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. BOARD OF GOVERNORS .
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date__August 5, 1941
To The Files Subject:

From Mr, Coe

mae

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 213
of Mr. Hamlin's scrap book and placed in the Board's files:

VOLUME 213

Page 15 - Memo to Mr. Hamlin from Mr. Vest re Separate Savings Depart-
ments of National Banks.

Page 20 - Changes in Loan Account of Weekly Reporting Member Banks in
New York City. (Typed table)

Page 24 - Changes in U.S. Security Holdings of the Federal Reserve
Banks and in Monetary Gold Stock by Months from August to December
1927.

Page 26 - Memo to Mr. Hamlin from Mr. Smead re brokers' loans.

Page 28 - Memo to Mr. Hamlin from Mr. Goldenweiser re Importance of
customers' security loans.

Page 30 - Memo to Mr. Hamlin from Mr. Smead re Loans of New York City
member banks, October 1929 and October 1928.

Page 31 - Memo to Mr. Hamlin from Mr. Smead re agricultural and non-
agricultural exports during last half of 1927.

Page 32 - Memo to Mr. Hamlin from Mr. Smead re F.R. Bank credit.

Page - Federal Reserve Bank Credit Outstanding and Related Items.
(Typed table)

Page 36 - Money Rates 1927 to 1930.

Page 39 - Memo to Mr. Hamlin from Mr. Wyatt re Recommendations, Regula-
tions, and Administrative Policies re Branch, Chain and Group Banking.

Page LO — Memo to Mr. Hamlin from Mr. Goldenweiser re frozen assets of
the F.R. Banks.

Page 45 - Memo to Mr. Hamlin from Mr. McClelland re classification of
deposits of member banks in San Francisco and Los Angeles for reserve
purposes.

Page - Data re F.R.Bk. of St. Louis' rediscounting of eligible paper.

Page 51 - Reasons for increase of discount rates by Federal Reserve Sys-
tem (quotations from Governor Harrison's letter to Board)

Page 53 - Data re Board amendment - 3% reserve for State banks. (Notes
on action at Board meeting)

Page 63 - Memo to Mr. Hamlin from Mr. Smead re free gold.

Page 67 - Data re Gov. securities held by F.R. System.

Page 69 - Memo to Mr. Hamlin from Mr. Smead re Security Loans of New
York City Banks.

Page 75 - Mr. Hamlin's notes re New York Discount Rate Controversy.

Page 90 ~ Holding by State Member Banks of Stock in Other Banks. (Memo
of Mr. Hamlin) ;

Page 11L - Earnings & Expenses of F.R. Banks, March 1931.
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Page 116 - Memo to Mr. Hamlin from Mr. Goldenweiser re increase in dis-
counts of F.R. Banks.

Page 134 - Memo to Mr. Hamlin from Mr. Vest re Condition of Membership
re Branches.

Page 149 - Letter to Governor Meyer from Federal Advisory Council.

Page 151 - Memo to Mr. Hamlin from Mr. Smead re figures of borrowings
and call loans of the National City Bank & 22 of the largest member
banks in N.Y. City.
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l””“ ¥ ; FEDERAL RESERVE S'ﬂ" L“l
Ofﬁce Corr&snarﬁence QL February 5, 1931,

Mr. Hamlin. Subject: Separate Savings Departments

Mr. Vest. of National Banks,

In accordance with your request, I submit herewith a brief
memorandum on the subject of the desirability of separate savings
departments of national banks, The memorandum which I have prepared
follows substantially a discussion of this subject vhich was con-
tained in a memorandum prepared by Mr. Wyatt in 1925 commenting upon
one of the earlier drafts of the McFadden bill.

Respectfully,

Z i s

George B. Vest
Papers attached Assistant Counsel

VOLUME 213
PAGE 15
or FRASER




SEPARATE SAVINGS DEPARTMENTS OF NATIONAL BANKS

It is believed to be desirable that the National Bank Act
should be amended in such a way as to require nationsl banks which
receive savings deposits to establish separate savings departments,
the assets of which would be sepgregated and kept entirely separate and
distinet from the assets of their commercial and trust departments., Under
the present law, national banks may receive savings deposits, but such
deposits are mingled with the general assets of the bank, end upon the
failure of a bank the savings depositors have to share as general creditors
along with the commercial depositors. Furthermore, savings depositors oper-
ate under a contract with the bank whereby the bank may require thirty
days' notice before permitting the withdrawal of savings deposits, whereas
commercial depositors are not bound by any such restrictions, The result is
that in the event of & run upon a bank it may exercise the right to require
this thirty days' notice, thus preventing the savings depositor from
withdrawing his funds but permitting the commercial depositor to withdraw
all of his funds., This leaves the sawings depositor to share only in
such assets as remain after the collapse of the bank, which assets fre-
quently are almost worthless and of a non-=liquid character. This is a
great injustice to savings depositors, who should be given special
protection. It could be avoided if the assets of the savings department
were segregated from the other assets of the bank and the savings depositor
were given a prior lien thereon,

Furthermore, the segregation of savings deposits would be of
great advantage to national banks in States like California which have
fully developed departmental banking, and would enable them to compete

with State banks on much more equal terms. Under the present law, national




® -

banks in California are at a disadvantage in competing with Stete savings
banks for savings business.

If separate savings departments were established under proper
safeguards, national banks could also be permitted to use the funds of such
departments in making real estate loans to a greater extent then can be
permitted under the existing law, since safety rather than liquidity is the
most importent requisite for the investment of savings deposits. Real estste
loens usually are safer and the only objection to them is that they are
non-liquid and, therefore, not a desirable investment for commercial deposits,

If it is not considered desirable to compel all national banks
which receive savings deposits to establish separate savings departments,

a compromise might be effected either by making the establishment of such
departments optional with the bank or by requiring them to establish such
departments only in those States in which State banks are required to do so.
If the establishment of such departments is made optional, any increased
power to make real estate loans should be conditioned on the establishment of
such separate savings departments.

A provision for the organization of separate savings departments
was conteined in the original Federal keserve #ect in the form in which it
pessed the House, but it was stricken out by the Senate, Subsequently, in
1521, a bill for this purpose was introduced in the Senate by Senator
Calder, This bill was worked out in great detail and was desipgned to

authorize national banks to establish separate savings depertments at their

option, and upon the establishment of such separate savings departments to

make real estate loans to a greater extent than permitted under the existing law.

There is attached hereto & copy of the Federal Reserve Bulletin for
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June, 1926, on page 416 of which there is published a compilation of State
laws with regard to the segregation of assets of savings departments of

trust companies.




So iy
CHANGES IN LOAN ACCOUNT OF WEZKLY REPORTING MEVBRUR BANES IN NEW YORK OITY

(In millions of dollars)

3 (] bohr: !6 For r out- -
Dates Total Total |end dealers |and Qoaler; others own of =town . For .'
1928 - Jan, 4 5,508 | 2,915 | 1,511¢ (Yot 1,04 | 2,h89 3,810 1,511 1,3 928
29 - Jan. 2 5,838 3,259 1,516 available) 1,743 2,579 5.330 1,516 1,648 2,166
Change s U3 | L 3Uy | 4 He +339 | + 90 || 41,520 « 5 +27T7 «,238
1928 - Peb, 8 4,985 | 2,537 | 1,171* (¥ot available) 1,366 | 2,Mug 3,835 1,171 1,554 1,110
1329 - r:b. 6 5,321 | 2,857 | 1,078 38 1 i1 | 2,u6b |l - 5,669 1,116 v 1,931 2,621
Change + 336 + 320 - 55 + 375 + 16 +1,8%4 - 55 + 377 +1,511
1929 -~ Pedb, 6 321 2,857 | 1,078 8 1,71 2,64 5. 1,116 1,931 2,621
igg J:m 5 3.339 2.6'%8 797 30 1,841 | 2,731 5.33 837 1,513 2,934
Change +88 | =179 | - 28 %2 +100 | ® 267 - 385 - 279 - g + 313
1929 - ¥ 2,678 797 40 1,841 | 2,73 5284 e37 1,513 2,934
o ;2:' ?r g ‘;gg 2,961 1.035 u3 1,873 | 2,813 6,020 1,089 1,789 3,143
Change + 366 + 283 + 248 +3 + 32 + 82 « 736 + 252 + 276 + 209
~ Aug, 2 2,061 { 1,045 L3 1,873 | 2,813 6,020 1,089 1,783 3,143
a Sﬂf. ; 3%2 2.236 930 u3 1 g 2,921 6,713 973 1,799 3,941
Change 219 | ~125 | =115 - -10 | + 108 + 693 - 116 + 10 + 798
% Includes losne on securities to brokers and dealers
\ dutside New York City,
FEDERAL RESTRVE BOARD
DIVISION OF BANK OPERATIONS VOLUME 213
S BSR 26, 1930 . PAGE 20

. 1926“ Jan. 6  4,6137 2,2’ 1,338% (Wot avaliable) 1,077 2,200  3,1M/ 13384  1,239" 564

ﬁ
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CHANGES IN UNITED STATES SECURITY HOLDINGS OF THE FEDERAL RESERVE BANKS

August
September
October
Novenb er
December

August
September
October
November
December

Holdings of U, S, Securities

Increased
"

U]
"
L

Increased
Decreased
1}

481,000,000

33,000,000
16,000,000
26,000,000
69,000,000

Mornetary Gold Stock

$9,000,000
18,000,000
30,000,000
90,000,000

72,000,000

AND IN MONETARY GOLD STOCK BY MONTHS FROM AUGUST TO DECEMBER 1927

Total since
August 1

+ $114,000,000

+
+
+

1

130,000,000
156,000,000
225,000,000*

$9,000,000
39‘ 000,000
129,000,000
201,000,000

 *0On December 31 the Federal reserve banks held $57,000,000 of
U. S, securities under repurchase agreement as compared with

$7,000,000 on August 1,

DIVISION OF BANK OPERATIONS

JANUARY 28, 1931

T T
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http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Office Correspondence =~ == - Dato  Jenuary 30, 1931

Mr, Hamlin

In compliance with your telephone request, I am showing below
the brokere' loans made by New York City weekly reporting member banks
for their own account on the first Wednesdays in January and June from
1926 to 1930, inclusive. Such loans reached their peek of $2,069,000,000
on October 30, 1929 and on the latest report date, January 28, they stood
at §$1,089,000,000.

1926 - Jan. 6 $1, 338,000,000 1929 - Jan.

$1,516,000,000
June 2 960, 000,000 Junse

837,000,000

2

5
1927 - Jan, 5 1,037,000,000 1930 - Jan, 8 886, 000, 000
June 1 1,076, 000,000 June 4 1, 911,000,000

1928 - Jan. Y4 1,511,000, 000
June 6 1,167,000,000

In Governor Young's 0ld Point Comfort speech of May 7, 1930, he stated
on page 2 that "Brokers' loans and total security loans of New York City banks
in the middle of last October were actually smaller than a year earlier.”
This,as you stated, wag an error as on October 16, 1929 brokers' loans made
by New York City banks for own account stood at $1,095,000,000 as compared
with $890,000,000 on October 17, 1928, while their total security loans
stood at $2,9é)+.000,000 compared with $2,551,000,000 a year earlier,

VOLUME 213
PAGE 26




Saey NO.,MH FEDERAL RESERVE .
Office Corresponﬁence oD Date. . atingd 20,c10%x

To

From .

Mr, Hemlin Subject:  Importence of customers?®

Mr. Goldenweiseaﬁ(’ . security loans

-

The customers?! security loans of all member banks on December 31, 1930
(preliminary figures) represented 33.4 per cent of their total loans. The
table showe the Distribution of Member Bank Loans on December 31, 1930; the

figures are preliminary and have not yet been published.

| Amount |

Percentage
1 1 In millions
Class o oan }(of dolla?z) l distribution

Loans--total 23,795 100.0
lLoans to banks=--totel | 627

Loans to customers (exelusive of banks)--total 20,937
Secured by stocks and bonds 7,938
Otherwise secured and unsecured 12,998

Open-merket loans--total 2,231
Acceptances purchased 370
Commercisl paper purchased 364
Street loens 1,487

VOLUME 213
PAGE 28
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Office Corresponcgnce Date_February &, 1931

To Mr, Hamlin Subject: Loens of New York City member

Frem [\¥r. Smead - banks, October 1929 and October 1928,

ere <—5ARS

In response to your telephone request of yesterday, there are shown
below figures of total security loans, security loans to brokers, other
security lcans and "all other" loans of weekly reporting member banks in
New York City on each report date in October 1929 and 1928,

(In millions of dollars)
Total Security Loans

2,947 1928 - Oct. 3 2,572
9 2,836 10 2,501

16 2,964 17 2,551

23 3,005 2y 2,567
30 4,205 31 2,606
Lcans on securities to brokers and dealers for own account

Qct. 2 1,071 1928 - QOct., 3 930
9 973 10 867

16 1,095 . 17 290

ey

1,077 24
2,009

Other Security Loans

1,876 1928 - Oct,
1,263

A1l other" loans
1928 - Qct.

VOLUME 2173
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Office Correspongence Date_February 12, 1931

To Mr, Hamlin Subject:

M }7/1*’ \Sm ea{';

\/41,1 J
1\_\ Al

%

During the course of our conversation the other afternoon, you stated
that the easy-money policy adopted by the System in the fall of 1927 was in
nart to facilitate the exports of both agricultural and nen-agricutursl
commodities and asked for figures showing the amount of agricultural and
non-agricultural exports. I am, therefere, giving below the ggricultural
and non-ggricultural exports by monthe during the last half of 1927 and by
gix-month vperiods since that date.

Non-
Total *Aericultursl Agricultural

1927
July $333,000,000 $91, 300,000 $2u1, 700,000
August 67,600,000 118, 800,000 248, 200,000
September 110,500,000 191,700,000 224, 200,000
October 480,500,000 249, 800,000 930,700.oon
November u52, 800,000 216,700,000 236,100,000
December 298,400,000 162,300,000 226,100,000

Total, July to \
December 2,442 800,000 1,030,600,000 1,418,200,000

1928, Januery - June 2,324,700,000 749,900,000 , 800,000
July - December 2,705,500,000 1,085,100,000 o hoo 000
1929, January - June 2,578,600,000 135,800,000 , 800,000
July = December 2,578,600,000 933,700,000 ,900 0@0
1930, January - June 2,040,120,000 543,800,000
July = December 1,742,500,000 639,300,000

*Agricultural includes crude foodstuffs, manufactured
foodstuffs. cotton and tobacco,

VOLUME 213
PAGE 31




Form No. 131

Office Correspon&:nce T oww Date__February 16, 1931

To

From__

zed for FRASER

Mr, Hamlin Subject:.

