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Form F. R. 131
B O A R D  D F  G O V E R N O R S

□  F  T H E

F E D E R A L  R E S E R V E  S Y S T E M

Office Correspondence
To________The Files______________  Subject

From______ Coe_____________________  _______

/yy/ P t .

Date__ August 12, 1941

After correspondence with Mrs. Hamlin (see letters of May 
2$ and June 4* 1941) the items attached hereto and listed below, be
cause of their possible confidential character, were taken from Vol
ume 263 of Mr. Hamlin's scrap book and placed in the Board’s files:

VOLUME 263

Page 17 - Correspondence with Senator Glass re F.R. Building.
Page 24 - Memo to Mr. Carpenter giving data re membership of F.R. 

System.
Page 30 - Memo to Mr. Wyatt re Federal Reserve Bank loans on member 

bank promissory notes.
Page 37 - Industrial Advances by F.R. Banks - July 17, 1935*
Page 49 - Memo to Mr. Morrill from Mr. Smead re Treasury's request 

that gold certificates held by the bank be sent in to the Treas
ury for cancellation.

Page 55 - Memo to Board from Mr. Hammond re Affiliates of member banks. 
Page 61 - Memo giving data re open market policy. (Copies of minutes 

of Board) *
Page 70 - Earnings and Expenses of F.R. Banks, July 193$.
Page 73 - Open Market Operations of the Federal Reserve System.
Page 77 - Data re Board membership - Assignment of subjects to Board 

members for primary responsibility.
Page 79 - Illustrations of the kinds of ineligible paper which could 

be made eligible under Section 206 of the Banking Act of 193$*
Page 82 - Memo to Mr. Hamlin from Mr. Goldenweiser re amount of muni

tions exported during war.
Page S9 - Section $ of Glass banking act —  data re.
Page 91 - Memo to Mr. Hamlin from Mr. Wyatt re status of the provisions 

of the Banking Act of 193$.
Page 95 - Memo to Mr. Hamlin from Mr. Morrill re hearings on Glass 

Bill, S. 411$.
Page 121 - Memo to Mr. Hamlin from Mr. Goldenweiser re methods of

operation of the Bank of England, the Bank of France, the Reichs- 
bank, and Bank of Canada.

Page 137 - Memo to Mr. Hamlin from Mr. Goldenweiser re Mr. Willis' 
Proposals in 1923 for amendments to the F.R. Act considered in 
the light of developments during the period 1923-1928.
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C O P Y

UNITED STATES SENATE

February 16, 1935

Dear Mr. H^nlini
I have yours of February 13, and regret that you and 

Dr. Miller have no recollection of distinctly assuring me that the firm 

of Cameal, Johnston & Wri^it, of Richmond, Virginia, would be included 

in the list of ten architectural concerns which would be invited to bid on 

the new Federal Reserve Board building. My recollection of the incident 

is very clear, on the same day that I visited your office on the 

subject I wrote Mr. Cameal that I had received the assurance indicated.

Very truly yours,

(Signed) Carter Class

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

/
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C O P Y

February 13, 1935.

H0norable Carter Class,
United States Senate,
Washington, D. C.
My dear Senator Class:

I have your memorandum in regard to Carneal, Johnston & Wright, of 
Richmond, and in accordance with your request return herewith for your 
files their letter of February 8.

I have discussed the matter with Dr. Miller who is the Chairman of the 
Boards Conmittee on the new building and while of course we both recall 
that you asked us to consider this firm and we assured you that ibs application 
would be considered, we have no recollection of promising that it would be 
included among the competitors. This was before the final determination of the 
Board to ask Mr. Meeks and the Chairman of the Fine Arts Commission to advise 
us as to the best names for the competition. In this connection I may say tha$, 
while the qualifications of all the applicants have been carefully considered, 
those of Carneal, Johnston & Wright were given special attention and it appeared 
that their qualifications are primarily along engineering lines rather than 
those of architectural design. It was noted particularly that they voluntarily 
suggested that their capacities be utilized in association with some other firm 
of architects that had outstanding experience in aesthetic design and you may 
recall that such a suggestion was included in their letter of October 31 
which you brought to the attention of Dr. Miller. Similar suggestions were 
also received from other applicants.

A very large number of applications were filed with us and numerous people 
wrote us letters and called upon us for the purpose of urging the qualifications

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



of particular applicants. After considering the situation at length 
we felt that we were not in a position to pass upon the relative merits 
of all the applicants and we submitted all the applications to our 
professional adviser, Mr, Everett V, Meeks, Dean of the School of the 
Fine Arts in Yale University. At the Board’s suggestion he consulted with 
Mr, Charles Moore, Chairman of the Fine Arts Commission, as to the best 
procedure for us to follow. They recommended that we invite a limited 
number of the best qualified architects with national reputations to 
participate in the competition and pointed out a number of practical reasons 
in support of their recommendation. As the members of the Board did not 
feel that they were qualified to undertake the choose the architects who 
should be included in the list, Mr. Moore was asked to give the Board the 
benefit of his judgnent as to the architects who should be invited to 
participate. In response to this request, Mr. Moore submitted a list and 
the architects to whom the Board sent its program and invitation to compete 
are the first nine on that list.

You may not be aware that the conditions under which the Board acquired 
the site on Constitution Avenue, among other things, required approval of the 
National Capital Park and Planning Commission and the Fine Arts Commission 
in respect to certain features of the buildix̂  project, including height 
and exterior design. This was an added reason for asking for a recommendation 
from Mr. Moore in regard to the selection of a list of architects for the 
approval of the Federal Reserve Board,

The whole matter has consumed a great deaLof time and thought on the 
part of the Board and the course of procedure adopted was one which we felt

on the idiole would be the most practical solution of the problem.
With kindest personal regards, sincerely yours, , „ „

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



C O P Y

CAHNEAL, JOHNSTON & WRIGHT 
RICHMOND, VA.

February 8, 1935.
Hon. Carter Glass,
Senate Office Building,
Washington, D. C.

Re: Federal Reserve Bank
Dear Senator:

We noted with a great deal of interest in the New Yolk Times of 
last Tuesday, February 5th, that the proposed Federal reserve bank is taking 
shape, and that the Bank has enployed Mr. Everett V. Meeks, Dean of the 
School of Fine Arts of Yale, to prepare a schedule of competition, and he 
has been retained as professional adviser.

This schedule has been approved by the Fine Arts Commission and the 
National Capital Park & Planning Commission, also the American Institute of 
Architects.

A jury of award has been selected composed of three architects,
Mr. John W. Cross of New York City, Mr. William Emerson of Boston, and 
Mr. John Mead Howells of New York City, and two other members who are 
Mr. Frederic A. Delano, Chairman of the National Capital Park & Planning 
Commission, and Dr. Miller. This group has invited the following architects 
to submit designs:

Arthur Brown, Jr. -San Francisco
Coolidge, Shepley, Bulfinch & Abbott, B0ston
Paul Philippe Cret, Philadelphia
Delano & Aldrich - New York City
Holabird & Root - Chicago
John Russell Pope - New York City
James Gamble Rogers - New York City
Egerton Swartwout - New York City
York & Sawyer - New York City

It is interesting to note that the procedure followed in Washington 
in the past is still continued in that the invited competitors are five from 
New York City, one from Philadelphia, one from Boston, one from Chicago, and 
one from San Francisco, and that property bounded by the Potomac on the north 
and the Mississippi on the west is not recognized now, or has it ever been 
in the past.

There surely must be some architects in this territory who are qualified 
and have demonstrated that they are, but the pitiful part is that they are 
not recognized in Washington, ihere are certainly eminent Doctors, lawyers, 
engineers and industrialists in this section, and this section certainly does
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- 2 -

grow some few architects
Please "believe me when I say that our entire official family, 

as well as our fellow architects who happen to dwell in this forbidden 
territory, deeply appreciate your efforts, and perhaps if we keep on 
trying this section will certainly sooner or later break through.

Very sincerely yours,
(Signed) W. L. Caraeal.
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FEDERAL RESERVE 
EOARD

F o r m  N o . 131

O f f i c e  C o r r e s p o e n c e

To Mr. Carpenter
From Mr, Thompson

Subject:

ft*

Date June 1, 1955,

sr o 16—852

In accordance with the request contained in Mr. Hamlin1s memorandum 
of May 29, there are submitted below answers to his questions in the order 
in which they were submitted:

Number of National hanks as of 5/4/55 5,446
Number of State member banks as of 5/4/55 976
Number of State nonmember banks as of 6/50/54:

Mutual savings 578
Others 8,882 9,460

Total 15.882

Total assets of National banks as of 5/4/55 
Total assets of State member banks as of 5/4/55

Total

Percentage of National bank assets to total 
assets of all National and State member banks

(in thousands of dollars) 
$25,912,114
14,556,045
$40,268,157

64.5̂

Deposits of State member banks as of 6/50/54
Deposits of State nonmember banks as of 6/50/54:

Mutual savings $9,780,000 
Others 5,462,000

Total

(in thousands of dollars) 
$11,116,470

15,242,000
$26,558,470

Percentage of deposits of State member banks to 
deposits of all State banks

VOLUME 263 
P A G E  2 4
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F o r m  N o . 15J1

O f f i c e  C o r r e s p o n  s n c e
FEDERAL RESERVE 

BOARD

Date June 17, 1955.
To Subject: _ Federal Reserve Bank 

Loans on Member Bank
From Wilson L* Hooff, Law Clerk. * Promissory Notes.

The bill H.R. 6454 as introduced June 26, 1913, by Mr. 
Glass and which subsequently became the Federal Reservo Act, 
contained the following section:

”Sec. 14. Whenever in the opinion of the Fed
eral Reserve Board the public interest so requires, 
the Federal Reserve Board may authorize the reserve 
bank of the district to discount the direct obliga
tions of member banks, secured by the pledge and de
posit of satisfactory securities; but in no case 
shall the amount so loaned by a Federal reserve 
bank exceed three-fourths of the actual value of the 
securities so pledged or one-half the amount of the 
paid-up and unimpaired capital of the member bank.”

This bill was reintroduced by Mr. Glass as H.R. 7837 and 
bore that number until its final enactment into law. This second 
bill as passed by the House did not provide for loans by Federal 
Reserve banks to member banks upon their promissory notes.

The following paragraph was added to section 13 of H.R. * 
7837 by the Senate Banking and Currency Committee and became a 
part of the bill as passed by the Senate:

”The Federal Reserve Board may authorize the re
serve bank of the district to discount the direct ob
ligations of member banks, secured by the pledge and 
deposit of satisfactory securities; but in no case shall 
the amount so loaned by a Federal reserve bank exceed 
three-fourths of the actual value of the securities so 
pledged.”
The Conferees struck out this paragraph and the Federal Re

serve Aot as originally enacted December 23, 1913, did not con
tain a provision authorizing such loans.

VOLUME 263 
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INDUSTRIAL ADVANCES BY FEDERAL RESERVE BANKS —  SUMMARY OF APPLICATIONS, APPROVALS, REJECTIONS AND COMMITMENTS, 
;atior) (Amounts in thousands of dollars)

TO JULY 17, 1935
b -8 16

Federal 
Reserve 

Bank

Boston 
New York 
Philadelphia 
Cleveland 
R^gjpond
A ■■it a 
Chicago 
St. Louis
Minneapolis 
Kansas City 
Dallas
San Francisco

Applications received - net 
"By Industrial
Advi so ry 
Committee

By F.R. Bank" 
from Industrial 
Adv. Committee*

Applications recommended 
for approval (with and 
without conditions) "by 
Ind. Advisory Com.

Number | Amount Number Amount Number
383 " 21,693“ 355 2 0 ,15 6 131
811- 5 9 .^ 35 773 52,727 287
*45*4 27,7*41 H3 5 2 6 ,35 5 ll*8
52*4 16 ,2 5 2 513 1 5 ,1 1 5 1449
1*70 19 ,3 6 6 U58 18,018 1*48
4*42 10 ,8 6 5 4428 1 0 ,2 7 2 ll*8
878 38,719 8443 3 5,991+ 123
298 10 ,6 2 1 295 10,44244 102
901 1 7 ,0 0 0 868 16 ,309 250
328 ■ 1 0 ,8 3 2 315 10,171! 71
*409 10,322 399 1 0,071! 96

.867 25,169 811 23,037 219
6 ,76 5 268,015 6,1*93 21*8,655 1 ,8 7 2

Amount
9,*423 
25, W w  
15 ,2 6 2  

6 ,703
9,3^3 
3,817
9.061
5.062 
5,958 
5.M-56 
3,898 
8,538

107,961

Total

Number Amount
^ 5 5 1

26,999
15,558
5,940
9.207 
3,536
6.208 
5 ,0 70  
4,797 
5,167 
3,694 
8,457

Finally 
app roved
Number Amount

, iS
22,525
9,403
*4,021
7,750
2,188
*4,44*47
3,709
?,208
4 ,74 3
2,805 
6,584

Conditionally 
approved

Number Amount

4 ,4 7 4  
6 ,15 5  
1 ,9 19  
1 ,4 5 7
1,348
1 ,7 6 1  
1 ,3 6 1  
1,589 424 

8 8 9  
1,873

Rejections of applications
Recommended by 

Industrial Ad
visory Committee

Amount
1 1 , 3 2 7
3 2 ,4 5 5
1 2 ,0 0 78,460

8 ,8 6 7
6,85528,046
5 , 4 7 2

1 0 ,6 3 7
5 ,0 0 7
6 ,2 7 714,020

By Federal 
Reserve bank

Amount
1 1,9 4 3
2*4,4*09
10,1472
9A758,810
6,710
29,557
5,35*4

11,173
5,007
6,379
13,973

1,335 23,315

Federal
Reserve

Bank
By Industrial 

Advisory Committee
By Federal 
Reserve bank Total Outstanding

Advances]Commitments
2 ,2 6 1 
6 ,9 01 
3,682 
1,541 
4,519 
1,071 
1,971 

472 
2 ,0 5 2  
1 ,1 6 5
1,854 

779

Advances
re

paid

n, re
duced, or ox-In process ofcompletion_______  .

Advances Commit me ntsjpired (unused)
—  -  853

3,251 
502 
257 
26*4 
85 
88*4 
820 
2*4 

*461 
53
6l6

Financing
institution

participations
150

1,387
1,372

58*4
561
*41
538
275
331

1,673
320
*481

Financing
institution
guarantees

Boston
New York
Pleiad elphi a
ci^P3land
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco 

Total

9*42
1,5*K)

*473
1,1*49
1,156

193
1,613

87
*405
370
1*47

2 ,6 1 1

1 , 6 6 3
1 ,3 1 9

325

11
207

T T 4 8 T
22,525
9, *403 
*4,021
7,7 5 0  
2,188 
*4, *4*47 
3,709 
1,208 
4,7̂ 3 
2,805 
6,58*4
%

2,885s,o6o
785

l,*465
1,816

665
51*4

1,9 0 3
150
2*43
*4*48

2 ,76 2

878
1,353

902
*4,800

68

1,61*4
*4,367

FEDERAL RESERVE BOARD 
JHVISI021 OF BANK OPERATIONS

♦Applications acted on 
and for withdrawal

by Industrial Advisory Committee adjusted for changes in amount applied for 
s before approval or rejection by F.R, bank. JULY 23, 1935

p , 3 7

VOLUME 263 
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r

n n s a n m a  of « m s  .-op. m m m  w a s  v m »  w  » ■ *  ■ « »  ■ *>“ • »  " »  1935

(Amounts in thousands of dollars) (B-8l6-a)

(Not for publication)^

Federal
Reserve

Total
applications

rejected

Amount

R e a  s o

N t establish-
Liî v.strial 

or commercial 
enterprises 
No. I Amount

Boston 
New York 
Philadelphia 
Cleveland

Richmond 
Atlanta 
Chicago 
St. Louis

Minneapolis 
Kansas City 
Dallas

Francisco

Total, all k , 7 k 2  1^2,962 Districts *

FEDERAL RESERVE BOARD
DIVISION OF BANK OPERATIONS

Ju l y 2 3 ^ M 5 5

ll,9^3 
29,909 
10,972 
9,175

313 8,810 
286 6 ,710
792 29,557
199 5j4 ^
693 1 1,:73
250 5 ,0 0 7
308 6,379
595 13,973

Not for 
working 
capital

30
1,?25

451
H96

672 
ISO 

2,6 01 
5k8

1,308
917
22b

2 ,1 9 0

Otherwise
ineligible

No.| Amount No
5 ,0 0 5
1,077

829
2 ,12 6

1,730
1,776
8,^57
1,392
2,6 7!+
*+,139
2 ,1 7 1
1,597

300 1 1 ,6 0 2 820 32,873

Unsatisfactory 
financial 
condition

Amount

Unsatisfactory 
business 
prospects

No,
15 198 5,669

—  b b } 19 ,0 0 5
53 76 3,130

l&g 166 3 ,56^

33 1 53 3,272
35 21 770

300 3^9 9,205
—  120 1 ,8 7 6

112 ^8 859
—  79 1,026
133 190 3,297

38 285 6,089

Amount 
5- 22U

13,939
5,052
5,089

9,502
992
769

1 ,7 6 6

2,323 
2, o9l 
2,l90

113

Unsatis
factory

management

No

Insufficient
security

Rejected 
for other 
reasons

312 
10,298 

176 
687
625

1,798
2,339

290

223 2,139
922 15,766 
167 9.016
279 5,967
299 6,79s
292 5,290
9io l9. 189
ill 1,9 0 0

308 3,957
gl+8

251 9,187
538 ir,6o9

15 726

581
597

7
2,979
9,358
1 ,1 9 6

510
2,917

1
10,781

31 1 ,1 6 7 2 ,12 8 59,568 1 ,1 7 9  9 3 ,9 3 5 937 18,096 3,299 81,6 06 981 29,603

Total,
including
duplications

No. Amount

537
538 

1,116
385
688
603
572

1,923

2 5 ,1 1 5
6 1 ,5 1 5
l9,288 
18,919

18,195
1 3 ,7 7 0
92,813
8,868

1 1 ,9 6 7
1 2 ,0 1 7
13,108
32,875

9 ,1 6 5 272,950

r i
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To Mr. Morrill July 24, 1955
From Mr. Smead

Attached is a letter from Mr. Stevens, Federal Reserve Agent at Chicago, 
with respect to the action taken by the Executive Committee of the bank on the

Treasury for cancellation and redemption.
You will note that, on the basis of counsels opinion, the Executive 

Committee felt that it was proper to acquiesce in the request of the Treasury 
Department as to gold certificates which were received at the Federal Reserve 
banks subsequent to April 5, 1935, the date of the President's executive order, 
which required banking institutions and others to surrender gold and gold certi
ficates, but that the Federal Reserve banks should not acquiesce in the Treasury's 
request for the surrender for cancellation and redemption of gold certificates held by 
the bank prior to April 5, 1933.

Reports received from the Federal Reserve banks indicate that on July 18,
1935, the Federal Reserve banks of New York, Philadelphia, Cleveland and Chicago 
held $654,993,000 of gold certificates of the old series, and that of this total 
all but $74,367,000 were held by the Federal Reserve agents. The Havana agency 
held $42,000, representing current accumulations which are returned to the 
Treasury as soon as a sufficient volume has been received to warrant shipment.
None of the other Federal Reserve banks held any such certificates. *

I understand from New York that Governor Harrison expects to be in 
Washington this week and that he will take the question of the return of the 
gold certificates to the Treasury up with the Board and perhaps with the Treasury 
Department.

Treasury's request that gold certificates held by the bank be sent in to the

VOLUME 263 
PAGE 19 ̂  e* Statement attached.
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Federal Reserve Board

Washington, D. C.

Gentlemen;

This is to advise you that at a meeting of the executive committee 
of this bank today, the Chairman reviewed again the questions concerning the 
cancellation and redemption of all the old form of gold certificates held 
by this bank as requested in the telegram from the Treasury Department on 
January 26, 1955*

On February 1, 1935, the executive committee of this bank authorized 
the officers of the bank to comply vdth the instructions as noted and, there
after, between February 14, 1935, and March 6, 1935, a total of $77,572,000 
of such old form gold certificates were shipped for cancellation under instruc
tions of the Treasury Department.

The writer returned from his holiday on March 3, and the question 
arose as to whether the telegram from the Treasury Department constituted 
sufficient authority tc this bank and to the Federal Reserve Agent to make 
such shipments without further instructions and authorization from the Federal 
Reserve Board. He telephoned on March 6 to Mr. Morrill, asking the Board’s 
position in the matter, and was advised that a number of the banks were not 
cancelling such certificates as suggested, but that the matter would be looked 
into further. On April 25, he telephoned Mr. Morrill again that we had heard 
nothing further from the Treasury Department notwithstanding the fact that we 
had discontinued the shipment of certificates, and neither had we heard fur
ther from the Board.

The writer thereupon took up the matter writh the New York Federal 
Reserve bank as to what their procedure was. This led to a continuation of 
correspondence between him and the Federal Reserve Agent and the General 
Counsel in the New York bank, in which we are advised that that bank had 
referred the matter to Mr. Newton D. Baker for his opinion.

On the basis of Mr. Baker’s opinion, which was concurred in by the 
General Counsel in New York and our General Counsel, it was deemed proper 
to acquiesce in the request of the Treasury Department as to such gold cer
tificates of the old form as had been received at the Federal Reserve banks 
subsequent to April 5, 1933, the date of the President’s executive order, 
which required banking institutions and others to surrender gold and gold 
certificates.
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July 12, 1935
F e d e r a l  '■e s e r v e  Board

A differentiation was suggested in these opinions between such certificates 
and those which had been previously held by the Federal Reserve banks in the 
ordinary course of business.

Our records disclose that between April 5, 1933 and December 28,
1933, inclusive, we received at the Chicago bank and its Branch, $29,350,000 
of gold certificates, and between the same two dates we had shipped to the 
Treasury unfit gold certificates to the amount of $16,074,960. Following 
the procedure of the New York bank and the opinions of Counsel, we did not 
consider the latter amount an offset against the amount of gold certificates 
received in the period. It therefore would have been proper for us, under 
this procedure to have turned into the Treasury on its request of January 26, 
1935, the amount of $29,350,000. In complying with that order, however, be
tween the dates of February 14, 1935 and March 6, 1935, we had shipped for 
cancellation a total of $77,572,000, prior to our discontinuing such ship
ments as above noted.

It appears therefore that we have by such shipments more than complied 
with the suggested procedure by some $47,000,000.

Inasmuch as the executive committee of this bank had voted on February 
1, 1935 to authorize the officers to ship the full amount, on presentation of 
the matter to the committee again today, it concurred in the action of the bank 
and the Federal Reserve Agent in not making further shipments until further 
advices were received and considered.

We are giving you this for your information.

Very truly yours,

(Signed) Eugene M. Stevens

C H A I R M A N

EMS HH
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HOLDINGS OF GOLD CERTIFICATES (1954 SERIES EXCLUDED) ON JULY 18, 1955

( I n  thousands of dollars)

Boston

New York

Philadelphia

Cleveland

Richmond

Atlanta.

Chicago

St. Louis

Minneapolis

Kansas City

Dallas

San Francisco
TOTAL

74,567 1 9 2 , 2 1 5

6 2 , 6 5 0

8 9 , 2 1 5

. >
4 2 *

2 5 6 , 5 4 6

7 4 , 4 0 9 5 8 0 , 6 2 6

M E M O R A N D U M : S e r i e s  1 9 5 4

R i c h m o n d  $ 1 0 0
C h i c a g o  1 1 , 1 0 0
K a n s a s  C i t y  4 4 4 , 4 0 0
S a n  F r *  1 5 . 0 0 0 . 0 0 0

1 5 , 4 5 5 , 6 0 0

2 6 6 , 5 8 2

6 2 , 6 5 0

8 9 , 2 1 5

4 2 *

2 5 6 , 5 4 6

6 5 5 , 0 5 5

♦ C u r r e n t  r e c e i p t s  a t  H a v a n a  A g e n c y .

Federal Reserve Bank B a n k A g e n t T o t a l
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T o  F e d e r a l  R e s e r v e  B o a r d
F r o m  M r .  H a J n m o n d ,  D i v .  o f  B a n k  O p e r a t i o n s

S u b j e c t :  A f f i l i a t e s  o f  m a n l i e r  b a n k s

I n  r e s p o n s e  t o  t h e  c a l l  o f  t h e  C o m p t r o l l e r  o f  t h e  C u r r e n c y  a n d  o f  t h e  

F e d e r a l  R e s e r v e  B o a r d ,  D e c e m b e r  3 1 ,  1 9 3 4 ,  m e m b e r  b a n k s  r e p o r t e d  a f f i l i a t e s  

( i n c l u d i n g  h o l d i n g  c o m p a n y  a f f i l i a t e s )  a s  f o l l o w s :

R a t i o n a l  b a n k s  r e p o r t i n g  a f f i l i a t e s  a n d  h o l d i n g  c o m p a n y
a f f i l i a t e s  1 , 1 4 2

S t a t e  m e m b e r  b a n k s  r e p o r t i n g  a f f i l i a t e s  a n d  h o l d i n g
c o m p a n y  a f f i l i a l  e s  2 9 5

T o t a l  1 , 4 3 7

M e m b e r  b a n k s  a f f i l i a t e d  w i t h  o t h e r  m e m b e r  b a n k s  ( i n c l u d e d
i n  1 , 4 3 7  m e m b e r  b a n k s  s h o w n  a b o v e )  5 4 2

A f f i l i a t e s  a n d  h o l d i n g  c o m p a n y  a f f i l i a t e s ,  o t h e r  t h a n
m e m b e r  b a n k s  2 . 3 1 4

T o t a l  2 , 8 5 6

A s  c o m p a r e d  w i t h  t h e  p r e v i o u s  y e a r s *  f i g u r e s  t h e  n u m b e r  o f  m e m b e r  b a n k s  

r e p o r t i n g  a f f i l i a t e s  i n c r e a s e d  b y  7 4 ,  a n d  t h e  n u m b e r  o f  a f f i l i a t e s  r e p o r t e d  

i n c r e a s e d  b y  5 7 #

T h e  f o l l o w i n g  i s  a  c l a s s i f i c a t i o n  o f  n o n - m e m b e r  a n d  n o n - b a n k i n g  a f f i l i a t e s  

b y  k i n d  o f  b u s i n e s s :

N o n - m e m b e r  b a n k s  3 8 1  
B a n k  b u i l d i n g  c o m p a n i e s  1 1 0  
S a f e  d e p o s i t  c o m p a n i e s  1 1 7  
B a n k  h o l d i n g  c o m p a n i e s  6 2  
S e c u r i t i e s  c o m p a n i e s  1 6  
I n v e s t m e n t  T r u s t s  a n d  I n v e s t m e n t  H o l d i n g  c o m p a n i e s  2 5 5  
M i s c e l l a n e o u s  f i n a n c e  c o m p a n i e s  3 2 7  
M o r t g a g e  a n d  r e a l  e s t a t e  c o m p a n i e s  4 3 8  
S e r v i c e s  ( U t i l i t i e s ,  w a r e h o u s e s ,  h o t e l s  , e t c . )  1 9 7  
M a n u f a c t u r i n g ,  M i n i n g  a n d  T r a n s p o r t a t i o n  C o m p a n i e s  1 5 0  
A f f i l i a t e s  c o n c e r n e d  w i t h  a g r i c u l t u r e  8 5  
A f f i l i a t e s  e n g a g e d  i n  m e r c h a n d i s i n g  a n d  d i s t r i b u t i o n  4 5  
F o r e i g n  a f f i l i a t e s  1 2 4  
M i s c e l l a n e o u s  a f f i l i a t e s  ( T h e a t r e s ,  c e m e t e r i e s ,  e t c . )  3 8  
I n a c t i v e  a f f i l i a t e s  ( N o t  i n  l i t p i i d a t i o n )  6 9

T o t a l  2 , 3 1 4
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of affiliations defined in the law. The following classifications of

member hanks according to their relationship to their affiliates and

h o l d i n g  c o m p a n y  a f f i l i a t e s ,  a n d  o f  t h e  a f f i l i a t e s  a n d  h o l d i n g  c o m p a n y -  

a f f i l i a t e s  a c c o r d i n g  t o  t h e i r  r e l a t i o n s h i p  t o  t h e  m e m b e r  b a n k s  r e p o r t i n g  

t h o u  i s  b a s e d  i n  e a c h  c a s e  o n  t h e  m o s t  i m p o r t a n t  r e l a t i o n s h i p  w h e r e  m o r e

t h a n  o n e  e x i s t s .  T h e  1 , 4 3 7  m e m b e r  b a n k s  r e p o r t i n g  a f f i l i a t e s  a s  o f

D e c e m b e r  3 1 ,  1 9 3 4 ,  a r e  c l a s s i f i e d  a s  f o l l o w s  a c c o r d i n g  t o  t h e i r  r e l a t i o n

t o  t h e i r  a f f i l i a t e s .

