of deposits and of any other bal-
ance due from the Federal reserve bank#"

The paragraph of the original Federal Reserve Act in which these words
first appeared read as follows:

"IT at any time it shall appear to the Federal Reserve Board that a
member bank has failed to comply with the provisions of this section
or the regulations of the Federal Reserve Board, it shall be within
the power of the said board, after hearing, t require such bank to
surrender iIts stock in the Federal reserve bank; upon such surrender
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Ithe Federal reserve bank shall pay the cash-paid subscriptions

t the said stock with iInterest at the rate of one-half of one

per cent*am per month, computed from the last dividend®* if earned,
not to exceed the book value thereof, less any liability to said
Federal reserve bank, except the subscription liability not pre-
viously called, which shall be canceled, and said Federal reserve
bank shall, upon notice from the Federal Reserve Board, be required
to suspend said bank from further privileges of membership, and
shall within thirty days of such notice cancel and retire 1ts stock
and make payment therefor in the manner herein provided,"

Except for minor differences, the pertinent provisions of the parar
graph of the original Federal Reserve Act above quoted read the same as tie
provisions of the paragraph of the bill which was reported out by the so-
called "administration”™ section of the Senate Banking and Currency Commit-
tee, and they read precisely the sane as the provisions of the paragraph which
was agreed upon by the committee of conference on the disagreeing votes of the
Senate and House™

Howvever, the bill as reported out by the House Committee and as
passed by the House contained language which was materially different from
that as reported out by the Senate Conmittee and as passed by the Senate,
and the following will show the respects iIn which the bill was changed by
the Senate, the parts shown iIn capital letters representing new matter im
serted and the parts canceled representing matter stricken out:

"IT at any time 1t shall appear to the Federal Reserve
Board that a banking association or trust company organized
under the laws of any State or of the United States ARB HAVING
BECOME A MEMBER BARK has failed to comply with the provisions
of this section or the regulations of the Federal Reserve Board,
1t shall be within the powdr of the said board, AFTER HEARING,
to require such banking association or trust company to surrender
1Its stock In the Federal reserve bank; iIn-whieh-i1t-helds-eteek
upon reeeiving-frem such SURRENDER THE Federal reserve bank
SHALL PAY the cash-paid subscriptions to the said stock i1a-euF-

WITH INTEREST AT THE RATE OF ONE-HALF OF ONE PER CENTUM

PER MONTH, COMPUTED FROM THE LAST DIVIDEND, IF EARNED, NOT TO EX-
CEED THE BOOK VALUE THEREOF, LESS ANY LIABILITY TO SAID FEDERAL
RESERVE BANK, EXCEPT THE SUBSCRIPTION LIABILITY NOT PREVIOUSLY
CALLED, WHICH SHALL BE CANCELED, and said Federal reserve bank
shall, upon notice from the Federal Reserve Board, be required
to suspend said banking association or trust company from further
privileges of membership, and shall within thirty days of such
notice cancel and retire i1ts stock and make payment therefor in
the manner herein provided* ™
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From the above, it will be seen that the bill as reported to
and passed by the House gave the Board the power to expel a member bank
for infractions of the Federal Reserve Act or the Boardfs Regulations,
and that where an expulsion was necessary the member bank was only to
be entitled to receive i1ts “‘cash-paid subscriptions'”. It was not until
the bill had been amended by the Senate Committee that an expelled bank
was to be entitled to receive, iIn addition to i1ts paid subscription,
"interest at the rate of one-half of one per centum per month, computed
from the last dividend, iIf eamed, not to exceed the book value thereof.
This language was also adopted by the so-called Conference Conmittee
and remained unchanged when the bill was finally passed.