Mr. Smead

In compliance with your telephone request of this morning, I am show-
ing below average daily figures for the weeks ending June & and October 26,
1929 of Federal reserve bank credit, money in circulation, gold stock and
member bank reserve balances,

Week ending
June 8, Qet. 20,
1929 1929

(In millions of dollars)

Reserve Bank Credit
Bills discounted 1,000 gu3 - 157
Bills bought 112 155 + 243
U. S. Securities 153 140 % 5
Other reserve bank credit 54 71 + 17

Total reserve bank credit 1,319 1,409 + 90

Money in circulation 4, 70U 4,791 + 87
Monetary gold stock 4,303 4,286 + 83
Member bank resarve bzlances 2,298 2,378 + 80

You will note from the above table that total reserve bank credit in-
creased $90,000,000 during the four and one half month period and that
money in circulation increased about an ecqual amount, $37,000,000. You
will also note that the increase of $83,000,000 in our monetary gold stock
was accompenied by an increase of $80,000,000 in member bank reserve
balances, During this period, there was a decline of $157,000,000 in die-
counts for member banks and an increase of $2h3.000.000 in bills bought in
open market. This change is due largely to the Federal Reserve System's rate
policies. Tor several months prior to August 9 the acceptance rate had
heen above the discount rate with the result that the Federal reserve banks
held a relatively small smount of acceptances. Beginning with August 9,
however, the discount rate was materially above the acceptance rate and
this brought about a prompt change in the composition of the Federal reserve
banks' portfolios. Member banks not only liguidated their discounts by sell-
ing accevtances to the Federal reserve banks but used acceptances to obtain
all the sdditional reserve bank credit needed to take care of seasonal re-

quirements .

VOLUME 213
PAGE 32




FEDERAL RESERVE BANK CREDIT OUTSTANDING AND RELATED ITEMS

Averages in millions of
dollars for week ending

Aug, 6, 1927 Dec. 31,1927

Bills discounted 4o 599
Bille bought 170 386
United States securities Loy 605
Other reserve bank credit 87 57

Total reserve bank credit 1,101 1,647
Monetary gold stock 4,579 4,391
Preasury currency adjusted 1,775 1,783

Money in circulation 4,838 » 5,075
Member bank reserve balances 2,291 2,115
Unexpended capital funds, non- :

member deposits, etc, 320 331

Week ending
Dec, 31, 1927 - July 14,

Bills discounted 539 1,103
Bills bought : 386 190
United States securities 605 216
Other reserve bank credit 57 49

Total reserve bank credit 1,647 1,558
Monetary geold stock 4,391 4,115
Treasury currency adjusted 1,783 1,790

Money in circulation 5,075 4,769
Membar bank reserve balances 2,415 2,337
Unexpended capital funds, non-

member deposits, etc. 231 357

DIVISION OF BANK OPERATIONS
JANUARY 28, 1931
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MONEY RATES 1927 TO 1930

Rates charged
Discount rate of | Commercial paper |customers by New
Fedaral Reserve rate in York City banks
Bank of New York| New York City on prime commer-
¢cial paper

1927 A
March _ Y
June : f_,-’g.
September . /a
December 1 /2

1928 :
March "' ,/%‘ o
June .,. %= Y
September 5 + - 3/(
December + Ye~Va

1929 :
March + ::/@,—/
/

June +
September ' - 1+ Ve
December 4 Y2
1930 . /
—%}ﬁarch _ 3-:5—-1-!5"3 -,}Mf‘-'-*/f‘
June 3;-%; 3 ff-,,;/ I
September : -+ L
December : 23-3 ¢+ =/

DIVISION OF BANK OPERATIONS
JANUARY 28, 1931
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Form No. 131 \

Office Corresponﬂence

To

»

FEDERAL RESERVE
BOARD

Mr. Hamlin Subject:.

From Mr. Wyatt, General Counsel.

I am handing you herewith for your

memorandum prepared in this office on

Respectfnlly,
7

/iy
/6;7 XL AUA

"; '

1930.

Date

March 5,

Recommendations, Regulations,
and Administrative Policiss re
Branch, Chain and Group Banking.

7 28405
information a copy

the above subject.

ter nyatt
uena“al uougsel.

Memorandumn
attached.

VOLUME 213
PAGE 39
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X-6521
March 1, 1930.
To The Federal Reserve Board Recommendations, Regulations and
Administrative Policies re
From Mr. Wyatt, General Counsel. Branch, Chain and Group Banking.
In accordance with the Board's request, I submit below a sum-
mary of the recommendations of the Federal Reserve Board, the Fed-
eral Advisory Council,land the Conferenceé of Governors and Federal
Reserve Agents, and of the regulations and administrative policies
of the Federal Reserve Board, with regard to tranch, group and chain
anking.
This may not be satisfactory, because I have only a general idea
cf what the Board desires and it has been prepared very hurriedly.
shall be glad to supplement or revise it in any way the Board may
desire.

Because of their interrelation, the recommendations of the Fed-
eral Advisory Council and the Conferences of Governors and Federal
Reserve Agents have been discussed together with the Board's recom-
mendations, regulations, and administrative policies. The subjects of
domestic branches, chain banking and foreign branches, however, have
been discussed separately.

DOMESTIC BxANCHES

Annual Report for 1915. ~ In its annual report for the year

22, the Federal Reserve Board recommended to Congress that

banks be permitted to establish branch offices within the

within the county in which they were located. The Federal
Advisory Council, under dates of September 21 and November 16, 1915,

had recommeaded that the national bank act be amended so as to permit

Fed for FRASER




o
national banks to establish branches under certain conditions.

2. Recommendations during 1916. - Consistently with this

recommendation, the Board in 1916 prepared and transmitted to
Congress the draft of an amendmeant to the Federal reserve act.
In the terms of this amendment national banks located in cities
of 100,000 and over having a capital and surplus of $1,000,000
or more would have been permitted to establish branches within
the corporate limits of the cities in which they were located,
and any national banks located in other places would with approval
of the Federal Reserve Board and under such regulations as the
board might prescribe have been permitted to establish branches
within the limits of the county in which they were located or
within a radius of 25 miles, irrespective of county lines, but
not in any case outside the State or Federal reserve district of
the parent bank. (Federal Beserve Bulletin, pp. 323, 327; 1916
Annual Report, pp. 29, 145,)

Under date of November 20, 1916, the Federal Advisory Council
renewed its recommendation regarding the establishment of branches
by national banks but added that the privilege of establishing
branches should apply to all banks in the national banking system
and not only to such national banks as were located in States which

permitted State institutions to establish branch banks. (See pages

28 and 34 of 1916 Recommendations.)

An amendment drawm in compliance with the recomméndations of
the Board was adopted by the Senate, during 1916, and together with

other amendments was referred to a conference committee of the House




5= X-6521
and Senate. In conference it developed that the amendment was
not acceptable to the House conferees and the Senate on recommend-
ation of its conferees receded from its proposal. (1916 Annual

Report, p. 135).

3. Annual Report for 1917. — In its 1917 Amnual Beport to

Congress, page 35, the Board recommended an amendment to the Fed-
eral Reserve Act to provide that any natioaal bank located in a

city or incorporated town of more than 100,000 inhabitants, and

possessing a capital and surplus of $1,000,000 or more, may, under

such rules and regulations as the Federal Reserve Board may prescribe,
establish branches, not to exceed 10 in number, within the corporate
limits of the city or town in which it is located, provided that no
such branch shall be established in any State in which neither

State banks nor trust companies may lawfully establish branches.

The Board stated that "State b:nks which become members of the Fed-
eral reserve system are allowed by law to retain any branches which
may already be in existence and, with the approval of the Board, to
establish new branches. National banks which have taken over State
banks having branches are permitted to continue the operations of
these branches, There seems to be no reason for such discrimination
between members of the Federal reserve system, and with the view of
placing them more nearly upon terms of equality, besides affording

in many cases bLetter service to the public, it is recommended that
provision be made for the establishment of branches by national banks,
uader proper limitations.”

4. Anmal Report for 1918. — In its 1918 report to Congress,

Fed for FRASER




s X-6521
», 83, the Board renewed its recommendation, expressing the opinion
that national banks were "at a serious disadvantage in meeting the
competition of State banks with branches," and that "the proper develop-
ment of the Federal reserve system makes it necessary to coordinate as
far as possible the powers of all member banks." This coordination
of powers ecould not be effected without amendment of existing laws under
waich "some member banks, both National and State, are given advantage
over other member banks." The Board renewed its recommendation of pre-
vious years, being confident that the proposed amendment would "prove
beneficial to the Federal reserve system, as well as to the communities
concerned." The Federal Advisory Council also renewed its recommendation
that an amendment of this character should be enacted. (p. 6, 1918

Recommendations of Federal Advisory Council.)

5. Developments during 1918. - In 1519, -a ®ill was passed by the

Senate which proposed to authorize national banks in cities of 500,000 or
more ponulation, having a capital and surplus of $1,000,000 or more, to
establish not exceeding 10 branches within the corporate limits of the
cities in which they were located, provided State law extended a similar
privilege to State banking institutions. Under date of September 16, 1919
the Federal Advisary Council urged the Federal Reserve Board to use every
effort to secure the passage of this bill in the interest of sound bank-
ing and the granting of equal banking facilities to all people in the

same business. (p. 19 of 1919 Recommendations of Federal Advisory Council).

6. Apnual Report for 1919. — The Board in its Annual Renort for the

year 1919, p. 64, made substantially the same recommendation regarding

the branch banking amendment as it had made in its Annual Report for the




—5- X-6521

year 1918, and commented upon the bill above referred to as follows:

"Under the present law national banks can not afford
the same facilities to the -ublic as are given by State
banks having branches, excent in cases where State
banks and trust companies operating branches have
merged with national banks, when existing branches may
be continued by the national banks. * * * While the board
would prefer to have this privilege (of establishing
branches) extended to national banks in cities of not
less than 100,000 inhabitants, or, failing that, have the
population limit raised to 200,000, it wishes to point
out that the limit fixed in the Senate bill does not
affect the prineiple involved, and it therefore re-
spectfully recommends once more that national banks be
permitted to establish branches in the cities in which they
are located under such limitations as in the wisdom of
Congress may be deemed desirable.”

7. Recommendation of Acents' Conference in 1921. - The Conference of

Federal Reserve Agents held in Octover, 1921, adopted a resolution favor-
ing the establishment of branches in the same city in which a national
bank is located, provided State banks are permitted that privilege under
State law. (Pp. 111-115 of proceedings of October, 1921, Conference of
Federal Reserve Agents.)

8. Agnual Beport for 1922. - Again in its report for 1922, pages 5-6,

the board commented briefly upon branch banking developments, noting that
the establishment of branches by the larger State banks "had gone so far
in a few States, notably California, and in a few large cities, including
New York, Cleveland, and Detroit, as to reduce greatly the number of na-
tional banks." The Board expressed the opinion that the action of the
Comptroller of the Currency in permitting national banks to open "addi-
tional offices" within the corporate limits of the cities in which they
were located in States which permitted branch banking "does not meet the

situation in California and does not fully meet it in the cities mentioned,"

Fed for FRASER




-6 X-6521

and that "an amendment to the national banking act allowing national banks

the same privilege given to State banks in States where branch banking is

permitted is much to be desired."

In this connection the board noted a suggestion made by the Joint
Commission of Agricultural Inquiry in its report to Congress dealing with
the problem of rural credit, to the effect that "a system of limited branch
banking might furnish a possible solution of this problem." TUpon this
suggestion the board commented as follows:

"Such systems are in fact already established in some
sections of our country, notably in California, and ap-
pear to have gone far toward solving the problem. Branch
banking has lowered the rate of interest in some of the
leading agricultural sections of California, and at the
same time has provided added security for the deposits
of farmers. There are interesting neighborhood bdbranch
banking groups in other States, which appear to be serving
their communities well."

9. Anmual Report for 1923. -~ Finally, in its 1923 report, page 48,

the board notes the difficulties which originate in the differences of
State laws and the competitive disadvantages under which national banks
operate in States which permit branch banking, and expresses the hope

"that it can by administrative measures find some reasonable method of
harmonizing existing differences of interest of State and national banks in
the matter of branch banking, and thus lay the basis for a policy which will
result in shaping the development and practice of branch banking in the
United States along useful and serviceable lines."

10. Administrative Policy of the Board prior tg November, 1923. —

In acting upon applications of State member banks for permission to establish
additional branches within the system the board had prior to November, 1923,

considered each case upon its own merits, giving consideration to public
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convenience and to the parent bank's capacity for properly organizing the
branch and assimilating the business taken over. As a matter of general
policy rather than specifically of branch banking policy, the board in
individual cases withheld its approval until satisfied that establishment
of the additioaal branch or branches in question would not impair the sol-
vency or liquidity of the parent bank. It gave consideration to the rate
of expansion of the ziven branch system; co-ordination of branches already
acquired; head-office control, supervision,and personrel; affiliation
with outside corporations; relation of capital and surplus to depesit
ligbilities, especially in rapidly expanding branch systems; methods of
acquiring branches; and generally to local conditions and needs in so far
as these could be clearly defined. The Board distinguished branches
from paying and receiving stations not vested with discretionary power to
make loans, except for inconsiderable sums and while reserving the right to
reconsider in case such offices in any instance developed into full-fledged
branches, it made approval of such outside offices more or less a matter
of form, except where it appeared that the expense of maintaining them
might impair the capital of the bank,

Although the board had not formulated any artitrary rule requiring
simul taneous examinations of head offices and branches, it had nevertheless
regarded any evidence of inability on the part of State authorities to
conduct proper examinations of banks maintaining extensiwe branch systems
as being in itself adequate justification for limiting further expansion
of such systems. Responsibility for the conduct of adequate examinations,
it has been felt, must in the case of member as of nonmember banks be

assumed primarily by State authorities rather than in the case of member
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banks by the Federal reserve bank of the given district.

In general, it may be obseived that prior to November, 1923, the board
permitted expansion of member bank branch systems under State supervision and
control, in so far as such expansion was consistent with sound banking
principles of efficecient administration, adequate State supervision, and
complete solvency.

11. Resolution of November 7, 1923. — On lNovember 7, 1923, the Fed-

eral Reserve Board adoonted a resolution (X=3881) formulating certain
general principles for guidance of the Board in acting upon individual
cases presented to it in applications for admission to membership of
State banks operating branches outside the city or town or contiguous
territory in which the »arent bank was located and in applications of
State member banks for permission to establish such branches.

This resolution reads as follows:

"Resolved, That the Board continue hereafter as here
tofore to require State banks applying for admission to
the Federal rsserve System to agree as a condition of
membership that they will establish no branches except
with the permission of the Federal Reserve Board; be it
further

"Resolved, That, as a general principle, State banks
with branches or additional offices outside of the cor-
porate limits of the city or town in which the parent
banks are located or territory contiguous thereto
ought not be admitted to the Federal Reserve System
except upon condition that they relinquish such branches
or additional offices; be it further

"Resolved, That, as a general principle, State banks
which are members of the Federal Reserve System, ought
not be permitted to establish or maintain branches or
additional offices outside the corporate limits of tie
city or town in which the parent bank is located or
territory contiguous thereto; be it further

"Resolved, That in acting upon individual applica-
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tions of State banks for admission to the Federal Keserve
System and in acting upon individual applications of State
banks which are members of the Federal Heserve System for
permission to establish branches or additional offices,
the Board, on and after February 1, 1924, will be guided
generally by the above principles; te it further

"Resolved, That the term !'territory contiguous there-
to! as used above shall mean the territory of a city or
town whose corporate limits at some point coincide with
the corporate limits of the city or town in which the
parent bank is located; be it further
"Resolved, That this resolution is not intended to affect
the status of any branches or additional offices established
prior to Pebruary 1, 1924, either those of banks at
the present time members of the Federal Reserve System
or those of banks subsequently apnlying for membership
in said system."