M e m b e r  b a n k s  w i t h  n o n - m e m b e r  a n d  n o n 
b a n k i n g  a f f i l i a t e s

M e m b e r  b a n k s  w h i c h  a r e  h o l d i n g  c o m p a n y -  
a f f i l i a t e s

M e m b e r  b a n k s  w h o s e  s t o c k  i s  o w n e d  b y  
h o l d i n g  c o m p a n y  a f f i l i a t e  

M e m b e r  b a n k s  w h o s e  s t o c k  i s  t r u s t e e d  
M e m b e r  b a n k s  w h o s e  s t o c k  i s  o w n e d  b y  

s t o c k h o l d e r s  o f  a f f i l i a t e  
M e m b e r  b a n k s  w h o s e  s t o c k  i s  c o n t r o l l e d  

t h r o u g h  i n t e r m e d i a r i e s  
M e m b e r  b a n k s  w i t h  o t h e r  a f f i l i a t e  

r e l a t i o n s h i p s

n a t i o n a l  b a n k s  S t a t e  m e m b e r  A l l  m e m b e r
b a n k s b a n k s

6 3 4 1 9 2 8 2 6

22 1 4 3 6

3 1 6 6 4 3 8 0
4 6 10

1 0 9 9 1 1 8

5 2 8 6 0

5 2 7
1 , 1 4 2 2 9 5 1 , 4 3 7

T h e  2 , 3 1 4  n o n - m e m b e r  a n d  n o n - b a n k i n g  a f f i l i a t e s  r e p o r t e d  b y  t h e

f o r e g o i n g  1 , 4 3 7  m e m b e r  b a n k s  a r e  c l a s s i f i e d  a s  f o l l o w s  a c c o r d i n g  t o  t h e i r  

r e l a t i o n s h i p  t o  t h e  m e m b e r  b a n k s  r e p o r t i n g  t h e m :

H o l d i n g  c o m p a n y  a f f i l i a t e s  1 3 4
A f f i l i a t e s  w h o s e  s t o c k  i s  o w n e d  b y  m e m b e r  b a n k  5 2 7
A f f i l i a t  e s  w h o s e  s t o c k  i s  t r u s t e e d  1 0 7
A f f i l i a t e s  w h o s e  s t o c k  i s  o w n e d  b y  m e m b e r

b a n k  s t o c k h o l d e r s  7 4 4
A f f i l i a t e s  c o n t r o l l e d  b y  s a m e  d i r e c t o r s  a s  b a n k  2 3 2
A f f i l i a t e s  c o n t r o l l e d  t h r o u g h  i n t e r m e d i a r i e s  5 5 4
A f f i l i a t e s  o t h e r w i s e  r e l a t e d  t o  m e m b e r  b a n k  1 6

2 , 3 1 4

T h e  n u m b e r  o f  a f f i l i a t e s  o w n e d  b y  t h e  m e m b e r  b a n k s  r e p o r t i n g  t h e m ,
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T h e  f o r e g o i n g  c l a s s i f i c a t i o n s  c a n  o n l y  " b e  m a d e  l o o s e l y  “b e c a u s e  

f u n c t i o n s  a r e  u s u a l l y  r e p o r t e d  i n  g e n e r a l  t e r m s  a n d  b e c a u s e  a n y  g i v e n  

a f f i l i a t e  m a y  h a v e  n u m e r o u s  a n d  d i v e r s e  f u n c t i o n s *

P u r p o s e  o f  a f f i l i a t i o n *  A l t h o u g h  t h e  p u r p o s e  o r  r e a s o n  f o r  a n  

a f f i l i a t i o n  i s  n o t  a l w a y s  e v i d e n t ,  t h e r e  a r e  t h r e e  g e n e r a l  c o n d i t i o n s  u n d e r  

w h i c h  a f f i l i a t i o n  m a y  c o m e  a b o u t .  F i r s t ,  a n  a f f i l i a t e  m a y  b e  v o l u n t a r i l y  

e s t a b l i s h e d  o r  a c q u i r e d  w i t h  t h e  a i m  o f  e x p a n d i n g  a  b a n k 1 s  a c t i v i t i e s  i n  

f i e l d s  i n  w h i c h  i t  c a n n o t  i t s e l f  l e g a l l y  o r  d e s i r a b l y  o p e r a t e .  S e c o n d ,  a  

b a n k  m a y  c o m e  i n t o  p o s s e s s i o n  o f  a n  a f f i l i a t e  t h r o u g h  t a k i n g  o v e r  c o r p o r a t e  

s t o c k s  i n  o r d e r  t o  r e a l i z e  o n  b a d  a s s e t s ,  o r  i t  m a y  f o r m  a n  a f f i l i a t e  t o  

l i q u i d a t e  s u c h  a s s e t s .  T h i r d ,  t h e  a f f i l i a t i o n  m a y  b e  q u i t e  i n a d v e r t e n t ,  

a n d  d u e  t o  t h e  f a c t  t h a t  t h e  b a n k  a n d  a n o t h e r  c o r p o r a t i o n  h a v e  d i r e c t o r s  o r  

s t o c k h o l d e r s  i n  c o m m o n .  A f f i l i a t e s  h a v e  b e e n  c l a s s i f i e d  a c c o r d i n g l y  a s  

f o l l o w s ,  w i t h  t h o s e  e n g a g e d  i n  t h e  s a f e  d e p o s i t  b u s i n e s s  a n d  i n  h o l d i n g  t h e  

b a n k  p r e m i s e s  s h o w n  s e p a r a t e l y  f o r  t h e  r e a s o n  t h a t  t h e y  a r e  s p e c i a l l y  

r e c o g n i z e d  b y  t h e  l a w :

A f f i l i a t e s  i n c i d e n t a l  t o  e x p a n s i o n  o f  a c t i v i t i e s  9 8 2
A f f i l i a t e s  i n c i d e n t a l  t o  l i q u i d a t i o n  o f  b a d  a s s e t s  7 0 9
A c c i d e n t a l  a f f i l i a t e s  2 4 9
H o l d i n g  c o m p a n y  a f f i l i a t e s  1 4 7
S a f e  d e p o s i t  a n d  b a n k  b u i l d i n g  c o m p a n i e s  2 2 7

M e m b e r  b a n k s  —  i & < L .
2 , 8 5 6

A c c o r d i n g  t o  t h e s e  f i g u r e s  a  l i t t l e  l e s s  t h a n  a  t h i r d  o f  t h e  a f f i l i a t e s  

o w e  t h e i r  a f f i l i a t i o n  t o  d e l i b e r a t e  e x p a n s i o n  i n t o  a c t i v i t i e s  m a i n l y  o u t s i d e  

t h e  r e c o g n i z e d  f i e l d  o f  b a n k i n g .  A p p r o x i m a t e l y  a n o t h e r  t h i i d  r e p r e s e n t  

a f f i l i a t i o n s  d u e  t o  l i q u i d a t i o n  o r  i n a d v e r t e n c e .

R e l a t i o n s h i p s .  T h e  r e l a t i o n s h i p s  b e t w e e n  m e m b e r  b a n k s  a n d  t h e i r

a f f i l i a t e s  a r e  f r e q u e n t l y  c a n p l i c a t e d  a n d  i n v o l v e  m o r e  t h a n  o n e  o f  t h e  f o r m s
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V

a s  s h o w n  a b o v e ,  w a s  5 2 7 ,  w h e r e a s  a  y e a r  e a r l i e r  i t  w a s  5 0 8 .  T h e  n u m b e r  o f  

a f f i l i a t e s  o w n e d  b y  s t o c k h o l d e r s  o f  t h e  r e p o r t i n g  m o n b e r  h a n k s  i n c r e a s e d  

f r o m  6 7 7  t o  7 4 4 ,  a n d  a f f i l i a t e s  c o n t r o l l e d  b y  member b a n k  d i r e c t o r s  i n c r e a s e d  

f r o m  1 7 4  t o  2 3 2 .  A f f i l i a t e s  w h o s e  s t o c k  i s  t r u s t e e d  d e c r e a s e d  f r o m  2 L 9  t o  1 0 7 .
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C O P Y

A meeting of the Federal Reserve Board was held in the office of the 

Federal Reserve Board on Friday, Hay 13, 1927 at 11:00 a.m.

At this point, the Secretary of the Treasury entered the meeting 

and took the Chair.

The Board then proceeded with further consideration of the recom

mendations of the Open Market Investment Committee, submitted at the meet

ing yesterday and on which no action was taken at that meeting.

Mr* Hamlin moved that the Board approve the recom
mendations of the Open Market Investment Committee con
tained in the report of the Committee dated May 11, 1927.

Hr* Miller stated that he i/rould prefer to have action 
on the recommendations of the Committee deferred until the 
Board has had an opportunity to discuss the general question 
of open market policy wL th the Federal Advisory Council at 
their meeting on next Friday. He stated, however, that if 
the Board did not believe it desirable to defer action 
he wished to present for the Board’s consideration, 
as an alternative for Mr. Hamlin’s motion, a memorandum 
prepared by him as the basis of a letter to the Open 
Market Investment Committee regarding its report.

The Chairman pointed out the desirability of estab
lishing a policy which he stated could, of course, be 
changed by the Board at any time if developments ^warrant
ed . He stated that he believed unless there was 
some particular reason for not doing so the Board should 
concur in the recommendations of the Open Market Invest
ment Committee, and pointed out that if the Board did 
so, and following the meeting of the Federal Advisory 
Council, wished to change that policy there was no 
reason why an amendatory action should not be taken by 
the Board. He suggested that the Board might approve 
the recommendations of the Committee and in advising of 
such approval state to the Committee that the question

PRESENT: Governor Crissinger
Mr. Platt 
Mr. Hamlin 
Mr. Miller 
Mr. James
Mr• Cunningham
Mr. Eddy, Secretary
Mr. McClelland, Asst. Secretary
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of open market policy will be kept under consideration 
and that the Board upon review might wish to take further 
action.

1 Mr* Platt then moved that Mr. Hamlin’s motion be 
amended to read as follows:

’’Resolved, that the Federal Reserve Board approve 
the report and recommendations of the Open Market Invest
ment Committee, with the feeling that the securities pro
posed to be purchased should be accumulated slowly and 
with a view to the possibility that it may not be ad
visable to purchase the full amount authorized within the 
time limit mentioned.”

MThe Board has considered the recommendations of the 
Open Market Committee dated May 11, 1927, for the period 
ending August 1:

(1) That no further sales of System securities be made in
order to offset arrivals of gold from abroad now known or antici-

now and August 1 next, gradually to acquire, if possible to do so 
without undue effect upon the money market, sufficient additional 
short-time government obligations to bring the total of the commit
tee’s investment -account up to $250,000,000.

With respect to recommendation No. 1, it does not appear to 
the Board that the next few months will show gold imports to the 
United States in any such volume as would indicate the necessity 
or desirability in existing circumstances of an offsetting operation 
by the sale of System securities. It has, therefore, nothing to sug
gest by way of modification of the course of action outlined by the 
Committee, unless there should be a marked change in the situation 
in which case the matter should be reconsidered. The Committee's 
recommendation is, therefore, approved.

With respect to r ecommendation No. 2, it is the opinion of 
the Board that the System’s Special Investment Account should, sooner 
or later, in accordance with the policy which has governed the opera
tion of the Account in the past, be replenished by the purchase of 
an amount of securities that would bring up the total holdings in 
the Account to not less than $200,000,000.

Ah'. Hamlin accepted the amendment moved by Mr.
Platt and by unanimous consent withdrew his original 
motion.

Mr. Miller then read to the Board the following
memorandum prepared by him and as a substitute for Mr. 
Platt's motion moved its adoption by the Board as the 
basis of a letter to the Open Market Investment Committee:

pated.
(2) That it shall be the policy of the Committee between
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It is, however, the opinion of the Board that the present situ
ation is not a favorable one for such an operation and that the re
sumption of purchases of securities for the'Special Investment Account 
should be deferred until such time as it may appear that such purchases 
will have a desirable stimulating effect upon trade, industry or agri
culture. The country is now entering a period of interseasonal trade 
lull with the demand for credit for commercial use slackening. The 
only highly active market in the country is the securities market.
There is accumulating evidence of speculative excesses, which in part 
has been reflected in recent weeks in a great growth of brokers* de
mand loans. It is thought not to be desirable to stimulate these by 
a reduction of the cost of money in the Hew York market such as would 
result from the purchase during the next two months of from $100,000,000 
to $150,000,000 of securities for the System account.

It is the view of the Board that the movement of business, credit, 
gold, money rates and other factors bearing upon the credit and open 
market policy of the Federal Reserve System should be carefully and 
constantly watched, in order that when action is taken to replenish 
the Special Investment Account it may be done with a minimum of un
desirable stimulation.

For its part the Board will follow coming developments 
affecting open market policy with care and will keep in touch 

| with the Committee in order that there may be a prompt exchange 
of views and suitable action when conditions warrant. For the 
present the Board does not think the situation favorable to a 

‘ securities-purchase operation and, therefore, withholds approval 
of the recommendation that the Committee at this time be given 
authority to purchase securities between now and August 1 to an 
amount sufficient to bring up the System’s account to $250,000,000."

After a detailed discussion, Mr. Miller’s substitute 
motion was put by the Chair and lost, the members voting 
as follows:

The Chairman, "no”
Mr. Platt, "no"
Mr. Hamlin, "no"
Mr. James, "no"
Mr. McIntosh, "no"
Governor Crissinger, "aye"
Mr. Miller, "aye"
Mr. Cunningham, "aye"

Mr. Platt’s motion was then put by the Chair and carried, 
the members voting as follows:

The Chairman, "aye"
Governor Crissinger, "aye"
Mr. Platt, "aye"
Mr. Hamlin,"ayeV 
Mr. James, "aye"

\ Mr. Cunningham, "aye"
l 2«3r. McIntosh, "aye"
\ Mr. Miller, "no"
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Mr* Cunningham then made the following statement:

’’With the sincere hope that the view expressed 
in Mr. Platt’s resolution that the securities which 
the open market investment committee recommends be 
purchased will be accumulated gradually up to August 
1st next, I am voting in favor of the motion.”

The Secretary of the Treasury then left the meeting and the Governor 

resumed the Chair.

The Secretary then presented draft of a letter to the Chairman of the

Open Market Investment Committee, just prepared for the signature of the

Governor, advising of the action taken by the Board at this meeting with

respect to the recommendations submitted by the Committee yesterday.
Upon motion, the letter submitted by the Secretary 

was approved and ordered transmitted.
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C O P Y

A meeting of the Federal Reserve Board was held in the office of the 

Federal Reserve Board on Wednesday, July 27, 1927, at lljOO a.m.

Committee attended by Governors Strong, Harding, Norris, Fancher and

McDougal, members of the Committee, and Mr. Burgess, Assistant Federal 

Reserve Agent at New York, Acting Secretary of the Committee. There were 

also present Deputy Governor Harrison of the Federal Reserve Bank of New 

York, Governor Young of the Federal Reserve Bank of Minneapolis, Governor 

Biggs and Chairman Martin of the Federal Reserve Bank of St. Louis, and 

Honorable Ogden L. Mills, Undersecretary of the Treasury.

The meeting recessed at 12:45 p.m. and reconvened at 2:00 p.m., all 

being present who attended the morning session with the exception of the 

Undersecretary of the Treasury.

Immediately upon reconvening, the following was presented and unani

mously adopted as the Open Market Investment Committee fs minutes of the 

morning meeting:

"The meeting was called as a meeting of the Open Market Invest
ment Committee with the Federal Reserve Board and representatives 
of two of the mid-western banks were present. The Chairman presented 
his report reviewing open market operations and credit conditions, 

f The credit policy of the System was thereupon fully discussed.
Consideration was given to the continued fall in commodity 

prices, to the fact that there was a diminution of borrowing from 
the reserve banks due apparently to some slackening in business, and 
especially to the relation of money rates in the United States to 
money rates in Europe. It was reported that because of heavy foreign 
payments which are likely to increase with the fall movement of 
commodities to Europe, there was a continued drain on European 
central bank gold reserves, which made it more than likely that

PRESENT: Governor Crissinger
Mr. Platt 
Mr. Hamlin 
Mr. James 
Mr. McIntosh
Mr. Noell, Asst. Secretary 
Mr. McClelland, Asst. Secretary

The Board participated in a meeting of the Open Market Investment
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central bank rates in Europe would need to be further advanced this 
fall. The German and Austrian rates have already been once ad
vanced and there is some probability of a one per cent advance in 
the rate of the Bank of England,

All present at the meeting recognized that these developments 
would necessarily have a depressing effect upon business abroad and 
might tend to restrict the freedom of purchases of goods in this country 
at the usual season. It was also brought out that it is the duty of 
the central banks to keep money rates at as low a level as may be at
tained with safety, and that at this time rates could be reduced not 
only without harm but with reasonable expectations of beneficial re
sults. It was felt that the only possible adverse development result
ing from a general lowering of discount rates would be in the specu
lative security markets, but that this possibility should not stand 
in the way of the execution of an otherwise desirable policy.

There v/as no exception to the view that the time had arrived, 
or was approaching, when the discount rate in New York should be 
reduced, and with one or two exceptions there was no dissent from 
the view that a System policy of lower discount rates should in 
general prevail. It was pointed out, however, that local conditions 
in some of the interior reserve districts did not indicate any de
mand for rate reductions in those districts and that the small bor
rowings from the reserve banks indicate an adequate supply of credit 
for all needs at the present rates. Officers of some of the larger 
member banks were quoted as opposed to rate reductions. On the 
other hand, it was pointed out that reductions now, which v/ould re
sult in no harm and considerable possible benefit, would place the 
reserve banks in position to make increases later which might serve 
as warnings without penalizing business v/ith high rates.

It v/as also suggested that in order to make a three and one-half 
per cent discount rate effective some further purchases of securities 
might be desirable up to say $50,000,000.

The most important consideration at the meeting v/as undoubtedly 
the fact that the differential between the rates in New York and the 
rates in London was not today sufficient to enable London, and there
fore the rest of Europe, to avoid general advances in rates this 
autumn unless rates here were lowered, and that the consequence of 
such high rates as v/ould result in Europe would be unfavorable to 
the marketing of our export produce abroad and v/ould have an adverse 
effect generally on world trade.”

Following this action, Mr. Hamlin moved that the 
authority of the Open Market Investment Committee be 
extended for the purchase, as and when conditions 
v/arrant, of not to exceed an additional $50,000,000 
of investments.

Mr. Hamlin’s motion, being voted on by the 
members of the Board, was carried.

It was understood that a copy of the Open Market Investment Committee’s
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minutes of this meeting, together with a copy of the report of the Chairman 

of the Committee, referred to therein, would be sent out under confidential 

cover to each Federal Reserve bank for presentation to its board of directors.

The meeting adjourned at 3:00 p.m.
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A meeting of the Federal Reserve Board -was held in the office of the 

Governor on Thursday, May 12, 1927 at 10:45 a.m.

PRESENT: The Chairman
Governor Crissinger 
Mr. Platt 
Mr. Hamlin 
Mr. Miller 
Mr. James 
Mr• Cunningham 
Mr. McIntosh 
Mr. Eddy, Secretary 
Mr. McClelland, Asst. Secretary 

PRESENT ALSO: Governors Strong, Harding, Norris, Pancher and
McDougal, Members of the Open Market Invest
ment Committee.
Mr. Harrison, Secretary of the Open Market 
Investment Committee.
Mr. Goldenweiser, Director of the Division of 
Research and Statistics.

The Chairman of the Committee submitted, for the information of the 

Board, a memorandum relative to recent open market policy, covering the 

general credit situation and recent transactions resulting from large pur

chases of gold. He also presented the recommendations of the Open Market 

Investment Committee, stating that the recommendations had been submitted 

to the Governors Conference now in session and received the unanimous ap

proval of the Governors of all twelve Federal Reserve banks. The recom

mendations of the Committee were as follows:

"The .Open Market Committee, after considering the attached mem
orandum, and after discussion v/ith the Federal Reserve Board, submits 
the following recommendations of policy for the period ending August 
1 next:

(1) That no further sales of system securities be made in 
order to offset arrivals of gold from abroad now known or anticipated.

(2) That it shall be the policy of the committee between now 
and August 1 next, gradually to acquire, if possible to do so without 
undue effect upon the money market, sufficient additional short-time 
government obligations to bring the total of the committee’s invest
ment account up to $250,000,000. In interpreting the expression 
’’undue effect upon the money market,” the committee would expect to 
keep in mind any changes which might occur in the general level of 
money rates, as well as the extent to which these purchases might 
effect a reduction in the amount of borrowings by member banks.
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"While this policy is not directed towards bringing about a 
reduction in discount rates by any Federal reserve bank, nor is that 
immediately anticipated, it is recognized that some lowering of mar
ket rates for money might nevertheless justify such a reduction later 
in the year, especially at the principal financial centers. The 
recommendation in paragraph two is also made after consideration of 
the fact that somewhat lower interest rates ordinarily operate to 
check gold imports; in fact, that was one of the effects of purchases 
of securities made in 1924.

The committee further expects to continue studies of those 
methods set out in the preliminary memorandum by which increases in 
the System’s portfolio might be brought about without increasing the 
amount of Federal reserve credit in the market. It expects to dis
cuss with the Treasury Department those methods with which the 
Treasury is concerned, and requests that the Federal Reserve Board 
give consideration to those particular items, such as reserves on 
tine deposits, which relate to the regulations of the Federal Reserve 
Board.”

Governor Crissinger called attention to the fact that the Board, under

the impression that the Federal Advisory Council would meet here tomorrow, 

recently requested the Council to make a careful review of the open market 

policy of the Federal Reserve System since the organization of the Open 

Market Committee and to give the Board the benefit of its views and to sub

mit any recommendations that may seem desirable with regard to changes in 

the method or objectives of open market policy. The Governor stated that 

the Federal Advisory Council would not meet until next Friday, May 20th, and 

consequently would not be able to discuss the matter as contemplated jointly 

with the Board and the Open Market Investment Committee.

Governor Strong, Chairman of the Committee, called attention to the 

fact that the preliminary memorandum presented to the Board shows the present 

condition of affairs and requested that consideration be given to that mem

orandum in connection with consideration of the Committee's recommendations.

Thereupon ensued a detailed discussion as to the present Open Market 

situation and the desirability of increasing the System’s portfolio of govern

ment securities, as recommended by the Committee, and of methods whereby such
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an increase could be accomplished without disturbing the money market.

Mr* Miller expressed his opinion that the recommendation of the 

Committee for an increase in the investment account up to $250,000,000 was 

in the right direction but that the most important question concerned the 

proper time at which to make purchases.

Governor Strong stated that the purpose of the Committee was to 

agree with the Board upon the policy which would extend, under existing 

conditions, until August 1st, and having done so that it would seem to be 

the responsibility of the Committee to put the policy into execution, keep

ing the Board informed daily of all transactions.

There followed a discussion as to the possibility of future im

ports of gold and the effect of such imports upon the money market, in con

junction with a policy of the Federal Reserve System which itself might re

sult in adding to the present supply of money.

Governor Strong expressed the opinion that the policy contemplated 

in the Committee’s recommendations would not result in any increase in 

Federal Reserve credit in the money market, but would be offset by reductions 

in member banks’ borrowings from the Federal Reserve Bank of New York or in 

the bill holdings of the System.

Mr. Hamlin then moved that the Board approve the recom
mendations of the Open Market Investment Committee, as above 
quoted.

Mr. Miller moved, as a substitute for Mr. Hamlin's 
motion, that the recommendations of the Open Market In
vestment Committee be received by the Board and made 
special order of business for a date to be fixed by the 4 Governor after conference with the Chairman of the Board.

A general discussion then ensued as to the present method of executing 
open market policy, touching upon the relative responsibility of the Board
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and the Committee.