It will also be seen that neither the House, Senate or Confer-
ence bill nor the bill as finally enacted contained any provisions
covering the voluntary withdrawal of member banks. Congress did not
legislate specifically upon this point until the Act of June 21, 1917,
and in enacting this arendrent, the provisions in the original paragraph
relating to the payment of interest on stock which a member bank had
been forced to surrender were struck ouf with the result that the para-
graph then dealt only with the power of the Board in cases of a non-
compliance with the law or regulations. The provisions relating to the
payment of interest in such cases were transposed to a new paragraph
which covered also the voluntary withdrawal of member banks, and the
language dealing with such iInterest payments read substantially the
sare as that originally used. As thus amended, the pertinent provisions
of this paragraph read as follows, the parts underlined representing
new matter:

"Whenever a member bank shall surrender its stock hold-
ings iIn a Federal reserve bank, or shall be ordered to
do so by the Federal Reserve Board, under authority of
law, all of 1ts rights and privileges as a member bank
shall thereupon cease and determine, and after due pro-
vision has been made for any indebtedness due or to become
due to the Federal reserve bank it shall be entitled to
a refund of its cash-paid subscription with interest at
the rate of one-half of one per centum per month from
date of last dividend, 1T eamed, the amount refunded iIn
no event to exceed the book value of the stock at that
time, and shall likewise be entitled to repayment of de-
posits and of any other balance due from the Federal re-
serve bank.h

As stated above, Section 9 was amended by the Act of April 23,
1930, but the applicable portion of this act only amended the paragraph
in which the words "if eamed” appeared in the original Federal Reserve
Act and did not affect the paragraph In which these words now are found;
ad, as no discussion of these words was found in the debates on the
arendment, It accordingly, is not necessary further to consider this
amendment.
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SECTION 5

This section iIs related to somne extent to Section 9 In that
It prescribes the amount to which a member bank iIs entitled in case
it reduces its capital stock or goes into voluntary liquidation. The
words it earmed,” however, do not form a part of this section, and the
pertinent provisions of the section, which has not beai amended since
the time of i1ts original enactment, read as follows:

"When a member bank reduces i1ts capital stock 1t shall
surrender a proportionate amount of its holdings iIn the
capital of said Federal reserve bank, and when a member
bank voluntarily liquidates it shall surrender all of iIts
holdings of the capital stock of said Federal reserve

bank and be released from its stock subscription not pre-
viously called. In either case the shares surrendered shall
be canceled and the member bank shall receive iIn payment
therefor, under regulations to be prescribed by the Federal
Reserve Board, a sum equal to Its cash-paild subscriptions
on the shares surrendered and one-half of one per centum

a month from the period of the last dividend, not to exceed
the book value thereof, less any liability of such member bank
to the Federal reserve bank*M

The above quoted provisions are precisely the sare as those agreed
upon by the so-called Conference Committee and are substantially the same
as those reported out by the so-called "“administration’ section of the
Senate Banking and Currency Committee. The provisions as reported out by
the House Conmittee, however, were materially different from those report-
ed by the Senate Committee, and the following will show the nature of the
differences, the parts iIn capital letters representing material which was
inserted by the Senate Committee?

"In case a member bank reduces i1ts capital stock it shall
surrender a proportionate amount of 1ts holdings

in the capital of said Federal reserve bank, and in case a
member bank goes into voluntary liquidation 1t shall surren-
der all of its holdings of the capital stock of said Federal re-
serve bank AND BE RELEASED FROM ITS STOCK SUBSCRIPTION NOT
PREVIOUSLY CALLED, In elther case the shares surrendered
shall be canceled said such member bank shall receive in pay-
ment therefor, under regulations to be prescribed by the Fed-
eral reserve board, a sum equal to its cash paid subscriptions
on the shares surrendered AND ONE-HALF OF ONE PER CENT A MONTH
FROM THE PERIOD OF THE LAST DIVIDEND, NOT TO EXCEED THE BOOK
VALUE THEREOF, LESS ANY LIABILITY OF SUCH MEMBER BANK TO THE
FEDERAL RESERVE BANK*1

SECTION 6
This section is also related to Section 9 iIn that it prescribes
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the amount t© which & member hank becomes entitled when 1t becomes i1nsolvent.
The words "'iIf earmed” now form a part of this section and the pertinent pro-
vision of the section, as it ..as amended by the Act of April 23, 1930, reads

as follows:

"IT any member bank shall be declared insolvent and a
receiver appointed therefor, the stock held by it in

said federal reserve bank shall be canceled, .vithout
impairment of 1ts liability, and all cash-paid sub-
scriptions on said stock, with one-half of 1 per centum -
per month from the period of last dividend, If eamed,

not to exceed the cook value thereof, shall be first
applied to all debts of the insolvent member bank to

the Federal reserve bank, and the balance, if any,

shall be paid to the receiver of the iInsolvent bank."