-—

Federal Advisory Council, however, was not inclined to favor
resolution. Under date of November 19, 1923, it stated with refer-
to the resolution that "it believes that the resolution, if carried
effect, will give a position of monopoly to those State banks that

have established State-wide systems of branches, while those State banks

that have refrained from branch banking will be placed in a position of
rreat disadvantage" (p. 11 of 1923 Recommendations of Federal Advisory

Council,)

12. Recommendations re McFadden Bill. - On Tebruary 11, 1924, the

so—-called licFadden bill was introduced in Congress giving to national banks

to establish branches and imposing some restrictions upon the

t of branches by State member banks of the Federal reserve

As has been shown above, the Board had repeatedly recommsnded

actment of legislation authorizing the establishment of domestic
branches by national banks and a number of bills designed to accomplish

this gemeral purpose were introduced from time to time. These bills were




—HD - X-6521
in various forms and contained various limitations and restrictions, but
none of them was ever passed by Congress.

On May 26, 1924, and April 23, 1925, in letters addressed to Con-
gressman McFadden and Senator lMcLean, respectively, the Board expressed
its general approval of the licFadden bill. The Federal Advisory Council
in 1924, 1925 and 1925 also recommended enactment of the bill, and on

February 25, 1927, it was finally enacted into law.

13. Administrative Policy during 1924. -~ At its meeting on Jamuary 7,

1924, the Board gave consideration to the apvlications of three banks

for permission to establish branches from time to time over a period of
several months in accordance with contemplated progrems of development,
and adopted a resolution to the following effect: That no blanket author-
ity to establish branches would be granted; that each application must be

presented separately in regular form and manner, subject to aporoval of

the State banking authorities and a recommendation of the Federal reserve

bank of the district; that applications to establish branches in non-
contiguous territory, filed before February 1 (under the board's resolution
of Wovember 7) might be considered by the board after that date; and that
the board reserved right to pass on each application on its merits. (Sée
X~3937).

14. Regulations of 1924. - On March 27 the board issucd a revised

and further elaboration of its regulations formulated under that gencral
provision of the Federal reserve act which authorizes it to prescribe
condit.ons of membership for State banking institutions epplying for admis—
sion to the system. In these regulations, as amended a moanth later, on

April 7, the board took occasion to give more formal statement than it had
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previously given to principles which would govern it in approving the

establishment of branches.

By Section IV of its Regulation H, as amended April 7, 1924, the
Board stated that it would prescribe the following conditions of member-
ship for every State bank thereafter admitted to the Federal Reserve
Sys tem:

"(4) $uch bank or trust company shall not, except
after apnlying for and receiving the permission of the
Federal Reserve Board, establish any branch, agency,
or additional office.

"(5) Such bank or trust company, except after apply-
ing for and receiving the permission of the Federal
Reserve Board, shall not consolidate with or absorb or
nurchase the assets of any other bank or branch bank
for the purpose of operating such bank or branch bank
as a branch of the applying bank; nor directly or in-
directly, through affiliated corporations or otherwise,
acquire an interest in another bank in excess of 20 per
cent of the capital stock of such other bank; nor directly
or indirectly promote the establishment of any new bank
for the purpose of acquiring such an interest in it;
nor make any arrangement to acquire such an interest."

These conditions were prescribed for all State banks and trust com-
panies which were admitted to membership between April 7, 1924, and Feb-
ruary =25, 1927, and were conditionally prescribed for all institutions
admi tted between February 26, 1927, and January 3, 1928. Prior to April 7,
1924, these conditions, or conditions substantially similar thereto, were
prescribed for special reasons for a number of State banks and trust companies
admitted to the System.

In Section VI of the same Regulation, the Board stated the adminis-
trative policy which it would pursue in acting upon applications for per-

mission to establish branches under these conditions of membership as

follows:

zed for FRASER
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NSECTION VI. PRINCIPLES GOVERNING ESTABLISHMENT OF BRANCHES

"In passing upon applications by State banks and trust
companies for permission to establish branches, agencies or
additional offices, under condition No. 4 of Section IV, or
under any similar condition which may have been prescribed
by the Federal Reserve Board and agreed to by any bank or
trust company heretofore admitted to the Federal Heserve System,
the Federal Reserve Board will observe the following principles--—

"(1) The Federal Reserve Board will as a general principle
restrict the establishment of branches, agencies or additional
offices by such banks or trust companies to the city of loca-
tion of the parent bank and the territorial area within the
State contiguous thereto, as said territory has been defined
in the board's resolution of November 7, 1923, exceptimg in
instences where the State banking authorities have certified
and the board finds that public necessity and advantage render
a departure from the principle necessary or desirable.

"(2) The Federal Reserve Board as a general principle will
not consider an application by such bank or trust company for
a permit to establish a branch, agency or additional office,
unless the authorities of the State in which such bank is
located regularly make simultaneous examinations of the
head office and all branches, agencies or additional
offices of such bank, nor unless the examinations made
by the State authorities are, in the judgment of the Fed-
eral Reserve Board, of such character in every respect
as to furnish the Federal Reserve Board with sufficient
information as to the condition of such bank and the char-
acter of its management to enable the Federal Reserve Board
fully to protect the interests of the public.

"(3) The Federal Reserve Board as a general principle
will require each bank or trust company which establishes
or maintains branches, agencies or additional offices to
maintain for itself and such branches, agencies or addi-
tional offices an adequate ratio of capital to total lia~
bilities and an adequate percentage of its total investments
in the form of paper or securities eligible for discount
or purchase by Federal reserve banks.

"(4) The Federal Reserve Board will not consider any
application to establish a branch, agency or additional
office until the State banking authorities have approved
the establishment of such branch, agency or additional
office, and the directors or executive committee and the
Federal reserve agent of the Federal reserve bank of the
district in which such bank or trust company is located
have made a report upon the financial condition of tle
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apolying bank or trust company, the general character of

its management, what effect the establishment of such branch,
agency or additional office would have upon other banks or
branches in the locality in which it is to be established,
and whether, in their opinion, it would be in the interest

of the public in such locality, together with their recom-
mendation as to whether or not the application should be
granted.

"(5) When permission is granted for the establishment
of such branch, agency or additional office same shall be
established and opened for business within six months after
such nermission is granted. If such branch, agency or
additional office is not established within such time the
permit shall become void, unless the time is extended by
the board for good cause.

"(6) The Federal Reserve Board reserves the right to
cancel any vermit which it may grant hereafter to establish
any branch, agency or additional office whenever it shall
appear, after hearing, that such branch, agency or additional
office is being operated in a manner contrary to the interest
of the public in the locality in which it is established."

15, After the McFadden Act. = As a result of the amendments to the

Federal Reserve Act contained in the iicFadden Act, the Board issued a new
set of regulations apilicable to member banks which became effective on
January 3, 1928. Before these new regulations became effective and after
the passage of the McFadden Act, a number of State banks and trust companies
were admitted to membership in the System. These banks and trust companies
were admitted subject to certain conditions of membership, which usually
included the conditions in the 1924 Regulations regarding the establishment
of branches, and such conditions were subject to any changes which the Board
found to be necessary on account of the amendments to the Federal Reserve
Act contained in the McFadden Act. After the Board's 1928 Regulati ons
became effective, (January 3, 1928), these banks were advised of the new
conditions of membership to which they were subject. As the McFadden Act

prescribed the conditions under which branches might be established by
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State member banks, the Board did not include a condition in these new

regulations in that connection. In Section V of Regulation H, however,

it stated its interpretation of the provisions of the McFadden Act regarding

branches of State member banks as follows:

"l. Any State member banlc which, on February 25, 1927, had
cstablished and was actually operating a branch or branches in
conformity with the State law is permitted to retain and operate
the same while remaining a member of the Federal reserve system,
regardless of the location of such branch or branches.

2. Any nonmember State bank which, on February 25, 1927,
had established and was actually operating a branch or branches
in coaformity with State law may, if otherwise eligible, become
a member of the Federal reserve system and retain and operate
such branches, regardless of their location.

"3. In order to remain a member of the Federal reserve
system, every State member bank must relinquish any oranch or
branches established after February 25, 1927, beyond the cor-
porate limits of the city, town, or village in which the
parent bank is si tuated.

"4, Any State member bank which establishes any
branch or branches after February 25, 1927, beyond tie
corporate limits of the city, town, or village in which
the parent bank is situated must either (a) relingquish
such branch or branches or (b) forfeit all rights and
privileges of membership and surrender its stock in the
Federal reserve bank.

"5. No State bank which has established any braaches
subsequent to February 25, 1927, beyond the corporate
limits of the city, town, or village in which the parent
bank is situated may become a member of the Federal reserve
system except upon relinquishment of every such branch.

"6. State member banks may establish branches within
the corporate limits of the city, town, or village in which
the parent bank is situated without obtaining permission
of the Federal Reserve Board."

CHAIN BANKING

l. Conditions of Membership. — Prior to the enactment of the McFadden
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Act, the Board prescribed coanditions of membership under which State

e

banks could be admitted to the Federal reserve system in order to effect

(38889

some degree of control over chain banking. One of the conditions with

which State banks entering the Federal reserve system were required to
comnly, reads as follows:

"(5) Such bank or trust commany, except after applying
for and receiving the permission of the Federal Reserve
Board, shall not consolidate with or absorb or purchase

he assets of any other bank or branch bank for the pur-
pose of operating such bank or branch bank as a branch

of the applying bank; nor directly or indirectly, through
affiliated corporations or otherwise, acouire an interest
in another bank in excess of <20 percent of the capital
stock of such other bank; nor directly or indirectly pro-
mote the estzblishment of any new bank for the purpose of
acquiring such an interest in it; nor make any arrangement
to acquire such an interest."

his condition of membership was incorporated in the Board's Regula~
tions of 1924 and was prescribed for every State bank admitted to membere
ship between April 7, 1924 and January 3, 1928. As a result of an amend-
ment to Section 9 contained in the lMcFadden Act (February 25, 1927) there
is some doubt whether the Board now has authority to prescribe this broad
condition and, therefore it has been unable to exercise the same degree of
control over chain banking. It has, Lowever, prescribed the following con-
dition of membership for every State bank or trust company admitted to
memvership since January 3, 1928.

"(3) ZExcept after apolying for and receiving the per-

mission of the Federzl Reserve Board, such b:zak or trust

compaay shall not acquire an interest in any other bank

or trust company, through the -urchase of stock in such

other bank or trust company."

2. Recommendations for Legislation. — As early as Jamuary 8, 1925,

the Board addressed a letter to Congressman McFadden (X-4500) recommending

that there be incorporated in the pending McFadden bill certain provisions

Ped for FRASER
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designed to secure adequate information regarding national and State member

banks which are closely related in management, operation or interests to
other banking institutions and, in particular, to afford some check upon
the abuses frequently occurring from chain banking. These suggestions
were not adonted by Congress.

3. Correspondence with Hon. Louis T. McFadden re Administrative Control.-—

Under date of May 2, 1927, Congressman icFadden addressed a letter to the
Comptroller of the Currency, suggesting that he adopt administrative measures
calculated to control or prevent the growth of chain banking among national
banks and sent a copy of his letter to the Federal Reserve Board with the
suggestion that the Board should adopt similar administrative measures with
reference to State member banks of the Federal reserve system. The Board,
under date of May 18, 1927 (X~4854), replied that it was powerless under the
law to take any such action. The Board called attention to the fact that

it had suggested legislation along this line, but that Congress had not
adopted its suggestions, and also called attention to the fact that Congress
in the Mcradden Act had amended the law so as apparently to take away the
Board's power to control this practice through conditions of membershin.

the Board's letter concluded with the statement that the remedy lies with
Congress.

4. Aamual Reports for 1927 and 1928. —~ In addition to the correspondence

with Congressman McFadden above referred to, the Board has in its annual
reports for the years 1927 and 1928 brought to the attention of Congress
he fact that the expanding operations of financial companies specializing
in the purchase of bank stock have presented special problems to Federal
and State officials charged with the respousibilities of bank supervision.

It was pointed out that such companies have been organized in increasing




red for FRASER

L
Mmoers 1 the ince they are not directly engaged in the
aking as defined in Fedcral and State statutes, they have

supervision or regular examination by banlting authorities.
ifference betveen branch aad chain baniking
the more considerable develooments
States which prohibit the estab-—
chain banking situation in
also summarized fo: information of Congress. (Sc

Aanual Renort. )

rederal Heserve

c¢eveloping which should be
Federal Reserve Board and the baaking
view that some legislatio: should be obtained placing
omyanics under the jurisdiction of the banking departments. The
rcserve badk Governors felt that the possible dangers incideat to
ead development of such companies meke it a matter for tke con-
sideration of the Federal reserve system. The Governors
stion further at their Aonril, 1928, Conference
ommended, it was stated that the question is

consideration.

5. Committee to Study Chain Banldiag ne cuestio: i nch, chain

grow)s banking develonmeht in the Unhitec ates vith particular refer-

5

to the effects of bank stock omershin by iavestment trusts and holding
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corporations, was coansiderei by the Federzl advisory Council in 1929, and,

on Hovemver 19, 1929, it recommended that, "The Feceral Leserve Board apvnoint

a committee to study the merits of the braach benking system as practiced

in this aad other countries, (conditions in Canada being apnarently iore

comparable with our own), the group or chain banizing system as develoned

in this country and elsevhere, and the unit baiaking system of this and

otaer countries; and further, the effect of omershin of bank stocks by
investment trusts and holding cornoratioans, in order that the Federal Zeserve
Board may be in possession of accurate and authoritative information on

this immortant subject."

The December, 1929, Conference of Federal reserve baank Governors and
Federal reoserve azents voted to concur in and endorse the rccommendation
of the Federal Advisory Council that & committce be apnointed to study the
subject of branch, chain and group banking.

Accordingly, on February 27, 1930, the Doard ap-ointed a committee

yurpose, naming me 81 ! eiser and
Smead of the Board - nd lessrs. Rounds, Fleming and Clerk, Deputy
Governors of the Federal reserve banks of Jew Yorlz, Clevelancd and San
Francisco, respectively. n the same dat letter (X-6520) *as addres
to the Governors and Fedcral reserve agents advising them of the ap:

of the above named committee.