Pillowing this discussion, Mr. Miller’s substitute 
motion was put by the Chair and carried, the members voting 
as follows:

Governor Crissinger, "aye"
Mr. Platt, "aye”
Mr. Hamlin "aye"
Mr. Cunningham, "aye”
Mr. McIntosh, ”aye"
The Chairman, "no”
Mr. Hamlin, "no"
Mr. James, "no"

The Chairman of the Board and the Members of the Open Market Investment 

Committee then left the meeting and Governor Crissinger took the Chair.
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C P U ? I D E N T I A L  
not  f or  publication

eaeotgs aitd expenses of federal reserve b a m s , jtjly 1935
B-811

Federal
Reserve

Bank

Boston 
new York 
Philadelphia  
Cleveland

Richmond 
A tlanta  
Chicago 
S t. Louis

Minneapolis 
Kansas City  
Dallas
San Francisco 
TOTAL4m  1935 
June 1935 
July 193^____

Month

Dis
counted
b i l l s

Earnings from -

$1,5S3
7,152
1,096

195

—

Pur- Indus- u . s .
chased tr ia l Govt.
b i l ls ad- securi-

vances ties

$71
377

97
89

$9,580
31.297
17,902

7 ,636

$209,176
1 ,033 ,965

236,915
288,009

Commi tments 
to make in
dustrial 
advances

0 ther
so orccs Total

22,933
5.678
9 .063
2 , 1 0 1

10,500
6 ,613
8 ,9 H
3,875

156,11s
126,696
666,166
1 U2 .9 5 6

110,506
161,673
113,368
263,317

$2 , 1 %
7,729

96
1,501

1,252
288
857

1.751

$60
5,321
1 , 2 9 8
5,579

13,057
6 , 1 0 2

18.963
5 , 3%

5S0
1 6 ,2 0 8

2,U71
6 ,7 0 6

$222,619
l,0S 5 ,S U l

257 ,% 5
303,059

191,669
136,686
675,200
152,171

123 ,15s
160,677
125,856
275.695

11,878 2 ,2 %  133.719 3 .2 6 6 ,6 6 0  
13,918 965 125,958 3 ,1 9 0 ,3 0 8  
87.781 l , 359_ _ — _______ 3 . 957,898

19.638 77.691  3 . 509.836  
18,838 80,187 3 ,630,176  
—  133,667 6 , 150,505

Jan. to July 1935 92,216  20,999 751.779 26 ,050 ,185  
"  "  "  1936 1,023,992 122,062 —  27 ,036 ,568

112,851 572,933 25 ,600 ,963  
__ 766 ,086 28 ,926 ,708

Current expenses
Exclusive

of
cost of 
F . R.

currency

Total

$160,712 $169,963  
606,085 626,900
183,291
2 2 6 ,0 8 1

1 3 6 ,8 0 1
100,906
272,706
115,061

96,596
136,165

97,559
213,289

192,696
238,272

160.562
107.563  
290,769
123,593

98,932  
137 
1 0 0 , 
217,302

2, 337,228 2 , 666,899  
2 , 358,259 2 ,661 ,561  
2 ,388 ,001  2 ,6 3 0 ,6 6 2

16 ,536 ,85617 ,330 ,086  
16 ,666 ,67517 ,250 ,330

Current net
earnings

Total
Ratio

to
paid-in  
capi tal

rer cen-
$52,676 5 .8
658,961 9 .1

66,911 5 .1
66 ,787 5 «S

51,107 1 2 .0
28 ,961 7 .7

186,651 1 7 .0
28,578 8 .5

26 ,226 9 .1
22 ,762 6 .6
25,182  7 .6  '
5 8 ,3 9 3 ____ 6 .6

1 .0 6 6 ,9 3 5  8 .6
988,613 8 .2

1 ,720 ,063  13.3
8 .270 ,879  
11,676,328

Total

$603,632
3 ,623,882

608.869
563,329

286,963
251,785

1 , 821,110
2 6 1 .8 7 0

125,603
173.692
2 0 7 .6 9 2  
3 6 2 ,8 5 2

Ratio
to

p a id -
in

capi ta l  
Per cent 

6 .6

W
7 .1

Less accrued 
dividends and 
net charges 
(current) to 
p r o fit  and lo ss*

$67,763
1 .560 ,925

-126 ,69 2
6 6 ,6 6 7

116,696
8 2 ,6 6 0

1 , 519 ,035
129,193

36,916
61,701
96,867
6 7 ,6 3 9

8,270 ,879
11,676,328

3 , 59 6,756
7 ,626 ,630

FEDERAL RESERVE BOARD 
DXVISI01I OF BA11K OPERATIONS 

AUGUST 12, 1935.

♦Exclusive of p r o fits  o f $2 , 7^2,543 on sales o f United States Government se cu rities  held in Special Investment Account.

♦
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OPEN-MARKET OPERATIONS 0? THE FEDERAL RESERVE SYSTEM

Attached there is  o. record in tabular form for the years 1926-1954 of recom

mendations by the System Open Market Committee submitted to the Federal Reserve 

Board for review. From January 1 , 1926, until May, 1950, recommendations with 

respect to open-market operations were made to the Board by a committee consist

ing of the Governors of the Federal Reserve Banks of Boston, New York, Phila

delphia, Cleveland, and Chicago. Beginning with May 21, 1950, the Committee in

cluded a representative from each Federal Reserve bank, and after the passage of 

the Banking Act of 1933 such a committee was required by law. The attached docu

ment shows the dates upon which the Open Market Committee made its  recommenda

tions, the position of the open-market account at the time, the nature of the 

recommendations, and the action which the Board took on these recommendations.

This record indicates that the Board in practically  a l l  instances concurred with 

the recommendations made by the Committee.

In examining this summary i t  should be kept in mind that the actual course 

of negotiations is  not adequately indicated by the o ff ic ia l record. Policies  

have been generally determined in informal conferences, by telephone or otherwise, 

prior to the making of formal recommendations. In these conferences the in itia tiv e  

has been taken not infrequently by the Governor of the Federal Reserve Board. I t  

has not been unusual to have an informal agreement on a program between the Gov

ernor of the Board and the Chairman of the Open Market Committee prior to the 

meeting of the Committee. Approval of the program, f i r s t  by the Committee and 

then by the Board, was usually to be expected in such cases.

Some of the smaller changes shown in System account represent either tempo

rary transactions between that account and individual Reserve banks, which in no 

way affect the market, or occasional replacements in anticipation of maturities.
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Hold: 
System Invesl

Lugs
tment Account

------------- - ■ , ....... , ■ , ■ , —----- ....________ _ .

Comirdttee Recommendations

—— ■ ■ ■ ...........-  „ — —........... . . . .  . ..

Review by Federal Reserve Board
Date Amount

Jan. 17, 1926 $2 6 0 , 0 0 0 ,0 0 0 Jan.1 8 , 19 2 6 — Agreed that while it  is  not ad
visable to s e ll  immediately the $5 0 , 0 0 0 ,0 0 0  
short-term securities acquired during la tter  
part of December 1925 for resale possibly in 
January 1 9 2 6 , situation should be carefully  
watched in order that action might be taken at 
any time that developments disclose desira
b i l i t y  of se llin g .

On January 2 5  Board interposed no ob
jection to Committee furnishing the 
market with an amount of certificates  
up to $5 0 , 0 0 0 ,0 0 0  against definite or
ders. This action taken upon receipt 
of advice from New York bank that money 
conditions in New York were easing 
considerably.

Mar. 7, 19 2 6 $2 2 3 , 0 5 6 ,0 0 0 Mar,8 , 1 9 2 6 — Chairman of Committee recommended 
replacement of $ 6 6 , 0 0 0 ,0 0 0  of maturing securi
t ie s .

Board interposed no objection to Com
mittee replacing so far as possible  
$ 6 6 , 0 0 0 ,0 0 0  of securities maturing on 
March 1 5 , 1 9 2 6 .

Mar. 19, 19 2 6 $ 1 7 3 , 5 8 9 ,0 0 0 Mar.2 0 ,19 2 6 — It was the unanimous opinion of 
the Committee that other than the replacement 
of the March 1 5  maturities no action should be 
taken, at least until after March 2 3 , when the 
Treasury pays o ff $121,000,000 of 3 rd Liberty 
bonds and when readjustments after the usual 
quarter-day movement w ill have been completed.

On March 2 3  Board approved recommenda
tions that no change be made in account 
except that March 1 5  maturities be re
placed i f  conditions seemed to warrant. 
($31*000,000 of March 1 5  maturities had 
not been replaced at that time.)

Mar. 2 3 , 19 2 6 $ 1 8 3 , 8 3 9 ,0 0 0 Mar,2 U .19 2 6 — Committee and Governor’ s Con
ference recommended that i f  developments in 
the money market indicate need for doing so, 
the amount of securities in the System Account 
be increased to $3 0 0 , 0 0 0 , 0 0 0 , but no purchases 
shall be made after April 1 5 , 19 26 . without 
further consideration.

Recommendation was considered by Board 
at meetings on March 2U and 25  and ap
proved on la tter  date.

June 1 , 19 2 6

4

$2 8 2 , 5 0 0 ,0 0 0 June 2., 1 9 2 6 — Committee agreed that $37,000,000  
of June 1 5  maturities should be replaced by 
other short-term governments.

Replacements approved by Board.
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H o l d i n g s
S v s t e m  I n v e s t m e n t  A c c o u n t

Date Amount
C o m m i t t e e  R e c o m m e n d a t i o n s R e v i e w  b y  F e d e r a l  R e s e r v e  B o a r d

June 20, 1926 $2 6 3 , 7 0 0 ,0 0 0 June 21,1926— System Account Committee recom
mended that System Account be maintained at 
existing amount (approx. $2 7 5 *0 0 0 , 0 0 0 ) but 
with authority to make temporary purchases or 
sales within a range of $5 0 , 0 0 0 ,0 0 0  as may be 
deemed advisable by the Committee, any such 
purchases to be liquidated within a reasonable 
time as market conditions warrant.

Board met jo in tly  with Committee and 
Committee’ s recommendation and Board’ s 
approval was in simultaneous vote.

Aug. 1 6 , 19 2 6 $ 2 6 7 , 8 6 3 ,0 0 0 Aug.17*1926— Committee recommended sale of ap
proximately $*10,000,000 Third Liberty Loan 
bonds to Treasury (at request of Treasury) 
without replacement and that a meeting be 
called the early part of September to consi
der conditions at that time.
Committee also approved the sale, without re
placement, to a foreign correspondent made on 
August l 6 , 1 9 2 6 , of $2,300,000 Treasury notes, 
the sale of $5,000,000 Treasury notes to a 
foreign correspondent sometime that week, and 
the sale to a foreign correspondent during the 
next few weeks of approximately $ 1 5 , 0 0 0 ,0 0 0  of 
short-term securities.

Committee meeting attended by three 
members of Board, and at its  meeting 
on Aug. 2 3 , Board noted approval by 
a l l  Federal Reserve banks of sale to 
Treasury of $Uo,000,000 of bonds with
out replacement. Minutes of Aug. 17 
meeting of Committee presented at meet
ing of Board on Aug. 2 U and were or
dered circulated without action being 
taken,

Sept. 9, 19 2 6 $20^,975,000 Sept.1 0 ,1 9 2 6 — Committee recommended that ac
count be maintained for the present at approx
imately $2 0 0 , 0 0 0 , 0 0 0 , with the understanding 
that the Committee could, at i t s  discretion, 
increase or decrease the account by not more 
than $50,000,000. It was also understood that 
in the event of further gold imports for the 
account of foreign correspondent, we should 
continue to furnish them with securities from

In a separate meeting on Sept. 10, 
the Board authorized the Committee 
to maintain the account at from
$2 0 0 , 0 0 0 ,0 0 0  to $2 2 5 , 0 0 0 , 0 0 0 .
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Holdings
System Investment Account

Date. Amount
Committee Recommendations Review by Federal Reserve Board

the special account as heretofore, thus o ff
setting the effect of the gold imports.

0^v. 6 , 1 9 2 6

Mar. 4 , 1927

$2 0 0 ,0 0 0 ,0 0 0 Nov.7,1926— Committee recommended that i t  may 
be desirable to pan*chase up to $1 0 0 , 0 0 0 ,0 0 0  
of securities during the coming 6 weeks to be 
sold again at such time as credit conditions 
appear to make that course desirable. I f  busi
ness and credit conditions continue as at 
present, i t  would seem wise to se ll the se
curities shortly after the turn of the year, 
but in the event of a decline in business ac
t iv it ie s , such as some observers think may oc
cur, i t  then might be desirable to retain a 
part of the securities in  the Federal Reserve 
p o rtfo lio . In any event, we should be pre
pared for either course.

At meeting of Board on Nov.10, 1 9 2 6 , 
Board approved a le tte r  to acting chair
men of Committee stating that Board 
understands that as the Committee views 
the situation at this time, there is  no 
need for action looking toward a change 
in the amount of the Special Investment 
Account, as approved by the Board on 
Sept. 1 0 , 19 2 6  and in this view, the 
Board concurs# The Board, therefore, 
construes the Committee^ suggestion 
as an expression of opinion on the part 
of the Committee that in the event of 
a future change in the present situa
tion , i t  may be desirable to give con- 
sidation to increasing the account 
temporarily. The Board assumes that 
should there be any change in the pres
ent situation or any new developments 
which would seem to warrant increasing 
the account temporarily, the Committee 
w ill confer further with the Board.

$2 0 0 , 0 0 0 ,0 0 0 Mar.5il927— Following statement by Federal 
Advisory Council, issued after its  meeting on 
February 18, that i t  did not believe that 
there was anything in the business situation  
necessitating any change in present open- 
market policy, although should interest rates 
continue to decline the Federal Reserve banks 
should reduce their holdings of b i l ls  bought

On March 8 the Board approved of the 
fommittee allowing the maturities to 
run o ff  with the understanding that, 
at the meeting of the Committee called  
for March 21st, i t  could be determined 
i f  and when i t  would be advisable to 
replace them.
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Holdings
System Investment Accomit

Date Amount

Mar* 20, 1027 $ 1 7 6 , 3 2 ^ ,0 0 0

Committee Recommendations

in the open market, the Board transmitted the 
statement to the Board of Directors of the 
Federal Reserve Bank of Hew York for any rec
ommendations that they might care to make and 
with the statement that the Board thinks i t  
pertinent in connection with consideration of 
recommendation to take cognizance of the gold 
imports since the f ir s t  of the year and the 
present state of the acceptance market, and to 
consider whether there should he any change in  
the volume of investments in the System’ s 
Special Investment Account, especially in view 
of the March 1 5  m aturities. The Hew York di
rectors replied that i f  the committee concurred 
i t  would he well to le t  the March 1 5  maturi
ties run o f f .

Mar.2 1 ,1 9 2 7 — Committee agreed that i t  would he 
desirable to replace the $25,000,000 of March 
1 5  maturities immediately and in view of re
duction of system holdings of hankers accept
ances due to sale to a foreign correspondent 
in replacement of securities matured on March 
1 5 , the Committee should he prepared to make 
additional purchases of Government securities  
up to an amount of about $5 0 , 0 0 0 , 0 0 0 , i f  nec
essary, to avoid drastic tightening of the 
money market.

Review by Federal Reserve Board

On March 21, 1927, the Board approved 
the replacement of the $2 5 , 0 0 0 ,0 0 0  of 
matured Government securities and ad
vised the Committee that i t  would hold 
i t s e l f  ready upon advice from the Com
m ittee, as a Committee, or from the 
Federal Reserve Bank of Hew York, i f  
the Committee prefers to leave the mat
ter in the hands of the Federal Reserve 
Bank, to act upon a recommendation for  
the purchase of an additional $5 0 , 0 0 0 , 
000  of short-term Government securities  
at any time such a course should appear 
to he desirable.
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Holdings
System Investment Account

Date Amount
Committee Recommendations

During the period between March 21-May 11, 
after telephone consultation with the members 
of the Open Market Investment Committee and 
the Federal Reserve Board, it  was arranged to 
purchase from the Bank of France about $60,000  
0 0 0 . cf gold and to s e ll  to them a like amount 
of the September maturity of certificates of 
indebtedness held in the Open Market Invest
ment account. Securities were sold to offset  
the $ 9 *0 0 0 ,0 0 0  to $ 1 2 , 0 0 0 ,0 0 0  of gold which 
had already arrived, but no arrangements were 
made to offset the affect of the gold which 
was then scheduled to arrive.

Review by Federal Reserve Board

May 1 0 , 1927 $ 1 3 5 , 8 1 2 ,0 0 0 May 11,1927— Committee submitted the follow
ing recommendations of policy for the period 
ending August 1: ( l )  That no further sales of
System securities be made in order to offset  
gold imports known or anticipated, and, (2 ) 
That it  be the policy of the Committee gradual
ly  to acquire, i f  possible to do so without 
undue effect upon the money market, sufficient 
additional short-term Government obligations 
to bring the tota l of the Committee's invest
ment account up to $2 5 0 , 0 0 0 , 0 0 0 ,

On May 1 3 , 1927* the Board approved 
the recommendations of the Committee 
with the feeling that the securities  
proposed to be purchased should be 
accumulated slowly and with a view to 
the p o ssib ility  that it  may not be 
advisable to purchase the fu ll amount 
authorized within the time lim it mert- 
tioned.

June 1 5 , 1 9 2 7

♦

$24H,256,30C June 1 6 , 1 9 2 7 — In a le tte r  to the Board 
Governor Strong expressed the view of the of
ficers of the Hew York bank that i t  might be 
well to defer further purchases until possibly  
after the f ir s t  of July even though in the 
meantime money rates might advance somewhat 
in the general market. In a le tter  dated 
June 20, 1927* Governor Strong again reviewed

On June 22, 1927* the Board advised 
the Committee that it  did not consi
der the $1 0 0 , 0 0 0 ,0 0 0  of securities  
purchased by the Committee since May 
13> 1 9 2 7 ^ (to offset gold earmarked 
for foreign correspondents) as forming 
part of the authority granted to the 
Committee by the Board on that date.
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Holdings
Svstem Investment Account Committee Recommendations Review hy Federal Reserve Board

Date Amount

»

the situ ation  statin g  that the hank was quite  
w illin g  to watch the e ffe c t  of somewhat higher 
rates fo r  a short period, hut that i t  would he 
hazardous to allow  a general revision  o f the 
lev e l of in terest rates to occur.

Governor Strong came to Washington on June 22 
and at a meeting of the Board made an extended 
review of present and prospective conditions.

July 25 , 1927 $2 6 5 , 9 9 8 ,3 0 0 July 27 , 1927— Committee voted that i t s  author
i t y  he extended for the purchase, as and when 
conditions warrant, o f not to exceed $ 5 0 , 0 0 0 , 
000 of investments.

Committee’ s action  was taken in  jo in t  
meeting with Federal Reserve Board 
which approved recommendation.

Nov. 1 , 1927 

»

$405,222,000 Nov,2 , I927— Committee recommended adoption of 
program of ( l )  continued o ffse ttin g  of gold  
movements hy purchases and sales of secu rities,
( 2 ) any considerable advances in money rates  
toward end of year would he dealt with only i f  
necessary hy temporary purchases of secu rities,
(3 ) sales of secu rities  in  January in  amounts 
su ffic ie n t to insure retirement of seasonal 
issu e , and, (4 ) in  event of renewal of gold  
movements to the United S tates, gold may he 
purchased abroad i f  necessary or exchange on 
foreign  countries purchased so as to arrest a 
further importation of gold , the lim it o f such 
purchases to be $100 ,000 ,000  and such purchases 
to he o ffse t  the same as gold movements.

Board approved p olicy  as recommended.

Dec. 12, 1927 

1

$419,934,000 Dec.1 3 ,1927— Governor Strong transmitted  
opinion o f New York directors that i t  might he 
well to le t  hanks borrow additional funds up

On December l 4, Board expressed concur
rence in  directors* opinion.
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Jan. S, 192S $^2 2,030,000

to $1 0 0,000,000 or $1 5 0,000,000 rather than to 
undertake to ease the situation by making 
further purchases of securities.
Jan.9,1928— Committee concurred in opinion of 
Hew York bank that it might be advisable to 
sell from $^0,000,000 to $5 0,000,000 of 
Governments.

Board voted to approve sale of not to 
exceed $5 0,000,000 of securities if and 
when deemed advisable by Committee.

Jan. 11, 1928 $399,530,000 Jan. 12,1928— Recommended that Committee pro
gram should now work toward somewhat firmer 
money conditions as far as necessary to check 
undue rapid further increases in volume of 
credit and in order to accomplish this, Com
mittee would expect to sell further amounts of 
securities and, if necessary, to deal with 
gold movements in such manner as necessary to 
carry out the program. .

Board authorized the Committee during 
the next two months to make sales of 
Government securities from time to time 
with accompanying authority temporarily 
to purchase such securities should de
velopments not now in sight require 
such action.

$371,030,000 Jan.l6,1928— Acting Chairman of Committee re
ported sale of Government securities to a 
point at which further securities would not be 
absorbed by market except at reduced price and 
it was proposed to withhold further sales for 
a day or two.

Board expressed sympathy with the pro
posal reported but that it would not 
favor any prolonged departures from the 
program recommended by the Committee 
and approved by Board on January 12.

Jan. 23, 1928 $3Ul,019,000

Feb. 9. 1928 $273,19^,000

Jan.2̂ *, 1928— Committee recommended sale of an 
additional $50,000,000.

Feb.10,1928— Now York directors expressed 
opinion that no further sales of securities be 
made for the next three or four days.

No objection expressed by Board to pro
posed sale.

Board expressed agreement with conclu
sion of directors although there was a 
feeling on the part of some members that 
further sales should be suspended in
definitely.
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Feb. 26, 1922 

f&r. 2 5, 192S

$2 7 3,19^,000 Feb.2 7,19 2 8— New York directors reached con
clusion that no further sales of securities 
should be made at this time.

This opinion shared by all members of 
the Board.

$2 7 3,269,000 Mar.26,1928— Committee recommended that the 
policy recommended in January be continued unr* 
til another meeting is held or until a change 
in the situation makes an earlier reconsidera
tion desirable. The Committee would expect to 
make such changes in the open-market account 
as are necessary to carry out the policy.

f«

Board approved policy recommended by 
Committee and authorized Committee to 
make further sales of Government se
curities from time to time up to May 
1 , 1928, at about which time another 
meeting of the Committee with the 
Federal Reserve Board will be held un
less a change in the situation makes 
earlier reconsideration desirable.

Apr. 10, 1928 $2 5 3,038,000 Apr,11,1928— Deputy Governor Case reported 
plans to sell $20,000,000 to $2 5,000,000 of 
securities in order to keep a grip on the 
situation.

Governor reported he had advised Mr. 
Case there would be no objection to 
sale of securities contemplated.

£ ’• 1 7, 192s $2 10, 3̂8,000 Apr.18,1928— Mr. Case reported New York di
rectors felt that situation was getting out 
of control largely because of money coming 
into New York presumably attracted by high 
call rate. .

Increase in discount rate at Boston 
Bank was under consideration and Board 
approved increase apparently on basis 
that sales of securities were not hav
ing desired effect.

Apr. 28, 1928

TV
%

$1 5 2,318,000 Apr,2 9,1928— In view of continued expansion of 
bank credit at what seemed to be an unduly .* . 
rapid rate, notwithstanding the sales of se
curities and increase in discount rates, the 
•Committee recommended that the general policy 
adopted at meeting on March 26 be continued.

On May 2 Board expressed agreement with 
procedure suggested by the Committee 
and approved its recommendations, but 
in doing so, reserved the same right 
that the Committee reserved, of chang
ing its position should conditions 
develop which would make a change ad
visable.
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May 2U, 1928 $100,000,000 May 25,1928— Committee saw no reason to change 
policy adopted at last meeting and expressed 
opinion that it may be necessary to assefct 
further pressure on the situation and, to this 
end, that it may be advisable to make further 
sales of securities.

Board approved policy outlined and ap
proved further sales if such sales 
were deemed necessary by the Committee,

July 17, 1928

Aug. 12, 1928

t

$gU,988,000 July 18,1928— Committee recommended that no 
open-market action be taken at present or un
til moderately high level of money rates has 
continued long enough to provide a testing of 
the credit situation which may have effect of 
checking unsound uses of credit. Committee 
expressed opinion that amount of member bank 
borrowing and present money rates would not be 
wholesome if continued over an extended period, 
that the System should be prepared to exercise 
its influence to modify these conditions and 
that situation should have careful continued . 
study.

$75,^88,000 Aug.13>1928— Committee expressed opinion that 
conditions did not necessitate immediate pur
chases, that there wore indications that with 
approaching fall demands for credit, it might 
soon be possible or necessary to take steps 
looking toward the reduction or at least the 
avoidance of the necessity of any substantial 
increase in volume of member bank discounts 
and with these facts in view, Committee recom
mended the policy of purchasing securities 
whenever it should become necessary to avoid 
undue credit stringency.

On August l6 the Board expressed 
agreement with the Committee that the 
seasonal requirements would probably 
develop a strain upon the future credit 
situation which may react unfavorably 
upon commerce and industry and that if 
such a situation should develop, the 
System should take some action to re
lieve the strain. Board stated, how
ever, that it would not care to agree 
to purchase of securities except as 
last resort, and with this understand
ing, it approved the purchase of securi 
ties ut> to $1 0 0,000,000.
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Nov* lU, 192S 

•

$7 5,Ugg,000 Nov*15,192g— Committee renewed the recommenda
tion contained in its report of August 13 that 
it be the policy of the System to purchase 
Government securities if and when it might be
come necessary to avoid an acute stringency.

On November 27 the Board refused to ap
prove recommendation for reasons 
stated and advised committee that if 
adjustments of temporary credit situa
tion were advisable it would hold it
self in readiness to act promptly upon 
written or telephone request from the 
Committee in an amount not to exceed 
$25,000,000.

Jan. £>, 1929 

^ > .  1 , 1929

$75,592,000 Jan.7*1929— Committee expressed opinion that 
System should be prepared to sell up to $50»~ 
000,000 of securities during January or 
February if amount of member bank indebtedness 
should diminish to an amount where money rates 
became so easy as to stimulate further in
creases in total volume of credit beyond that 
required for business purposes, but that there 
was no occasion at that time to make a recom
mendation either as to purchase or sale of 
securities.

No action by Board.

$75,592,000 V --
Feb. 2, 1929-
Board expressed no objection to 
Governor advising committee that Board 
sees no reason why sales of securities 
choul& not be made in small amounts.