Bogpt for the words "if eamed”’, the above quoted provision is
precisely the sare as that contained iIn Section 6 of the original Federal
reserve ct and In Section 6 of the draft of the bill as recommended by the
so-called Conference Comittee; and the only difference between the bill
as recommended by the Conference Committee and by the Senate Conmittee on
Banking and Currency is that the former inserted the phrase "without Im-
pairment of 13 liability” between the words ‘‘canceled” and “and”. The
bill as reported out by the House Committee and as passed by the House,
contained language which was materially different fron that as reported
out by the Senate Committee, and the following will show the respects iIn
which the bill was changed bt, the Senate, the parts 3hown iIn capital
letters representing new matter and the parts canceled representing
matter stricken out:

"Skat-if IF any member bank shall BE
DECLARED insolvent and a receiver be gyointed-?- THEKEFOE,
the stock held b, 1t In said Federal reserve bank shall
be canceled, and ALL CASH-PAID SUBSCRIPTIONS OH SAID STOCK,
ATl GEE-HALF OF QVS PEL CELTCM HO:,! THE PEKIOD OF LAST
DIVIDEND, EOT TO EXCEED THE BOOK VALUE THEREOF, the-bal-

eubeea?iptiene SHALL BE FIRST APPLIED TO all debts due-by
et’eh OF THE insolvent 1IBVBSL bank to said THE Federal
reserve bank, AVD THE BALANCE, IF AWY, shall be paid t
the receiver of the insolvent bank."

As stated above, the words "'iIf earned” were made a part of Sec-
tion 6 by the Act of April 22, 1930, and for that reason the debates iIn
Congress were read in the hope that some explanation might have been made
as to why these words were included in this particular section; but
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nothing along this line was found. Incidentally, the Board
itself recommended that this particular section be amended,

but 1t appears that it was concerned mainly in amending this
section and Section 9 in such a way that It could force the sur-
render of Federal reserve bank stock by member-banks which have
discontinued banking operations but which have not gone iInto
liquidation and/or for which a recelver has not been appointed™
In s0 far as the words Mif eamed are concermed, the effect
of this amendment on Section 9 has already been considered and
with reference to Section 6, the Board, In order that It might
secure the passage of legislation of the kind it had in mind,
prepared a draft of an amendment to accomplish this purpose
and forwarded it to Congress with letters addressed to the
Chairmen of the Banking and Currency Comittees* The words "'if
eamed'’, however, do not appear In any of these drafts and no
mention of them is made iIn the letters which the Board sent to

Congress,

k bill conforming to the Board*s recommendations
was introduced in the House and these words were not included
therein, Y/en the bill went to the Committee, however, the words
were inserted, and in making its report to the House, the Commit-
tee had the following to say regarding their inclusion:

"The Committee on Banking and Currency, to whom
was referred the bill (- R* 6604) to amend sections 6
and 9 of the Federal reserve act, and for other pur -
poses, having considered the same, report favorably
thereon with the recommendation that the bill do pass
with the following amendments:

"Page 2, line 1, after the word “dividend,*
insert the words *if earned,”

"Page 2, line 18, after the word ’dividend,”
insert the words "if eamed, ™™

"These amendments are what may be considered as
clarifying amendments and make the wording of the bill
more specific,”
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The Senate Committee, iIn reporting the bill, concurred in
the recommendations of the House Committee and used the same language
in explaining why the words were included. These words, of course,
were included in the bill as it finally passed.

SUMMARY

Summing wp, therefore, it may be said that the words "if
earmed” have been iIn Section 9 ever since the Federal Reserve Act was
originally enacted, although prior to the amendment of June 21, 1917,
they were a part of a paragraph which is different from the paragraph
in which they are now included and which covered the payment of iInterest
only to banks which were forced to surrender their Federal reserve bank
stock because of expulsion. The amendment of June 21, 1917, gave banks
the right t interest also when they voluntarily withdraw from member-
ship.

The words ’iIf eamed’ have never appeared as a part of Section 5.

The words ""if eamed” did not become a part of Section 6 until
the amendment of April 23, 1930.
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All banks applying for Federal reserve bank stock must pay par value of

stock plus V2 of one per cent per month from date of last dividend.
(Sec. 5, original Act).