FOREIGII BRATCH.S

Tatioanal banks. — Tational banks uader Section 25 of the original

-

ec.cral Reserve Act (Act of December 23, 1913)wcere given the right to
esteblish branches in foreign countrics or dependencics of the United States
7

and uader the provisions of the Act of September 7, 1915, anending Section
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such banits —ere given tiae power to espablish branches in insular
the United States. At the preseat time national banks may
ish foreign branches -ursuant to the provisions of Section 25 of the
Reserve Act.,

- Prior ne passasg the so-called

icen Act, State banks which were membe th ederal Reserve System
could establish branches in foreign countries; but since that Act they

may 10t do so. This Act amended Scction 9 of the Feaeral Reserve Act and

nrovides that no State bank may retain or acguire stock ia ‘ederal

-

reserve bank except unon relingquishment of any branch or
February 25, 1927, beyona the limits
winich the »narent bank
country

city, tomm or village in which thc parent baniz is located an

within the class of branches waich are pronibited by the McFadden Act.
This Act expressly cxcents the establishment of foreign branches by national
banks from its provisions; but no such exccption is made in favor of

tate member banks,

F

Annual Eeosort f the

to nermit Statc member banlzs to ostablish
foreign branchcs. The Board explained the situation
obvious that Congress int
mes tic branches when it ameaded Section 9, anc stated "thecre is no jus-

ion against Statc member banks in this resnect;
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the amendment.

Under date of September 10, 1929, letters were again addressed to the
Chairmen of the Senate and House Banking and Currency Committees, calling
their attention to the previous recommendations of the Board and renewing
the recommendation that vills conforming to the Board'!s suggestions be
introduced and passed by Congress.

On December 11, 1929, Senator Norbeck introduced a bill (S-2605)
in the Senate in the form in which it was recommended by the Board and this
bill was reported out without amendment on December 18 by the Senate Bank—
ing and Currency Committee.

On Fewsuary 6, 1930, the Board voted again to recommend the enactment
of this amendment in its Anmual Report for the year 1929, It was also
voted to send a letter to Mr. lfcFadden asking him to introduce the amendment
in the House. This letter has been prepared but has not yet been mailed.

ARTICLES IN THE BULLETIN.

In the Federal Reserve Bulletin for December, 1924 (pages 925-940)
there is an excellent article on the modern development of branch bank—
ing in the United States, which contains a review of the Board's recommend-
ations, regulations, and administrative policies on that subject and mach
valuable statistical material. This is supplemented by articles appearing
in the following mumbers of the Federal Reserve Bulletin at the places
indicated.
June, 1926, pages 401-408
May, 1927, pages 315-318
December, 1929, pages 762-770
The last of these articles contains valuable statistics regarding chain

banking.

Respectfully,

Walter Wyatt,
General Counsel.
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FEDERAL RESERVE

Office Correspondence o Date. January 16, 1931

To Mr. Hamlin Subject:

From Mr . Goldgnwiiser

Your inguiry of yesterday came to the office during my absence,
and Mr, Parry has prepared the attached memorandum on frogen assets
of the Federal reserve banks. I concur in his conclusions. The im-
plication of Willis' editorial is that eny lending that the member
banks would have to do in order to meet the requirements of reviving
business would have to come 100 per cent from the reserve banks, and
perheps even constitute an equivalent drain on their gold reserves.
This, of course, is erroneous. The reserve banks supply on the aver-
age only about §$75,000,000 of credit for every $1,000,000,000 issued
by member benks, and against these $75,000,000 they would only need
about $30,000,000 of reserves. The total unused lending power of the

Cptlm Viddisrs

Federal reserve banks smounts to more than $1,700,000,000, which could

be the basis of about $4,300,000,000 of reserve bank credit, and of

e Bo

about $60,000,000 of member bank credit, as compared with total loans
A

and investments of member banks at the present time of about $35,000,~

000,000. In other words, bank credit could be tripled on the basis of
existing reserves. I should think that in view of that fact there is

nothing in what Mr. Willis says.

PAGE 40~
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Referring to your guery of January 15, citing
14 T

1 of Commerce, I should say that no @ppreciasble

be frozen,

run were
were 5;_'1’ 000,000,
acceptances were 156,000,000, or $168,000,000 less than on

~

ral

which figures are available for

shipped.between foreign coun- '
when such
amounted to $131,500,0! r'he maturitie ' these s are not wre-
'eirly evident that most -hem were short
evstem!s ?’.olfilirzgﬁ on thet
as only 877,000,000; th: the figure which amounted two
156,000,000,
counted for

tervals, 'The

the number of member banks that

the reserve benks for a full year decreased from 317 to 221

mount of borrowings by such banks decrsased from §115,000,000

i

to $26,000,000.

ed for FRASER




»
Form No. 131 v -.E.-ﬂt- f'..‘J :i{

ice Correspoi®ence ™ ww " Pesuscy 7. 1981,
A Office Correspof@ ® 1.

‘TO II‘. 1:8&‘]111‘1 L Subject’

From _ = Mre. leClelland

”

W

W

In accordance with instructions given at the meeting of the Board
this morning, there is attached hereto copy of a letter dated Jamary 29th
from the Tederal Reserve Agent at San Francisco, transmitting report of
the survey made by direction of the Board of the classification of deposits
of member banks in San Francisco and Los Angeles far reserve purposes, and
the differences in the reserves carried by the member banks from the
amounts reguired under a classification of their deposits according to the
regulations of the Board.

The detailed reports accampanying this letter have been referred to
Counsel, from whom they may be obtained by any member of the Board
desiring to stucy them.

VOLUME 213
PAGE 45
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FEDERAL RESENVE BANK OF 3AN FRANCISCO

Japuary 29, 1931
Dear 3irs:

Complying with the request contained in the Board's letter of August 6, 1950,
we heve completed reserve surveys of the san Fransisco and los Angeles member banks,
snd eopies of the reports giving full details are being forwarded under separate covere

Our sxaminers, in making their classificatlions of deposits, have followed the
strict interpretation of the Federal Keserve Board 's Rules and Regulations defining
“domnd deposits” end "time snd savings deposits” and the opinion of the Boerd's
Counsel reogarding the status of the so-called “special savings acecounts” in the sState
of Californiss It will be remembored that Mr. /gnew, counsel for this bank, rendered
opinions under date of Janulr{ 15, 1928 and Febrmary 1, 1925 in which he disegreecd
with the opinion of the Board's counsel as to the proper clagsifiention of “special
savings nocountse” Ve &re therefore summrizing below resorve caleulstions showing
excess or shortage of legal requirements based upon three different deposit classifi-
eations, namely: (1) the banks own oclagsifieations, (2) our exsminers' classifications
brged on the Board's Regulations, and (3) classificstions in mecordance with our coun-
sel's opinion, treating the so-called “special savings sccounts” as time deposits re-
quiring only a § per cent reserves

103 ANGILES MIMBER BAVES

Banks' Owm  Acsording Ascording to
Weme of DBank Classifioations to Board's our Counsel's

Begulations  Opinion

socurity-Firgt Hational Dank $186,661~ $6,708,208=  $1,603,427

Citizens Nat'l Trust & snvings Bank 189,992/ 1,061,302= 144,427~
Union Sank and Trust Compeany 60,8307 317,566= 87,221~
Netional fank of Comuorce 8,3017 80,708~ 30,425~
Sesboard Fational Benk 1,661= 139,463= 46,556~
Central National Dank 4,442/ 8,791~ 2,342~
United States National Dank sa4f | 858,070= 55,598~
First Bational Bonk of Venice 5,562- 84366~ 84366~
Hollywood liational Bank 24215~ 7 275
Wilshire liational Dank wL 4,548~

195,0

Farners 2 Merchants National Bank

Net Ixcess Roserves (Bamks' Celeu'ns) BRI S
Yot shortage Reserves (Our Caleulutions = Bd's Regu'ns))s,420,000-
Net Shortage Regerves Counsel's Opinion re special Jvgase Deposits) $1,137,5356~
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SAlI FRANCISCO MEMBER BANKS

:-oaord!.n{ According to
Banks' Own to Board's  Our Counsel's
Classifientions Regulations Opinion

Bank of America lat'l T, & Svgse Assne  $1,673,962  $12,226,902- §9,038,952~
847,870~

Anglo & London Faris liationel Bank o 847,370~
Amerienn Trust Compesy 454,110= 1,245,961~ 1,245,001~
Bank of Galifornis, Ne A 887,000~ 356,162« 336,162~
Yells Fargo Mank * Union Trust Compamy 212,920~ 210,920~ 210,929~
Pagific Fational Bank 38,080 41,27)= 41 ,27)=
City Batioral Bank 5y426= 41,121~ 41,121-
Anglo Celifornia Thust Compeny am m_w
fank of Vontreal 36 18 18

» 0940, 2061,

81 54,130/ 54,139/
Net shortage (Banks' Canleulations) »
liet shortage (Examiners' Caloulations - Bd's. Regulations)$ld 895,577
Wet Shortage (Counsel's Opinion re Spoeinl Savings Accounts) $12,607,627=
SUIARY - LOS ANGELNS & SAN FRANCISCO MEMBER BANKS

Net Shortage in Lepal Reserves baged on Banks' Caloulations $ 3,314,787
liet Shortage in Legal Reserves based on Board's Regulations 28,323,645
Net Shortage in Legal Rescrves based on Counsel's Opinion 13,745,162

It is of interest to note that of the 20 banks covered in the surveys, only
9 (2 in 3an Francisco and 7 in Los Angeles) were spparently maintaining their legal
reserve requirements based on their own deposit clagsifiocations, and only 5 (2 in San
Franeisco and 1 in Los /ngeles) had required reserves based on classifications asccord=
ing to requirements of the Federal Reserve Act and Regulations of the Federal Reserve
Boarde As o matter of fact, however, these shortages are more mpperent than reuls
Survey on & given day does not show complete plctures inmsmuch es the banks adjust bal=
ances toward the emd of reporting periods to average reserve positionse Then, too,
the sctunl reserve balance with the Federsl Reserve Bank in nearly every instance is
largor than the smount shown on the bank's own bookss For example, the books of the
city lationsl Bank of San Franclsco for dete of survey showed a reserve balance of
989,661, while the books of the Federal Reserve Bank showed a balance of $74,027.
Inagmuch as the legal reserve is based on the balence as shown by the books of the
Foderal Reserve Bank, the bank's reserve on date of survey was only §1,058 short of
legnl requirements, while its own books showed n shortage of $5,426¢ Further proof
that shortages in reserves, as indicatod above, are more apparent than real is the fact
that very few of these banks have been pemalised for deficient rescrves, and then at
infrequent Intorvals and for very smell amounts. The weekly reserve reports of these
banks sovering the dates of the respeective surveys werc checked and found to agree in
every instance,

Below is & 1igt of the Los Angeles nnd San Francisco hanks penanlized during
the vear 1930 for rescrve deficlencies together with amount assessode
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The Federal Reserve Bank of Ste Louwise

On February 20, 1931, the Board asked Chairman Wood the following
questions:

1. Whether his Bank declined to rediscount eligible paper,
but required member bank collateral notese

2. Whether marginal collateral on advances maie on such notes
has been required without regard to the condition of
the borrowing bank, the character of the paper offered,
the total amount borrowed by the bank, or other similar
facts and circumstances.

Whether the St. Louis Bank requires a minimum percentage of
marginel collateral from all borrowing banks outside
of Federal reserve cities, without applying the same
requirements to banks located in Federal reserve cities.

The letter contained the expression of opinion that the above

action, if correct, would appear to be out of hamony with
the spirit of the Federal Reserve Act.

The pércentages of marginal collateral required of Federal
reserve city banks, both under the revised policy lately
adopted by your Bank and during the three months preceding
the adoption of such policy,

Chairman Wood replied on March 2, 1931:

The only definite policy adopted by our board is expressed
in the resolution passed by the Executive Committee February 9, 1931;

States that in a spirit of cooperation with member banks
and in order that each borrowing maey be reviewed at regular
short intervals, it would be desirable to get a 15-day
collateral note in every instance * * * If any bank, however,
prefers rediscounting, it is to be allowed to rediscount.

VOLUME 213
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Wihenever a bank has been a continuous borrower, is
borrowing excessively, is in an unsatisfactory condition, or
whenever for any reason additional collateral is requested,
a 15-day collateral note will be required.

Additional collateral will only be asked where justified
by existing conditions surrounding the btorrowing.

The above resolution was approved by the Board of Directors
February 18, 1931,

Chaiman Wood, among other things, stated in said letter, as
follows:

o

ikl use both rediscounting and bills payable. 54 banks
are rediscounting and 90 use bills payable. TFor past few
years the bills payable basis has increased. In a number of
cages the member banks preferred bills payable.

Chaiman Wood asks Board whether it regards member bank
collateral notes as less desirable than rediscountings

States that if the amendment approved by the Board in
its 1l4th Annual Report, page 49, extending the maturity of
bills payable secured by eligible paper to 90 days, should
be adopted, he believes most member banks would use bills
payable when bor rowing,

Additional Margin of Collaterale

Bach case acted on as a separate case by the Discount
Cormittees

lMargins are not required in all cases, either in redis-
counting or borrowing on bills payable.

Depends on general condition of the bank, the character
of its management, and the type of paper offered.

The banks in St. Louis and in other cities where borrowing
is in the fom of bills payable, are not required to pledge




Fed for FRASER

any margin of collateral, assuming that the paper offered is
accompanied by evidence of eligibility, soundness, and proper
liquidity, and where the banks are in satisfactory condition
and satisfactorily managed.

A few banks in those cities, however, are in such condition
as to require marginal collaterale.

The seme applies to country banks,

In the past 9 months, the quality of the loans in many
country banks has greatly deteriorated, and it has become
increasingly difficult for them to furnish offerings up to the
old standard of eligibility and acceptabilitye.

In 2 number of cases, it has been necessary to construe
rather liberally both eligibility and acceptability and to
swport the existent doubt by a margin of non-eligible collateral.

In addition 10 the banks designated by asterisks on list
enclogsed, there are atleast 38 other banks whose condition renders
it advisable to request additional collateral.

The average of the banks mow borrowing is lower in merit
than the average of the non=borrowing banks.

It has been for several years a pollcy of this bank to

r require marginal collateral from all member banks whose borrow-

ings have exceeded their capitél and surplus, exclusive of loans
secured by Government oblizmtions.

411 three of the Branch Managers expressed the opinion
that no restriction of credit has resulted from the practices,
but all three report some objectionse.

States some objections made to the Credit Department of
the parent bank in Ste. Louise

—— e e e e e r =
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Propored-New Tepisiniions

Federal Reserve System

Quotations from Governor Harrison's letter to the Board
dated April 9, 19293

There is increasing evidence that the present money market position
and prevailing high money rates, which are all above our discount rate,
are beginning to have a detrimental effect on business.

Serious effects may well be anticipated from the following causes,
if they continue to operate over an extended periods

1. Reduced building construction because of difficulty
in obtaining mortgage money and loans.

2+ Postponement of various business undertakings
because of difficulty in financing new enterprisess.

3+ Reduced foreign purchasing power for our exportable
products, etc.

The one thing which has prevented, and now prevents, the restoration
of more normal money conditions, is the large expansion of the credit
structure, due largely to speculation in securities.