Feb. k, 1929 

#•

1

$75,592,000 Feb. 5 , 1929-
Governor of New York Bank was present 
at meeting of Board and referred to 
possible necessity of increase in the 
discount rate should other efforts fail 
to halt increasing volume of credit. 
Majority opinion of members of the 
Board was that further efforts should
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be made along the line of so-called 
direct action, and that a rate in
crease should not be considered until 
the System is satisfied that all other 
means had been exhausted.

Federal Advisory Council publicly 
stated that it continued to agree with 
the view of the Board that an excessive 
amount of the country’s credit had been 
absorbed in speculative security loans, 
that the policy pursued by the Board 
had had a beneficial effect and that 
efforts in this direction should be 
continued. Council recommended that it 
grant permission to raise the discount 
rate to 6^ at the Federal Reserve banks 
requesting it.

(A.11 during this period up to August 
when the rediscount rate of 6$ was ap
proved for the Federal Reserve Bank of 
New York, there was continued considera-
with the Board's policy of so-called 
direct action.)

Mar. 31» 1929 $U0,000,000 Apr,1,1929— Committee informally agreed that
there appeared to be no need to consider the 
purchase of Government securities and that, as 
the Committee already had authority to sell 
Government securities, there was no occasion 
for a further recommendation at that time.

May 20, 1929 $20,500,000 May 21, 1929--

V tion of discount rates in connection

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



Holdings
System Investment Account Committee Recommendations Review by Federal Reserve Board

Date Amount
Aug. 7, 1929 

»

$3 1,125,000 Aug.8,1929— The Governor‘ft.1 Conference expressed 
the opinion that increased credit demands in
cident to autumn requirements should be met so 
far as possible by an increase in bills and 
that this procedure can best and most safely 
be undertaken and with least risk of abuse in 
the use of the Federal Reserve credit under 
the protection of an effective discount rate 
in New York. Conference recommended that the 
Board act favorably on any application that 
may be made by the Federal Reserve Bank of New 
York for an increase in its existing rate.

The rate of 6$ established by the 
New York directors was approved by 
the Board on August 8, after the 
Board had voted to adopt the report 
received from the Governors as a 
basis of Federal Reserve policy during 
ensuing months.

Sept. l6, 1929 

•

$3 6,125,000
•

Sept. 17, 1929—
The Federal Advisory Council expressed 
belief that the increasing of the New 
York Bank rate to 6$ and the reduction 
in the buying rate for bills in the 
open market had worked satisfactorily 
and that such action had the approval 
of the Council.

Sept. 23, 1929 

¥

*
ft

$26,128,000 Sept,2^,1929— Committee favored a further in
crease of open-market holdings for purpose of 
avoiding, if possible, any increase in total 
volume of member bank discounts during the fall 
season if this could be done without stimulat
ing unnecessary or abnormal expansion of mem
ber bank credit. It favored an increase of 
these holdings by continued purchase of bills 
if these could be obtained and if not, by pur
chases of short-term Governments. Committee 
recommended that it be authorized to purchase 
not to exceed $2 5,000,000 a week of short-term 
securities with the understanding that there

On October 1 , Board approved proposed 
program and authorized purchase of 
short-term Governments at not to ex
ceed $25*000,000 a week. Board stated 
that its approval was mainly for sea
sonal reasons and should not be inter
preted as a reversal of former policies.
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would be a careful current review of the corp
se quences of such purchases.

Oct. 28, 1929 
•

$^3 ,500,000 Oct.29,1929— Board expressed the 
definite opinion that the most helpful 
thing at that time would be a reduction 
in the discount rate of the New York 
Bank to 5 coupled with an understand
ing that the System would suspend, for 
the time being, any purchases of Govern
ment securities pending future develop
ments in the credit situation as a re
sult of the rate redaction, and further 
consideration and approval by the Board

Oct. 29, 1929 

•

$1+7 ,500,000 Oct.30,1929— Governor Harrison advised of pur
chases the day before of $o9>0C0,Q0G of Goverrv 
ment securities for the Hew York Bank under 
authority of the board of directors who had 
authorized the purchase of securities by the 
bank in an unlimited amount in the discretion 
of the Governor.

No action taken by the Board.

Nov. 6, 1929 $7 2,500,000 Nov.7»1929— Directors of New York Bank ex
pressed the opinion that the policy of the 
System for the coming weeks should be to keep 
a plentiful supply of money in the market 
through the purchase of bills if available, 
and, if not, through the purchase of Govern
ment s.

Hoy. 1 1, 1929 

>

$97,500,000 Nov.12,1929— Committee recommended that the 
present limit of $2 5,000,000 per week on the 
purchase of Government securities be removed 
and that the Committee be authorized in lieu

On November 1 3, the Board advised the 
Committee that it had authorized the 
Governor, should the Board not be im
mediately available to act on its
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thereof, to purchase not to exceed $200,000,
000 of securities, with the understanding that 
there would be a careful current review by the 
Board and the Committee of the consequences of 
any such purchases.

behalf, in giving approval in an emer
gency to purchases of securities, and

the Governor, the Board would interpose
that if an acute emergency arises where 
it was not practicable to confer with
no objection to a purchase operation 
being undertaken with the understanding 
that prompt adviee would be furnished 
the Board,

On November 2 5, 1929, Board advised 
Committee that it had reconsidered its 
action of November 1 3, 1929* and had 
voted to approve the general principles 
as to future policy laid down in the 
report of the Open Market investment 
Committee dated November 12 and the 
resolution adopted by the board of di
rectors of the New York Bank on Novem
ber 7 , and had authorized the Committee 
to purchase from time to time not to 
exceed in the aggregate $200,000,000 of 
securities, with the understanding that 
if at any time the Board feels that pur
chases are being made too rapidly, it 
will so.express itself to the Committee 
and reconsider the whole situation.

Jan. 27, 1930 $277,500,000 Jan.28,1930— Committee expressed opinion that 
no open-market operations in Government se-

On Jan, 30» the Board considered a re
quest from the Federal Reserve Bank of 
New York for a reduction to 3|$ in the

V

curities were necessary at that time either 
to halt or to expedite the trend of credit, 
but recommended that the minimum buying rate 
for bills be reduced so that the Federal Re-

minimum buying rate and advised that 
the request had been taken under re
view and had determined the minimum
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•

serve banks might have such flexibility in 
their bill operations as to avoid the harden
ing of rates.

buying rate to be 3f$. On February 12, 
1930» the Board reduced to 3i$  the 
minimum buying rate on acceptances at 
the New York Bank.

Mar* U, 1930 $2 7 7,500,000 Mar.5,1930— The Governor of the Board 
was authorized to request that there 
be submitted to the New York directors 
a suggestion to purchase gradually 
not to exceed $50,000,000 of securities 
during the next two weeks or so. On 
March 7» Mr. Case reported authoriza
tion by the directors of the New York 
Bank to purchase up to $50,000,000 of 
securities in accordance with the 
Board's suggestion. On March 10, 1930, 
the minimum buying rate on acceptances 
by the New York Bank was reduced to 3$.

^ r .  23, 1930 

•

$3 0 7,250,000 Mar.2U,1930— Committee expressed opinion that 
there was no occasion for further purchases of 
Government securities, but in the interest of 
flexibility and preparedness for the unexpect
ed, favored a reduction in the minimum buying 
rate on bills to 2j$.

On March 2 5, action on request of New 
York Bank for reduction in minimum buy
ing rate on bills to 2j$ was deferred. 
Action was again deferred at the meet
ing of the Board on March 26. On 
April 8, 1930» Board informed Committee 
that it concurred in Committee report 
of March 2̂ , except in the event of 
some unforeseen development, bills 
should not be bought below 3 $ although 
in view of the trend of bill rates 
since the date of the meeting# the 
Board desired to keep under review the 
question of a reduction to 2^# in the 
minimum buying rate.
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Apr. 23, 1930 

»

$3 2 7,300,000 Apr.2^,1930— New York directors voted to es
tablish rediscount rate of 3$ predicated upon 
approval by Board of minimum buying rate of 
2^fo with the idea of putting into effect a 
rate of 2}$, if the discount rate was reduced 
to 3$,

Board held request for 2jj6 buying rate 
under review and determined minimum 
buying rate to be 2 ^  at meeting on 
April 3 0. On May 1 the Board approved 
a minimum buying rate of 2g$.

May 20, 1930 $327,300,000 May 21,1930— Committee voted to go on record 
that recommendations as to discount rate of .* 
any Federal Reserve bank is not within Commit
tee^ proper province and the directors of 
any Federal Reserve bank must be free at any 
time to change the discount rate for their 
bank, subject only to the review and determina
tion of the Federal Reserve Board.

May 28, 1930

Committee stated that it did not appear that 
any affirmative recommendation as to open- 
market operations was advisable at that time.

$327,300,000 May 29,1930— Governor Harrison reported feel
ing on the part of the directors of the New 
York Bank that action should be taken to 
further ease the credit situation and had made 
a recommendation that the System proceed to 
purchase Government securities at the rate of 
$2 5,000,000 a week; that seven banks concurred 
in the recommendation, four were opposed, and 
one interposed no objection.

On June 3 Board authorized purchase of 
not to exceed $2 5,000,000 of securities 
a week for the next two weeks, the 
situation to be reviewed at the end of 
that time.

>me 22, 1930 

v

$377,300,000 June 23,1930— Committee expressed opinion that 
it was not desirable for System to undertake 
any further purchases of securities.
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Aug. 5, 1930 $377,300,000 Aug,6,1930— Committee requested approval of . 
purchase of $2 5,000,000 of securities during 
current week.

Board gave approval requested.

2, 1930 $U02,300,000 Sept,3 ,1930— Committee recommended authoriza
tion of purchase of securities up to $5 0,000,
000, with understanding that authority should 
be exercised only if necessary as a supplement 
to bill purchases in offsetting seasonal de
mands for credit, gold exports, or influences 
toward firmer money which might interfere with 
the continuance of present money conditions.

Board granted authority requested.

Sept. 2b, 1930 $Uo2,300,000

V

Sept.25-, 1930— Committee recommended authoriza
tion to supplement bill purchases by purchases 
of Government securities in the event that 
the seasonal demand for Federal Reserve credit, 
gold exports, or other factors, should tend 
unnecessarily to tighten present money rates, 
and that in the event that conditions develop 
which would require sales of securities to 
execute this policy, the Committee should be 
authorized to make such sales; it being under
stood that if the Committee should have to buy 
or sell more than $10 0,000,000 of securities 
to maintain the status quo, new authority 
should be procured in accordance with the pre
scribed procedure.

On October 2,1930, the Committee was 
advised that the Board was prepared 
to approve the purchase or sale of 
Government securities within the 
limits proposed for the purpose of 
maintaining stability of rates, such 
authority to run until an agreeable 
date next January, unless a change in 
conditions before that time should 
make a review and reconsideration 
of open-market policy advisable at an 
early date. The advice also stated 
that it was understood that such pur
chases or sales of securities would be 
made in consultation with the Governor 
of the Board or acting executive offi
cer, except purchases or sales made in 
small amounts in pursuit of an under
stood program, or in the event of a 
sudden emergency.«
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Oct. 21, 1930 

•

$^0 2,300,000

Review "by Federal Reserve Board

Oct.22,193O— In considering a purchase 
of sterling exchange by the Federal 
Reserve Bank of New York, the Board 
stated that it is assumed that the 
special operations in foreign exchange 
will be considered as part of the open- 
market program subject to the policy 
agreed upon by the Open Market Committee 
and approved by the Board.

Nov. 17, 19 30

19, 1930

$402,300,000

$4 0 2 ,3 0 0 , 0 0 0

Nov.18,I93O— The Federal Advisory Council 
expressed the opinion that the present 
situation would be best served if the 
natural flow of credit were unhampered 
by open-market operations or changes 
in the discount rate; the seasonal de
mands during the balance of the year 
should be met by rediscounting on the 
part of member banks.

Dec.20,1930— Committee expressed willingness 
to leave it to the judgment of the New York 
Bank whether some additional amount of Govern
ment securities should be purchased within 
the $100,000,000 authority with the under
standing that the New York Bank would keep in 
close touch with the members of the Committee.

Jan. 5 , 1 9 3 1

V
$^17,729,000 Jan.6,1931— Board approved Governor 

Meyer’s action in advising New York, 
that he felt, in the light of all cir
cumstances, the Board interposed no 
ODjection to the purchase by the New 
York Bank of approximately $4 5,000,000
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•

of securities from two member banks or 
the purchase of $3 2 ,000,000 of securi
ties made by the Committee because of 
banicing and credit strain over the 
year end.

Jan. 20, 1931 $^0 2,300,000 Jan,21,1931— It was the sense of the committee 
that it should he the policy of the System to 
continue an easy money policy in the best in
terest of trade and commerce, but that it would 
be desirable to dispose of some of the System's 
holdings of securities as and when opportunity 
affords without disturbance or tightening of 
the money position.

On January 3 0, the Board advised Com
mittee Board approved of recommenda
tion.

Feb. 16, 1931 

•

$U0 2,300,000 Feb.17,1931— Federal Advisory Council 
reiterated the recommendation made by 
its previous meeting that the situation 
would be best served if the natural 
flow of credit were unhampered by open- 
market operations or changes in the 
discount rates.

Apr. 23, 1931 $’402,300,000 Apr,29,1931— Committee recommended authoriza
tion if and when it appears necessary or ad
visable to purchase up to $1 0 0,000,000 of se
curities.

On May 7 Board authorized, if and when 
it appears to committee necessary or 
advisable, to purchase up to $1 0 0,000,0( 
of securities.

June 21, 1931 

V

>

$1^,^63,000 June 22,1931— Committee voted to buy up to 
$5 0,000,000 of securities with the understand
ing that there would be further conferences by 
telephone or otherwise between members of the 
Committee before any purchases were made be
yond that amount.
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July 6, 1931 $^9^,^71,000 July 7»1931— Committee agreed to proceed with 
purchase of an additional $5 0,000,000 of secu
rities.

Review hy Federal Reserve Board

9, 1931 $52U,U6s,ooo Aug. 10, 1931 — To counteract tightening in
fluence of $5 0,000,000 of maturing hills held 
by Bank of France, Executive Committee of New 
York hank authorized officers to purchase up 
to $50,000,000 of Government securities.

Governor Meyer and Mr. Miller were 
present at meeting in New York and, 
being familiar with the attitude of 
the Board, did not express objection 
to the action.

$52U,H6s ,ooo

s

Aug. 1 1 , 1931— Committee recommended authori
zation to purchase up to $1 2 0,000,000 of secu
rities if and when it became necessary or ad
visable to do so, or if necessary or advisable 
to sell up to a similar amount.

On August IS, Board advised Committee 
that it gave a general approval to the 
contemplated purchase of Government 
securities, and in order that Committee 
may be prepared to act promptly on the 
current application of the policy of 
purchase, it had authorized the Govern
or of the Board, until such time as the 
matter of open-market policy should be 
reviewed and further considered, to act 
on its behalf with respect to the pur
chase of an aggregate of $1 2 0,000,000 
of Government securities. The Board 
also stated that it was not authorizing 
the Governor to exercise its approval 
with regard to sales of securities and 
that in the event conditions should 
take such a turn as to make sales of 
securities from System Account advis
able in the judgment of the Executive 
Committee of the Conference, the Board 
would wish to consider the matter.

*
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System Investment Account Committee Recommendations Review by Federal Reserve Board

Date Amount
Oc t .  21, 1931 

»

$52^,1*68,000 Oct. 2 2, 1931— Expressed as feeling of 
members of the Board at meeting on Octo
ber 2 2, 1931 ̂ "tliat, if recommend, d by the 
Executive Committee of the Open Market 
Policy Conference, they would be inclined 
to approve the sale of securities from 
the open-market account, or to allow ma
turities to run off, to the extent of 
$12 0,0 0 0,000.

oct. 2 5, 1931 $521*, 1*68,000 Oct. 26, 1931— Committee asks for the same 
leeway with respect to the sale of Government 
securities as it possessed with respect to 
purchases, as recommended by the resolution 
of August 1 1.

Board not disposed to grant authority re
quested, but no formal action taken.

Nov. 2 9, 1931 

•

$521*, 1*68,000 Nov. 30, 1931— While Committee was of the 
opinion that no occasion for immediate pur
chase of Government securities existed, it 
requested authority, in order to be prepared 
if and when occasion arose, to buy up to 
$200,000,000 of Government securities before 
the end of the year and authority in its dis
cretion to sell any security so bought after 
the turn of the year if conditions should 
then permit.

Board granted authority requested with 
understanding that it would run until 
January 30 or such earlier date as 
another meeting of the committee

Jan. 11, 1932 

*

$566,816,000 Jan. 12, 1932— Committee recommended that it 
be authorized if and when desirable to pur
chase not to exceed $200,000,000 of securi
ties such purchases to be made only after the 
approval of the Executive Committee at a meet
ing to be called for the purpose of consider
ing the occasion or need therefor.

On January 1 9, 1932 Board granted the 
authority requested with the understand
ing that any action taken by the Execu
tive Committee would be subject to approv
al of the Federal Reserve Board. The 
Board also reserved the right to review 
and request its approval if and when cir-
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Svstem Investment Account Committee Recommendations Review by Federal Reserve Board
Date Amount

cumstances justify.

Feb. 2 3, 1932 

•

$566,816,000 Feb. 2U, 1932— Committee recommended that sub
ject to the approval of the Federal Reserve 
Board the Executive Committee be authorized 
to purchase up to $2 50,000,000 of securities 
at the approximate rate of $2 5,000,000 per 
week; it being understood that purchases un
der this program should be made after a meet
ing of the Executive Committee called for the 
purpose of considering such purchases.

Board granted authority requested and at 
immediate subsequent meeting of the Execu
tive Committee of the Open Market Confer
ence, it was decided to proceed with the 
purchases of Government securities if and 
when the Glass-Steagall bill was enacted 
in the law.

Apr. h y 1932

Apr. 7, 1932

Apr. 11, 1932

$696,816,000

$7 1 1,216,000

$736,816,000

April 5> 1532— Committee voted to continue 
purchases of securities at $2 5,000,000 a week 
previously authorized.
April 8, 1932— New York directors voted sub
ject to approval of Board that bank should 
purchase for its own account $5 0,000,000 of 
Government securities.

April 12, 1932— Committee requested authority 
to purchase up to $50 0,000,000 of Government 
securities in addition to the unexpired au
thority granted on February 2*+, and that 
these purchases, at least in the initial 
weeks, should be at a rate as rapid as may be 
practicable and if possible should amount to 
$1 0 0,000,000 in the current statement week.

Board concurred in Governor Meyer’s ad
vice to Governor Harrison that inasmuch 
as a meeting of the Open Market Policy 
Conference would be held during the next 
week for the specific purpose of consider
ing the whole matter of Open-market policy, 
the New York bank should postpone any pur
chases of securities until the Conference 
had had an opportunity to canvass the 
situation in all its aspects.

Board granted authority requested.
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System Investment Account Committee Recommendations Review by Federal Reserve Board

Date Amount
May l6, 1932 

•

$1 ,23^,0 71,0 0 0 May 17, 1932— Committee requested authority 
to continue the purchase of Government secu
rities as may seem advisable from week to 
week, hut not to exceed an aggregate of 
$500,000,000 without another meeting of the 
Open Market Policy Conference.

Authority requested granted by Board.
In joint meeting of the Federal Reserve 
Board and Open Market Policy Conference, 
the issuance of a statement to the press 
was approved; it stated that the Gover
nors of the Federal Reserve banks met 
with the Federal Reserve Board and it 
was decided to continue open-market 
operations by the purchase of Government 
securities, the extent and amount to be 
determined from time to time as condi
tions justify.

June 1 5, 1932 

•

$1 ,52 1,3 3 3 ,0 0 0 June l6, 1932— Committee agreed to a proposal 
that (l) until further notice sufficient pur
chases of Government securities should he 
made to keep excess reserves of member hanks 
at a figure between $250,000,000 and 
$300,000,000, (2) that the System should con
tinue to show an increase from week to week 
in total holdings of Government securities in 
order to avoid the creation of a feeling that 
the policy of the System had been changed, 
and (3 ) that in the coming week it appeared 
that the purpose might be accomplished by 
smaller purchases.

July 13, 1932

*V

$1 ,609,583,000 July lU, 1932— Conference requested authority 
to buy securities to the extent necessary to 
maintain excess reserves at approximately 
$200,000,0 0 0, total purchases to be limited 
to the amount previously authorized which was 
$2071000,000. For the guidance of the

Authority requested was approved by 
Board.
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ment Account Committee Hecommendations Review by Federal Reserve Board

Dat e Amount

»

Executive Committee, it was the sense of the 
Conference that except in unusual or unfore
seen circumstances purchases should not ex
ceed $1 5,000,000 a week, but for the next k 
weeks should be not less than $5 ,000,000 a 
week.

Nov. lH, 1932 $1 ,639,607,50c Nov. 15, 1932— Conference was of the opinion 
that no change should be made in the amount 
of System holdings of Government securities 
pending another meeting of the Conference 
during the first week in January.

Jan. H, 1933 

•

$1 ,639,607,50c Jan. 5 , 1933— Conference was of opinion that 
no change should be made in the System’s 
policy intended to maintain a substantial 
amount of excess reserves, but recommended 
that authority be given (a) to reduce the 
System’s holdings of short-term Treasury 
bills in order to offset such amount of the 
return flow of currency as may seem desirable 
provided such action did not result in any 
substantial reduction in existing excess re
serves, and (b) if necessary, to purchase 
Government securities in sufficient amounts 
to prevent excess reserves falling below the 
present general level.

Recommendation approved by the Board. 
(Press statement issued in connection 
with this action.)

Feb. 26, 1933 
r

$1 ,629,399,^00 Feb. 27, 1933— Secretary of Treasury sugges
ted advisability of purchasing during the 
week securities in such amounts up to $10 0, 
000,000 as might be necessary to steady the 
market« .

Discussion at Board meeting indicated 
that members of Board were not disposed 
to favor the suggested action.

V
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2 1 , 1933 $1 ,6 2 9 ,3 9 9 ,1+00 Apr. 22, 1333— It was sense of the Conference 
that, subject to the approval of the Federal 
Reserve Board, the Executive Committee be 
authorized to arrange with the Secretary of 
the Treasury from time to time to purchase up 
to $1 ,0 0 0 ,0 0 0 , 0 0 0  of Government securities to 
meet Treasury requirements.

On April 2 6 , 1933>the Board advised the 
Chairman that it did not think it ad
visable to make any change in the Sys
tem holdings of Government securities 
that week and that action on the reso
lution of the Conference had been de
ferred.

May 22, 1 9 3 3 $1 ,6 2 9 ,3 9 9 ,1+00
authority

May 2 3 , 1933— Executive Committee voted that,/ 
given to it at previous meeting of the Con
ference should be amended to remove the re
striction, Hto meet Treasury requirements,” 
in order that purchases of securities may be 
made promptly if, in the judgment of the Com
mittee, such purchases are considered desir
able, whether or not to meet Treasury require
ment s.

On May 12, Board advised the
Chairman of the Conference that it 
authorized the Committee to proceed 
with its proposed purchases of Govern
ment securities up to an aggregate of 
$1,000,000,000. The Board also stated 
that it would have the whole matter of 
Open market policy under constant re
view and would advise the Committee of 
changes to be made in the program in 
order more fully to adjust it to the 
requirements of the national situation.

Committee also voted to purchase $25,000,000 
of Government securities during the statement 
week provided the majority of Conference ap-
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Date

ie 28, 1933

July 20, 1933

Sept. 20, 1933

Oct. 9 , 1933

Amount

$1 ,7 6 8 ,1 5 0 , 0 0 0

$1 ,8 1 0 ,3 5 0 , 0 0 0

$1 ,8 5 0 ,3 5 0 , 0 0 0

$2 ,1 0 2 ,1 5 0 , 0 0 0

Committee Recommendations

proved the proposed extension of authority to 
the Executive Committee.

June 29, 1933— -Executive Committee decided to 
purchase approximately $2 0 ,0 0 0 , 0 0 0  of securi
ties during the current week and no decision 
was reached as to definite action beyond the 
week because of the great uncertainty as to 
the position of the dollar and other influen
ces affecting business activity.

July 21, 1933— It w&s the sense of the Federal 
Open Market Committee that the authority to 
purchase up to $1 ,0 0 0 ,0 0 0 , 0 0 0  of securities be 
reaffirmed and be continued for the unused 
portion of the authority.

Sept. 21, 1933— Executive Committee voted that 
purchases not to exceed $3 6 ,0 0 0 , 0 0 0  be made in 
the current statement week with the understand
ing that a lesser amount might be purchased if 
a change in conditions appeared to make that 
advisable.
Oct. 10, 1933— Committee voted that authority 
to purchase $1 ,0 0 0 ,0 0 0 , 0 0 0  of securities be 
continued and reaffirmed for the unused por
tion of the authority.

Review by Federal Reserve Board

Recommendation approved by Board.

On October 12, 1933? Board authorized 
the Executive Committee to proceed with 
the proposed purchases of securities to 
the extent of the unused portion of the 
aggregate of $1,000,000,000. The Board 
again stated that it would have the 
whole matter of open-market policy under 
constant review and would advise the 
Committee of changes to be made in the 
program in order more fully to adjust it
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A t .  2 U. 1 9 3 3 $2 ,1 6 8 ,1 5 0 , 0 0 0 Oct. 2 5 , 1933— C0m1p.ittee agreed that the poli
cy of gradually diminishing purchases should 
oe followed and that $18,000,000 of securities 
should be purchased during the statement week.

to the requirements of the national 
situation.

Mar. U, 1 9 3 U $2 ,2 2 3 ,11+9 , 5 0 0 Mar, 5 , 193^— Committee recommended that the 
authorization for the purchase of Government 
securities renewed on October 10, be reduced 
to $1 0 0 ,0 0 0 ,0 0 0 .

\

Recommendation approved by Board with 
understanding that the Board would be 
kept informed currently by the Execu
tive Committee of its program of pur
chases and as to any development in the 
situation which might affect the appli
cation of the program.

Mar. 23, 1 9 3 U 

•
May 22, 1 9 3U

..

$2 ,2 2 3 ,11+9 , 5 0 0

$2 ,2 2 3 ,11+9 , 5 0 0

Mar. 2U, 193^— The directors of the Chicago 
bank requested authority to allow its holdings 
of securities maturing on April 1 5 , 1 9 3U,to 
run off without reinvestment.