Voluntary Liquidation or Reduction of Capital Stock

(Sec. 5, Original Act - Never amended)

When a member bank reduces its cap- In either case, the shares of stock
ital stock it shall surrender a shall be canceled and the member bank
proportionate amount of its Fed- shall receive iIn payment therefor,
eral reserve bank stock. under regulations to be prescribed

by the Federal Reserve Board, a sum

When a member bank voluntarily liqui- equal to its cash-paid subscriptions

dates it shall surrender all of its on the shares surrendered and "'I/2
Federal reserve bank stock of 1% a month from the period of the
last dividend, not to exceed the book
value thereof, less any liability of
such member bank to the Federal reserve
bank.
(Words "if eammed'” never iIn this section)

Insolvency Member Bank - National bank ceasing to do banking business

"c" 6 Original Act. Not amended except by Act of April 23, 1930.)

The Original Act referred only to insolvency of member banks and provided

that, upon insolvency and appointment of receiver Federal reserve bank
stock shall be canceled "and all cash-paid subscriptions on said stock,
with 172 of 196per month from the period of last dividend, not to ex-
ceed the book value thereof, shall be Ffirst applied to all debts of the
insolvent member bank to the Federal reserve bank, and the balance, if
any,shall be paid to the receiver of the insolvent bank."” (Words "If
earned” omitted from this section of original Act.)

Act of April 23, 1930

1. Inserted words "'if earmmed” In provision regarding insolvency.

2. Provided for appointment of receiver when national bank ceases
banking operations for 60 days, and that Federal reserve bank stock
shall be canceled, "'and said national bank shall receive In payment
therefor, * * * a sum equal to Its cash-paid subscriptions on the
shares canceled and 1/2 of 1% a month from the period of the last
dividend, If eamed, not to exceed the book value thereof, less
any liabiliW oz such national bank to the Federal reserve bank.™

Federal Reserve Bank of St. Louis



Expulsion or Voluntary Withdrawal of State Member Bank.-
(Sec. 9, as amended June 21, 1917, April 17, 1930,
and April 23, 1930.)

The Original Act made no provision for the voluntary withdrawal of State
banks from the Federal reserve system but provided only for their expul-
sion for violations of the provisions of the Act or the BoardTs regula-
tions. "Upon such surrender the Federal reserve bank shall pay the cash-
paid subscriptions to the said stock with interest at the rate of one-
half of one per centum per month, computed from the last dividend,
if earned, not to exceed the book value thereof, less any liability,” etc.

The Act of June 21, 1917, provided for the voluntary withdrawal of State
member banks, struct out the above quoted provision regarding expulsion
and, iIn lieu thereof, provided that, "Whenever a member bank shall sur-
render 1ts stock holdings in a Federal reserve bank, or shall be ordered
to do so by the Federal Reserve Board, * * * i1t shall be entitled to a
refund of its cash-paid subscription with interest at the rate of one-
half of one per centum per month from date of last dividend, if earned,
the amount refunded In no event to exceed the book value of tne stock

at that time. * * *_"

The textual changes made by this amendment may be indicated as follows:

"* * * the-Federai-Reserve-Bank-ehaii-pay-the

it shall be entitled to a refund of its cash-paid
subscriptione-%e-%he-eaid-e%eek with interest at
the rate of one-half of one per centum per month
eereputed from date of the last dividend, if earned,
net the amount refunded iIn no event to exceed the
book value thereof of the stock at that time * * *

The Act of April 17, 1930, authorized the Federal Reserve Board,
in 1ts discretion to waive the six months®™ notice of the voluntary with-
dranal of State member banks and the Act of April 23, 1930, authorized
the Board to expel State member banks which cease doing a banking busi-
ness without a receiver or liquidating agent having been appointed there-
for: but neither of these amendments changed the language quoted above.
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account
Januaiy gAa
February ol
March 1,210
April 1.557
May 1,665
June 1,531
July 1,631
August 1,659
September 1,676
October 1.675
November 1.357
December 1,266
o
account
Jen. S 886
5 . 553
22 814
29 83
Feb., 5 928
12 924
19 9b2
26 053
Mar. 5 1,006
12 1,146
19 1,26b
26 1,424
Apr. 2 1,567
o) 1,671
16 1,503
3 1,568
0 1,695
May 7 1,611
v 1,618 .
21 1,655
28 1.777
June 4 1,911
11 1.799
IS 1,850"
25 1,765
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Per
cent