This credit expansion has forced the Reserve System to adopt firm
money policies, including three increases of discount rate, the sale of
Government securities, a restrictive bill policy, and careful scrutiny of
the borrowing of the individual member banks.,

hile the continuance of the policies of restrictive purchases of
bills and careful supervision over member bank borrowing alone may
ultimately have the desired effect, nevertheless, in view of the urgent
need for restoring more nommal money condifions as quickly as possible
in the interest of business, it seems desirable that further steps be taken
to make the Federal reserve policy more promptly effective.

We believe an increase in our discount rate by 1% will be a helpful
step in this direction because

® %k ok ok ok

A rate increase will have a direct effect upon the possible use of

W
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Federal reserve credit for speculative purposes because a large part
of the credit now granted on the basis of securities consists of loans
by banks directly to their customers as distinguished from loans to
brokers on the open call money market,.

Recent increases in credit for security operatiomns have been z2lmost
entirely in this fom of loan * * *

As far as the immediate effects on business of a rate change are
concerned, business borrowers are already paying 53% to 6%, or, in
acceptance credits, over 64% for their money in the principal centers, and
higher, of course, elsewhere, -in many cases close to the legal maximum,
so that an increase in the discommt rate to 6% would probably have little
effect on the cost of funds to business.

In any event, the directors believe business can better afford to
pay a higher rate for a short time, than even present rates over too long
a period.

Moreover, the influence of credit conditions upon business is much
more largely felt in the market for new securities to finance new business
developments than in the rate which business pays on commercial loans,
so that a hastening of the time when the new securities market will once
more be upon a stable basis appears to be much more important to business
than a fractional difference in commercial loans.

The directors earnestly desire easier money for business. They believe
an adjustment of our rate to the present money market will serve to hasten

the time when the Reserve System can take active steps to bring about
easier money,

Letter, Board to McGarrah, May 1, 1929,

Reply of McBerrah to Board, May 10, 1929;

The Federal Reserve Board's letter of May lst, in effect requests
us to follow some different procedure, or to put still further pressure
upon member banks to repay their borrowings from the Federal Reserve Bank.

It seems clearly to imply that we should apply a stricter criterion
as to the propriety of member banks' borrowings than that which we have
set forth in our letter of February 2lst, and predicates its request for
a readjustment of the position of banks which have been barrowing from us
continuwously or frequently, won the fact that they are "carrying a

considerable volume of security loans.”




L]

In other words, the letter indicates that the test of "abuseM
of Federal reserve credit is to be the amount of the member banks!
Joans on securities. -

Every bank in the country doing a general banking business must
necessarily make loans on securitieg * * *

To imply that a bank's right to borrow from the Federal Reserve
Bank on eligible paper is prejudiced by the mere fact that it has made
loans on securities, fails, it seems to us, to recognize these conditionse

The question whether security loans are or are not speculative is
one which is impossible to detemmine, even by the member bank.

It is much less possible by the Federal Reserve Bank,

We question whether the Federal Reserve Bank has a right to deny
accommodation to a member bank solely on these grounds, provided the
member bank offers eligible paper for discount to repair its reserves.

But, if because of any policy or procedure of the Federal Reserve
Board or the Federal Reserve Bank, member banks should be led to believe
that Federal reserve credit is wnobtainable in this market at our discount
rate, one of the chief purposes of the Federal Reserve Act will have been
defeated, public confidence impaired, and the usual adverse effect upon
business and prosperity invited.

If, in face of all these conditions, we should now take those further
steps suggested by the Board in dealing with individual member banks in
this district, we believe that no matter how carefully explained, they
would be regarded substantially as closing our loan window with & view

of rationing credit. This, we believe, might of itself produce a condition
which we can not afford fo risk.

Our directors have noted the Board's request that they communicate
with the member banks listed in its letter in such vways as they may deem
most suitable, in an effort to bring such member banks into effective
cooperation in adjusting their business.

They desire me %0 state that, in their Judgment, the most suitable
way of doing this, apert from the question of the discownt rate, is to
continue the procedure that has been followed by this bank as outlined in
my letter of February: 2lst, believing that to adopt any different procedure
might precipitate serious consequences.
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Savings accounts, Svpecial

Board voted that California special savings accounts require
reserves as demand deposits, and not 3% as savings accounts,

Perrin strongly favored 3% reserves, as these deposits were
segregated and right to reguire notice of withdrawal was
reserved,

C.S.Hs said that deposits on which the bank reserved the right
to require 30 days notice, could not be called demand
deposits, even tho checking and withdrawal without presenting
pass book, out of courtesy, was allowed.

m s ‘ J-q- "ﬁ,{." " {'f

Miller moved that the regulations making such deposits demand
deposits be not changed.

(e PRECE

%W | T {L Lbvm
Lt Wdedide, N

>.5.He and Mitchell voted to change regul ations to admit of 3%
reservey Miller, Platt and Crissinger voted No.

r
FJ

o

Perrin tells Platt that Sartori's bank and other large banks
may withdraw because of this ruling.

™
3
L
- ﬁ;
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Platt reserves right to move reconsideratione
Oct. 10, 1922, 199,

Board voted that these accounts of state banks must carry same
reserves as against demand deposits.

Board had already voted this last October (1922) but Platt
reserved rignt to move to reconsider. 17.

The Board voted to reconsider but then reaffirmed original vote.

CeSeHe and Mitchell voted against this, i.e., in favor of lower
reserves. Dec. 6, 1922, 18B.

C.5.H. feels that this ruling gives equity to claim of state
member banks that Federal reserve authorities should agsist
in examinations of state member bankse.

Decs 12, 1922. 22.

At Governors Conference, the Governors voted against permitting
a 3% reserve against these savings accountse
L ]

In favor of 3%:
Calkins, Norris, McDougal, Young, Harding.
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Savings accounts, Special (Cont'd.)

Gov. Seay agreed in the Conference to vote for 3%, but finally
woted against ite

The gquestion put to the Governors: - assuming that the Board has
power to pemmit 3%, ought it to do it.
March 27, 1923. 76.

Dr. Willis tells C.S.H.:

Savings accounts in Sece 19 had reference only to national banks
originally; that the national banks thought the required
reserves, - 18%, 13% and 10% were too high; they told Congress
they had large dommant accounts which were in essence
savings accounts; that finally Congress gave them 5%, which
later was lowered to 3%; that finally Congress provided
for separate savings departments for national banks, with
provision for segregated assets, prior lien, etc., which
passed the House, but was stricken out by the Senate; that
he saw no reason why there should not be different regulations
for state banks than for national bankss: that in case of
national banks, where checking is permitting, the same reserve
should be regquired as for demand deposits, as all deposits,
whether savings or not, went into a common fund to be loaned
commerciallys that in Califomia state banks, however,all
savings deposits are segregated and limited as to investment;
that this was the essence of savings accounts; that he saw
no reason why the Board could not pemit state banks, if it
thought 3% adequate, to maintain such a reserve, where the
bank had the right to regquire notice and presentation of
the passport, even tho in practice it waived this right and
pemitted the use of checks stamped so as to be subject to
tilis I‘ig}lt.

April 20, 1923. 93, 94, 95.

Gov. Crissinger brings up question of California special savings
deposits.

He pointed out that the matter was settled on Oct. 10, 1922, no
notice of which was sent to Perrin, Federal Reserve Agent,
and again on Dec. 6, 1922, of which Perrin was notifiede

The banks asked Board to hold up ites decision and give them a
hearings

At the meeting of the Governors briefs were filed and arguments
made,




Savings accounts, Special (Cont'd.
5 ] k

CeSeHe moved fto reconsider which failed by & tie votes

Aye: C.S5.H. and Miller
No: Gov. C. ani Plafte

Dr. Miller said he approved the decision of Dec. 6, 1922, and
voted to reconsider merely to give Platt opportumity to
offer a motion as to the form of notice to send Perrin,

Gov. C. and C.S.H, explained to Miller that no reconsideration
was necessary for this purpose, but Miller would not
change his vote.

at time deposits were not

ederal Reserve Act,

Platt moved that Perrin be informed tl

a‘,l
-
&

savings accounts under Sec.l9,

CeS.He said this was in proper form.

™

Gove Co favored merely saying Board declined to reverse its
decision of Dec. 6, 1922.

Plattls motion failed 3 to 1, C.S.H. voting against it on the merits.
JeS+He felt Gov. C's motion was simpler, and that the vote of
Dec. 6, 1922, might be construed as an exercise of judgment
and not as a ruling of law.
May 3, 13823. 104, 105.
State Superintendent of Banks in California says above deecision

will cause great hardship on eertain banks,
June 1, 1923. 146.

————— o e o
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In responee to your memorandum of Jenuary 14, I beg to sivise as follows:

The free gold held by the Federal reserve banks amounted to
$382, 708,000 on Auvgust 5, 1927 and to $697,805,000 on January 14, 1931, The
difference between these figures is due largely to the fact that the Federal
reserve banks now hold more Federal reserve notes in their veult cash, which
have to be covered by gold déposited with the Fedsral reserve sgents, than
they did on August 5, 1927, If we reduce the Federal ressrve banks! hold-
ings of Pederal reserve notes to an overating minimum of $150,000,000 the
frea gold figures are increased to $1,101,606,200 on August 5, 1927 and to
$1,063,838,000 on Jznuary 1, 1931,

?xqesa raserves on these dates were, of course, much larger, smounting
to $1,631,174,000 on August 5, 1927 and to $1,727,916,000 on January 1U,
1931,

The amount cof gold that we could freely export withoufi inconvenienee
depends entirely on whether the gold is released by the Federal resesrve
hanks in exchange for eligible paper (discounted bills avd accepltances
bought in open market) or in psyment for United States securities pur-
chased, If the gold for export is to be obtained through the purchase of
U, S, securities by the reserve banks, the amount would be limited to
about $500,000,000., If, however, the gold is released by the Federal re-
serve banks in exchange for eligible paper, we could export approximately
$1,200,000,000 and still have a reserve ratio of 50 per cent., Inasmuch
as there is about $1,500,000,000 of gold and gold certificates in circu-
lation, it would, of course, be pessible for the reserve banks to acquire
gold from this source by restricting or stopping the neying ocut of gold
and gold certificates, Sixty ver cent of any gold thus acquired by the
resery¥e banks could be relezsed for export in exchange for eligible
pape¥, forty per cent therof being needed as the legal reserve against
the Mederal reserve notes which would replace the gold in the circulation.

|/ With reference to question U, taking the veriod from 1922 to date, I
think it mcan be said that the United States has not sterilized gold im-
ports, In June 1922 our monetary gold stock amounted to $3,776,000,000
and at that time the loans and investments of all banks in the United
States amounted to $39,956,000,07°0 the ratio of monetary gold stock to
loans and investments of all banks being 9,5 per cent, In September 1930,
the monetary gold stock was $4,503,000,000 and loans and investments of
all banks $57,590,000,000 and the ratio of monetary gold stock to total
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loansg and investments 7.8 per cent. This shows that our gold stock is now
being used to support a relatively larger volume of ecredit than was the
sase in 1922, The incresse of $727,000,000 in our gold stock during the
period was used to the extent of $575,000,000 to build up reserve balances
of member banks with the Federal reserve banks, and the remaindsr %o
raduce Federal reserve bank credlit outstanding,

Liquidation since the stock market crash of 1929 mey be considered fram
the standpoint both of the Federal reserve bsuks and of member and nonmember
banks,

rom the week ending October 26, 1929 to the week ending October 25,
193G, reserve bank credit declined from an average of $1,409,000,000 to
$1,007,000,000. This reduction was due to an increase of $136,000,000 in
monetary gold stock and & decrease of $309,000,000 in money in circulation
Member bank reserve balances which reflect changes in the volume of member
bank credit show an inersase of $36,000,000, During this twelve month period
the Federal reserve banks increased their holdings of Government zecurities
by $462,000,000, but this increase was more than offset by & declime of
$648, 000,000 in discounts and $177,000,000 in acceptances.

The seagonal demand for currency makes it difficult to extend the com-

parison to the present time, FHowever, since October 1930 there has been an
increase of $167,000,000 in money in circulation and of $50,000,000 in member
banlk Peserve belances, These increaseg were provided for, to the extent of
$103,000,000 ty an increase in our monstary gold etock, =nd to the extent of
$104,000,000 by an increase in reserve bank credit. T™iele increasesin money

in eireulation and in reserve bank credit will undoubtedly both be 2liminated by
the end of this month.

From the standpoint of merber and nonmeaber banks, there has also been
gome liquidation of benk credit since October 1929, The latest date for
which figures are available is September 24, 1930, on which date loans and
investments of 211 banks (member and rommember) aggregated $57,590,000,000 es
compared with $58,835,000,000 on October 4, 1929, representing & reduction of
$1,245,000,000 or 2,1 per cent. This decrease in bank credit does not, of course,
include #he reduction in brokers' loains made other than by banks, It is estimat-
ed that the reduction in brokers loens by "others" was approximately
$4,600,000,000 during the same period,

If we take member banks alone, we find a decline of $hu2,000,000 in total
loans and investments between October 4, 1929 and September 24, 1930, or 1.2
per cent of the amount, $35,914%,000,000, reperted on the earlier date, It is
of interest to note, however, that &lthough there hag been a net reduction cof
only $442,000,000 in total member bank credit, customers' loans of these banks
declined much more -— $2,414,000,000, this larger reduction being partly off-
set by an increase of $1,971,000,000 in holdings of open-markef loans and

investments, = ki
Conans Bsatonn tis. fnllact, A-ardid
Suad Lot
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FEDERAL RESERVE SYSTHM

1926. Discounts Bills Government Securities Total Barning Assets

Jane. 6 593.5 44,8 369.4 1318.4
Febe 3 4878 3023 349.8 1149.4
583.2 286.6 325.8 1207 «4
578.6 229.8 342 116443
547.2 213.4 1168
525 244,11 1186
237 .6 123346
228.5 114945
253.5 1202.5
2733 120649
332.1 1312,.8

368.2 1322.1

TR, 1
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1927. Discounts
Jan. 5
Febe 2
Mar, 2
Apres 6
May 4
June 1
July 6
Avge 5
Septe 7
Octe 5
Nov. 2

Dece 7

FEDERAL RESERVE SYSTEM

1339.8
1028.7
103646
985,6
1069.9
1089,8
1081.6
1031.8
1146.6
123063
1240.8
1429.