May 2 3 , 1 9 3 ^— At meeting' of Executive Commit
tee, question was raised whether there was a 
possibility of a purchase of Government se
curities fro+m the Federal Reserve System by 
the Treasury for the account of the stabiliza
tion fund. The question was discussed wholly 
tentatively, but no conclusion was reached.

On April 12 Board expressed opinion to 
Chicago bonk it would be undesirable 
for the bank to take the contemplated 
action.

June 2 5 , I9 3 U 
>

%

$2,223,1^9,500 June 2 6 , 193^— Committee recommended that Exe
cutive Committee be authorized to sell up to 
$500,000,000 of securities to the Treasury, if 
and when it seemed desirable, it being pre-

On August 15 Governor Black advised 
Governor Harrison that since the Treas
ury hao. taken no steps to discuss the 
purchase of securities, it appeared un-
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Date_____ 1____ Amount
Committee Recommendations Review by Federal Reserve Board

ferred that any securities so sold should be 
of the longer maturities.

necessary for the Board to trice action 
on the matter at that time.

$2 ,2 2 3 ,lUq, 5 0 0 Sept. 2 1 , 1 9 3 U--It was voted as the sense of 
the Conference that the Federal Reserve Sys
tem was deeply interested in the present, as 
in the past, financing of the Treasury, and 
instructed the Chairman of the Committee to 
convey to the Secretary of the Treasury the 
System’s interest, and to advise the Secre
tary that the System would continue its ac
tive aid in the financing and would be pleas
ed to consider such suggestions as may be 
made for further cooperation.

Other meetings were held by the Executive 
Committee and the Federal Open Market Com
mittee during 1 9 3 ^ but no action was taken 
of a character which would require reference 
thereto in this memorandum.
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I t  i s  assumed for the purpose o f th is  memorandum that the

Board would consist o f seven appointed members, without any ex<
o ffic io  members, but with a Governor and a Vice Governor as at 

present. I t  is  also assumed that substantially the proposed Bank

ing Act o f 1955 would become law and respon sib ility  would be more 

d efin ite ly  fixed  upon the Federal Reserve Board especially for open 

market p o lic ie s . j  •
>0 )|r

Governor and Vice Governor

The Governor would be the Chairman o f the Board and Chair

man of the Boards Executive Committee. As the law provides, he 

would be the Board* s active executive o ffice r  and, under the by-law s, 

he would have supervision o f the Board*s s t a f f . Ey reason o f the 

Board’ s more d efin ite ly  fixed respon sib ility  for open market policy  

he would concentrate very largely on that subject together with the 

discount rates o f Federal reserve banks and the requirements as to  

reserves o f member banks. He would give attention to the foreign  

relation s o f the Federal reserve banks; and also to the general r e - %
-»3i

lation s o f the Board with the Federal reserve banks.

Since the Vice Governor must be in position to act in the 

absence o f the Governor he would devote his time and special thought 

to these subjects so that he could be always ready to a ss is t the 

Governor in  these matters and to function in his absence.

The other members o f the Board naturally also would wish 

to make themselves conversant with these problems.

The increased power and resp on sib ilities o f the Federal 

reserve banks and the Federal Reserve Board in these and other

m atters, together with the rapidly growing public in terest in the
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manner in which the Federal reserve system functions, indicate the 

d esira b ility  o f close personal fam iliarity  on the part o f the entire  

Board with the problems and management o f each o f the Federal reserve 

banks and therefore that every member o f the Board should devote 

a substantial part o f h is time to v is itin g  the various Federal re

serve banks and meeting with their boards o f directors and executive 

o ffic e r s .

A ll other matters requiring Board action  would be distributed  

among the remaining fiv e  Board members. However, allowance most be 

made for the fact that there would be an additional appointment to  be 

made o f a person whose particular training and experience cannot be 

taken into consideration a t th is time but which might cause some 

alteration s in the distribution  o f the work because o f any special 

q u alification s or background that he might have. However, the a t

tempt has been made to  group for each member subjects which are fa ir ly  

related  to each other.

On th is basis the distribution  o f subjects among these fiv e  

members would be as fo llow s:

Heater A

1 . Interest on deposits o f member banks.

2 . Loans, discounts and investments o f member banks.

5 . Loans and discounts o f Federal reserve banks.

4 . Issuance and redemption o f Federal reserve notes and 
Federal reserve bank notes by Federal reserve banks.

5 . Settlement fund o f Federal reserve banks.
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Member B

1 . Interlocking directorates and other relation s subject
to  Clayton Act and Section 52 o f the Banking Act o f 1953*

2 .  Outside business and other connections o f d irectors, 
o ffice rs  and employees o f Federal reserve banks.

3 . Removal o f d irectors, o ffic e rs  and employees o f Federal 
reserve banks and member banks.

4 . Extension and maintenance o f credit by brokers, dealers, 
banks and others for purchasing or carrying secu rities.

5 . D isposition o f criminal violations o f law.

Member C

1 . Salaries and other expenditures at Federal reserve banks, 
f is c a l agency and other services performed by Federal re
serve banks for others, and reimbursement therefor.

2 . Establishment and discontinuance o f branches and agencies 
o f Federal reserve banks.

5 . Clearing accounts and other privileges at Federal reserve 
banks for non-member banks.

4 . Examinations o f Federal reserve banks by Federal Reserve 
Board.

Member D

1 . Federal Reserve Board Building.

2 . Research and s ta tis t ic a l a c tiv itie s  o f Federal reserve 
system.

3 . Monthly summary o f business conditions, Federal Reserve 
B u lletin , and Annual Reports.

4 . Periodical reports o f condition o f State member banks and 
th eir a ffilia te s  and special periodical reports o f report
ing member banks.

5 . C lassification  o f member banks into groups for election  
o f Class BAn and Class wBn directors.
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Member E

1* Admission to  and termination o f membership in Federal 
reserve system.

2 . Establishment o f branches, mergers and consolidations, 
adjustments o f cap ital structure, tru st powers, exami
nations, e tc . o f member banks.

5 . Voting perm its.

4 . In stitu tion s engaged in  international and foreign banking 
subject to sections 25 and 25A o f Federal Reserve A ct; 
private bankers subject to  section 21 o f Banking Act o f  
1955; and examinations thereof.

Under the Board* s present procedure recommendations as to  

the Board's appointments o f directors o f Federal reserve banks and 

their branches are handled by the Board's d is tr ic t  committees. The 

Banking Act o f 1935 would make the appointments o f Governors and 

Vice Governors o f Federal reserve banks subject to the Board's ap

proval. The Governors would become Class C directors and the Vice 

Governors might be appointed Class C d irecto rs. The question would 

therefore arise as to  the procedure that should be followed in  these 

matters in  future.

I f  the d is tr ic t committees are to  be retained i t  is  sug

gested that consideration be given to  the d esira b ility  o f making 

them one-man committees and that they should give attention to  mat

ters which are peculiar to  the d istr ic ts  assigned to  them and are 

not embraced within the duties otherwise assigned to  the individual 

members o f the Board.
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ILLUSTRATIONS OF THE KINDS OF INELIGIBLE PAPER 
"WHICH COULD BE MADE ELIGIBLE UNDER SECTION 

206 OF THE BANKING ACT OF 1935.

Under existing law all commercial and industrial paper 

having a maturity in excess of 90 days, exclusive of days of grace, 

is ineligiole ior rediscount but could be made eligible under 

section 206 of the bill with such maturities as the Board might 

allow by regulations. Thus, paper arising out of commercial or 

industrial transactions which require 4, 5 or 6 months to complete 

could be made eligible with maturities up to 4 , 5 or 6 months.

Finance paper (i.e., paper the proceeds of v/hich have been 

or are to be advanced to some other borrower) is ineligible for re

discount under the present law but could be made eligible under the 

amendment if it is in fact commercial, industrial or agricultural 

paper. Thus, there could be made eligible millions of dollars of 

the paper of finance companies which borrow from banks in order 
to finance installment sales.

A note of a farmer given for the purchase of a silo is not 

eligible under existing law because it is not deemed to be for a

current agricultural purpose, but it could be made eligible under 
the amendment*

Under existing law a note of a fanner given to finance the 

production, harvesting, carrying and marketing of agricultural 

products is eligible only if it has a maturity not exceeding 9
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months, exclusive of days of grace, but it could be made eligible 
with a longer maturity under the proposed amendment#

stocks, bonds and other investment securities (other than Govern
ment obligations) are not eligible for rediscount under existing 
law but could be made eligible under the amendment as security 
for advances to member banks on their promissory notes#

Reserve banks on their promissory notes secured by Government bonds 
for only 15 days but under the amendment the Board could permit 

them to borrow on such collateral for longer periods#

Reserve banks on their promissory notes secured by real estate 
mortgages but could do so under the proposed amendment if permitted 
by the Board1s regulations.

used or are to be used for permanent or fixed investments of any 
kind such as land, buildings, or machinery or for any other capital 
purpose is not eligible either for rediscount or as security to 
a member bank’s promissory note; but, under the amendment, it could 
be made eligible as security for a member bank’s promissory note#

Notes given to finance the purchase, sale or carrying of

Under existing law member banks can borrow from the Federal

Under existing law member banks cannot borrow from Federal

Under existing law, a note the proceeds of which have been
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FEDERAL RESERVE 
BOARD

Date_ August 171935
To   _Mr. Hamlin.
From.___Mr. Goldenweise

Subject:

16— 852

In connection with Mr. McAdoo*s inquiry, I find that it is not 
possible from printed sources to determine the amount of munitions 
that were exported during the war years. The nearest to that classi
fication is a comparison of the total domestic merchandise exports 
with exports of explosives, which were as follows:

I understand that some study of this subject has been made at the 
War Department, but it would be better for the Senator to ask them 
directly rather than to have us do so.

On acceptances, I find that it is impossible to find any classifi
cation of the underlying transactions prior to 1919* The total volume 
of acceptance credits in those years, however, was not large enough to 
finance any considerable part of our exports. Estimated figures for 
acceptances of member banks outstanding at the end of the year are as 
follows:

Total domestic 
merchandise

Explosives

1 9U
1915
1916
1917
1918

$2,071,000,000 $10,000,000
3,493,000,000 189,000,000
5.423.000. 000 716,000,000
6.170.000. 000 640,000,000
6,048,000,000 244,000,000

1915 $32,876,000
1916 107,909,000
1917 390,900,000
1918 480,624,000
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May 2 ^  1935

S e c t i o n  5  o f  t h e  G l a s s  b a n k i n g  a c t  a m e n d s  S e c t i o n  9  o f  t h e  
F e d e r a l  R e s e r v e  A c t :

E a c h  h a n k  a d m i t t e d  t o  m e m b e r s h i p  s h a l l  o b t a i n  
f r o m  e a c h  o f  i t s  a f f i l i a t e s  o t h e r  t h a n  m e m b e r  b a j i k g  
a n d  f u r n i s h  t o  t h e  F e d e r a l  r e s e r v e  b a n k  a n d  t o  t h e  
F e d e r a l  R e s e r v e  B o a r d  n o t  l e s s  t h a n  t h r e e  r e p o r t s  
d u r i n g  e a c h  y e a r *

C o n t e n t s  o f  s u c h  r e p o r t s :

E a c h  s u c h  r e p o r t  o f  a n  a f f i l i a t e  s h a l l  b e  
t r a n s m i t t e d  a t  t h e  s a m e  t i m e  a s  t h e  c o r r e s p o n d i n g  
r e p o r t  o f  t h e  a f f i l i a t e d  m e m b e r  b a n k .

E a c h  s u c h  r e p o r t  s h a l l  c o n t a i n  s u c h  i n f o r m a t i o n  
a s  i n  t h e  j u d g n e n t  o f  t h e  F e d e r a l  R e s e r v e  B o a r d  
s h a l l  b e  n e c e s s a r y :

“ T o  d i s c l o s e  f u l l y  t h e  r e l a t i o n s  b e t w e e n  
s u c h  a f f i l i a t e  a n d  s u c h  b a n k ,  a n d

T o  e n a b l e  t h e  B o a r d  t o  i n f o r m  i t s e l f  
a s  t o  t h e  e f f e c t  o f  s u c h  r e l a t i o n s  u p o n  t h e  
a f f a i r s  o f  s u c h  b a n k * 11

P e n a l t y  f o r  a n y  a f f i l i a t e d  m e m b e r  b a n k  f a i l i n g  t o  o b t a i n  f r o m  
a n y  o f  i t s  a f f i l i a t e s  a n d  f u r n i s h  a n y  r e p o r t  p r o v i d e d  f o r  a b o v e :

“ S u b j e c t  t o  a  p e n a l t y  o f  $ 1 0 0  f o r  e a c h  d a y  
d u r i n g  w h i c h  s u c h  f a i l u r e  c o n t i n u e s . "

T h e  t e r m  a f f i l i a t e  u n d e r  t h i s  p a r a g r a p h  a n d  t h e  t w o  p r e c e d i n g  
p a r a g r a p h s  t o  i n c l u d e  h o l d i n g  c o m p a n y  a f f i l i a t e s  a s  w e l l  a s  o t h e r  
a f f i l i a t e s *

S t a t e  m e m b e r  b a n k s  t o  b e  s u b j e c t  t o  t h e  s a m e  l i m i t a t i o n s  a n d  
c o n d i t i o n s  w i t h  r e s p e c t  t o  t h e  p u r c h a s i n g , s e l l i n g ,  u n d e r w r i t i n g ,  a n d  
h o l d i n g  o f  i n v e s t m e n t  s e c u r i t i e s  a n d  s t o c k  a s  a r e  a p p l i c a b l e  i n  t h e  
c a s e  o f  n a t i o n a l  b a n k s  u n d e r  p a r a g r a p h  7  o f  S e c t i o n  5 1 3 6  o f  t h e  
R e v i s e d  S t a t u t e s  a s  a m e n d e d *

A f t e r  o n e  y e a r  f r o m  d a t e  o f  t h e  e n a c t m e n t  o f  t h e  B a n k i n g  A c t  
o f  1 9 3 3 ,  n o  c e r t i f i c a t e  r e p r e s e n t i n g  t h e  s t o c k  o f  a n y  s t a t e  m e m b e r  b a n k  
s h a l l  r e p r e s e n t  t h e  s t o c k  o f  a n y  o t h e r  c o r p o r a t i o n ,  e x c e p t  a  n u m b e r  b a n k ;  
o r  a  c o r p o r a t i o n ,  e t c .  e t c .  e n g a g e d  s o l e l y  i n  h o l d i n g  t h e  b a n k  p r e m i s e s  

o f  s u c h  s t a t e  m e m b e r  b a n k  *  *  *  *

VOLUME .263
PAGE 89

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



2*

N o r  s h a l l  t h e  o w n e r s h i p ,  s a l e ,  o r  t r a n s f e r  o f  a n y  c e r t i f i c a t e  
r e p r e s e n t i n g  t h e  s t o c k  o f  a n y  s u c h  b a n k :  b e  c o n d i t i o n e d  i n  a n y  m a n n e r  
w h a t s o e v e r  u p o n  t h e  o w n e r s h i p ,  s a l e ,  o r  t r a n s f e r  o f  a  c e r t i f i c a t e  
r e p r e s e n t i n g  t h e  s t o c k  o f  a n y  o t h e r  c o r p o r a t i o n  e x c e p t  a  m e m b e r  b a n k .

E a c h  s t a t e  m e m b e r  b a n k  a f f i l i a t e d  w i t h  a  h o l d i n g  c o m p a n y  
a f f i l i a t e  s h a l l  o b t a i n  f r o m  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e  *  *  *  a n  
a g r e e m e n t  t h a t  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e  s h a l l  b e  s u b j e c t  t o  t h e  
s a m e  c o n d i t i o n s  a n d  l i m i t a t i o n s  a s  a r e  a p p l i c a b l e  u n d e r  S e c t i o n  5 1 4 4  
o f  t h e  R e v i s e d  S t a t u t e s ,  a s  a m e n d e d ,  i n  t h e  c a s e  o f  h o l d i n g  c o m p a n y  
a f f i l i a t e s  o f  n a t i o n a l  b a n k s *

P e n a l t y  f o r  f a i l u r e  o f  s t a t e  m e m b e r  b a n k  a f f i l i a t e d  w i t h  a  
h o l d i n g  c o m p a n y  a f f i l i a t e  t o  o b t a i n  s u c h  a n  a g r e e m e n t :

“ T h e  F e d e r a l  R e s e r v e  B o a r d  s h a l l  r e q u i r e  
s u c h  b a n k  t o  s u r r e n d e r  i t s  s t o c k  i n  t h e  F e d e r a l  
r e s e r v e  b a n k  a n d  t o  f o r f e i t  a l l  r i g h t s  a n d  
p r i v i l e g e s  o f  m e m b e r s h i p  i n  t h e  F e d e r a l  R e s e r v e  
S y s t e m *  “

W h e n e v e r  t h e  F e d e r a l  R e s e r v e  B o a r d  s h a l l  h a v e  r e v o k e d  t h e  v o t i n g  
p e r m i t  o f  a n y  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e ,  t h e  B o a r d  m a y ,  i n  i t s  
d i s c r e t i o n ,  r e q u i r e  a n y  o r  a l l  s t a t e  m e m b e r  b a n k s  a f f i l i a t e d  w i t h  s u c h  
h o l d i n g  c o m p a n y  a f f i l i a t e  t o  s u r r e n d e r  t h e i r  s t o c k  i n  t h e  F e d e r a l  
r e s e r v e  b a n k  a n d  t o  f o r f e i t  a l l  r i g h t s  a n d  p r i v i l e g e s  o f  m e m b e r s h i p  
i n  t h e  F e d e r a l  R e s e r v e  S y s t e m .

I n  c o n n e c t i o n  w i t h  t h e  e x a m i n a t i o n s  o f  s t a t e  m e m b e r  b a n k s ,  
e x a m i n e r s  s e l e c t e d  o r  a p p r o v e d  b y  t h e  B o a r d  s h a l l  m a k e  s u c h  e x a m i n a t i o n s  
o f  t h e  a f f a i r s  o f  a l l  a f f i l i a t e s  o f  s u c h  b a n k s  a s  s h a l l  b e  n e c e s s a r y :

“ T o  d i s c l o s e  f u l l y  t h e  r e l a t i o n s  b e t w e e n  s u c h  
b a n k s  a n d  t h e i r  a f f i l i a t e s  a n d  t h e  e f f e c t  o f  
s u c h  r e l a t i o n s  u p o n  t h e  a f f a i r s  o f  s u c h  b a n k s

S e c t i o n  1 8  o f  t h e  G l a s s  A c t  a m e n d s  S e c t i o n  5 1 3 9  R e v i s e d  S t a t u t e s  b y  
a d d i n g  a  n e w  p a r a g r a p h :

A f t e r  o n e  y e a r  f r o m  t h e  d a t e  o f  t h e  e n a c t m e n t  
o f  t h i s  A c t  n o  c e r t i f i c a t e  r e p r e s e n t i n g  t h e  s t o c k  
o f  a n y  s u c h  a s s o c i a t i o n  s h a l l  r e p r e s e n t  t h e  s t o c k  
o f  a n y  o t h e r  c o r p o r a t i o n ,  e x c e r p t  a  m a m b a r  T -m n V  
o r  a  c o r p o r a t i o n  e x i s t i n g  o n  t h e  d a t e  t h i s  p a r a g r a p h  
t a k e s  e f f e c t  e n g a g e d  s o l e l y  i n  h o l d i n g  t h e  b a n k  
p r e m i s e s  o f  s u c h  a s s o c i a t i o n *

N o r  s h a l l  t h e  o w n e r s h i p ,  s a l e ,  o r  t r a n s f e r  o f  a n y  
c e r t i f i c a t e  r e p r e s e n t i n g  t h e  s t o c k  o f  a n y  s u c h  
a s s o c i a t i o n  b e  c o n d i t i o n e d  i n  a n y  m a n n e r  w h a t s o e v e r
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u p o n  t h e  o w n e r s h i p ,  s a l e ,  o r  t r a n s f e r  o f  a  
c e r t i f i c a t e  r e p r e s e n t i n g  t h e  s t o c k  o f  a n y  o t h e r  
c o r p o r a t i o n  g p c g g a t  f t .  f l f t p f t e r  b q n k .

S e c t i o n  1 9 ,  e l e c t i o n  o f  h a n k  d i r e c t o r s  o f  n a t i o n a l  h a n k s .
A m e n d s  S e c t i o n  5 1 4 4  R e v i s e d  S t a t u t e s .

n*  *  *  S h a r e s  c o n t r o l l e d  h y  a n y  h o l d i n g  c o m p a n y  
a f f i l i a t e  o f  a  n a t i o n a l  h a n k  s h a l l  n o t  h e  v o t e d  
u n l e s s  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e  s h a l l  h a v e  
f i r s t  o b t a i n e d  a  v o t i n g  p e r m i t  a s  h e r e i n a f t e r  
p r o v i d e d ,  w h i c h  p e r m i t  i s  i n  f o r c e  a t  t h e  t i m e  
s u c h  s h a r e s  a r e  v o t e d *  *  *  * *

" *  *  *  F o r  t h e  p u r p o s e s  o f  t h i s  s e c t i o n  s h a r e s  
s h a l l  h e  d e e m e d  t o  h e  c o n t r o l l e d  h y  a  h o l d i n g  
c o m p a n y  a f f i l i a t e  i f  t h e y  a r e  o w n e d  o r  c o n t r o l l e d  
d i r e c t l y  o r  i n d i r e c t l y  h y  s u c h  h o l d i n g  c o m p a n y  
a f f i l i a t e ,  o r  h e l d  h y  a n y  t r u s t e e  f o r  t h e  b e n e f i t  
o f  t h e  s h a r e h o l d e r s  o r  m e m b e r s  t h e r e o f . 11

HA n y  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e  m a y  
m a k e  a p p l i c a t i o n  t o  t h e  F e d e r a l  R e s e r v e  B o a r d  
f o r  a  v o t i n g  p e r m i t  e n t i t l i n g  i t  t o  c a s t  o n e  
v o t e  a t  a l l  e l e c t i o n s  o f  d i r e c t o r s  *  *  *

" T h e  F e d e r a l  R e s e r v e  B o a i ’ d  m a y ,  i n  i t s  
d i s c r e t i o n ,  g r a n t  o r  w i t h h o l d  s u c h  p e r m i t  a s  t h e  
p u b l i c  i n t e r e s t  m a y  r e q u i r e .

" I n  a c t i n g  u p o n  s u c h  a p p l i c a t i o n ,  t h e  B o a r d  
s h a l l  c o n s i d e r  t h e  f i n a n c i a l  c o n d i t i o n  o f  t h e  
a p p l i c a n t ,  t h e  g e n e r a l  c h a r a c t e r  o f  i t s  m a n a g e 
m e n t ,  a n d  t h e  p r o b a b l e  e f f e c t  o f  t h e  g r a n t i n g  o f  
s u c h  p e r m i t  u p o n  t h e  a f f a i r s  o f  s u c h  h a n k ,  h u t

“ H o  s u c h  p e r m i t  s h a l l  h e  g r a n t e d  e x c e p t  
u p o n  t h e  f o l l o w i n g  c o n d i t i o n s :

" E v e r y  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e  *  *  *  
t o  a g r e e  t o  r e c e i v e  e t c .  e x a m i n e r s  d u l y  a u t h o r i z e d  
t o  e x a m i n e  s u c h  h a n k s ,  w h o  s h a l l  m a k e  s u c h  
e x a m i n a t i o n s  o f  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e :

A s  s h a l l  h e  n e c e s s a r y  t o  d i s c l o s e  
f u l l y  t h e  r e l a t i o n s  b e t w e e n  s u c h  h a n k s  
a n d  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e ,

A n d  t h e  e f f e c t  o f  s u c h  r e l a t i o n s  u p o n  

t h e  a f f a i r s  o f  s u c h  h a n k s  + * * + "
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T h e  r e p o r t s  o f  s u c h  e x a m i n e r s  s h a l l  
c o n t a i n  s u c h  i n f o r m a t i o n :

" A s  s h a l l  h e  n e c e s s a r y  t o  d i s c l o s e  
f u l l y  t h e  r e l a t i o n s  b e t w e e n  s u c h  a f f i l i a t e  
a n d  s u c h  b a n k s  a n d  t h e  e f f e c t  o f  s u c h  
r e l a t i o n s  u p o n  t h e  a f f a i r s  o f  s u c h  b a n k s * * * 11

" S u c h  e x a m i n e r s  m a y  e x a m i n e  e a c h  
b a n k  o w n e d  o r  c o n t r o l l e d  b y  t h e  h o l d i n g  
c o m p a n y  a f f i l i a t e ,  b o t h  i n d i v i d u a l l y  a n d  i n  
c o n j u n c t i o n  w i t h  o t h e r  b a n k s  o w n e d  o r  c o n t r o l l e d  
b y  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e .

" P u b l i c a t i o n  o f  i n d i v i d u a l  o r  
c o n s o l i d a t e d  s t a t e m e n t s  o f  c o n d i t i o n  o f  s u c h  
b a n k s  m a y  b e  r e q u i r e d . "

C e r t a i n  c o n d i t i o n s  i m p o s e d  a p p l i c a b l e  a f t e r  f i v e  y e a r s  f r o m  
t h e  e n a c t m e n t  o f  t h i s  A c t .

O t h e r  c o n d i t i o n s  i m p o s e d  t o  t a k e  e f f e c t  f i v e  y e a r s  a f t e r  p a s s a g e  
o f  A c t .

D o u b l e  l i a b i l i t y  o f  t h e  s h a r e h o l d e r s  o f  s u c h  h o l d i n g  c o m p a n y  
a f f i l i a t e  o n  t h e  s h a r e s  o f  s t o c k  h e l d .

O t h e r  i n f o r m a t i o n  t o  b e  f u r n i s h e d  i n  a p p l i c a t i o n  f o r  s u c h  
v o t i n g  p e r m i t .

P e n a l t y :  I f  i t  s h a l l  a p p e a r  t o  t h e  F e d e r a l  R e s e r v e  B o a r d  a t
a n y  t i m e  t h a t :

" A n y  h o l d i n g  c o m p a n y  a f f i l i a t e  
h a s  v i o l a t e d  a n y  o f  t h e  p r o v i s i o n s  o f  
t h i s  A c t  o r  o f  a n y  a g r e e m e n t  m a d e  p u r s u a n t  
t o  t h i s  S e c t i o n ,  -  t h e  F e d e r a l  R e s e r v e  
B o a r d  m a y  r e v o k e  a n y  s u c h  v o t i n g  p e r m i t . 
a f t e r  g i v i n g  6 0  d a y s  n o t i c e * * * "  *

A f t e r  s u c h  r e v o c a t i o n :  . v •

“ N o  n a t i o n a l  b a n k  w h o s e  s t o c k  i s  
c o n t r o l l e d  b y  t h e  h o l d i n g  c o m p a n y  a f f i l i a t e  
s h a l l  r e c e i v e  d e p o s i t s  o f  p u b l i c  m o n e y s  o f  
t h e  U n i t e d  S t a t e s .