26.4
25.3
26 .1
24.6

Averages
Corres.
banks
362
971
1,100
1.123
1,062
917
47
692
70
537
635
339
weeks
Correzsy Per
banks cent
824 24_6
277 26.1
874 26.1
875 26.1
927 27.2
989 28.7
oS7 28.3
980 28.1
1.032 28.8
1.079 29.0
1.171 30.6
1,118 29.2
1,10H 27.8
1,184 2.7
1,230 29.8
1,213 28.7
1,183 27.7
1,123 ?7.6
1.069 26.7
1.069 26.6
988 26,5
995 2U.3
1.053- 26.3
906 23.9
713 20.9

(Continued on following page)

Total
banks

1,706

1,913
2,310
2.760
2,727

2.76S
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2,351
2,426
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1,710
1,730
1,688
1,698

1,855

1,913
1.969
1.933

2,038
2,225
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2,562

2.651
2.655
2.733
2,781
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2,736
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2,765
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2,756
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others
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1.376
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798
748

458
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To
others
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1,653
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1.536

1.565
1.556

1.565
1.696
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1.397
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Total

3,351
3.659
3.761
6.115
6.030

3,825
3,22b
3.150
3.176

2,769
2,249

2,013

Total
3,352

3.361
3,345

3 607

3,650
3.696
3,689

3.583
3.720
3.861
3.820

3.968

3.996
4,124

6.217
6.276

6,076

6,007
6,015
4,022
4,101

3.787
3.61b



#
own Per Corres . Per Total Per To Per
1 account cent banks cent banks cent others cent Total
July 2 1,710 53.1 654 20.3 2.364 73.4 856 26.6 3,219
9 1,563 48.8 760 23.7 2,323 725 830 27.5 3,203
16 1.596 Uo.2 79 24.7 2,395 73.9 847 26.1 3.243
23 1,619 50.2 7 240 2305 742 82 25.8 3.226
30D 1.669 51.7 745 23.1 2,414 748 814 25.2 3.228
Auig. 6 1,719 53.5 69H 21.6 2.413 751 801 24.9 3.214
13 1,646 52.2 705 223 2,351 74.5 804 25.5 3.155
2 1,007 51.4 71U 2.8 2,321 74.2 807 25.8 3,128
27 1.665 53.7 655 211 2,320 74.8 732 25.2 3.102
Sept.6 1.721 55 A 620 199 2.341 75.3 768 24.7 3,110
10 1,614 51.4 770 245 2,334 7549 79 24.1  3.143
17 1.649 51.2 826 25.6 2 475 16.8 746 23.2 3,222
2 1,721 53.1 782 24.3 2503 T77.7 719 22.3 3,22
Oct. 1 1.S3* 59.9 602 19.6 2.436 79.5 627 20.5 3.063
8 1.740 59.9 555 19.1 2.295 79.0 610 21.0 2,905
15 1.702 6i.s 51U 18.7 2,216 80.5 536 19.5 2,752
2 1.590 60.8 511 19.6 2,101 80.4 512 19.6 2,613
29 1,510 60.1 502 20.0 2,012 80.1 500 19.9 2.512
Nov. 5 1,512 61.6 469 19.1 1,981 80.7 473 19.3 2,454
12 1335 59.7 451 2.2 1.736 799 449 20.1 2.235
19 1,292 50.1 439 20.1 1.731 79.2 455 20.8 2,185
26 1,288 60.7 380 17.9 1,66s 78.6 455 21.4 2,122
Dec. 3 1,296 61.4 373 17.7 1,669 79.1 442 20.9 2,111
10  1.269 60.5 400 19.0 1669 795 430 20.5 2,099
17 1,184 58-9 305 19.7 1.579 73.6 4N 21.4 2,008
24 1,262 65.8 2N 15.3 1,556 81.1 363 18.9 1,920
31 1,321 68.6 235 12.2 1556 80.8 370 19.2 1,926
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