FEDERAL RESERVE SYSTEM

Bills

Government securities

Total FEarning Assets

982
1191
1085.8
1080.1
1026.¢
957.4

1012.2

387.1
377 4
33845
343.6
3631
266.4
209,7
165.°
186.8

310

6274
4337
40249
3832
292.3
210

219.6
211.7
206.4
23066
22267

226.8

15363
1235

1224.3
1329.5
1413.4
1458,5
1620.7
1463.8
14743
1571.1
1632.4

1721.1




1928, Discounts Government securities Total Barning Assets
Jan, 2 1151.5 244 1889,7
Feb, 6 851.6 1471.5
Mar. 6 989.2 . 1467,
Apre 3 1029.9 138045
May 1 985.8 1329.2
June 5 977.4 1247.4
July 3 1125.1 1350.9
Auge 7 1064.1 131144
Septe 4  1046. 1394
Octe 2 930.6 1414.2
Nove 6 990.9 1637.6

Dec. 4 872.3 1502,7




1930 Digcounts Government securities Total Iarming Assets

Jan. 8 5676 4848 1384.3
Feb. 5 381.4 477.8 116742
Mar. 5 30846 486,1 107842
April 2 241.1 53044 1081.6
May 1 23744 52748 951.1
23947 543.8 97847
260.4 596 1021.2
205,9 576.2 923,
23143 602+ 1012.3
185.9 6012 987
212.5 601.5 1006.2

250.9 602.2 107844
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1931. Discounts  Bills Government Securities Total Earning Assets

J&n. 7 292.4 26505 65809 182-503

14 243.3 196.2 644.3 1089.4
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Form No. 131

FEDERAL RESERVE

Office Correspondence ™ Date_February 9,

To Mr., Hamlin Subject; Security Loans of New York City

From ~Mr. Shead
m

The figures shown in your memorandum, returned herewith, regarding
Governor Harrison's testimony before the Glass Sub-Committee, have been
checked and found to be correct,

In drawing conclusionsg from condition figures it ie always well
to bear in mind the trend as well as the figures for particular dates,
As you will note from the figures shown at the bottom of your memorandum,
if you had compered February 6, 1929, instead of January 2, 1929, with
June 6, 1928, brokers' loans made by New York City benks for their own
account would have shown a decline of $51,000,000 instead of an increase
of $3h9,00G,OGO, security loang to customers would have shown about
the same increase as given in your statement, and "all.cther" loans would
have shown a decline of sbout $158,000,000 instead of $43,000,000,

If you will refer to page 14 of your book of charts you will note
that brokers loans made by New York City banks for their own account
fluctuated around $1,000,000,000 from the beginning of 1926 until the
drastic liquidation in security prices took place around the end of 1929,
You will also note from page 15 that the trend of total security loans
mede by New York City banks was upward from the spring of 1927 until the
fall of 1929, the increase for the period being about $1,000,000,000
or 50 per cent,

VOLUME 213
PAGE 69
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Governor Harrison's Testimony Before the Glass Sub-Committee.

Governor Harrison, in his testimony, among other things, stated
that he had never warned the New York City banks to reduce their bor-
rowings during the period of direct pressure, for the reason that they

had not increased their security loans over the amounts loaned by them

———ei

when the speculative movement began.

This is not correct.

Between June 6, 1928 and January 2, 1929, the loans of reporting
member banks of New York City to brokers and dealers on their own account
increased 349 million dollars, while the customers security loans (ex-
clusive of brokers loens) increased 203 millions, making a total increase
of security loans of 552 millions. Their commercial loans (all other
loans) however, decreased 43 millions.

During the period of direct pressure, - February 6 to June 5, 1929, -
their loans to security customers increased one hundred million, although
their loans to brokers and dealers for their own account decreased 279
millions. Commeréial loans (a2ll other loans) increased during this

period 267 millions. This is shown by the following table:

Loans on securities Loans to brokers
To brokers and dealers HAll other! and dealers for
For account To loans account of
For own of other |customers others!
accomt banks

1928, June 6 1,167- 1,642- 1,540 : 1,755 -
1929, Jan. 2 1,516 - 1,648 . 1,743 : 2,166-
Change +349 - +6 - +203 - . +411 -

1929, Febe 6 1,116 - 1,931 - 1,741 : 2,621 "
June 5 837 - 1,513 - 1,841 -
Change =279 - -418. +100 - : +313 -




NEW YORK DISCOUNT RATE CONTROVERSY,

(Notes = C.S5.H.) y
AlAfail il g ey vardy ).a(/. o e e 3
~I- Pl Lol Lo

Am speaiking for self and not for Board.
Have great respect for officers and directors of New York Bank,

May point out certain errors in procedure, but not with view to
criticise the New York Bank,

Shall merely state facts, and for purpose of this argunent, am ready
to share responsibility.
-I-A-
A review. Not a controversy.

February 14 - June 12, 1929,
Not until August 9, 1929,

Governor Harrison and McGarrah
May 22, Interview
May 31. lcGarrah letter.
Banks afraid to borrow.

More credit needed.

Board should adopt a more liberzl discount policy.

June 12,
Board suspended.

Lawrence, David.
Jme 5 .

Expansion, 1922 - 1927.
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EXPANSION
1922 = 1927,
/Wzﬂ;( /<.( (/f*"
Security loans. 1922 1927 Increase Percent

3¢6 billions 7.5 billions 3.9 100% +

Commercial loans 7.4 M 8.7 " 1.3 18%

——

/{0 J .2

Lercent Total Loans and Investments.

1922 1927.
Security loans 25% 34%

Commercial loans  51% 39%

L

CeS.H. speech, Poland Spring

July 1922 - July 1927,

Gold stock 4782
Member bank reserves +477
Balance = Money in circulation Do
Member banks expanded 12 %0 1
4All banks 16 to 1

176 - 12

177 - Bl
194 - 95,

3. 1922 - 1928. Annual averages.
Federzal reserve credit =79
Member bank reserves $497
Gold stock $748
Expansion caused by gold imports
Except

l. TFebruary - June, 1922,
Member bank reserves $132, Govermment securities 4237

2+ April - December 1924,
Member bank reserves $176. $286




-]~

”~
ol VA 4 ’C’L_‘f"‘c"{ CA- t7

LILT Oang, 0 31 % « N,
1928 firming policye.

Sold 400 millions Govermment securities through June.
Increased discownt rates three times.

Last increase July 13, 1928 = 5%

6% might have been better.
Federal Advisory Council contra.

Avgust 163

New York asked and was given authority to purchase acceptances
to meet any seasonal strain that might develop.

Under this authority bougat about 286 millions acceptances.
Toeir holdings were 2/3 of all acceptances outstanding,

The banks paid off 193 millions in discounts.

This turned the fiming policy of the Board into an easing policye




Federal reserve credit $ 122
Member bank reserves 4 28
Security loans, reporting member banks $ 127
Stock prices increased from 150.5 to 192.1.

Stock sales increased from 11.6 to 23«3 millions.
Brokers loans increased 381 millions.

Loans "for others" increased 488 millions.

Burgess, December 11, 1928:

In public address admits that the excess bought over seasonal
demands was at least 100 millions. Page 13.

C.S.Hs article page 11,

-III-
;Lid-

Direct pressure. w,w

January 1, 1929. Federal reserve credit was 226 millions more than
January 1, 1928,

Year ending June 30, 1929, 1114 banks were borrowing 80% or more of the time,
page 14.

Febe 2, 1929,
Board letter to banks,

Asks what they are doing to prevent speculative use of Federal reserve
credit and how successful they have been,

February 7, 1929.
Board publishes waming - direct pressures

At this time discount rates and acceptence purchasing rates were the same -5%.

Board believed business and agriculture was entitled to a lower rate
than 5%.

Board deteruined not to increase discowmt rate of 5%e

zed for FRASER




3 1927. Last quarter.

Federal reserve credit
Membe r bank reserves
Gold exports

Currency demand
Government securities
Discounts

Acceptances

Last quarter 1927.
Federal Reserve Credit.
Compositione

Discounts +145
Acceptances $142
Government securities $111
Other F.Re credit + 26
Total FeR. credit... +424

Factors

For increase Treasury credit

Other items
Gold stock -192

Money in circulation § 55
Member bank reserves 4194
441

To Put it in Another Ways

Gold +192 Offset Government securities 111
Money in circulation .85 By Discowmts 145
247 206

Member bank reserves 4194 0 Acceptances 142
Treasury credit 13

Other F.R* credit 26

181




January 1922 - January 1929 January Bulletin, 7, 23.

Federal Reserve Credit.

Compositions

Acceptances $365 Discounts - 58
U.S. Govermnments + 5
Other reserve credit &4 15
385 68 = 27 = increase in
FeRe credit

Factors
For Increase For decrease.
Member bank reserves 4688 Gold stock 1463
Mpney in cireuvlation +267 Treas.credit $232
Unexpended capital funds & 67

41022 695 = 327 increase in
F«R* credit.

fut in Another Forms

Member bank reserves 4588 Gold 463
Money in cireculation 267
730

Member bank reserves
Gold stock

Money in circulation
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Board believed the speculative craze was beyond control through discount
rates.

Board by its warning did not desire radical deflation of credits.

Board wished cessation of increase of speculative loans, and this would
of itself bring about & slow liquidation.

Quote from Board 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."”

Page 30.

Federal Advisory Council.

November 22, 1928:

Recommended cooperation between member banks and Federal reserve
banks, - in effect, direct pressure, except as to customers
loans. Page 4.

February 15, 1929:

1. Cowcil strongly supported the warning of the Board of
February 7.

2. Cowmcil said the Board did not go far enough, and should
also apply the waring to customers loans,

(C.S.H, had assumed it did apply to customers loans).

Comncil gave Board a memorandum advising against the increase
of discount rates until the efforts of direct pressure
had been exhausted.

15 Diary, 173 to 176 (51).

(C.S.Hs article page 6).




ked for FRASER

Effect of direct pressure.

February 9 to June 8, 1929:

Security loans decreased 361 milhonf-‘
Investments decreased 262
Acceptances decreased 295
Purchase of Government securities decreased 37

On the other hand:

Money in circulation increased
Discounts increased

Gold stock increased

Treasury currency increased
Unexpended capital funds increased

Federal reserve credit decreased 218
the difference between the increase in discountslld

and the decrease in acceptances 295
plus the decrease in Govermment securities 37

114 from 332 leaves 218, which was the decrease in
Federal reserve cred.lt.

Smead, January 14, 1931.




Federal reserve figures are weekly averages. Member bank figures are
for weekly statement datese

(In millions of dollars)
F.R. ¢ Bills : Us S, Member ¢ Reporting member banke in New
Bardc 3 dis- Accep- $securi- bank re- 3 York City
Credit :counted ances 3 ties serve bal=3 Security :CommercialilInveste
: : ances $ loans t Jloans  :ments

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

+39 478 +10 =51 42 4320 416

Period 3. Direct Action, February 9, 1939 to June 8, 1929.

C~L@z{-“‘1‘! [ (d‘ LT
= j P
_Period 4. June 8, 1929 to August 10, 1929.

$198 +168 $19 +12 -2 4283

If successful why did Board suspend it in June?

Because New York reported that wmder direct pressure the banks
were afraid to borrow even to meet commercial demands and
Board merely evidenced willingness to pemmit banks to borrow
freely for this purpose.

At no time did Board prevent borrowing for purely commercial
purposes.




Even after suspension of direct pressure, up to the stock crash,
Federal reserve credit increased comparatively little,
practically only by amount of increased curfency demand,
and from August to October, 1929, security loans actually
decreased 28 millions.

The real cause of the expansion was loans for others.

New York reports as to direct pressure.
Letter February 21, 1929,
McGarrah to Board.
Special reports as to banks borrowing for profit,

or too much, or too continuously, in relation
to other comparable banks.

Banks which have a voluntary investment policy
rather than which loan in response to demands
of their customerse

We try to makeabove adjust their position.

The above has little effect as to controlling the
total amount of credit outstanding.




New York City banks have usually adjusted their position when
advised that they are out of line, or acting contrary to
our general policye.

Above not very effective in controlling total amount of credit.

Not practicable to determmine the use of rediscounts, or to
reduce discounts because of their use.

Would meke us an arbiter of the conduct or propriety of purpose
of customers of member banks,

Increase in discount rates is the most effective way of controlling
the total amount of credite

Will use whatever direct influence is proper and within our power
to bring about a conservative use of Federal reserve credit.

195 - 63

May 1, 1929,

Board to McGarrah.

Sends 1list of banks borrowing continuously or frequently
which are carrying a considerable volume of security loanse

Requests licGarrah to ask these banks to adjust their
position or give reason why such adjustment is not desirable
in the public interest.

May 10, 1929.

McGarrh to Board.

Replies to letter of May 1. Says that Board is laying
down a new procedure, = carrying a considersble volume of
security loans.

A new test of abuse of Federal recerve credite
Says Board implies that the right of a bank to borrow on

eligible paper is prejudiced by fact that bank is loaning on
securities.

Says banks have right to loan on securitiese




Not possible to determine whether security loans are or
are not speculative, even by the member banka much less so by
the Federal reserve bankse.

To undertake what Board suggests as to individuval banks
would be to close our loan window with a vier to rationing credit.

This would produce a condition we can not afford to risk,

Most effective way, apart from increase in discount rates,
is to follow the procedure I have outlined in my letter of
February 21st.

Any different procedure might precipitate serious conse-

quenceses
195 - 63.

(Yet McGarrah, in his letter of February 2lst, points out that
the methods indicated by him have not proved very effective
in controlling the total amount of credit.)

-VII-

Applications of Federal Reserve Bank of New York for increase in
discount rates.

Bank made no application between July 13, 1928 and February 14, 1929,
The First application, February 14, 1929:

No official reasons given,

Made over the telephone.
October 5, 1928;

Board requested banks to give reasons when asking changese

October 26:

New York said could give statistics but impossible to give reasonse
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Board felt increase at New York would necessitate increase at other
Federal reserve banks, and would injure agriculture and commerce,

Board voted to take application under review.

Governor Harrison then gave full vote of his directors, - that action
be taken by Board immediatelys

Board voted umanimously to disapproves
Other applications:
There were 10 in all, beginning February 14th and ending May 23rd.

On April 9, 1929, Governor Harrison wrote Board stating reasons for
increase:

Speculation has injured business.

High interest rates prevent flotation of foreign securities in the
United States.

Purchasing power of Europe lowers

Call loan rates drawing gold from abroad.

Different Reasons given by New York

Original large discounts.

Danger of runawey market.

: \ N " ’;l ¥
TN G Q. (J{(h i J_(,.ﬁ,_t' i #V)
/ N NVatie
, . 3 '
Proper relation of rates. X ;a}y.‘{{'
' @ 1Y
/ Vi

Vi hitun pavs Atrtyida

Federal reserve rate higher than customers rates.

¢

Last application, May 23, 1929 Al lh

ag &

Admits reduction of Federal reserve credit.

Says probably 100 millions more of Federal reserve credit will
soon be needed.

Board declined application, but discussed possibility of reducing
acceptance ratess

4
S'"{JL- faa { v-_.-'. Lad

Ty o
Member banks were‘hfree to borrows = o elivpla [ /V7 bt fpr




May 31, 1929:
McGerrah to the Board.

Direct pressure without increasing rates has created
uncertainty.

Member banks may soon have to borrow freely for proper
conduct of their business.

Federal reserve bank should be prepared to increase its
portfolio.

195 - 65, 8l.

June 3, 1929
Ce E. Mitchell favors more liberal discount policy.
Market should be eased by buying bills or Governmentse
Discount rates should remain at 5%e
July 16, 1929:
Mitchell to same effect.
August 2, 1929:
Governor Harrison before Board.
Favors easing policy through bills or Govermment securities.
Asked for 6% discowmt rate, but merely as a barrage to make the
acceptance rate - then 53% - reélatively lower, and induce
member banks to take down part of their discountse
August 7, 1929:

Governors Conference approves, and gives promise to keep the 5%
rate at other Federal reserve banks.