" N o r  s h a l l  a n y  s u c h  n a t i o n a l  b a n k  p a y  
a n y  f u r t h e r  d i v i d e n d  t o  s u c h  h o l d i n g  c o m p a n y  
a f f i l i a t e  u p o n  a n y  s h a r e s  o f  s u c h  b a n k  

c o n t r o l l e d  b y  s u c h  h o l d i n g  c o m p a n y  a f f i l i a t e . "
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5.

" W h e n e v e r  t h e  F e d e r a l  R e s e r v e  B o a r d  s h a l l  
h a v e  r e v o k e d  a n y  s u c h  v o t i n g  p e r m i t ,  t h e  r i g h t s ,  
p r i v i l e g e s ,  a n d  f r a n c h i s e s  o f  a n y  o r  a l l  n a t i o n a l  
h a n k s  t h e  s t o c k  o f  w h i c h  i s  c o n t r o l l e d  h y  s u c h  
h o l d i n g  c o m p a n y  a f f i l i a t e  s h a l l ,  i n  t h e  d i s c r e t i o n  
o f  t h e  F e d e r a l  R e s e r v e  B o a r d ,  h e  s u b j e c t  t o  
f o r f e i t u r e  i n  a c c o r d a n c e  w i t h  S e c t i o n  2  o f  t h e  
F e d e r a l  R e s e r v o  A c t ,  a s  a m e n d e d * “

S e c t i o n  2 7 ,  a m e n d s  S e c t i o n  5 2 1 1  o f  t h e  R e v i s e d  S t a t u t e s  h y  
a d d i n g  a  n e w  p a r a g r a p h :

“Bach national hanking association  
shall obtain from each of i t s  a f f i lia t e s  other 
than member hankq and furnish to the Comptroller 
not le ss  than three reports during each year***

" F o r  t h e  p u r p o s e  o f  t h i s  s e c t i o n  t h e  t e r m  
’ a f f i l i a t e *  s h a l l  i n c l u d e  h o l d i n g  c o m p a n y  

a f f i l i a t e s  a s  w e l l  a s  o t h e r  a f f i l i a t e s * * * * .

“ E a c h  s u c h  r e p o r t  s h a l l  c o n t a i n  s u c h  
i n f o r m a t i o n  a s  i n  t h e  j u d g m e n t  o f  t h e  C o m p t r o l l e r  
s h a l l  h e  n e c e s s a r y :

T o  d i s c l o s e  f u l l y  t h e  r e l a t i o n s  
b e t w e e n  s u c h  a f f i l i a t e  a n d  s u c h  h a n k  
a n d  t o  e n a b l e  t h e  C o m p t r o l l e r  t o  
i n f o r m  h i m s e l f  a s  t o  t h e  e f f e c t  o f  s u c h  
r e l a t i o n s  u p o n  t h e  a f f a i r s  o f  s u c h  b a n k * "

T h e  C o m p t r o l l e r  m a y  p u b l i s h  s u c h  r e p o r t s  
m a y  c a l l  f o r  a d d i t i o n a l  r e p o r t s  w i t h  r e s p e c t  t o  a n y  
s u c h  a f f i l i a t e :

“ W h e n e v e r  i n  h i s  j u d g m e n t  t h e  
s a m e  a r e  n e c e s s a r y  i n  o r d e r  t o  o b t a i n  
a  f u l l  a n d  c o m p l e t e  k n o w l e d g e  o f  t h e  
c o n d i t i o n s  o f  t h e  a s s o c i a t i o n  w i t h  
w h i c h  i t  i s  a f f i l i a t e d * “

P e n a l t y  f o r  s u c h  a f f i l i a t e d  b a n k  w h i c h  f a i l s  t o  o b t a i n  a n d  
f u r n i s h  a n y  r e p o r t  r e q u i r e d  u n d e r  t h i s  s e c t i o n :  - “ $ 1 0 0  f o r  e a c h  d a y  
d u r i n g  w h i c h  s u c h  f a i l u r e  c o n t i n u e s * "

Section 2 8 ,  amends f ir s t  paragraph of Section 5 2 4 0  of the Revised 
Statutes, as amended, by adding a proviso that:
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" I n  m a k i n g  t h e  e x a m i n a t i o n  o f  a n y  
n a t i o n a l  h a n k  t h e  e x a m i n e r s  s h a l l  i n c l u d e  
s u c h  a n  e x a m i n a t i o n  o f  t h e  a f f a i r s  o f  a l l  
i t s  a f f i l i a t e s  a t h S T - i f t a a  m e m b e r

A s  s h a l l  h e  n e c e s s a r y  t o  d i s c l o s e  
f u l l y  t h e  r e l a t i o n s  b e t w e e n  s u c h  h a n k  
a n d  s u c h  a f f i l i a t e s  a n d

T h e  e f f e c t  o f  s u c h  r e l a t i o n s  u p o n  
t h e  a f f a i r s  o f  s u c h  h a n k . 11

P e n a l t y  f o r  r e f u s a l  t o  g i v e  i n f o r m a t i o n  o r  t o  p e r m i t  s u c h  
e x a m i n a t i o n :  F o r f e i t u r e  o f  a l l  r i g h t s ,  p r i v i l e g e s ,  a n d  f r a n c h i s e s
o f  t h e  b a n k  i n  a c c o r d a n c e  w i t h  S e c t i o n  2  o f  t h e  F e d e r a l  R e s e r v e  A c t  
a s  a m e n d e d #

" T h e  C o m p t r o l l e r  s h a l l  h a v e  p o w e r ,  a n d  h e  
i s  h e r e b y  a u t h o r i z e d  t o  p u b l i s h  t h e  r e p o r t  
o f  h i s  e x a m i n a t i o n  o f  a n y  n a t i o n a l  b a n k i n g  
a s s o c i a t i o n  o r  a f f i l i a t e  w h i c h  s h a l l  n o t  
w i t h i n  1 2 0  d a y s  a f t e r  n o t i f i c a t i o n  o f  t h e  

m r .  g j f i g e a f r l g M .  . o f .  t f r g
C o m p t r o l l e r *  b a s e d  o n  s a i d  e x a m i n a t i o n ,  h a v e  
c o m p l i e d  w i t h  t h e  s a m e  t o  h i s  s a t i s f a c t i o n * * * "

A m e n d s  S e c t i o n  5 2 4 0  o f  t h e  R e v i s e d  S t a t u t e s  b y  a d d i n g  a  
p a r a g r a p h :

" T h e  e x a m i n e r  m a k i n g  t h e  e x a m i n a t i o n  o f  
a n y  a f f i l i a t e  o f  a  n a t i o n a l  b a n k  s h a l l  h a v e  
p o w e r  t o  m a k e  a  t h o r o u g h  e x a m i n a t i o n  o f  a l l  
t h e  a f f a i r s  o f  t h e  a f f i l i a t e ,  a n d  i n  d o i n g  
s o  h e  s h a l l  h a v e  p o w e r  t o  a d m i n i s t e r  o a t h s  
a n d  t o  e x a m i n e  e t c *  e t c #  a n d  t o  m a k e  a  r e p o r t  
o f  h i s  f i n d i n g s  t o  t h e  C o m p t  r o l l e r . "

" I f  a n y  a f f i l i a t e  o f  a  n a t i o n a l  b a n k  
s h a l l  r e f u s e  t o  p e r m i t  a n  e x a m i n e r  t o  m a k e  
a n  e x a m i n a t i o n  o f  t h e  a f f i l i a t e  o r  s h a l l  
r e f u s e  t o  g i v e  a n y  i n f o r m a t i o n  r e q u i r e d  i n  
t h e  c o u r s e  o f  a n y  s u c h  e x a m i n a t i o n ,  t h e  
n a t i o n a l  b a n k  w i t h  w h i c h  i t  i s  a f f i l i a t e d  
s h a l l  b e  s u b j e c t  t o  a  p e n a l t y  o f  n o t  m o r e  
t h a n  $ 1 0 0  f o r  e a c h  d a y * * * * "
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F orm  No. 131

Office Correspoi ence
FEDERAL RESERVE 

BOARD

£  C U y U * - 6  a
Date_Hay_.24, 1935

To  Mr. Hamlin ___________
From Mr# ~Wyatt« General Counsel.

Subject:

In accordance with your request I am handing you herewith 
a memorandum giving illustrations of two cases in which 90 days is 
not sufficient to cover commercial transactions and also a memorandum 
regarding the status of the provisions of the Banking Act of 1935 re
garding the admission of insured nonmember banks to membership in the 
Federal Reserve System#

Papers attached
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•  •

ILLUSTRATION OF CASES IN WHICH NINETY DAYS IS NOT 
SUFFICIENT TO COVER COMMERCIAL TRANSACTIONS.

A retail merchant engaged in the hardware or furniture busi

ness, or other line of business in which the stock turn-over is not 

rapid, buys a stock of goods and gives his note for it. It is unlikely 

that the goods will be disposed of within the ninety day period, and so 

the note must ordinarily be made for a longer maturity than ninety days.

In such cases it is, of course, ineligible for rediscount at Federal Re

serve banks under existing law, although clearly its proceeds are used 
for a commercial purpose.

In certain lines of industry more than ninety days are neces

sary to complete the manufacture of raw materials into finished products. 

Various stages of processing and refinement are sometimes necessary* which 

consume more than a ninety day period. For example, the time necessary 

between the purchase of raw materials by the builders of steamships or 

railroad engines or cars and the completion of the finished products is 

understood to be frequently in excess of ninety days. In such cases the 

note of the manufacturer given in payment for the goods must be for a 

longer period than ninety days if it is to cover the time during which the 

manufacturer has his funds tied up in the goods. Such notes with maturi

ties in excess of ninety days, although given for an industrial purpose, 

are not eligible for rediscount at Federal Reserve banks under existing law.

Attention is also invited to the fact that under existing law 
member banks may make acceptances with maturities up to six months, but 

such acceptances may be discounted by Federal Reserve banks only when

their maturities are not more than ninety days (unless drawn for agricul-
VOLUME 263tural purposes).
PAGE 91
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Section 23 of the proposed Banking Act of 1935 (H.R. 5357), 

as originally introduced, provided that no State bank, other than a 

mutual savings bank, a Morris Plan Bank, or a bank located in Hawaii or 

Alaska, should become an insured bank or continue to have its deposits 

insured by the Federal Deposit Insurance Corporation after July 1, 1937, 

unless it should become a member of the Federal Reserve System. However, 

this provision was omitted from the bill as enacted by the House on May 9, 
1935.

Section 202 of H.R. 5357, as originally introduced, amended 

section 9 of the Federal Reserve Act so as to permit the Federal Reserve 

Board, upon application of an insured nonmember bank at any time prior to 

July 1, 1937, to waive in whole or in part the requirements of section 9 

relating to the amount of capital required of such bank for admission to 

membership in the Federal Reserve System. Section 202 also provided that 

an insured bank admitted to membership under this provision should comply 

with such capital requirement within such period as in the Board’s judgment 

should be reasonable in view of all the circumstances.

At Governor Eccles’ suggestion, section 202 of the bill was 

amended so as to permit the Federal Reserve Board, upon application of an 

insured nonmember bank, to waive any of the requirements of section 9 re

lating to the admission of such bank to membership, provided that the Board 

might require such bank, after admission to membership, to increase its

Provisions of Banking Act of 1955 Regarding Admission of
Insured Nonmember Banks to Membership in Federal Reserve

System
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2-

capital to an amount which should not exceed that required for the organi

zation of a national bank in the same place* The bill, as it passed the 

House on May 9, 1935, contained section 202 in the form suggested by 

Governor Eccles*
Accordingly, H.R. 7617 in the form in which it is now pending in 

the Senate does not require insured nonmember banks to become members of the 

Federal Reserve System in order to continue to have deposit insurance but 

still contains the provision authorizing the Federal Reserve Board, upon the 

application of an insured nonmember bank, to waive any of the membership re

quirements provided by section 9 of the Federal Reserve Act.
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/ l a

June 4, 1935.

Memorandum to Mr. Hamlin:

VOL. 263
PAGE 9 5

We find in the record of the hearings on the Glass 

Bill, S. 4115, that Dr. Burgess appeared on behalf of Governor 

Harrison in his absence and presented a communication dated 

April 7 signed by Messrs. Case, Warner, Whitmarsh, Young, Wiggin, 

Woolley, Woodin and Keyburn, stating that an attached letter of 

Governor Harrison dated April 7 had been read and unanimously 

approved by the board of directors of the Federal Reserve Bank 

of New York present at their meeting on April 7, 1932. This 

letter was addressed to Senator Norbeck, as Chairman of the 

Committee on Banking and Currency, and signed by Governor 

Harrison. It stated that he very much appreciated the action 

of the committee in giving him this opportunity to present to 

it ua memorandum of our views with respect to this important 

bill". In the early part of the letter he said that "Apart 

from the relatively few provisions in the bill, such as those 

relating to branch banking and possibly the liquidating cor

poration, the great majority of its substantial sections appear 
to us to be deflationary or restrictive in their effect" and 

after a lengthy discussion he said "In conclusion, there do not 

appear to us to be any parts of the bill for which there is im

perative need for immediate passage, although two sections of 

the bill are, indeed, of a character which might be expected to be 

helpful in the present emergency" • The two sections to which he
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Memorandum to Mr. Hamlin - (2)

referred were those containing provision for a liquidating cor

poration and wider extension of branch banking.

On Tuesday, March 29, 1952, Governor Meyer appeared 

before the Senate Committee on Banking and Currency and presented 

a letter of that date signed by him and addressed to Senator 

Norbeck, together with a memorandum attached to the letter. He 

stated that they contained "expressions which are the unanimous 

views of the members of the Federal Reserve Board". In the let

ter it was stated that "the Federal Reserve Board is in sympathy 

with the purpose of the bill to strengthen the supervision of 

the Federal reserve system over general credit conditions and to 

invest the Federal reserve authorities with certain disciplinary 

powers in relation to banks that pursue unsafe and unsound poli

cies or abuse the privileges of membership". The letter and the 

memorandum discussed various provisions of the bill, some of which 

were criticized and others favored with modifications.

On April 12, 1952, Governor J. B. McDougal, as Acting 

Chairman of the Open Market Policy Conference, addressed a letter 

to Governor Meyer in which reference was made to the committee1 s 

"unanimous concurrence in the opinion expressed try the Federal 

Advisory Council that the present is an inopportune time to in

augurate such changes in banking practice, and in the relations
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Memorandum to Mr, Hamlin - (5)

between the Federal Reserve Board, the Federal Reserve Banks, 

and the member banks, as are provided in this bill," This 

statement had reference to Senate Bill No. 4115, known as the 

Glass Bill.

Secretary.

CM yd

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



F orm  N o. 131
FEDERAL RESERVE 

BOARD
l u  ^

D ate_ June 1, 1935
To Mr. Hamlin Subject:

From Mr. Goldenweis

I am sending you a brief statement about the method of operation of the 

Bank of England, the Bank of France, the Reichsbank, and the Bank of Canada, 

and also a paragraph about German inflation. I am also enclosing a statement 

that shows the legal provisions in many foreign central banks in which the 

ones that you are particularly interested in are underlined.

On Canada we sent you a memorandum on May 23 and^am going to send a state

ment about the French situation later this morning.

VOLUME 263 
PAGE 121
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I

/

$am mr of c u m  msk tm tm s
is& nm k m m  of rnatia*

{Stetules of X$ZJ &* aaeaded to Ssguet X, 1930)

asaarahta, aufl. .amatoaI

tbs law dees not sot nay **$uixeesmt or U M l no to the owasrshi 
of the be*$c*s shares* At shareholders1 mottags m il bolder bee one 
vote for every th irty  shares with a u-gdiaun of fiv e  voea. be tank is  
twanged ty * ^ewrd of ^ re cto rs*  as ^A&aUlstrBtlve /SbuooiX, a /riear& of 
/ .• : ers, : r- /oV'»rx:mrr, / r ; .

She î oard is  ooopoeed o f a Jovemor, appointed by Crown fo r a 
tern of five  years end eerviî * At the pleas&i* of lbs Crown* and three 
directors elected by Use sfcaareheldert fo r term  of e lr  years* Selthar 
the Oovemor nor the directors isoy he Eneabers o f the leg islatu re or 
directors of « f  eosweieiaX er tu d e U ia l heir* '* • heard is  H i charge 
of the d ally  business of the haste*

i f e t ia ly x . . tow, /a ^ ic U .
i »  jlfmmsll is  jo p n ift  o f the hoard o f d iis t t m  and ttw  regents 

elected V  the slmreholders fo r toras of six  ye&rs. "he regents m at he 
engaged in  oosaaereet in&Asiry, or hahfctag And a y  not he arifesra o f the 
legislature* lie  council fire s  the rate mm conditions o f dlsetrsit*

1»  board of corners is  ecsspoaed of tea oeiabers e le c t s  by the share
holders fo r terras of three years* hey m at be engaged la  eottranM, 
industry, or hanking and way not be nowhere of the le  Islatu re* l3ba 
censors supervise the bankcs Operettas end eazadne the booljs*

A conniaaiomr twy attend oeeUUass of the above hedlae is
aprelated V  the floverment to supervise the bank1# operation:;. he 
tlS T ifflia t has the right to oppose any o f the barfe*e wmmxrm considered 
contrary to the lave or interests of the State*

Fronts
The p ro fits of the haisk are distributed mams the surplus* ttw share* 

holders* and the Ctoveriewii la  accordance with a oooplloated foxtails*
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7 m  tornk m m t )*oX4 &©Id oipsimlont to tt l*a«t tfiirty p*ro*n% and 
& >X d or olales* wrottU Id « * U  rtiilt to at l«nt fort̂ r
l«n«in of H a  to tax niefet obligations*

3m tjf̂c 1« obiî od 4e tap and o*U paid at U* otatutoap rafc#.
Xi« *bmk swyt

1* tap* «st& a*U HU* of fta*BWe»s cwarwrcial and.a&rtocdtaroX n«|wr9 mid Tm m MHQT HU»f provided tint tb# lotto* hold V  *» fewk *r*U not bo w r  X00a000,000 fwnu« U  eza*a* of tt* ‘rofMwary bill* ftftprfJtal oototar «5# X92fc in emumtloa oith of tb# aumajp*
2. aequir* aoBOto atamft mid d*nl in $*ld sad ailrar tat ho 

9 W  OOQdOditiO««
3 . dOfo«i^it
**♦ M*fc» *fecrwt#*» a d m m a m  ( k w a r m m b  or 9 H M » v »

g w r m itood iMMfilUtii or sioiimr «tmriU»* of U&BMtagg* 
«ai

5* bold ( ^ n r w u l  attarltl*** mi afeitocitp of tta finnac*
Mlaloior* to tim m m m t  of its* €*pital and rurplo**

t a  tau& *et« smi taiic»r* to tsfco ’-Srommijr P lttaut eteu$»« 15* tank**
star tar #x->ir*a M u  Jl* X99&

3A%K OF

(Charter of 169** as mated to 2l# X93i)
,Muv-xaX

Ttm U w  doa& m %  aot a*# roqwlaoamit or Unit* A» to tho owuorohip of tb» task** *tar*s* halter* of ibimpoo of not loos Uawa dgQO law* orai ooto and na mro at tho nsotltat of »n*ratalter*f ohLoh olooto *ms& 
roar t*M*t$MltanP dir®otor** o Oovaraor* mid a t a p a w m o r  for 
wmislug i$» afffclr* of tite barite*
firaOLii

bo not profit* of tt* i»w» dtaaritawai nccrw to tbo t a W M M & W
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ft* berk say it»m* U&X tender note* firaouat of gold in
t e  issue departeai plus 4260,000,000 n& tm m tU *  t e  fidnoiajy 
i#w*» which &a**t bo covered by securities. At t e  hcufc's re ŷneet 
t e  Tteem y saay reduce t e  fiduciary issue, or, wxm representation 
of t e  beak, increase it* he hsjak is  obU^od to U y n il rold offered 
*t t e  statutory rate, but giro* g*pftte«r 2 1 , 193X* ** is  not oUi&ed
to SOU £Old.

Tbo braafc s»y not deal in asrehftttdiee nor MSy i t  risks advances to the 
Oovernmut without the express authority of ^ lla m n t , otherwise its  
business is  not United* t e  OevemaiAt debt at tits bosk t e  boon 
fired at *41,01$, 100 , although stoftlsaftfet has g l m  & standing author! aa» 
tion for ea§r* end mans advances on the condition that the? be repaid 
in tint quarter k U s v i& c  t i e l  in which they wore obtained. t e  barite 
is  baiter ifcr t e  Ooveraasut, but there is  no specific legal provision 
to this effect.

*uir ararUlPfia
t e  beak way recpiire aay holder in  the Obi ted H w fK w  o f  geld  in  

M M  e f  M Q|fl06  te  t e l l  i t  te the M b  t e  beak M l  eseU nra a  
corporation u n til e l l  stock: I s  duly retoeasd by h u d t e s l .

aeac or mi$o»
(isras, ordinances, etc. te reowher T, 1931)

■3ms le v  does not se t cay xem irenent or U n its  as to t e  ownership 
e f  t e  barite's shares* lie two hundred french c i tissu e  boldine the 
la rg e st carter o f  shaves have see vote a t t e  shareholder*1 nee tine* 
h ie  nw etlsc e le c ts  each year fifte e n  regents fo r  terns o f  fiv e  y ea rs, 

e f  item  three auet be tr m  t e  Treasury, and t e e #  auditors fo r  terras 
o f three y e a rs . A ttoveraor and two ' « :ni,.vw-'<?vernorst she a«y not be 
w asters o f  t e  le g is la tu r e , are a p p o in t  by t e  President on t e  pro*  
p o s/1  e f  t e  inanoe I in is  ter fo r  ao sp e cifie d  ter® , 'h e  Governor m e t  
own one hundred s t e e s  sad t e  two ^m t^H loverttors f i f t y  shares each* 
t e  Governor d ire cts  t e  business o f t e  bank and, t o a s t e r  w ith t e  
flspibjr '•im r n r r t , the r e c i t e ,  said a u d itors, fo rm  t e  General C ouncil, 
ribirih i s  reepeosib le fo r  t e  s t e r o l  e t e i r t e t e tio a  o f  t e  bank.
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V

'Em taste payt to tbft ftotorawMit «| p lU M  cemutod with mi****** to th* ml# o f discount and «h awtot #culv\t«mt to dividends 1ft ftxftot* of 
threat-t*

;£*o tank ta# ta# Monopoly of not* 1**0# hot Its ootat are lognl to*«dor* It it obliged at ua* #t&tu*ofjr rata to Iwjr &oXd mod to rodoom Ito not#* in  sold in  Minim* oocruat# of £15»OGG franc** '.ha taste Is: obliged to miAtaU o ainlsaua $>Xd n««m of thlrty-flw# porooat of 
It* total «l#t UataUtloo*

Us# tank r-w*

!• diecmaat &oa»*ttc ta ll*  of rectified typo* of not core Skat* thro# ocmtta mtturitgr and tall* poyatao abroad for 
tho proeaoUoa of Tt*zxh export trad**

2 * receive dopoalta without interest#

3* deal in  ^old#

**• grant n i s w ^ o  ftftwnooo a^alftit Meurltio* of the eoutrrl, 
oolctaal# and sasnlcipal flovoraaont# and ether ^ « d ft« d  
i  ow l  t ie * ,

5* s e l l  and th* t a l l#  tam ed  over tn I t  to  the tatteins
. fond ta part of tfco plan for covering the taste** lossae is*

ffjm d  In itaattaa during tbi on* and 1ft >^land during? 1931 
afaoiv that ecmatiy atandoaod th# ^jcld iteaiafift* tai task has 
aovor sold at? of tim t ta ll*  o f wfa&oh It  hold# a * * *  O.90O,~ 
000f 000 ftaoa*

4  ao» roprosoatlfte: sac** than h a lf o f  tta  taste1# ca p ita l 1ft le g a l 
reeervo m s i  ta  lav*#  tod in  ftrm fe  route** Upon renewal# o f  the ta ck 1* 
charter lean* have boon fvantad to tha which are fired at
tta proton! tin* at Jg200»00ĉ 000 frauoot

ho taste a w  a* tanftaar for th* m m m m m t  without ehargo*

I S m bank is liaU* for ordinal? t*a*a. *te «»»rt«r (tt<9*** 
Monster Jl, 19̂ 5*
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Of X9& Oft MMitisti to  doe. IS. *$33)

M l  t o  too not 00* acy **$«**•*&* or limit/ a* to to imHrohif 
of t o  Tm&zU zam m . torei*l& ?r ms oc* vote to ?. to re  but pey
not to o  sure to n  300 votea.