August 8, 19293

Board approved. Also approved lower ing acceptance rate to 5-1/8%.
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Approval of Position of New York,

The Federal Advisory Council reversed its earlier position and favored
increase to 6%,

On April 19 and again on May 2l.

This latter was just 10 days before McGarrah said an easier money
policy was necessarye

The Federal Reserve Bank of Cleveland approved 6% on May 17th.

Real issue.

5% rate plus direct pressure
6 and repeated increases
To "correct situation,"

Governor Harrison
April 9, 1929,

"Public notice to comtry that Federal Reserve System ready
to supplement and support a2ll its other efforts,

By an affimmative rate policy.

Public realization that the discomnt rate would be
enployed incisively and repeatedly if necessary."

Board told that if 6% did not correct situation,would be
other increases.

Governor Harrison
Feb. 5, 1929. 15 Diary 149 to 151 (45)
May 22, 1929 16 - 8 74, 75 (68)

McGarrah
April 24, 1929. 16 - 37 (62)
May 23, 1929. 16 - 74, 75 (68) :

A6 naa aslisded ¢ ‘7‘; sttt Lwééw ,/




New York wanted to r‘greak the stock market as the quickest way to
glve business and agriculture lower rates.

B
Menchester Guardian, 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."

Board did not want to precipitate a crisis.

It wanted to take Federal reserve credit gradually out of the market
and produce cessation of further increase of speculative loans,
and a slow moderate liquidation.

prailic

Had Board yielded to New York and put successive sincreases on commercial
paper, business would suffer at first through the increased
rates and finally the crash of October would have been precipitated
by & crash in May or June caused deliberately by Board policye.

The Board feared a crash but hoped to avert ite A AN ¥ frarin

The New York bank feared a crash but favored action wh:.ch would have
precipitated the crashe.

/L-'L. L*_/ A Comvmtn, ma. WA Q-i,\i‘{ Clarrtiqe € -{'ﬁ-ﬂ-"‘"”‘-“
-XI]=

When once a speculative mania is underway, it can not be controlled by
increase of discomt rates unless so severe as to produce a
crash,

To the speculators 6% meant easy money, i.e. an opportunity to bor row
all he wanted if he would pay the discount rate and furnish good
collateral.

Alexander, Septs 28, 1928, luvwwd & Vo /4 |t

Prof. Hawtry, Jan. 22, 1929,

Harry A. Wheeler, 1929,
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London Statist, Mare. 23, 1929,

Rates should be lowered to cause reflex in international
movement of short term funds and to encoursge lending
abroad on the largest scale.

U. S. Chamber of Commerce, May 3, 1929,
London Economist, May 11, 1929,

When stock prices are rapidly rising, high money rates are only
an inefficient deterrent which penalizes the innocent
without troubling the guilty. The only remedy against
rampant speculation is to cut off funds altogether.

193 - 79 (3) (221)
New York Journal of Commerce, May 14, 1929,

System has no right to try to curb speculation through drastic
increases of discount rdes.

All that has been required of it any time has been that it
should keep its own funds, the reserves of the deposit
banks, out of the speculative market.

191 - 113.
Manchester Guardian.
May 23, 1929, 192 - 147 (2).
Statist, May 25, 1929.

The banking authorities in United States apparently want a
business panic to curb speculation.

=XIII-
Direct pressure succeeded.
London Economist, May 11, 1929,

The events of the past year have seen the beginnings of a new

technique, which, if maintained and developed, may succeed

in rationing the speculator without injuring the trader.

193~ 77,




Principal success was brokers loans.
February 6 - June 5. Security loans
To brokers and dealers
In New York City Outside N,Y. To Customers
Feb, 6 1771 816 4971

June 5 1122 808 5267
-549 - 8 +296

Customers loans increased.

l"?.[.:..r_,n’;,,;.'J A {)j;\ -XIV-

Increase—in customers loans raised another issue between Board and
New York Bank.

Board on May 1 asked New York to ask certain banks borrowing heavily and
having large amount of cusbomews security loans to adjust their
position,.

McGarrah answered saying that to inquire into loan practices of borrowing
banks was a new test of Federal reserve credit abuse, - that it
would Dbe credit rationing and would bring about conditions the
New York Bank could not afford to risk.

195 - 63.

Governor Harrison on February 6, 1929, took same position.
15 - 158 (115)
Federal reserve banks have a right to look into loan practices of member
banks growing out of right to refuse discomts in their discretion.
s, ‘_',’L-{.l,_','-‘( (;l.&_! [ TR |

Customers loans were the-feoundation of the crash of 1929.
A

Board's position was sustained by Federal Advisory Council and such
action wged by it on February 15, 1929.

March 2, 1929. Reynolds to McDougal.
The people have lost their heads over stock gambling,.

The public has not profited by advice of Federal Reserve Boarde
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Reynolds to McDougal (Cont'd.)

I

We have now reached the point where it is az matter for each
individual bank to get into the game vigorously and do
whatever is necessary to at least force a reduction
in the amount of money that is borrowed against stock
exchange collateral.

Our Counsel and Newton D. Baker, Special Counsel, have advised Board
of its right to refuse di scounts.

OQut of this right grows the power to examine into loan practices of
member banks.

le
'

New York squarely took issue with Board, claiming Federal rescrve bank
had no right to consider amount of custamers security loans in
passing uwon applications for rediscountse

Governor Harrison and McGarrah both took this position.

Governor Harrison, Feb. 5, 1929. 15 - 154 (114)
May 29, 1929. 16 - 76 (53)

3

11
{
A

McGerrsh Feb, 21, 1929, 185- 67
> May 29, 1929 16 - 76 (53)

Many bankers take position that a good customer furnishing good
collateral is entitled to borrow all he wants if willing to pay

the disoount rate. A g neant
J‘(’\A/b—-w A, Cmaad At T =

Such is not the English practice.
Gov. Young, Old Point Comfort, May 7, 1930

"We bankers have a responsibility beyond our own balance
sheets for the gzeneral 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,.

"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
communitye




@Gov. Young, 0ld Point Comfort (Cont'd.)

"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 offers"

"I 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 acsurance to the country
of a lasting stability of its financial organization.

"To such cooperation I pledge my wholehearted support.”

New York thinks this is "credit rationing' which would bring about
appalling results.

The appalling consequences of not doing it justify conclusion that it
would have been for best interest of greatest number of our people.

-XV-

Use of direct pressure does not mean abandonment of discount rate
increases.

Board has frequently increased discount rates to curb speculation
e.go

1. ZXarly part of 1923.
Alsgso sold 300 millions of Government securities.

2¢ Nov. 1924 ~ February 1R5.
After Coolidge election.
Also sold 250 millions of Government securities.

Autumn of 1925,

1926 Summer and autumn
Also sold some Government securities.

1928,
3 increases.
Also sold 400 millions Govermment securities.










. .ril 6, 1931.

Holding by State Member Banks of Stock in Other Banks.

(Memorandum by C.S.H.)

1. The Federal Reserve Beard has orovided, by condition,
that a bank admitted to the System should agree not to change its

assets in any injurious way, and not to buy stock in other banks
without the consent of the Board.

I believe this condition is a valid one, but that it would
be invalid if the Board determined to reject every application for
purchase of stock in another bank, as there is nothing in the
Federal Reserve Act forbidding such purchase, and the Attorney
General has advised us that apart from regulations of the Board, the
Act does not forbid such purchase.

The question arises as to the scope of the above regulation,
and I believe that where an application is made to purchase stock in
another bank, the only question lawfully before the Board is whether
such purchase will injure the financial condition of the bank.

Ze If possible the Board should fix some percentage within which

the bank could proceed to buy without securing the consent of the
Board.

Se Whnere the bank purchases stock without the consent of the
Board, deliberately violating the above condition, the question of
neﬁaltv is for the Board to determine. In other wonds we might
conceivably expel the bank for having purchased stock rhich upon
application, the Board might find did not injuriously affect the
condition oP the bank,

4., Our Counsel has for some-time been considering this

question, and I would sucgest reference to him to prepare a statement
as to Board policy along the above lines, if he agrees with them.
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CONFIDENTIAL
Not for publication
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EARNINGS AWD EXPENSES OF FEDFRAL, RESERVE BANKS, MARCH 1931

lonth

March

1931

Jamiary - March 193%1

Federal

Earnings from

Current expenses

Current net
earnings

Dis-~
counted
bills

Reserve

Bank

Pur-~
chased
bills

Us S5
secu-
rities

Other
sources

Total

Exclusive

of cogt of
F.R, Currency

Total

Amount

Ratio to
paid-in
capital

Current net earnings |Available for
! Ratio to reserves
paid-in [surplus and
capital franchise
tax*

Amount

$21,047
65, 765
61,770
4o,626

Boston

New York
Fhiladelphia
Cieveland

47,328
35,847
39,191
20,929

Richmond
Atlanta
Chicago
St. Louis

Minneapolis
Kansas City
Dallas

S Francisco

10,810
31.?17
2l ,027
38,537

$14,327
52,501
2,712
17,433

2,041
9,943
23,709
8,879

5,482

8,4

4,95
21,657

$78,131
320,626
91,141
110, 274

28,791
20,?86
171,343
51,357

55,417
57,354
62.185
17,512

$3,945
8,039
1,213
14, 456

3,959

157
34,155
10, 245

43¢
23, 504
1l55
5,407

$117, 450
445,931
156,836
184, 799

82,119
{1,733
68,398
91,410

72,147
120,804
89,919
143,113

$148, 898

510,811
148,320
201, 389

112,009
101,853
278,487
113,067

70,39%
137,401
100,640
177,108

$170, 744
561,383
166,90?
219,708

120,614
110,658
298,836
113,557

73,745
141,386
105,909
178,720

"$53:29u
-114,452
ol lO|071
= 3”!909

- 38,495
= 38?925

30,438
- 22,147

1,598
20,582
- 15,950
35,607

Per cent

Per cent

-§110,394 - -$291,829
- 98,986 - - 565, 561

19,647 - 193,801
- 20,790 290, 399

213,847
148,292
307,055

81,219

124,632
67,612

- 3.602
- 51,852

926

© 3b,827
49,607
122,604

4g 123
101, 380
115,890
296,783

TOL

March 1931
February 1931 493,707
March 1930 1,004,564

435,994

172,067
144 806
{15,057

1,124,917
1,116,938
1,610,765

111,681
106,926
178,739

1,845,659
1,862,377
3,569,125

2,262,167
2,263,718
2,484, 475

-416,508
~401, 341

1,084,650

7.4

Jan.-Mar. 1931 1,597,850

654,300

1930 4,375,119 2,773,510

3,597,554
4,441,149

340,559

6,190, 273

542,827 12,132,605

1
L

6,857,458
7,252,551

667,185

4,880,054

11.5

667,185 -
,880,054 11.

FEDERAL RESERVE BOARD

DIVISION OF BANK OPERATIONS

APRIL 11, 1931.

*After making allowance for accrued dividends and current debits and

credits to

profit and loss account but not for profit or loss on sales of U. S. securities

held in special investment account.




Office Correspon’ence Dete>

April 11, 1931

To Mr. Hamlin Subject:

Mr. Goldeanweiger

In reply to your question, discounts of the Federal reserve
banks increased from $796,000,000 to §991,000,000, that is, by
$195,000,000,during the week between October 23 and October 30,
1929. This increase was largely for the purpose of providing
the reserves necessitated by the transfer of loans from corpora-
tions and others to member banks at the time of the stock market
crash. During the same period the reserve banks' holdings of

Government securities increased by $157,000,000.
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COPY
- FEDERAL ADVISORY COUNCIL
Office of the Secretary

PERSONAL, . Chicago, April 6, 1931,

Dear Governor Meyer:

I am writing to you in advance of the usuwal formal letter
asking whether the Board has any topics to submit to the Couneil for
its meeting in May. Please regard this letter simply as persomal and
in a sense all I am doing is thinking aloud.

Mr, McKinney is evidently desirous of making the functions of
the Councid more important than they have been and his views is shared
especially by some of the newer members of the Council like Mr, Tremean.
The history of the Council is somewhat as follows and I am giving you
this picture because in one way or another I have had intimate contact
with the Coumncil in the last years of Mr. Forgan's occupancy of the
pregidency and then again since 1926 at which time I became Secretary,

After the Federnl Reserve System really became established
and the questions connected with its organizetion were settled, the
Board gseemed %o regard the Council, frankly, as somewhat unnecessary,
and the topics submitted were of a most academic type. I remember
Mr. Torgan showing me one list which made me think very vividly of an
examination paper in anaelementary course in economics in some first-
clags institution. I suppose what happened very often was that the
Board, receiving the usual letter stating that the would have
its meeting, suddenly realized that they would have to something
for these men to pass the time, and so in & hurry questions were formue
lated, not of great practical importance. This was entirely natural,
for, after all, the Council meets only four times a year and most of
the members when they leave Washington after the meeting probably do
not think seriously again of the Council wntil just before the next
meeting,  The Board can hardly be expected to submit questions of
routine administration since the members of the Council would not be
at all familiar with any of the atmosphere surrounding the problems
and could hardly give the time to acquaint themselves sufficiently with
all the aspects involved. They also lack the daily contact with the
Federal Reserve banks themselves.

To be sure, during Mr., Wetmore's administration, owing to the

Ohicago rate question and subsequent development of the speculative wave,
the Council temporarily did acquire somewhat greater importance and was
really consulted by the Federal Reserve Board. I do not find, however,
that the advice of the Council affected the actions of the Board to any
\ marked extent. Mr. Wetmore's attitude was, frankly, that he preferred

short meetings dealing with one or two really practical questions rather
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than spend much time in formal session discussing questions of a somewhat
academic nature., He believed that it would be better for the members of
the Oouneil to meet together in the morning of the day preceding the
regular meeting and then, unless there was really something important to

discuss, spend the afternoon seeing some members of the Board and other
officials in Mashington and have private conferences with them.

Wow, however, we have a new administretion and as the hired man
of the Comecil, it does not behoove me to express an opinion as to whether
Mr. Wetmore's view was a proper one or that which Mr. McKimney seems to
hold, Mr. McKinney apparently believes that as the members of the Coumcil
come to Washington on Monday and remain until Tuesday noon, it would be
well if they remained in session and discussed problems of ome kind or
another. I am certain that he also does not desire merely academic
problems to be presented, though I mst confess that one or two of those
that have been before the Counecil recently, as a result of suggestions
made by members of the Council, seem to me to be more nearly of the type
of those discugsed during Mr. Forgan's administration than the ones which
were common during Mr. Wetmore!s regime, |

However that may be, one of the members of the Council recently
wrote me that he felt every attempt ought to be made to make the Council
more important and if such an attempt proved in vain, them at leagt the
gouncil would kmow that it really had no important function. How all thid
cen be brought about, I do not lmow, but I am certain that it will be your
desire also to try and meet the wishes of the members of the Counmeil if
this is at all possible, After all, the Board iteelf is hardly an admin-
istrative body and from some points of view its functions are really
similar to these of the Council in that it is largely an advisory body
which acts as a harmoniger and regulator of the individual Tederal Reserve
banks. The Board, however, has the great advantage over the Council in
that it is on the job all the year around. If I may be allowed to express
an opinion, it gets back to what I indicated above, namsly, that it is
rather difficult to see how an advisory body meeting only four times a
year can be expected to exercise very great influence in questions of dai}y
routine, and most of the questions that come before the Board must be of
just that type. In other words, the problems which you discuss are generally
of a routine nature and are not as a rule problems involving great funda-
mental theories. In fact, it would be unfortunate if the Federal Reserve
gyatem were subject to continual agitation. It might be said of the System,
after all, "Happy is the country without a history." ’

htumtmtmxntuiutouhmotm;httu
is to acquaint you with the feeling that does exist among the member: “¥ ‘he
Gouneil, which I might summarige as follows:

1. A feeling that the Council should not be expected te cor

to Washington just for the purpose of having a group of more or less
important men more or less waste their time, .
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2. That the Council might be made of some real se s 8nd in
that event thé members will be glad to give all necessary time to the
work of the Council and be very happy indesd to be members.

N¥aturally, another difficulty in the whole situation is that,
generally spealring, members of the Cowncil retain office for omly a
relatively short time, so that the complexion of the Council is con-
tinuelly chenging and if one group has been frained to be of assistance,
the work has to be done all over again at the begianing of each year.

I trust you will pardon me for this lengthy effort, which when.
all is said and done is not very constructive or helpful; I realize this
just as well as undoubtedly you will.

With kindest personal regards,
Sincerely yours,
(Signed) Walter Lichtenatain,
Governor Nugene Meyer,

Federal Reserve Board,
Mm' D. C.

&
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WASHINGTON
July 1%th, 1916.

On June 15th, or thereabouts, Mr. Harding and I having previously

My dear Miller:-

written The President as per copy of letter attached, called at the
White House and had a talk with him. The talk wasn't very satisfac-
tory - that is, it wasn't responsive; but he listened to what we had
to say, and expressed some surprise and said he would take the matter
under ecnsideration.

The newspapers now report that Governor Hamlin will be reappoint-
ed, but that the matter of the designation of Governor will rest with
The President. I believe this is more than simply a newspaper story.
In fact, I have heard that CGovernor Hamlin has reported to mutual

friends that The President has promised to reappoint him.

In our talk with The President, we said nothing against Mr. Hame

lin and said we would not object at all to his reappointment, but that
we would strenuously object to his redésignation as Governor. We also
teld Governor Hamlin and the Secretary of the Treasury what we had
done; but Mr. Harding is reasonably convinced that the Secretary of
the Treasury intends to pay no heed to our protest and that after Mr.
Hamlin has been confirmed by the Senate, he will be redesignated as
Governor. If we find that this is the position he intends to take, I

think it is likely that we shall notify The President that if his name

is sent to the Senate without any assurance to us as to how the matter
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of the designation of the Governorship is to be handled, we shall be
compelled to state to the Senate Committee our objecticns to the nomi-
pation without a designation, giving the reasons therefor.

This is a disagreeable thing to do, but I feel that we shall

have to do it, and I should like to have you wire me on receipt of

this letter, how you feel about it and tc what extent we may quote

you as agreeing with us. There is no telling just what angle this

thing may take, and we have asked Mr, Wmrburg, who went to Loon Lake

about ten days ago, to come back the middle of next week.

I hope you will get this in time to wire us Tuesday or Wednesday.

Enclesed is an article which came from the Journal of Commerce
which gives an entirely new story, and although there may be no truth
whatever to it, I think it may have the effect oférousing considerable
interest at the Capitol. ¢

I trust you understand that my attitude in this matter is not
because I am partitularly in favor of Warburg as Governmor. My thought
is that unless we mn adopt some proper routine for rotation in the
selection of Governor, the power to designate a Governor for a long
¢er a short period will be made us? of by future secretaries of the
Treasury or Presidents, just as Secretary McAdoo has threatensed to
make use of it in this case.

Yours very truly,

Honorable A. C. Miller. /M
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June thirteenth,
Nineteen sixteen.

My dear Mr. President:-

In preparing our last Annual Report, the members of our Board
very generally felt that Congress and the country were entitled to have ex-
plained as fully as possible the result of the first year and a half of study
and experlence under the new law, with suggestions as to desirable amendments.
However, when it came to discussing amendments, in view of the conditions in
Congress and the impending Presidential election, there seemed to be strong
reasons for making as few amendments as possible; and for that reason chiefly,
a number of matters which were considered important were not even mentioned in
the Report. Among these - and not the least - was the subject of the position

of Governog.

From the best informatio n now at hand, we understand that the
framers of the Act had under consideration three alternatives in creating
the position:

(1) That the position should be exalted above that of the other
members of the Board, and designated in the appointment, as is
done in the case of the Supreme Court; or,

(2) That each of the five appointive members of the Board were to
be co=equal in authority and a Governor selected by vote of
the Board. Presumably this method would have led to rotation
in office, as in the case of the Interstate Commerce Commission; or

The method finally adopted by Congress, under which the duty
rests upon The President to name five members of the Board, and
after their confirmation by the Senate, to designate one of
these to be Governor, the designation being for no stated period,
and apparently revocable at will.

I have felt, and I know I can speak for a number of my colleagues,
that the last method, and that adopted by the law, unless protected in some way,
might in time be open to some very serious objections - objsctions indeed so
great that they should either be effedtively disposed of by an amendment to the
Act, or else so dealt with by The President as to establish a precedent not
easily overridden.

I hesitate very much to approach you on this subject at thie time,
and yet I feel that your intimate and close connection with the framing of this
legislation, as well as your deep interest in its success, justifies me in doing
so. My own strong convictions on this subject (which I may say are shared by at
least three of my colleagues) lead me to request the privilege of a brief talk
with you upon it, preferably with ur. Harding, at such time as you may designate.
It may be that some means other than I have considered may oféur to you by which
this matter can be dealt with satisfactorily. At any rate, I believe the subject
is :orthy of your consideration, and I therefore hope you can give us an appointe
ment.

Respectfully yours,
The President, (Signed)F. A.Dslane
White Houss.
Ped for FRASER
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CE ON RESERVE BOARD MAY
LEFT VACANT UNTIL NOV,

ort That Secretary McAdoo May

e Successor If Republican Candi-

N date Is Elected—Appointment Is
r Ten Years—Bankers Hope Mr.
Hamlin Will Be Continueld in Office

The two-year term of Charles 8. Hamlin,
of Massachusetts, first governor of the
Federal Reserve Board, will expire early
niext month, and bankers in this and other |
cltles are very much Interésted as to how |
President Wilson will dispose of the
vacancy, In some quarters it is believed |
that the President will reappoint Mr. Ham- |
ln for a term of ten vears, while another
prediction is to the effect that the place |
will not be filled until after the November
clection, the idea being that in the event|
of a Republican victory at the polls
Willlam G. McAdoo, Secretary of the
Treasury, and Mr. Wilson's son-in-law, will
reslgn from the Cabinet and receive the
ten-year appointment, Should, however,
the Democratlc candidate for Presidént be
eloated It is assumed that Mr, McAdoo will
retain his Cebinet portfolio and Mr. Wilson
will reappolnt Mr. Hamlin.

Members of the Federal Reserve Board
receive a salary of $12,000 a year. The law
provides that in making the first appoint-
ment of the board the President should
deslgnate one member to serve two years,
one for four years, one for gix, one for
elght and one for ten, the statute providing
that hereafter the term of office shall be
ten years. The board was sworn in on
August 10, 1014, Mr. Hamlin receiving the
two-year appointment; Paul M. Warburg,
of New York, belng named for four years;
¥rederick A, Delano, of Illinofs, for six
years, and W, P. G. Harding, of Alabama,
recelving the elght years appointment.
Adelph €, Miller, of California, was named
for the full term of ten ysears.

In addition to the five members of the
board who are appointed by the President,'
with the advice and consent of the Senate,
the Secretary of the Treasury and the
Comptroller of the Currency are ex-officio
members and have a vote. The SBecretary
ia chalrman of the board.

When President Wilson first named the
board there was considerable discussion
regarding the probable dominance of the
tioard by Mr. MecAdoo. It was asserted |
that he was likely to have the support of |
Comptroller Williams, Mpr, Hamlin, ‘wWho
had merved as Assistant Secretary of the
Treasury, and Mr. Miller, who had like-
wise held office under the Wilson Adminis-
tration. In this way it was figured that|
McAdoo ‘“‘would contro! the board” by |
having four votes to the three votes of
Mr, Delano, the deputy governor; Mr. War-i
burg and Mr. Harding, the so-called inde-
pendent and non-political members of the
board, !
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ALIGNMENT OF THE BOARD. [
o .

A re st of the allgnment of the
board given last fall when the lomrd
discus o matter of Government de=|
posits. relary MeAdoo was desirous |
of depositing large sums of money with
the Southern banks but several of his as-
sociates oblecteq to the plan, particularly
to his doing so without the consent of the
Federal Resarve Board. A vote was taken
on: the question, and much to the surprise
of Mr. McAdoo it was found that .\‘[r.!

Miller voted with Messrs. Dalano, War- |
hurg and Harding and that the Secretary
of the Treasury merely had the support
of Comptroller Willlams and Governor
Hamlin., Mr. McAdoo had to give In to
tha wishes of the majority of the board,
espocially inasmuch as the board threat-
ened to recommengd to Congress legialation |
designed to amend the Federal Reserve '
Act by removing from the Secretary his|!
discretionary power over the deposit of
Gavernment funds, ! i

It will be recalled that the original Glass
Bl provided that Government funds be|
deposited with the reserve banks and that|
Mr, MeAdoo was instrumental In having
the provision changed in the Senate 8O |
that the Jaw as finally enncted vested the |
Secretary of the Treasury with discre-|,
tionary powers in regard to the deposit of |
Government funds.

The controversy of last fall which fur-
nished proof of the fact that Mr. McAdoo
could not always flgure on the support of
Afesars, Willlams, Hamlin and Miller—thus
giving him four votes in the hoard—was
finally adjusted by the Secretary making a
deposit of $15,000,000 in the Federal Re-
golve banke in the South and not In the
national banks of that section. In years
past it has been customary for the head
of the Treasury Department to show po-
Jitical preferences and to pay political
dobts by the designation of Federal de-
yoeitaries. This was particularly an im-

ortant matter at the time when banks

olding Government funds were not re-
quired to pay interest on the deposits. |

PANKERS WOULD RATHER HAVE HA}u.ml
THAN M'ADOOD, |

Wall Street bankers are much concerned |
with the composition of the Federal Re-
serve Board, and it is thelr hope that
Preaident Wilson will not keep Mr. Ham- |
in's place open pending the election, but
that he will reappoint the present in-/
cumbent. Bankers are favorably disposed
toward Mr, Hamlin, but they are deslrous|
that Mr. McAdoo, who is not ospecls‘.l?l;
liked, should not be appointed for a ten-
vear ‘pcr'!ml.

'Mspatches from Washington yesterday |
stated that it had been officlally denied !
that Mr, MeAdoo bad decided to resign|
from the Cabinet so that he might ho1

named as Mr. Hamlin's successor upon
{he expiration of the latter’a term of office.
IV hether or not Mr. Wilson will reappoint.
e Hamlin at once or keep the place open
‘aing to be meen, '

T i

Vet strong hopes of one being granted. | ggs

e
HAMLIN TO BE RENOMINATED. |5
ual

Secretary McAdoo Not to Replace |iv

Him on Reserve Board.

Charles 8. Hamlln, governor of the
federal reserve board, will be Tenomi-
nated as 8 member of the board when
hls term expires mext month. Admin-
istration officlals allowed this to be-
come known today by way of denial
of reports that Becretary BeAdoo
would qguit the cabinet to take Gov.

lin's place.
Ha.}g:_. Hnn!‘:l'ln will he renominnted for
a ten-year term. Whether he will be
redesignated as chairman les with
Fresident Wilson.
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My. Hamlin Subject:

M., Smead

ly to your memorandum of April 8, I am giving below figures of

P
end call loans of the National City Bank and of 22 of the largest

In re
borrowings
member banks in New York City for the six days from Monday, March 25, to
Saturday, March 30, 1929, It was on the afternoon of Merch 26, 1929, as you
will recall, that Mr., Mitchell made his public statement regarding the
attitude of his bank.towards the market.

d
ir

___NATIONAL CITY BANK 22 banks in New York City
: Borrowings : : Borrowings from
Date : from Federal : Call loans : Federal
=4 : reserve bank 3 or : reserve banks
3 % (In millions of dollar
haty 13 LI [ Py
?ﬁ'&rch 75 25 144 19{ %42
26 24 150 177 809
27 35 141 190 802
28 - 135 154 785
29 - 135 137 826
30 - 135 154 848

3
.
.
"

Cpll loans

You will note from the above statement that the Nationzl City Bank wreduced
its borrowings slightly on March 26, the afternoon of which Mr, Mitchell made
his stetement, notwithstanding an increase of $6,000,000 in its call loans.

On the folllwing day, Wednesday, the benk increased its borrowings at the Fed-
eral reserve bank by $11,000,000 but reduced its call loans by $9,000,000. It
is clear, therefore, that the increased borrowings on Wednesday were not for
the purpose of enabling the bank to make additional call loans. On Thursday,
the second day after Mr. Mitchell mede his public statement, the bank reduced
its call loans by $6,000,000 more and paid off its entire indebtedness to the
Federal reserve bank. I may also state that the National City Bank borrowed
from the Federal reserve bank on only 1l days during the following 12 weeks.

You will also note from the above figures that there was no increase by
the 22 large New York City banlis in either their borrowings from the Federal
regerve benk or in call loans, during the week ending March 30, which counld
be ascribed to Mr. Mitchell's statement. It would eppear, therefore, that
while Mr. Mitchell's statement was generally regarded as an expression of his
views and the attitude of his bank toward borrowing from the reserve bank to
support the security market it apparently had no discernible effect upon the
credit policies of the large New York City banks. This, of course, may have
been due to the unfavorable reception accorded Mr. Mitchell's remarks by the
press.

BRGE Tt




The above figures show:

{
\

l. That the National City Bank did not borrow to mak
additional advances to the market on March 26th and March 27th.
Although their borrowings increased March 27th from 24 to 35
millions, their call loans decreased from 150 to 141 millions,
and for the following three days they were absolutely out of
debt, and during the next 12 weeks, Mr. Smead states that they
were only in debt to the Federal reserve bank for 1l days.

2. 22 New York City Banks:

Mr. Smead's figures show that although borrowings
increased from 177 on March 26th, to 190 on March 27th, their
call loans decreased from 809 to 802 millions on those days, and
on March 28th their borrowings decreased from 190 on March 27th,
to 154 on March 28th, while their call loans decreased from 802
on March 27th, to 785 on March 28th.

Mre Bmead states that it is a fair statement to make
that the National City Bank, and other New York banks, did not
obtain Federal reserve credit in order to come to the relief of
the market on March 26th and 27th.