M  tok i« amoto V  * of an uaopoeifiod nunfeor. to president of to "tore, oho is pvotol of to tokf lo appointed for a fmaat*ymt torsi by to president of to eld& o&tti to advice of to board* - tor aofitor* of to board oro ̂ xstmtod by to president of to tod: cad appointed by to jnoatot of to s*Mt for low of twelve yoero* ou tooftot groeedo, my siwctbor of to board* laeloflag to president, can be dimiieed at «ry too by to pveeldJMtt of to !$&&» tolar ototioo ■ aro dateseiaed at to toe of arv-oiatmnt by a eonirent with to Betefeotafe ofcMH naet tt epyievod by to president of to todfe* to t o t o o  oeloet o persasneat eoerdtteo m *  way bo ooamated by to board*
P r o f i t *

t o  tote1* profits axe distributed swwaig surplus* to rto ld o rs  (eeae* 
In to * dividend o f  o%ht percent), and t o m U

-fto x  .Jecanter 31* 1)33* ?&a» t o  a©?.* ia -jo  r iv U * :®  o f  t o  s ft to  
batik* e x p !* * * , t o  ^ o ito t o ik  t o l l  haw  t o  e re lee lv e  ri<$U to  loan*  
a o to *  Aeoetding «  t o  book1# « U b t « 9 e i t o t o i c  notes are redeemable 
i *  co ld  or £ol& extol**©  and a  reserve ®n»* bo hold in  gold  anal valen t to  
o i l o o t  th irty  percent and la  g o ld  and gold liiphOTjl equivalent to  a t  
Xaaot f i f t y  perese* o f notes outs fcaadit*;;* t o  bOnaoa o f  no t o  nuot be 
covered by b il l#  o f  sp e cifie d  type* cad flO Tirw oit o r to m w o m t i jttearaaiSssd 
s e c u r itie s . In ejcoeptloael olroun* to w e s , t o  A n to v a  reserve o f  fo r ty  
percent issy bo reduced by eceraon conoont o f  t o  board and c o m itie s  o f  
to re fc o ld e r* .

t o  bode atiyt

X* boy end s*?ll fo ld * s ilv e r , and fo r e ftg r -b ills  payable n it o n
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fourteen djAye.
2 . discount, buy, and a*U d o m ti e  and f e f t i ^  M U* mreylnc three sl^pMwe*, or two similar** with «gnxiil neeurlDr,
3* discount, buy, a*id s®U Dire*.Month i*am»y UUs eaiqdmthe of another party In addition to the jitiflh’aiprovided that 0* total eo uenuired or aeeepted a* collateral for loams (MU not exceed *400,000,000 raicfcasaajfc*.
5*. iweta UaroooMMitli loam agBlaot bonds of fee SfeMi, jffcai**, or rjinildlpaUtla* or bond* ;:W8tttMd by then, against bond* of fCHPol̂-tn g»SMi«Mrot», a(*init prsfemrtial shore* of CorawHEi railroad*, against bend* of certain Oonom QewernwtaU credit institutions, and against Mil* of •aafcMtge, ntwfasadlss stored In M o o t  owl Owdmm ‘-Zwmmmry Mil* (see prse*dl«e 

M M W W *
?. bur and wU Oowwa aoinrtttoo Meted In four above ehish 

or* quoted on the etode eankange,

6* a sB iM ra st-te a rln e  deposits* end

7* event credits to the "oidh op to three math* and not eizeeed* inr 100,000,000 rol«l«aaî a&# shlch swot bo repaid by ̂ uiy 15 of «««& year*

'Tim bfeak soeept* and ncSses gMpMMit for the tiet without elissge,Fee* for etl*r taaines* are Mth the etch* ,3b© bank isfree of corporation, Ineom, and trad* tease* "ho bools1* charter attend* fifty yo&ra *eqplftn& in 137***

MlilC OF JiPAK
(t«t O f U R  os m m M  to 1933)

Only <feoane*e ssogr own *har** in  the M c »  O ew rttew t saay own 
sp  to mw~imlf o f  Dm  M « c*s en p ita l but bold* no t h e m  a# y e t , *1  those*  
*  U u w  block is  M M  V  the Im perial heuoeljold. Booh shareholder ha* 
on* vote fo r  every ten *baraa and on* extra veto fo r  every ad d ition al 
fifty  f * m «
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?h# Clove raraont shall control all the operations of the bank and •b#ll prevent aay operation? contrary t# the low or interest of the 
joverwaent* '[fa# rate Changed for collateral Iona© oust fee %y>»ovo&V  th# Finance minister*

B »  *aaaâ ara»at of U r n bank reel doe in a board of Hour directors anointed for s#*?» of four /oars by tbo Fimace Minis tor tn m  a lift 
of shareholders of one hundred sjbares or mre rated. tied tgr th® shareholders, mad a Governor and ttce-Governer appointed for tom of five f w «  by the devenmsat* Motors of the board may net b cats# ©moors of other banks or coqpaaiee during their tenure of office and the 
Governor and V M t i m e r  m ? not hold cay other official appointment* to salaries of the Oeworeer and fife toewisr are fixed by the Govern* aent but paid by the bend', mo Governor mo/ suspend* end refer to the 
Governs#**!, nny decision of the board ho considers contrary to the law or In tores is of the Oowrsewat# Directors asy bo difRoiss d by the shareholders with the r^irrs1 of tue Huance Inister*

t o  shareholders appoint auditors to supervise the hank** business 
end the midi tors together with the board foist a general council to 
determine the d istrib u tio n  o f  p r o fits , establishm ent o f  breaches, t ie *  
D ecisions o f  t i#  general council smat bo approved by tho "insmcs 
Minister,

JQHKflLJbi . •
P ro fit*  in  excess o f  a cumulative dividend o f  s ir  percent are 

d istrib u ted  among su rplu s, o ff ic e r s 1 boons** ,  sad shareholder*.

he b s k  p u r to M U gold  needy steed  in  daps#, a t a p rice  deterslined 
ty  the Him ieter of risen #* and other ^old  a t tii# statu tory  p rice* She 
beak’ * aaotoe, which are le ^ a l leader, have been l n o|<suab le  since  
Daocta er 17# 1931* -ho bend: hem a fid u ciary  iosuo o f notes o f  1,000,000,000 yon covered by Doverae*u% se c u ritise  or ooamorclal b i l l s ,  
widloh a#y bo Increased by the tank on t o  ec-n eval o f  the in is  tor o f  
Finance provided that an annual ta r  to be fire d  by the fe ia isler  o f  
Finance a t not loos than three percent io  paid  on such increase* All 
other notes in  c ircu la tio n  oust bo covered Ifl9 percent by &old o r s ilv e r , 
but s ilv e r  nay not e;;esed one-fourth  o f  the to ta l ivserve*

me bank easy#
1* disco r.t or buy rer.fiuy b ills  and eom »7tUl b ills .
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t+ M l  U  sad *il**rt
J# ftCKNPpt tiSpSttttft,

mtes ndvaiacs# up to six swaths against OofonwMwt or O m m u a w  
;mpPi«u«(d ««oa?UlM| M l

5# toy ML soli ;3otor»asiit Roouritit* with of tho
Hmntm  sbor*

3 M H U a M l S ^
!>fc* bnrOc is taudwr for tfcs iJosonmaU fJ» baate1® ohurtor l* for thirty grsarsi ssp&rtay l» 39*ft»

:m Im &®w not so t say xo^^ilmaMU o r lSsdtsr «* to ttm ownsrshlp 
of tbs bfcSfc, « shunts* starsfeoldors M l  fross os»* to six  votes,
dot«wit**d by » fjrradu&fcod soaJlo M o d  o«t too « M r  o f *b*r»* held.

4* antM̂ smtu of th# task is Urisoay la the M&s of & board oo«~ olotiiv; Of a president, o secret .jyt awd not loos ttei to* Oirsetors &**o*dt% to the dotowitaatloB of the board susd i&a oocnî rioo. Ml 
? v * * U m %  w A  soorstowy m m  appointed by t3ui cross for tom of u m b  yoom fmt m u A m A m m  Mtatttod by Mi board sad momAmmmeUm m A  on ibtir proposal ths m m m  way also dismiss tfcs president a»& sears t&jy«
"lio diroe tor* oro ^pointed 'ay sMsOwlders from mvdmtuiom su&sttied 
by U*s board mi1 awr&sseries, &*s& ugm M i proposal of the board and 
eocMissaries tbs slistrsboldtrs nay also distal** Uo directors, lb* 
msuns ration of th» makers o f M i board Is dstottodnsd, sith  Has approval oi the yroim* by t * oerT-dssmrios#

A m u d  U s #  of fiv o  mfcor* I s  oloebod by th t shareholders for five 
yours tr m  rnnimXiom subrdttod by ths board m i  osnA M soiioo to m o t  
with sod bs eooouttsd by tb s board on Important natters* vsssbors o f  tbs osmlttso way a lso  bs mmmAmrneim^ m i  tb s lr  mmemtleti i s  
doter-AlMd* vittfc M s t p o m n l o f tin  flyo^n* by Has o sn u lsssrlss* I f  t-nao  
I s  disâ rsomait bstvesR Has eswAttse and tbs board tb s oowslsssriss era 
to bs taferwsd*

m m m m m  m m

{Various statute®* ofclsfly h •• of 1919)

*v
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M t  le a s  than flftow n  corestosar&oo or* ftisoisA V  llwrolirttfrmi 
f*oiB enoue* & **ir awa nur&er fo r  lorn# o f  f t * *  yaara to m m vrim  tha 

o f & * bank.

A M M i»»U 9M T  is  appoint** bar taw Crown to attand a l l  o »a tl»£ s  
o f  ah&raholdors nod ooacsisafcriaa wifcb on advisory io ta *

i r o flta  sura disiribu&ad mmma msxr>lmt sharakoiasrs, at&ta* board 
-• -• -- . . ■ /*  . *

Ibo astalxtaa natalU o resarv* rormlrod a^ainat solas sM d e b a t e  
o f  t t *  t o o k  1«  d o t a m l i i a d  bgr r e y d l  d a c r a a  a n d  l a  & t j s r e a a n i  f o r t y  rmr^ 
cant, bo raaarva my loyally iaoiada filT»r«

tsmdc fsoy ̂

Is d la o m it aasani ra ta l p p t r  c a t  i l »  a w th  ta fe M ta m ,

£• boy and t a l l  ftarat&l axatoan6*v

3* tKOoa BborWtam .^-msces a^dait saotxritioa,

fc* d«f4  1st p r a d o u a  m t * l n 9

5* |>arfomt w ith Oa n i a w a t •p^ranml, acy atfcar b o o lm ia  In  tha 
publto la t c m t *

$• r^joapt daposlis* oat

7* nsJaa l& a tta i aonlntaraa t-baarin e ftdaanoa* to th* Oorom m nt*

:ha bode aarm as baj&mr to Covamawat without ofcarga* tta* 
b&iik*s efcartar oawlra* Horde 31 f 199***
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w um m  m m . or m * m u a m  

<A©;, Of 9*t. Zl* 1333)

’4j!i3«»s m y  bo bald by iritis subject* resident U  Nw :<*;&&»£ 
to a nontamn raount of 500 ohnaroo* Qrljjwit capital ̂JfOO^CQ sito 
share* of a par f t b i  of *$• ^  ** îfc*& mgr be inttvoftood V  Os# *Uaro»
holders, su bject to to* approval of too ^iaistor of t e i o i .  iShwro* 
oat outocrtbod for ny Public witoia O m  nonth* oust bo M an V  
lin t* tor of ?\m&m to b* a-.j&ia offered to mbllc at |>or &a *o*n an 
m m * of director* toittk till* dontsofelo# Holding of *hnm* too* not 
sivn too ntni«Ur ttso xi^tt to vote. fen itoiw am t taut pay late too 
b*atef* nurptus 4*1*000,000 la  etuto or tovorniiiowt securities roeovmblo 
only apod liquidation of to* book, ahleh ton ear b* re&uood by th» 
m&aftl of too bftttM* nhar^e bold bgr too flirarr— Wit All of tin boi&*o 
proooui oag&tnl I t  p riv a te ly  otm#&*

ShM  9 i Mmrtftm
fen board o f  t U n t t t f i  1« oosmssod o f too tovom or* ^ m t y  Qovar&or, 

too fbm retajy to too '"rom nv? *0 *  sh a ll boom no v o te , onA iw a a  d irector*  
with to m * o f  fiv e  yoaro, o f  s£iioh tor#* or* dtaoon by too Cgumraoa*  
to n o ^ l la  council and fo o r  by too thoroholdors from w a m to o l?  m stoor. 
rtio o f to* ib u n t e lb a i1 d irector* a m t be a c tiv e ly  •*£*£•& In primary 
in d a stir  and too In  in d n otrial or eo^.-orci.n l p u r ro ii* . bat m m  Urns. 
on# appointed mstomr o f  too board m y  bo a d irecto r o f  any o feor M e  
and no agraiintod :msbor o f  too board r»$r bo a c iv i l  servant or *  m dber  
o f  Forli^anont* fen  board, v lth  live approval o f  to* Gov*f«»*«O onorsi 
in  Council nqr maove a*y appointed mete** toot in  l i t  opinion b*eo*ao* 
pn m n u katl/ iaoopablo o f  p orfeftitag  h i* d u tie s. fee  flovom or and Oocmiy 
Sovorawr e lm ll x*e»s#«« ftctaftl baa2clsn experience and ftta ll bo roqnlrod  
to demote f u l l  M m  to M r  o f f ic e * . ;*»y  n M U  bo a -.minted by too 
QooooooiMfrma ra l la  p m U  on too w n w i d i U f lo  o f  too board o f  
d im e te r *  fo r  a to m  o f o m n  y m n  w ith rottmmrntlon fl> o d  by too 
devotnoiM nm erei In gou&qI I .  '3m  board hm  too poser to ,

1 . aon&Mt goaooolly  to* loioinooo o f too bank,

2* dotom iuo m too o f discount stnd intoreot#

3* deal w ith to» o& m ’z l  condition* and U n ite  o f  tbo various 
onto^orioe o f m iborim d. X m lm m %

U* n o f l i »  o r  rrnjoot M t o i  o f  ton ffa— utiv o  M s d t t o o ,
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. 3*leot o m  H roetor for tho j k m w M w  ydfcMUtoo* m i  
6* remieat the £In ister of fiaeasoo to im#pon& reserve rofolpo*

CMHita*
*3» ^cwerner ohall m  behslf of lh» board have r « n m a t oonirei 

of the &d«iiaistr&iio» of the assets rM eonoral boot nee a of the 
with authority to net and to giro dootolgiai in o il setter# #»ich are oat 
specifically resam d to the b©€*rd or the ntetlag of sfcarai^lder*.

*3* /m m slr®  {&or£ti«e q :r ‘jio Xjoard eosoiato o f  the ;. overaar, uia
■ -< ,. , ' -,•» . . vO io-r ■.. 'v- .; ■ *.C -Ir. •; v vo ■ ';>v

direction of l i t  board* or, la the abeenoe of m e t direction, acting «ith  
the coararrence of the tavernor. toe o&asaUtoo Baser dec! etth atgr not tor 
nfit&Ua the efegaotessoe of the beard* bet it«  decision* shall ho aa&jee* to
v; ■ ■ . \.<vv . •- ■. u. ■■:■• : ' . .

Prof! to of tor payaeat of a 60*& *ttw  dividend of five percent are 
distributed between eur>l\i* and the Ommoomt aa provided in the aoU

■Jto bank aftaU he* UkO so lo  r i ^ t  to loaus n o tes. AU  gold  hold  
tsgr other b«a&» i »  Jo* I w t o l  m o so ld  &t the o ld  otatotery  p rice  to t i *  
P>— rve Boid: a t l i t  i t l M U l w i I  and &*e reevatine p r o fit#  m m  turned 
over to the Oowerm iftt. ~he bank rust raaintaift a reserve in  gQ&d# fo ld  
exaha&ee* or e te r lin g  ooAemeO o f  m i  le e e  the* t*ea tp ~ fiv e  ^ r c o n t o f  
U «  doca^ad l ia b i l i t ie s *  tih&oh r o ^ ir o m o t loop ho eoepesaed hr the U c io to r  
o f H aanee a t the r o sie st o f  U *  hoard v&m, peyraent o f  a g r e e t e d  ta r  
to t f*  Ooforsacioat# *tee hank i t  obliged  to g iro  e terU o g  fo r not®# 
presented pp to $*000 pm^ndJi end no tea fo r  gold  and o ta r lln e  a t rate*  
dotoiTdm d by the honk. A ll other haafica la  ?s*w loolaad m a t m iai^A a  
halaaooo a t tlio ^ooorvo o f  not loon than ootoa porooai o f  thoir 

liafeiUUoa* other M  hc-.:dc notes atlU out«Uii*diar» and three 
porooat o f th e ir  tiwo U f iW U t lw .

TSae hfîSe wy»
1 . h^r aad o o ll cold  and « ilr o r t

Z . dlaommi, bqp# and a e ll tborW tom  oaoaorfHil hlU o*
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3, tar, end w U  Hll« of «qr qhntwam
or HU# t«3u#c' ta «8y lomXat tori ty or p#»ic tadjr lato Uni tad Xtstjtaa. or la star toloail or oar «tor tart of 

t o  'tttttai; taedutciw.
%. groat tort-tans •Avnatmt oa wearily*
5. teg- and miltaowrwaNit ooeurttio# of Mam tolito *od to 

.'lauo-.,
fi. tar (rod ##U M t a iN  oar « r  • ••ta r «Hn ta* aoetodj amV
7. taootv. doxsatt#.
"ha task oct-9 M  toto for t o O m r m a m t  M u m *  Otars*.

totank toll wt ta dlMolowl oxoojk Ty iwUront or mill to task taw loot how toa oaohnlf of Ita paM~ap o#pl**l. to ta* l# 
tumps froa all to iocr.1 tea##.

mm  at mtmm 
(sot of 1*57 a* •rotatal ta 1931)

i-ha»ir«kl-> rad ootitral
-

Tim c m t U X of ti» fcsafc aw f«N* oaliwXy V  ti* *mraao»Uft* bsafc t* i w M  a board of sjern dtwetort *lth tom» of »**•*ynm, of *ich *ix aw olootod *r oaowt ballot *TJ** ̂ S * * 4’**®4 
OU* ̂ oliitod by a*o n m  «* d*tl£E»te& *'*t*won** of tt* ba^r *• dime**** any ml b* wwfeoro of t&o coblwt or director* of any othor 
bonk t3M0 tt* foot afttno MM*» book o®i «» M k  for ZotetmtiUmoX 

« H lsro u U t fes-cU y-c*or tm lw  cjudltcr* t«r# G^-votiilog u. lobule, tw o 7)
verity u *  m s e & m t *  and •dsdUiotration*

to tank'® profit# r-ccruo ta to Dtnmwt.

to taafe tao to nolo rlgfat ta Into no to#, toda *r# l«0«l ttâ ar* to ro.'OTintlon of mtao la gold to taro ournoatod olaeo to iwjrel Am m o
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of Sap*mb»r 27, 19JU AU no Us issued ia eseess of 230.000,000 kronor oast 1* wared by at least fifty pereaat In 130I& (with a rstnirsun reserve of 75,000,000 krsaior) and tto reminder la dories tic Mila, specified types of foreign taeliaage, and Swedish or foreign £»m*»ee&t securities or advances on trunk aefrcrlttea*

Tho baste say,
1* boy and ««U cold nnd »Uw,
2* buy and sell demsiic sod foreî a bills of edaar̂ o of specified

3* buy and toll tedish or foreign ̂ orerunent aacrurlttea, 
k* rate advances cm oerehandise,
5* *te advances ônlfiat securities, m l  estate, or personal m̂r&nfcea, provided that mote advances shall, net eseeed15,000,000 kronor snslmlvs of the credit of 1,500,000 kronor mil my bo md* to the flat* without security,
6* eossp* interest or aoaiafteirmt-befttllg deposits,
7* conduct business for profit at the baaikHi pristine wib and 

.Tills*.

De (̂ rermont g o m m i  the baste** UcMUUw* ho kik sots so baiter for ii* (tement, although this la not specIflod la the Imr. ha baak*a charter la  fbr no fiaed tern#

$Htm M  tQZAt M M

(1m  «f feril 7, 190, Ml UrtOM i m  m m M  to &«-**

sham of tte Muds mgr l» bold only V  Sain eistsons or flro* donletlod lb ffeitaorlaad. *ofc ataxo oorrls# on# to to with 100 wto* 
ao the asslrm*
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ouponriae f t *  a f f a i r *  titer* 1* *  co u n cil o f  fo rty  wwaWw
t M k  fcar-yoar teite** Jk pfoKteiy vioiMf*r*>i&»vit* and tin|f> lliiM 
* * * * *  » » W »  a m  d te ooft by tto* M o r a l  te u o o tl foniTi^niidUuL to Urn 
o ^M n o t) raid a *  mmtottii® f i f te e n  swafetr* &r* oteftea by the tte c fa te ld a rt*  

co u n cil ®win sa g p lo rly  ofiflty a tax y  throe n o n tta  b a t in  tho in to  m l  
d e l a t e *  i i «  fuxefcto** to & o w n itta o  o f  M**a tM ite m , iitclvdlng tit* 
p m l t e i t  end *iafr»9f»«ld**tt«

a» ir**** ô cruUvo austerity i* tooted in a tfNoyai direction of to** m m taro, imlm&tng the pmi&mt and Tiee-pml&ent, *ith tora of ®|3S y*a**» appointed ly Uta lateral (Small fra* Malaatlon* outMited V  council of the bnsfc* 'enter* of tte *a***dalyt ©sntonaX tfowmnents and U* book council nay not te mfe*?* of the diroattau

te bonk1* teitetet art mmgod by local oeoedlteo* appointed by 
tak Cornell and V  ton! direction# arndoted V  tte r * d m l  Council
fra* nosaiimUou* anted! ted by tite bank council.

'broil ts am diatribuiod aowv.; turpi**#* oiiaroholdora (rmxinm dlvi~ 
8m &  of afcs percent), fcte wairl £ m n m t |  m &  tte can tonal fgw m a t i

Mh* bank has a fioaopolf of to terns** of notes. to not* circulation m m * te covered by at l*aafc forty percent in gold and to ramlndor in foreign tmbamgfa *mriti**» ^tiiwiy Mila# sud loan* on muriUee 
m liable on ton &*»' notice. to Moral Coatoell eannet declare to teofc1# note* legal tenter or relief* to ted ten tite ohUgfttlon to 
r+&om ten in **ld or gold «ntet0l at to etatfttexy price* e:*ept In case of ameelty at Ur* of «or*

■ -• JO. ' t|JA » r t l I T T*jO 0SHBK Of\? |i
1# discount* lay, and toU ownerelol and agricultural bill* payable in Cidtscrljuua* fontiw tight draft** "mousy bill* of tertian ,;pv»rnmnt0, and aecnriUea peyeble in **itsorl&nd and eligible ** collate mi for loans.
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£• Vjsjr brads oi" \ m  oaxrtiffd, < a m m a X f Mid. f o v n t m  for Um om m *? tnf&qpMttt of fund*,
3. m i m  «HarWt«Mi «&&wuwt* %^ixwt
■* -' • • - •'.t>/:l *

{&m im-te m i*  m  bariuor for the central fflumwai without ofeacg*. 
Tho t&arfcer of tb» lKUik oxplro* 1537*
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F o r m  kb. 1K1runui^u. 1 0 1

Office Correspondence
FEDERAL RESERVE BOARD

.  2 *
Date___Au^st_.8,1935_

To__

From

Mr. Hamlin. Subject:.

a ■> o 16—852

I transmit herewith a memorandum prepared by Miss Burr 
in accordance with your request, in which the points made by 
Dr. Willis in his letter of April 9, 1923 are discussed.
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June 1, 19S5
Information requested by

. Mr, Hamlin on May 29

Bank of England
The Bank of England deals with the London money market. Since the war 

the instrument which it has ordinarily employed has been that of open-market 
operations. During the post-war gold standard period the bank largely off
set inward and outward gold movements by sales and purchases of securities. 
During 1932 the bank bought a substantial volume of securities in order to 
increase commercial bank reserves and has since maintained these reserves at 
a higher level.

Commercial banks do not borrow from the Bank of England. ?>rhen they need 
funds they call in loans from bill dealers who may then be forced to borrow 
from the bank. This occurs regularly when the banks are making their mid-year 
or year-end statements. Except on these occasions, however, the market borrows 
from the bank only under conditions of unusual strain.

The importance of the bank’s discount rate should not, however, be under
emphasized. In general, market rates follow the lead given by bank rate. If 
they do not, the Bank of England can make its rate effective through open- 
market operations.

The unusually close relations of the bank with bill dealers and invest-l
ment houses enable it to exert some measure of direct control over bill rates 
and the flotation of new capital issues.

The bank le n d s  t o  p r iv a t e  cu stom ers  a s  w e l l  a s  t o  th e  m ark et; b u t  a s  a

m a tte r  o f  p o l i c y  i t  h as k e p t  i t s  p r iv a t e  b u s in e s s  w it h in  narrow  l i m i t s .
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Bank of France
Through its system of branches, the Bank of France serves the entire 

country and does not confine its operations to the Paris market alone. The 
bank has a considerable private business which is regarded as a safeguard 
to the small borrower against commercial bank domination.

Since the Bank of France is one af their chief competitors, French com
mercial banks are reluctant to borrow from it. Nevertheless, it is largely 

through discounts and advances that the bank serves the money market. It is 
not in position to engage in open-market operations. The law permits the 
bank to deal in some 6,000,000,000 francs of special bills that were acquired 
from the French government in exchange for loans to the defunct Russian govern
ment; but as these bills carry no interest, and the bank would have to pay

(interest on them if it sold them to the market, it has never used them to develop an open-market policy.

Reichsbank
The Reichsbank has a branch banking system and private customers as does 

the Bank of France. It, too, largely serves the money market through discount
ing bills and making advances against collateral. In November 1933 it was 
given certain open-market powers; but it has used these only on a limited scale 
and more with a view to influencing the bond market than to affecting the 

volume of commercial bank reserves.
Bank of Canada .

The Bank of Canada is definitely designed to be a bankers* bank. It 

may rediscount and make advances on collateral and engage in open-market 

operations. While it has made a small amount of advances to the chartered

banks, most of its business to date has been in short-term government
securities.
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GERMAN INFLATION

The German government probably had no conscious purpose in 
inflating the currency. Issues of paper marks were the only way in which 
the weak post-war administrations could cover their growing deficits.

ULThe German people were not only unwilling to be taxed to pay reparationsy' 
but the recurrent reparation crises drove down the exchange rate of the 
mark and increased mark prices and the expenditures of the German govern
ment. Ultimately, panic psychology, which is always present during severe 
inflation and which tends to speed the process, occurred in an extreme form

in Germany
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MR. WILLIS* PROPOSALS IN 1925 FOR AMENDMENTS TO THE 
FEDERAL RESERVE ACT CONSIDERED IN THE LIGHT OF DEVELOPMENTS DURING THE PERIOD 1925-1928 1/

(1) Restore the original plan of reserves» not necessarily with the same percentages bat the divided reserves of the original act.
The Federal Reserve Act originally provided for reserves against

demand deposits of 12, 15, and 18 percent for the three classes of cities
and of 5 percent against time deposits. These reserves were to be deposited
as follows* (1) one-third in the vaults of the member bank; (2) somewhat
more than caae-third in the Federal Reserve bank of the district; and (5)
the balance in the member bank* s own vaults or in the Federal Reserve bank
or in both at the option of the member bank. An amendment in 1917 reduced
the reserve requirements for demand deposits to 7, 10, and 15 percent,
and for time deposits to 5 percent and required that all reserves be
deposited with the Federal Reserve banks.

Mr. Willis considers the 1917 change in the distribution of reserves
a fundamental change in the Federal Reserve System. He says:

**The significance of the legislation from the broader hanking standpoint must not be overlooked. Important as were ail of the amendments thus enacted in 1917, the one which stood 
out as fundamentally important was that which changed the 

\ reserve situation. This modification, as already indicated, 
was a direct breach in the entire theory of the Reserve Act.. . • The theory of the act had been that in times when reserve banks needed greater strength they would so alter their policy and adjust their rates as to attract this variable element of reserves to their own vaults, while at times when credit Jould properly be relaxed they would repel it and thus transfer, "to member banks the responsibility for enlargements of the volume 
of credit in the market, enabling them to proceed regardless of reserve bank policy. This plan was substantially developed upon the experience of the Bank of England and represented an adapta
tion of the *private* and ‘public* rate policy and practice of that bank." (The Federal Reserve System (1925), p. 1179)

\J Proposals made In a letter to Mr. Hamlin dated April 9, 1925.
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In an a rtic le  in "The Burroughs Clearing House” ,  July, 1925, he 

explained the e ffect o f divided reserves in  greater d e ta il.

”So we naturally ask f ir s t  o f a l l  what would happen i f  
we demobilized reserves and went back to  the old form of 
Reserve A ct. The f ir s t  thing that would resu lt from such a 
step would o f course be the release o f a large amount o f 
reserve money. Let us take for example the case o f the c ity  
bank which now has to  keep 13 percent o f i t s  deposits on 
hand. . . .  Under the new plan there must be $13,000 in the 
reserve bank, so that i f  we were to  go back to  the old plan 
i t  would be possible fo r a bank to  withdraw $6,000 fo r  every 
$100,000 o f deposits and to put that amount into i t s  vault 
fo r reserve use. . . .  Now ju st how, i f  at a l l ,  would th is  
advantage the bank which made such a change and how would i t  
a ffe c t the general welfare? I t  would in the f ir s t  place re
duce the cash holdings o f reserve banks • • • and would thus 
compel them to go out into the open market and operate with 
what resources they s t i l l  retained, i f  they wished to  attract 
to themselves a part o f the floatin g  supply o f reserve which 
might be either in  the vaults o f the member bank or in  those 
o f the reserve bank. How would they do th is? Evidently by 
establishing rates o f discount and conditions o f rediscounting, 
including ra tes, such that i t  would be more profitable for  
the member to obtain reserve credits than to  keep h is funds 
at home. This would ordinarily mean the adjustment o f rates 
in such a way that a member bank, say, could to  advantage take 
the reserve money which i t  was carrying in i t s  v a u lt, f lo a t 
ing* . . .  — use i t  to  buy e lig ib le  paper, say acceptances, 
and then discount these acceptances with the reserve bank.
Of course, i t  would not do that unless the rates were so 
adjusted that there would be a d istin ct margin o f p ro fit for  
i t  in such a rediscount operation. The same condition would 
apply to lending to  customers. I t  would mean an active market 
for funds instead o f a dead one.

"The e ffec t o f i t  would be simply to  withdraw certain  
amounts of reserve money from the uses to  which they are put 
at the present time in New York and other central money markets 
where they are employed ty reserve banks in buying acceptances, 
treasury c e rtific a te s  and other forms of investment, or are 
used as a dead asset in the vaults o f reserve banks, or at 
best serve as a basis upon which to  build up a structure o f 
discounts consisting o f certain very narrowly lim ited kinds of 
e lig ib le  paper; and to  transfer these funds to  the outlying 
banks where they should be used as a vault reserve to  sustain  
a structure o f loans based upon many other classes o f invest
ment. Altogether, therefore, the e ffe c t o f the sh ift may be
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summed up by saying that i t  would broaden the fie ld  of opera
tions in which banks could engage, would give them a much 
larger latitu de correspondingly, and would thus grant to  the 
country the use o f funds that are now id le ."

Mr. W illis  does not explain lu cid ly  in what way the redistribution  

o f reserves of member banks would increase member bank lending power.

The reserves must be kept in ta c t, that i s ,  id le , in either case by d efin ition . 

Having them subject to  check at the Reserve bank makes them, i f  anything, 

more readily available fo r  temporary use than keeping them in clumsy cash 

in vau lt. Mr. W illis  en tirely  ignores the fa ct that the only way to  increase 

the member banks* lending power on the basis o f existing reserves is  to  

reduce reserve requirements, which he does not propose.

Mr. W illis  explains that in order to  attract the flo a tin g  supply 

o f cash the Reserve banks would lower th eir discount rates and that member 

banks would then take advantage o f these rates to  borrow, substituting  

balances at the Reserve banks for reserve cash in th eir own vaults and 

investing the cash. Just why member banks, having more cash in th eir  

vau lts, would be induced to  borrow more from the Reserve banks, Mr. W illis  

fa ils  to  explain. This is  the only a rtic le  where he has attempted to  

sp e ll out h is ideas on the e ffec ts  o f a redistribution o f reserves, and 

i t  clearly  shows that there is  no basis other than a preconceived preference 

for h is proposal.

The only other e ffe c t o f member banks' holding a portion o f th eir  

reserves in  cash, rather than on deposit with the Reserve banks wou}.d 

be to  diminish the reserves o f the Reserve banks and, therefore, th eir  

lending power and th eir consequent a b ility  to  extend accommodation to

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



- 4 -

the member banks and to  engage in open-market operations*

(2) Restore Federal Reserve notes to  th eir status as real nbank
ing currency*”

In suggesting that Federal Reserve notes be restored to th eir  

status as real " banking currency" Mr* W illis  apparently means repea lin g 

that part o f the amendment in 1917 to  the Federal Reserve Act which 

authorized the issue o f Federal Reserve notes upon the pledge o f gold  

or gold ce rtifica te s as secu rity. He says o f th is  amendment:

"The Act o f 1917, amending the Federal Reserve A ct, . * . 
legalized  the evasions that had been developed during the pre
ceding years and so placed the note issue upon a to ta lly  new 
footin g . * . . When the war had fa ir ly  opened the e ffo rt to  
draw gold into reserve banks and to  issue notes in  place th ereof, 
practically  made the reserve n ote, at lea st to a considerable 
extent, a gold c e r tific a te . . . . The changed status o f the 
reserve note has continued down to  the present moment and there 
is  now no immediate prospect, so far as can be seen, o f any 
changes. When the time w ill come, i f  ever, that there is  a 
recurrence to  the theory o f an e la stic  currency, or 1 asset 
currency* as i t  was formerly termed, i t  would be only con
jecture to  predict. The fa ct remains that the experiment o f 
an e la stic  currency was tried  for but a few months and then 
only in a half-hearted way and upon a very lim ited s c a le ."

(The Federal Reserve System (1925), p . 871)

Repealing the 1917 amendment, however, would not re str ic t the issue 

o f notes to the amount o f e lig ib le  commercial paper which could be pledged 

as co lla tera l with the Federal Reserve agent. This was demonstrated during 

the period before the amendment was passed when, in order to  meet currency 

needs conveniently, the Reserve banks resorted to  a device commonly known 

as "reversing the pump" whereby they were able to  issue notes considerably 

in excess o f a given amount o f e lig ib le  c o lla te r a l. After notes have 

been issued by the deposit o f a certain amount o f co lla tera l the Reserve

the co lla tera l by the pledge o f gold , as authorizedbanks would redeem
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by section 16 o f the A ct, and repledge the co lla tera l thus reacquired 

to  secure the issue o f more notes* With ample gold th is  process could 

be repeated again and again* Thus on December 30, 1916, there were 

outstanding $300,000,000 o f Federal Reserve notes orig in ally  issued against 

the deposit o f e lig ib le  commercial paper but only $18,000,000 were secured 

by e lig ib le  paper on that date, the banks* lia b ilit y  for the balance o f 

the notes having been reduced by the deposit o f gold*

I f  the 1917 amendment had been repealed in 1923, as suggested by 

Mr* W illis , a sim ilar process would have taken place from 1923 to  1928.

The banks would merely have been required to  use more cumbersome machinery 

and more red tape than under the Act as amended*

It  may be that Mr. W illis  intended to  suggest that the Act should 

be amended to  prevent such devices as "reversing the pump" whereby notes 

could be issued to  meet the currency needs o f banks rather than to  

correspond with the amount o f e lig ib le  commercial paper w h i c h  could be 

pledged as c o lla te r a l. This would seem lik e ly  since he c r itic iz e s  

severely the early experience with note issu es.

"The working o f the note issue section had thus, even 
within a few months, d rifted  very far away from it s  origin al 
intent and had done so in  large measure because o f the lack  
o f sympathy o f the system and o f the Board i t s e lf  with the 
general idea o f e la stic  business currency."

(The Federal Reserve System (1923), p . 861)

" I t  was puzzling to  member bankers to  know why they 
could not take gold or le g a l tender notes to a reserve bank, 
turn them in , and receive in  exchange an equal amount of federal 
currency fresh and clean fo r distribution  to their customers*
This they regarded as the essen tial service o f a reserve bank, 
and when i t  was pointed out to  them that the currency was 
intended to  be ‘ e la s tic ,*  that i s ,  corresponding to  the needs
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o f business and not issued except when a new volume o f trans
actions required i t ,  they were impatient and re stiv e , regarding 
th is as an academic plan possessing no m erit."

(The Federal Reserve System (1923), p . 858)

Had the Federal Reserve Act been amended in  1925 to  meet Mr. W illis*  

criticism , the principal e ffec t would have been a prompt demonstration 

o f the fa lla cy  o f h is theory that the demand fo r  currency fluctuates 

with the supply o f e lig ib le  commercial paper at the Federal Reserve 

banks. During most o f th is  period a fter  1923 there was not enough 

e lig ib le  paper to  supply 60 percent o f the co lla tera l o f the Federal 

Reserve notes issued. This is  illu stra ted  by the follow ing table giving  

end-of-the-year figures for 1922-1928 showing in  the la s t two columns 

the e lig ib le  paper required to  cover 60 percent o f the notes issued  

compared with the e lig ib le  paper actually availab le .

Federal Reserve notes
issued Required Maximum E ligib le

Dec. 51 Excluding gold e lig ib le paper
Total those held hy reserve paper pledged

issuing bank required

(In m illions o f dollars)

1922 2,817 2,396 958 1,859 859
1923 2,822 2,247 899 1,923 1,022
1924 2,245 1,862 745 1,500 669
1925 2,206 1,838 735 1,471 949
1926 2,261 1,851 740 1,821 969
1927 2,234 1,790 716 1,518 944
1928 2,277 1,838 735 1,542 1,470

With a rig id  interpretation o f the 1913 Act either there would have 

been an increased use o f gold ce rtifica te s and other currency to meet 

currency needs or the inadequacy o f the origin al Act would have become
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apparent in the d iffic u ltie s  encountered in attempting to  supply the 

demand for currency*

The d iffic u ltie s  would have arisen from the fact that there is  

no close relationship between the co lla tera l back o f the Federal Reserve 

notes and the changes in the demand fo r currency. Demand for currency 

does not increase when commercial borrowing increases and diminish when 

borrowing decreases* The fluctuations in currency demand are fo r the 

most part seasonal in character, representing ch iefly  changes in the 

volume o f r e ta il trade and p a yrolls. This arises from the fact that the 

great bulk o f payments is  made by check and currency is  merely the small 

change o f business. The public does not wish to  carry in it s  pockets 

more cash than i t  needs for day-to-day transactions that i t  is  accustomed 

to  pay for in cash, such as r e ta il purchases, car fa res, gasoline for  

automobiles, and, among employers, payrolls* Cash in excess o f these 

needs is  deposited at the banks, except when there is  a lack o f confidence 

in them. Banks in turn do not wish to  carry in th eir vaults cash which 

does not count as reserves and they redeposit the currency at the Federal 

Reserve banks, where i t  counts as the banks* reserves*

The objections raised by the banks during the early days o f the 

operation o f the System which are referred to  in the above quotation 

grew out o f a practical situation  which the currency provisions o f the 

original Act fa ile d  to  take in to consideration.
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(5 ) FUm-tnflte most o f the amendments which have been made, 
especially those relating to direct borrowing by member banks~extension  
o f the volume o f acceptances that may be made» and M  repeal the various 
changes lengthening the maturity and relaxing the liq u id ity  o f paper, 
(including both leg islative , .and administrative acceptances).

The object o f these suggestions is  to narrow the lending power o f 

the Federal Reserve banks to  essen tia lly  liq u id  commercial paper, as 

provided in  the origin al Federal Reserve Act*

The principal amendments from 1913 to  1923 broadening the Reserve 

banks* powers to lend to member banks related to  the rediscounting o f  

agricultural paper, the purchase and discount o f acceptances, and borrow

ing on Government secu rities as c o lla te ra l.

An amendment in  1916 increased the to ta l amount of agricultural 

paper which might be discounted. Other amendments in 1923 lib era lized  

the defin ition  of e lig ib le  agricultural paper, lengthened the maturity 

from six  to  nine months, provided for the discount o f factor* s paper 

issued for the purpose of making advances exclusively to  producers o f 

staple agricultural products in  th eir raw sta te , and provided for the 

discount o f agricultural paper o f the Federal intermediate credit banks.

Tn regard to acceptances, amendments to  the Federal Reserve Act 

increased the to ta l volume o f acceptances that a member bank could acquire 

and broadened the defin ition  o f acceptances which a member bank could 

make and a Federal Reserve bank could discount. In 1915 the Federal Reserve 

Board was given authority to  increase the amount o f acceptances based on 

the import and export o f goods which a member bank might make and a Reserve 

bank might discount. An amendment in 1916 authorized member banks to  

accept and Reserve banks to  discount b ills  and drafts growing out o f i

domestic shipments o f goods and also drawn in foreign countries fo r  \
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the purpose o f supplying d ollar exchange. I t  also permitted Federal *
Reserve notes to be secured by acceptances rediscounted or purchased ^  

by the Reserve banks. '

An amendment in 1916 permitting so -ca lled  "d irect borrowing by banks" 

also broadened the lending powers o f the Reserve banks by authorizing 

loans on United States bonds or notes as c o lla te ra l. This amendment 

authorized advances to  member banks on th e ir  promissory notes secured by 

notes, d ra fts , b ills  o f exchange or bankers1 acceptances e lig ib le  for  

rediscount or for purchase or by bonds or notes o f the United States. In 

1917 provision was made fo r the pledge o f these fifteen -d ay  notes as 

co lla tera l for Federal Reserve notes.

These are the principal statutory changes in  the lending powers o f 

the Reserve banks to  which Mr. W illis  o b jects. He also wished to  have 

eliminated Board regulations relaxing the standards fo r requiring liqu id  

paper as a basis for borrowing. He says o f the 1915 revision  o f old 

circular 15 governing the rediscount o f commercial paper:

" I t  (the report o f the committee on circular No. 15) meant 
that the reserve system, a fter only a very b rie f struggle and 
for the time being at le a s t , surrendered the e ffo rt to  put 
commercial paper upon a sc ie n tific  basis and to  apply to  
commercial credit those standards which are necessary to  insure 
liq u id ity . The action o f the Board, which followed not long 
after the report o f the committee already referred t o , was 
accordingly in the nature o f a direct abandonment o f principle  
which was the more regrettable because o f the fact that circular 
No. 15 had so clea rly  embodied sound principle in  connection 
with banking." (The Federal Reserve System (1925), p . 917)

"Although e ffo rts  were made in a lim ited way in the 
various reserve d istr ic ts  to  encourage the development o f sound 
practice on the part o f country banks, the regulations were 
never in any m aterial degree altered , and those in e ffe c t at
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the close o f 1922 s t i l l  carried the exemption clause already 
referred to (exempting loans below $2,500 from regu lation s).

And in connection with acceptances:

"There was no fie ld  o f a c tiv ity  in  which the e ffo rts  
o f the Board were more disappointing, and none in which the 
peculiar play o f fin an cial forces tending to  drive the federal 
reserve system th is  way and that became at times more pro
nounced." (The Federal Reserve System (1925), p. 985)

"Probably le ss  important, although o f fundamental s ig n ifi
cance, was the further decision that the reserve bank could not 
follow  the transaction giving r ise  to  an acceptance through 
to  i t s  conclusion in order to  see that the proceeds o f the 
acceptance were employed for a productive purpose. I t  was 
enough that the acceptance had grown out o f an actual purchase 
and sa le , the fa ct that the acceptance did thus constitute a 
means o f liquidating a transaction being a l l  that was necessary 
to  bring i t  into conformity with the law ."

"In  a l l  o f these ways the position  was gradually developed 
that in broadest terms p ractica lly  any bankers* acceptance that 
might be drawn in connection with a present, p ast, or future 
export or import transaction was e lig ib le  for discount at a 
federal reserve bank, provided that the contract had been entered 
into in  good fa ith . The obligation to  keep the transaction  
closely  connected with a sp ecific  shipment o f goods had early  
disappeared, while the renewal plan had rendered i t  possible to  
disregard in practice the idea o f s e lf—liquidating and short
term cred it. The acceptance had thus graduall y , step by step, 
developed into a piece o f accommodation paper."

I t  is  clear from these comments that Mr. W illis* objections arise  

out o f h is b e lie f that i f  member bank borrowing from the Reserve banks 

is  restricted  to liq u id  paper arising d irectly  out o f commercial trans

action s, th eir lending operations w ill tend to  develop along these 

lin es instead o f trad ition al general banking lin es that prevailed when 

the System was established. This point o f view is  emphasized in some 

of h is comments on the early development o f p o lic ie s .

(The Federal Reserve System (1925), p . 918)

(The Federal Reserve System (1925), p . 996)

(The Federal Reserve System (1925), p . 997)
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"The thought o f the circular (old circular No, 13) 
thus was to insure real liq u id ity  in commercial credit free 
o f those tendencies to  use the banks for general financing 
which had in the past been found so disastrous and had so 
frequently produced suspension through in a b ility  to  recover 
payment upon assets which had been supposed available at a 
specified tim e. The question was whether the commercial and 
banking community would be w illin g to  liv e  up to  the terms 
of so stringent a requirement and to carry out in good fa ith  
the general notion o f a discount market which underlay the 
new c irc u la r ," (The Federal Reserve System (1925), p , 909)

"C learly , in order to have th is  kind o f transaction  
(borrowing on bankers* acceptances) help rather than injure 
the business and credit structure, i t  is  necessary that i t  
should be very carefu lly safeguarded, in such a way as to  
insure that the acceptance should not merely become a means 
of borrowing for speculative purposes, or to help out hard- 
pressed banks or individuals, and especially  in  order not to  
provide an extension o f credit which under ordinary commercial 
conditions could not be had, • • , Harm would come, therefore, 
i f  the acceptance were used merely to  mask long-term or 
doubtful credit and thus bring about easy cashing or dis
counting o f b i l ls  which in ordinary circumstances could not 
be cashed or discounted at a l l  at a commercial bank,"

(The Federal Reserve System (1923), p , 985)

I t  is  doubtful i f  changes in the Federal Reserve Act and in Board

regulations in 1923 along the lin es suggested by Mr. W illis  would have

m aterially affected  the course of banking developments from 1923 to

1928, To have restricted  borrowing at Federal Reserve banks to  the

narrowly defined liq u id  commercial paper would not necessarily have

restricted  member bank credit to sim ilar loan s. In other words, i t

would not have prevented loans for speculative purposes. This is  due

to the fa ct that borrowing by member banks at the Reserve banks on a

particular type of paper in  order to estab lish  reserves has no necessary 

connection with the type o f loans which may be made on the basis of 

those reserves. The in a b ility  to control member bank credit through
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the kind of paper on which it  borrows at the Reserve banks is further 

emphasized by the fact that reserves built up by discounting commercial 

paper become the basis for loans for a l l  kinds of purposes up to

fifte e n  times the amount borrowed* There would, therefore, have been 

plenty o f leeway for speculative loans during the period 1925 to  1928,

Any e ffe c t on member bank loans during the period which might have 

resulted from the adoption o f h is suggestions would have come as a resu lt 

of reduced to ta l borrowings o f member banks because o f a lack o f e lig ib le  

paper* Such an outcome of Mr* W illis 1 proposal seems doubtful during 

the particular period, at le a st to  any appreciable extent, since member 

~hnnV borrovdngs were at no time o f such volume that banks could not have 

obtained the desired funds on e lig ib le  commercial paper even i f  more 

rig id ly  defined. There might have been exceptions in the case of individual 

banks or o f banks in particular areas such as the agricultural sections 

o f the country. I t  is  doubtful, however, i f  the more lib e ra l provisions 

for borrowing on agricultural paper had any great e ffec t on banking /

developments in fin an cial centers where the great increase in speculative 

loans took p lace.

Information available in the annual report o f the Board for 1926 

indicates that paper e lig ib le  fo r discount greatly exceeded member bank 

needs for accommodation. The s ta tis tic s  o f course include paper made 

e lig ib le  by the amendments which Mr. W illis  would elim inate.

even i f  Mr. W illis* suggestions had been follow ed.
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in addition, the banks held §2 ,850 ,000 ,000  o f United States 
obligations available as security for borrowing at the 
reserve banks on co lla tera l notes, so that the aggregate 
amount o f borrowing from the reserve banks possible fo r  the 
member banks on the basis o f th eir present assets is  more than 
§7 ,500 ,000 ,000 . This amount is  about ten times as large as 
to ta l borrowings from the reserve banks at any time in the 
past fiv e  years and more than two and one-half times as large 
as to ta l discounts at th eir maximum in November, 1920. I t  
would appear, therefore, that the amount of e lig ib le  paper 
and secu rities in the hands o f member banks is  su ffic ien t in 
the aggregate to meet a l l  the demands that are lik e ly  to a rise , 
though there may be individual banks, or groups o f banks in  
certain communities, with an inadequate supply o f such paper.1* 

(Annual Report o f the Federal Reserve Board,
1926, p . 9)

S ta tistics  on the amount o f e lig ib le  paper o f national banks for  

years prior to 1926 indicate an ample supply in those years, as compared 

with 1926. 1 /

End o f June Paper e lig ib le  fo r rediscount

(In m illions o f dollars)

1918 .............................................................................................. 5 ,218
1919 .............................................................................................. 5 ,551
1920 ...................................................... ....................................... 4 ,520
1925................................................................................................5 ,565
1924 ................................ ................... ......................................... 5 ,542
1925 ..............................................................................................5 ,412
...........................................................................* ............................ 5,497

1 / Annual Report o f the Federal Reserve Board, 1926, p . 9 .

The fact that member banks borrowed on direct loans collateraled  by 

e lig ib le  paper or Government obligations rather than by rediscounting 

commercial paper merely indicates th eir preference for a particular form 

of borrowing rather than th eir in a b ility  to  o ffer  paper fo r  rediscount. 

The co lla tera l note reduces the amount o f red tape in securing accommoda

tion at the Reserve banks and is  preferred by most banks.
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(5) New leg isla tio n  p ractically  requiring Reserve banks to engage 
in open-market operations in such a way as to  give them the true 
position o f a European central bank and thus enable them to  make their  
rates e ffe c tiv e .

Further elaboration o f Mr# W illis 1 ideas on th is point appears in  

his discussion o f the purpose o f the origin al open-market provisions#

"The Federal Reserve Act, however, had made provision for  
a system whereby the benefits o f the law could be d efin ite ly  
conveyed to  the public at large whenever circumstances per
mitted# This was found in the open market section (Section 14) 
o f the law# # • • This provision was necessary from a str ic t  
banking standpoint for the purpose o f enabling the reserve banks 
to make th eir rates o f discount e ffec tiv e — that is  to say, to  
insure the extension o f rates sim ilar to those which they them
selves were charging#w (The Federal Reserve System (1925), p# 1037)

nThe student o f banking would, however, naturally inquire 
whether in fact the federal reserve system in i t s  future opera
tions was lik e ly  to  confine i t s e lf  largely  to dealing with 
hard-pressed members# In answering th is  question a great deal 
had to  depend upon the extent to which the banks entered the 
open-market f ie ld , and the extent to which individual business 
men consented to  s e ll  th eir paper in the form o f b i l ls  o f 
exchange available for purchase by reserve banks under the 
open-market section o f the law#®

(The Federal Reserve System (1923), p# 1039)

At the time that Mr# W illis  was writing h is book, the policy o f

using the open-market purchases and sales o f Government obligations as

a means o f credit control was at it s  beginning . I t  was s t i l l  believed

by many that an open discount market could be developed in th is  country

along the same lin es as in foreign countries; in other words, that the

acceptance would become a widely-used and highly-standardized credit

instrument, the purchases and sales o f which by the Reserve banks would

be a means o f making it s  credit available to  others than member banks

and thereby a means o f making the Reserve banks' discount rates e ffectiv e

in  controlling in terest rates#
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These expectations which had not been realized  by 1925 were not 

realized in  subsequent years* Although acceptances have come into  

more extensive use as a credit instrument largely  as a resu lt o f encourage

ment given by the Federal Reserve Act, they have never become a credit 

instrument o f the importance contemplated at the time the Act was passed* 

D ifferent credit practices in th is  country, particularly the predominant j 

use o f single-name paper, have resulted in credit machinery which operates 

d ifferen tly  from foreign countries*

In the early days o f the System, the Federal Reserve policy with 

reference to acceptances was directed toward encouraging the use o f th is  

type of credit instrument* Since the war the Reserve banks have for the 

most part assumed a passive role and have purchased a l l  acceptances offered  

at the rate set by the banks and have reduced th eir holdings only as 

m aturities exceeded the volume offered* For control over the credit 

situation the System has relied  primarily on discount rates and on the 

purchase and sale o f United States obligations* In th is practical banking 

situ ation , i t  is  d iffic u lt  to  imagine what le g isla tio n  Mr. W illis  had in  

mind which would have changed the credit habits o f the country and would 

have established a discount market sim ilar to that in  foreign countries* 

From another angle i t  may be said that making th eir discount rates 

effectiv e  through open—market operations is  another way of describing the 

process by which the Reserve banks have put member banks in debt by sellin g  

secu rities in the open market and have enabled them to  repay indebtedness 

by buying se cu ritie s. That, i f  anything, is  making the discount rate and
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the discount policy e ffe c tiv e . Mr. W illis , however, uses the phrase 

without clear understanding, with vague reference to  imaginary B ritish  

practice.
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